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ABSTRACT

The development of Sharia Banks in Indonesia was exceedingly rejoicing in the early years of the establishment of the
first Sharia bank, Bank Mumalat Indonesia, in 1992. This development was followed by many conventional banks
spinning off into Sharia Banks. However, lately, the development of Islamic Banks in Indonesia has been
discouragement. This can be seen from the market share of Islamic banks that have relatively no increase from year to
year. Seeing this condition, researchers are interested in conducting research on the loyalty and switching intention of
Bank Muamalat Indonesia customers, who are the first and pioneer of Sharia Banks in Indonesia. The purpose of this
study is to look at the effect of Bank Muamalat Indonesia's service quality and switching cost on customer intention
switching with loyalty as a mediating variable that can explain this effect. This research was conducted on Bank
Muamalat Indonesia customers with a total sample of 168 respondents taken through convenience sampling and using
SEM AMOS as a data analysis tool. The results of this study indicate that service quality and switching costs have a
positive effect on loyalty, and loyalty has a negative effect on switching intention. In addition, loyalty can also fully
mediate the influence of service quality and switching costs on switching intentions
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1. INTRODUCTION the forefront, become the leader, and the center of the

Islamic world finance.
Bank Muamalat is the first Sharia Bank operating in

Indonesia. Since it was founded in 1991 and started
operating in 1992, Bank Muamalat has been able to

Bank Muamalat, as a service company engaged in the
banking industry, must always pay attention to the loyalty

demonstrate its existence and rapid development. The
success of Bank Muamalat in the Indonesian banking
industry made conventional banking begin to follow the
successful steps of Bank Muamalat by opening its Sharia
Business Unit (UUS). This can be seen from the majority
of Sharia Banks, which initially became business units of
Conventional Banks, have spin-offs into Sharia
Commercial Banks (BUS). The glory of the Islamic
banking industry in Indonesia was welcomed by various
groups, both from the public and the government. The
launch of the National Committee for Islamic Economics
and Finance (KNEKS) in July 2017, has proven the
government's partiality on Islamic financial institutions.
As quoted by Kompas.com (2017), President Joko
Widodo said that with the capital strength of the largest
Muslim population in the world, Indonesia should be at

of its customers, so that customers do not switch to using
services from other banks. Seeing the unique
characteristics of service companies, Bank Muamalat
must always maintain its image and service quality in
order to increase trust and loyalty so as to avoid switching
behavior from its customers. Customer loyalty is one
crucial variable to be studied in the field of marketing, so
it is widely used as an output variable by experts [1]-[5].
The high level of customer loyalty is effective marketing
for a bank that is done through word of mouth (WOM) of
customers to those closest to them. High loyalty from
customers will also automatically reduce the likelihood
of customers having switching behavior.

Research on antecedents of customer loyalty and
switching intention has been carried out by experts such
as customer satisfaction, switching costs, customer
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commitment, service quality, company reputation, and
price [9]-[12]. Customer loyalty is defined as a strong
desire from customers to buy back products or services
and will not move to other companies [6]. The cause of
customer loyalty must always be considered by the
company, especially in the alternative conditions of many
banks, such as in Indonesia. Seeing the competition
between banks in Indonesia, which is very competitive,
Bank Muamalat needs to identify factors that cause
customers to become loyal. Based on previous research
that has been done, there are several factors that
determine the behavior of a bank's customers, such as
service quality and switching costs.

Switching costs perceived by customers can be
positive or negative. Positive switching costs can be in
the form of bonuses and other benefits to customers and
will increase customer loyalty, while negative switching
costs such as penalties can reduce customer loyalty in
Islamic banks [1], [13]. Tax et al. (2013) explains that the
impact of negative switching costs in the form of
penalties can cause emotions, attitudes, and behaviors
that tend to be negative from customers. Given that in the
banking industry, penalties are very often issued by banks
to their customers [15]. For this reason, the main
objective of this study is to develop and test some
theories that discuss the effect of service quality and
switching costs on customer loyalty in Bank Muamalat
and their impact on switching intention.

In order to build a linking model of service quality
and switching costs to customer switching intentions,
researchers add a mediating variable that is able to
explain the causal relationship. Researchers add the
customer loyalty variable as the antecedent variable of
switching intention, as well as the consequence variable,
service quality, and switching cost. For this reason,
service quality and switching costs built by the
companies will reduce switching intention through
increased customer loyalty. Companies need to maintain
service quality and increase switching costs so that
customers feel at a loss if they leave the company. The
purpose of this study is to look at the role of customer
loyalty, which connecting service quality and switching
cost to switching intention.

