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Abstract. Customer loyalty is an essential part of business performance. Many companies hope to keep their
customers for a long time, even if possible forever. This study investigates the role of customer trust in mediating
the effect of customer satisfaction on customer loyalty in Islamic banks in the city of Yogyakarta. About 150
respondents were selected as the sample using the purposive sampling method. Structural Equation Modeling
(SEM) was used to test the hypothesis of this study. The results of the study indicate that customer satisfaction has
a direct effect on customer loyalty. Besides, customer satisfaction indirectly affects customer loyalty by mediating
customer trust. Thus, it can be said that customer trust successfully mediates customer satisfaction on customer
loyalty. This finding is consistent with the results of previous studies.
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1. Introduction

The rise of Islamic banking in Indonesia reflects the public's desire for an alternative banking system that both
complies with sharia principles and offers good banking and financial services. As a country with the largest Muslim
population, Indonesia should be a pioneer and a mecca for the development of Islamic finance and banking in the
world. This is not an impossible dream because of Indonesia's huge potential to become a core player in Islamic
finance and banking.

With the average population of Indonesia being predominantly Muslim, the market share of Islamic banks is
substantial. It has an excellent opportunity to develop, which will undoubtedly make the competitive climate in Islamic
banking more competitive and tighter. In other words, Islamic banks will be required to be able to attract public
interest. The high level of competition and consumers who are increasingly selective need companies to have a strategy
to attract the interest of their consumers. Islamic banks must be able to increase competitiveness and provide
satisfaction to customers to maintain customer loyalty.

The Islamic banking business is not only carried out by purely sharia-based banks, but almost all conventional
banks have also opened Islamic banking businesses, thus providing many choices for the community. Moreover,
Islamic and conventional banks offer their customers many products and service facilities [2]. This competitive
condition of the banking business certainly encourages every bank to look for various business strategies to attract
new and retain existing customers.

Throughout 2020, Islamic banking is deemed necessary to maintain the ongoing growth momentum and market
share. As is known, until the end of 2021, the growth of Islamic banking will reach 16.9 per cent. Meanwhile, the
market share of Islamic banking reached 4.8 per cent, the highest throughout the existence of Islamic banking in
Indonesia.

Customer loyalty is an essential factor in winning the competition. Marketing practitioners and academics
know that customer loyalty is a crucial factor in the success of a business [12]; [12]. Furthermore, [12] states that
encouraging the retention rate will ensure revenue (revenue) and reduce customer transaction costs. [14] further show
that customer loyalty positively contributes to increasing shareholder value. [7] stated that loyalty is substantially
essential for the company because it can be a factor inhibiting the entry of competitors considering that customer
loyalty can (a) increase the company's ability to respond to competitive threats to the company; (b) increase sales and
more significant revenue; (c) reduce customer sensitivity to competitors' marketing efforts.

Several studies on customer loyalty have provided empirical evidence that loyalty antecedent variables affect
customer loyalty, including the research of [15] on Turkish aviation industry customers and [19] on e-commerce
settings in Indonesia. Two cultures, Malaysia and Qatar. Both studies demonstrate that high levels of client loyalty
are determined by customer satisfaction.

[16] states that when the growth of the banking sector is increasing, the customer-banking relationship and
relationships such as customer trust have essential consequences on customer loyalty. The same thing was expressed
by [17] in their research on Islamic bank customers in Pakistan. The results of the two studies indicate that trust
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directly affects customer loyalty. Furthermore, [21], in their research on Islamic bank customers in Malaysia, showed
that among the factors tested, customer loyalty was only significantly and favorably impacted by trust. This finding is
supported by the research of [3] in their study on Islamic bank customers in Malaysia and [8] in their research on bank
customers in India, which states that the creation of trust in products will encourage the innovation of customer loyalty.

The intense competition and the emergence of new similar services require companies to maintain market share
with the priority of retaining existing customers. Owning consumers and maintaining their loyalty is very important
and becomes a competitive advantage for the company. Therefore, companies must be able to find out to what stage
their customer loyalty is. The level of consumer loyalty determines policies for companies to retain consumers.

Customer attachment to a product is measured by customer loyalty. This measure can provide an idea of
whether or not a customer may switch to other services, especially if there are changes in these services, both regarding
service quality and other attributes. Many factors affect customer loyalty, one of which is customer satisfaction.

Customer satisfaction must be given top priority in order for businesses to compete, survive, and dominate the
market in an environment of fierce competition. However, a product's marketing prowess is insufficient to convey all
of the benefits a service has to offer. The most important factor is whether or not these products are offered in
accordance with the preferences and demands of the students to increase student value (cost value).

Customer satisfaction is a person's emotion of happiness or dissatisfaction after comparing the perceived
performance or results to their expectations. Customer satisfaction includes a sense of happiness showing the extent
to which these customers feel happy with their transaction experience while dealing with the bank, which is measured
by the feelings that arise from customers in choosing their business partners and the conformity of expectations as
measured by the Customer's feelings. Customer satisfaction needs to be considered so that universities can continue
to exist and compete in higher education, where competition is getting tougher. Students whose satisfaction is met
will create a high level of loyalty.

Customer loyalty is an essential factor in winning the competition. Marketing practitioners and academics
know that customer loyalty is a crucial factor in the success of a business [12]; [12]. Furthermore, [12] states that
encouraging the retention rate will ensure revenue (revenue) and reduce customer transaction costs. [14] further show
that customer loyalty positively contributes to increasing shareholder value. [7] stated that loyalty is substantially
essential for the company because it can be a factor inhibiting the entry of competitors considering that customer
loyalty can (a) increase the company's ability to respond to competitive threats to the company; (b) increase sales and
more significant revenue; (c) reduce customer sensitivity to competitors' marketing efforts.

Several studies on customer loyalty have provided empirical evidence that loyalty antecedent variables affect
customer loyalty, including the research of [15] on Turkish aviation industry customers and [19] on e-commerce
settings in Indonesia. Two cultures, Malaysia and Qatar. Both studies show that customer satisfaction is a determining
factor for high customer loyalty.

[16] states that when the growth of the banking sector is increasing, the customer-banking relationship and
relationships such as customer trust have essential consequences on customer loyalty. The same thing was expressed
by [17] in their research on Islamic bank customers in Pakistan. The results of the two studies indicate that trust
directly affects customer loyalty. Furthermore, [21], in their research on Islamic bank customers in Malaysia, showed
that among the factors tested, the only trust had a positive and significant effect on customer loyalty. This finding is
supported by the research of [3] in their study on Islamic bank customers in Malaysia and [8] in their research on bank
customers in India, which states that the creation of trust in products will encourage the innovation of customer loyalty.

Based on the description above, this study examines and analyzes customer loyalty of Islamic banks by
integrating loyalty antecedent variables such as satisfaction and trust. This research is essential to do because the
addition of new predictors will be able to predict the intention to behave more accurately.

2. Literature Review

Customer loyalty

Customer loyalty has a vital role in a company. Many companies hope to keep their customers for a long time,
even if possible forever. The primary consideration for companies in maintaining customer loyalty is that acquiring
new customers in the increasingly fierce competition is increasingly expensive. The company can save costs by getting
new customers if customer loyalty is born. That's why maintaining financial performance improvement and keeping
the company's customers alive. This is the main reason for a company to attract and retain customers. Customer loyalty
will be the key to success in the short term and a sustainable competitive advantage. Companies that develop and
maintain customer loyalty will gain long-term improvement [31]. In addition, loyalty is explained as the Customer's
desire to continue to subscribe to the company long-term and recommend the product to friends and colleagues [25].



Several studies and studies on loyalty have provided an explanation and background of several variables that
support commitment. Research [6] is one of the studies on duty with a comprehensive variable. This study showed
that customer loyalty could be explained at a substantial level by customer satisfaction, trust, and communication.

Achieving customer loyalty is difficult, but every company benefits from loyal customers, especially from
positive news [24]. In addition, positive WOM can mean when someone does business with a company and
recommends to others about the company [9].

Furthermore, Griffin (1995) suggests other benefits that companies will get if they have loyal customers,
including reducing marketing costs (because it costs more to attract new customers) and reducing transaction costs
(such as contract negotiation costs and order processing). In addition, reduce customer turnover costs (because of less
customer turnover), increase cross-selling, expand the company's market share, increase positive word of mouth,
assume that loyal customers are satisfied, and reduces failure costs (such as replacement).

Recently, competition among product supply institutions has been caused by globalization because customers
are increasingly intelligent, price-conscious, demanding, and being approached by many products [26]. In addition,
communication technology also plays a role in increasing competition because it gives customers access to more
information about the various products offered. This means that customers have more choices in using the money
saved.

[22] mention six reasons an institution needs to get customer loyalty. First: loyal customers are more
prospective, meaning that loyal customers will benefit the institution greatly. Second: the cost of acquiring a new
customer is much greater than keeping and retaining an existing customer. Third: customers who already trust the
institution in one matter will also believe in other issues. Fourth: the institution's operating costs will be efficient if it
has many loyal customers. Fifth: institutions can reduce psychological and social costs because customers have had
many positive experiences with institutions. Sixth: loyal customers will always defend the institution and try to attract
and advise others to become customers.