2. THEORY AND HYPOTHESIS
Service Quality and Customers’ Loyalty

Customers who feel served well, friendly and fast will
be more loyal to the bank. Seeing the banking industry is
one industry that requires excellent service, then service
quality from banks must always be maintained in order
to increase the trust of its customers. Previous research
has proven the positive effect of service quality on
customer loyalty [26]-[29]. From previous research, it
can be interpreted that the better the service quality of a
company, the more customer loyalty to continue to
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transact at the company. Based on a review of these
theories and reasons, the researcher formulates the first
hypothesis as follows:

Hypothesis 1: Service quality has a positive effect
on customer loyalty

Switching Costs and Customer Loyalty

Switching cost is one of the company's strategies to
create a barrier for a customer to move to other service
providers. Some researchers find that switching costs is a
corporate strategy in reducing the level of customer
transition from one company to another [13], [30].
Customers who feel lost benefits or costs incurred when
they switch to other service providers, then these
customers are likely to continue to use the products and
services of a company. Some researchers have proven the
role of switching costs on customer loyalty [1], [13]. In
other words, customer loyalty will increase if the
switching costs created by a company are high. From this
explanation, the second hypothesis can be formed as
follows:

Hypothesis 2: Switching cost has a positive effect
on customer loyalty

Customer Loyalty with Switching Intention

Bhat et al. (2018) explain that the banking industry is
more vulnerable to having switching behavior. It takes an
increase of customer loyalty in order to reduce the level
of switching intention that results in switching behavior.
This opinion is in line with some previous research,
which states that customer loyalty has a negative effect
on switching intention [33], [34]. Customers who are
loyal to a company will not move to another company. It
can be interpreted that loyal customers will continue to
use the products and services of a company. However,
there are other factors that require the customer to use the
products and services of a company, including company
policy where the customer works, distance, an invitation
from friends or family to use products and services from
the company, and impulse buying. For this reason, the
researcher will try again to examine the effect of
customer loyalty on switching intention. From this
explanation, the researchers formulated the third
hypothesis as follows:

Hypothesis 3: Customer loyalty has a negative
effect on switching intention

Mediating Role of Customers’ Loyalty

Service company activities that require production
and consumption are done simultaneously are certainly
different from manufacturing companies where
customers do not need to know the process of making
products from these companies. This unique business
process demands service companies like Muamalat Bank
to always maintain its service quality so that every
customer who makes a transaction feels comfortable and
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loyal to Muamalat's bank, therefore the customer's
intention to switch to using the services of another bank
will decrease. In addition to service quality, which is the
key to the success of a service company, switching costs
also play an important role in increasing customer
loyalty. By affecting the psychological of the customer
and creating a condition of losing something if the
customer moves using the services of another bank,
switching costs can be a solution for Bank Muamalat in
creating loyalty, which results in low intention to switch.

Switching
Intention

Services
Quality

Figure 1. Research Model

Having an intention to switch is a consequence
experience felt by customers in using the services of a
company. Of course, it does not just happen but has gone
through several stages. Intention to switch can be caused
by poor service quality and low switching costs felt by
customers, thereby reducing customer loyalty. For this
reason, researchers place customer loyalty as a link
between service quality and switching costs to customer
switching intentions. Placement of loyalty as a mediating
variable has been done by previous studies such as [35]
that connect image and perceived quality to purchase
intention. Mosavi et al. (2018) link customer satisfaction
and trust in switching intention. Dikcius et al. (2019)
linking satisfaction with behavioral loyalty, [38] linking
brand equity, value equity, and relationship equity to
WOM, [39] links social media marketing applications
with purchase intentions. From the reasons above, the
researcher formulates the hypothesis as follows:

Hypothesis 4: Customer loyalty mediates the effect
of service quality with switching intention

Hypothesis 5: Customer loyalty mediates the effect
of switching costs with switching intention

3. METHODS

Sample and Procedures

We collect data from customers of Bank Muamalat
Indonesia, which is the first Sharia bank in Indonesia and
one of the largest Sharia Banks in Indonesia through non-
probability sampling techniques. The questionnaire was
distributed via offline and online and managed to collect
251 respondents consisting of 173 data online and 78 data
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offline. However, there were 25 respondents who did not
complete the questionnaire, so there were 226 (90.04%)
questionnaire data that could be processed. The research
data was then reduced again because there were 58 outlier
data, so the final sample in this study was 168
respondents (74.33%).

Measurement

Measurements in this study adopted previous
research, and customers were asked to explain their
perceptions about service quality, switching cost, loyalty,
and switching intention as customers at Bank Muamalat
Indonesia. For all variables in this study measured using
a 5-point Likert scale, namely 1 = strongly disagree and
5 = strongly agree.

Service Quality

Service quality is the attitudes and perceptions of
customers formed by the difference between the actual
service quality they receive and the customer service
quality expectations for the services of the bank [40].
Measuring instruments used to measure the level of
customer perception of service quality banks using 24
statement items developed by Parasuraman et al. (1985)
and Othman & Owen (2001). The measurement
dimensions are Compliance, Assurance, Reliability,
Tangibility, Empathy, and Responsiveness (CARTER).
An example of an item of the statement is "Islamic banks
in accordance with Islamic law and principles." Cronbach
alpha (0.911).