Customer Satisfaction

[22], quoted from the book Marketing Management said that the consumer's goal is a person's feeling of
pleasure or disappointment that arises after comparing the performance (results) of the product that is thought of
against what is expected. Therefore, the definition of satisfaction is the response or response of consumers regarding
the fulfilment of needs. This is an assessment of the characteristics or features of a service product, service, or the
product itself, which provides consumer pleasure related to meeting consumer consumption needs [31].

Customer satisfaction is an evaluation of the Customer's awareness and love of goods or services that have
been delivered to him by certain producers [28]. Satisfaction is influenced by the level of expectation of service quality
[32]. Customer satisfaction as a result of a comparison between product or service expectations and the reality received
by a person raises two possibilities. The first is if the seller provides excessive information to the Customer, the
Customer will have too high expectations, resulting in dissatisfaction if the seller cannot fulfil the report. . The second
possibility is that if the seller cannot provide information to the Customer, the Customer will be less interested (low
expectations) in the product or service, so the transaction will not occur.

Overall satisfaction is defined as an adequate statement about the emotional reaction to the experience of a
product or service that is influenced by consumer satisfaction with the product (attribute satisfaction) and the
information used to choose the product (information satisfaction). [1] state that customer satisfaction is closely related
to customer loyalty, where satisfied customers will become loyal customers. Then these loyal customers will become
a "powerful marketing force" for the company by providing recommendations and positive information to other
potential customers.

Customer satisfaction will be achieved if the expectations follow the accepted reality. [33] stated that customer
satisfaction is high if the perceived value exceeds customer expectations. Acceptance of products with higher quality
will get a higher level of satisfaction than acceptance of products with a lower rate. Consumer satisfaction is an
accumulation of consumer experience of past consumer purchases and consumption. Consumer satisfaction is
influenced by expectations and consumer experiences [34]. The perceived experience of service performance is
influenced by consumer perceptions of service quality, marketing mix, brand name, or company image [1]. To increase
customer satisfaction, it is necessary to understand the factors that can affect customer satisfaction, which can benefit
the company, especially in the marketing field.

The importance of customer satisfaction for marketing can be attributed to the reason that consumer satisfaction
will encourage repeat purchases and provide benefits through "word of mouth™ publicity [13]. The advantages for
companies using the dimensions of customer satisfaction have been shown in several studies, including evaluating the
attitudes and information of guests and identifying strengths and weaknesses. In addition, consumer satisfaction can
be used for positioning strategies to help companies reach a niche market. According to [13], consumer satisfaction



can influence buying behaviour, suggesting that satisfied consumers will be loyal, but loyal consumers are not
necessarily happy.
Trust
[23] define trust as a person's willingness to rely on other parties with certain risks. Trust is also defined as a
person's willingness to depend on other parties involved in the exchange because he has confidence in the other party.
One aspect that is no less important to keep customers loyal is trust. This statement is strengthened by experts'
opinion that trust is an essential element in customer loyalty, and trust is a necessary basis for building and maintaining
long-term relationships. Trust is a critical capital for increasing customer loyalty, especially in building long-term
relationships, so trust plays an essential role in the sustainability of the company in the future [30].

[27] suggest that trust is an essential element that affects customer loyalty. Therefore, trust in service providers
will increase consumer loyalty to service providers. In addition, the higher the level of consumer confidence in service
providers, the higher their commitment level and vice versa. If consumers do not have trust in service providers, of
course, consumers will switch to other service providers.

This sharia banking customer trust also includes a belief in profit sharing where both parties will share the
profits following the agreed agreement where the profit-sharing requires the cooperation of the owner of the capital
with the business/work for the benefit of both parties as well as for the community. In addition, obedience to religious
orders and a good understanding of Islamic sharia principles show that customers are oriented toward happiness, that
is, ukhrawi (hereafter).
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Figure 1. Conceptual Framework
3. Research Methods

The population in this study is the people of Yogyakarta City who have been customers of Islamic banks.
Considering that the number of populations cannot be known, the population is categorized as a total population
(unrestricted). The sampling method employs non-probability sampling due to the population's makeup and
geographic location. This method has the drawback of giving not every member of the population an equal chance to
be selected as a sample.[20].

In this research, the sample was taken using a purposive sampling method. In this sampling technique, the
researcher determines the sampling by setting specific characteristics/criteria according to the research objectives. The
requirements specified in this study are customers who know and use the services of Islamic banks and who have been
customers of Islamic banks for at least six months. Therefore, the sampling frame in this study consists of a list of
sample units from Islamic bank customers at Islamic Commercial Banks (BUS) in Y ogyakarta City.

The number of samples in this study was calculated using the basis that SEM analysis requires a minimum of
5-10 times the number of indicators used [35];[36]. With 16 indicators, the minimum sample: 5 x 20 = 100, and the
maximum sample: 10 x 20 = 200. For this study, the number of samples used was 160 respondents. This number has
met the minimum requirements and entered the large sample sizes category [37].



4. Research Result

Then used Structural Equation Modeling (SEM) and AMOS 24.0 program to analyze this research's conceptual
framework. Before testing the hypothesis, the validity and reliability of the data used in the analysis are first tested.
According to [18], an indicator is declared valid if its t value is 1.96, and a variable is declared reliable if it has
construct reliability of 0.50. Therefore, all indicators or question items are displayed as excellent and reliable in
measuring the variables based on these requirements. Table 1 describes the results of testing the validity and reliability
of the data that has been collected.

Table 1. Validity and Reliability Test Results

Variable O; O tvalue gglr?;;ﬁii:; Information
Satisfaction 0,803 Reliabel
S1 0,25 0,64 8,09 Valid
S2 0,11 0,49 13,15 Valid
S3 0,20 0,56 12,54 Valid
S4 0,49 0,55 9,67 Valid
Trust 0,814 Reliabel
T1 0,12 0,43 9,74 Valid
T2 0,19 0,53 13,40 Valid
T3 0,07 0,58 15,70 Valid
T4 0,16 0,50 13,68 Valid
Customer Loyalty 0,856 Reliabel
CL1 0,15 0,55 9,02 Valid
CL2 0,11 0,62 16,50 Valid
CL3 0,15 0,70 16,43 Valid




With valid and reliable data, the researcher conducted a structural analysis using the AMOS 24.0 program to test the
hypothesis of this study. The effect of exogenous variables on endogenous variables and the t value of each result is
shown in Figure 2.

1,465

Satisfaction » Customer
Loyalty

1,075 1,082

Trust

Figure 2. Structural Model

The statistical value of the final structural model shows that the model is very good (fit) in representing the
data of this study. This is evidenced by the X2 value of 52.624 with a degree of freedom of 41, so Normed X2 = 1.28,
which means that the model has a good level of conformity. This fact is reinforced by the RMESEA value of 0.053
and the TLI and CFI values of 0.968 and 0.976, respectively. The significance of the influence between variables and
the hypothesis testing of this study is shown in table 2.

Table 2. Hypothesis Test Results

Hypothesis Direction Information
Effect t-value Prob.

H1: Customer satisfaction has a + 5,898 0.0001
positive effect on Customer Loyalty accepted
H2: Satisfaction has a positive + 3,276 0,036 accepted
effect on trust
H3: Trust has a positive effect on + 2,980 0.032 accepted
customer loyalty

5. Discussion

Overall the results of this study illustrate that customer loyalty is influenced by customer satisfaction and trust.
The results of this study indicate that the research respondents view satisfaction as affecting customer loyalty.
Satisfaction is a person's behaviour, attitude, or feeling towards products and services related to quality attributes that
lead to overall satisfaction. When a customer is satisfied, he will repurchase his products and services and tell other
customers about the related products and services. ([38]; [39]).



The results of this study also show that customer satisfaction has an effect on customer trust, and then customer
trust has an impact on customer loyalty. Dependence on individuals who have earned one's confidence is defined as
trust [40]. This suggests that building authentic relationships with clients requires a vital part of a marketing plan to
be based on trust. As a competitive strategy, companies in the industrial sector cultivate cooperative partnerships with
their clients. Companies can operate more profitably and competitively with long-term collaborative ties by reducing
transaction costs. Typically, these cooperative partnerships are marked by a high level of trust [27].

The results of this study support the theoretical model built in this study regarding the effect of customer trust
on customer loyalty. This is accomplished by fostering consumer confidence in the company's product brand. [23]
demonstrate how consumer loyalty to a brand is influenced by their perception that it can live up to expectations. In
addition, [4] write that trust can occur when a group believes that what another group does will produce positive
results. To trust a brand, customers must perceive quality as a positive thing.

The results of this research are theoretical and practical. These findings are consistent and strengthen the results
of previous studies, particularly those conducted by [11], [10], and [5]. The results of this study also offer a summary
that marketing practitioners should take into account when establishing marketing strategies, particularly those aimed
at fostering consumer loyalty. The results of this study are that customer satisfaction is the only determinant of their
commitment to service providers, but it is essential for customer trust.

6. Conclusions

This study aims to explain the effect of satisfaction on customer loyalty with trust as a mediating variable.
After this research, hypothesis testing showed that trust succeeded in mediating the impact of happiness on customer
loyalty.

For researchers interested in studying consumer loyalty, this study includes a number of flaws that must be
fixed, especially with relation to the subject choice. Like several previous studies, this research was conducted on
Islamic Commercial Banks (BUS) to represent the Islamic banking market. To obtain generalizable findings in the
Islamic banking market, further research needs to use institutions such as the Sharia Business Unit (UUS) and Sharia
Credit Bank (BPR Syariah) to examine the findings across markets.
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