Switching Cost

Burnham et al. (2003) describes switching costs as
costs incurred to move from a service provider that is
used now to a new service provider. To measure the
switching costs of Muamalat bank customers, we use an
indicator developed by Han et al. (2011) consisting of 5
statement items. An example of a statement item is
"There are many incentives that | will not get if I switch
to another bank". Cronbach alpha (0.862).

Customers’ Loyalty

Customer loyalty is a firm intention from customers
to repurchase products or services from a company and
will not move to another company [6]. To measure the
loyalty of Bank Muamalat customers, we use 7 statement
items developed by [5]. An example of the statement is,
"I rarely think about switching to another bank service".
Cronbach alpha (0.936).

Switching Intention

Oliver (1997), in [8], defines switching intention as
an affirmation of one's desire to move from the current
service provider to another service provider. Measuring
instruments used to measure the level of switching
intention of customers using five items statement
developed by [10]. An example of his statement is, "'l will
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switch to another bank that offers better returns".
Cronbach alpha (0.950).

4, RESULT
Confirmatory Factor Analysis

We tested it three times to see discriminant validity
because the first and second tests still contained items
that had a loading factor <70, so the items had to be
reduced. As for the total of 41 initial questionnaire items,
we reduced 20 items, so that the remaining 21
questionnaire items.

Hypotheses Testing

Before conducting hypothesis testing, we assessed the
Goodness of Fit (GOF) model using the Maximum
Likelihood (ML) method using AMOS Software. The
results of testing the GOF model in this study is quite
good because the value of each fit test meets the
assumption of SEM usage.

Hypothesis testing in this study is intended to answer
research questions by analyzing the structural model.
Structural analysis in this study can be seen from the
value of standardized regression weight, which explains
the coefficient of influence between variables. The
explanation of the causal relationship from this study can
be seen in the following Table 1.

Table 1. Hypotheses testing

Estimation | S.E. C.R. p
LOY |<---| SQ 0.467 0.114 ([4.084 0.000
LOY |[<-—--[ SC 0.439 0.080 [5.471 0.000
Sl <---| LOY -1.097 0.295 ([-3.722 |0.000
Sl <--| SQ 0.448 0.246 [1.820 0.069
Sl <---| SC 0.236 0.201 (1.173 0.241

Primary Data (2020)

Table 2. Sobel Test (SQ-LOY-SI)

Input: Test statistic: Std. Error: p-value:
a 0467 Sobel test: -275339250 | 0.18606101 | 0.00589811
b -1.097 Arolan test: 27094894 | 0.18907585 | 0.00673869
55 0.114 Goodman test: 279950152 | 0.18209651 | 0.00511816
sp 0.295 Reset all Calculate

Table 3. Sobel Test (SC-LOY-SI)

Input: Test statistic: Std. Error: p-value:
2|0439 Sobel test: -3.07839486 | 0.15643965 | 0.00208119 |
b|-1.097 | Arojan test: -304395287 | 015620074 | 0.00233492 |
53/0.080 Goodman test: -3.11403307 | 0.15464920 | 0.00184549 |
Sh | 0.295 H Reset all Calculate |
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From the results of testing the hypotheses in Table 1
above, it is known that the regression coefficient effect of
service quality on loyalty is (B = 0.467; C.R. =4.084; p
<0.050) which shows that service quality has a positive
effect on loyalty. It indicates support for the first
hypothesis, which says that service quality has a positive
effect on loyalty. This means that the better service
quality provided by Muamalat Bank employees will
increase customer loyalty.

From the results of testing the hypotheses in Table 1
above, it is known that the regression coefficient effect of
switching cost on loyalty is (f = 0.439; C.R. = 5.471; p
<0.050) which shows the switching cost has a positive
effect on loyalty. It provides support for the second
hypothesis, which explains that switching costs have a
positive effect on loyalty. This means that the higher the
customer feels the switching cost provided by Muamalat
bank, the higher the loyalty of the customer.

From the results of testing the hypotheses in Table 1
above, it is known that the regression coefficient effect of
loyalty on switching intention is (B = -1.097; C.R. =
3.772; p <0.050) which shows that loyalty has a negative
effect on switching intention. It provides support for the
third hypothesis, which explains that loyalty has a
negative effect on switching intention. This means that
the higher the loyalty level of Bank Muamalat's
customers, the lower the customer's intention to switch to
using another bank's services.

From the results of testing the hypothesis by
comparing direct effects with indirect effects, it shows
that the value of indirect effects is greater than the direct
effects (0.242 <0.277). In addition, the tests using the
Sobel test shown in table 2 above, note that the value of
t-count or C.R. of the service quality effect on switching
intention through loyalty is -2,753 with a significance
level of .050.05 which indicates that loyalty mediates the
effect of service quality on switching intention. The
results of testing the hypothesis provide support for the
fourth hypothesis, which explains that loyalty mediates
the effect of service quality on switching intention. The
role of loyalty in this influence is full mediation, which
means that the effect of service quality variables on
switching intention must pass through loyalty. This is
shown in Table 1, where the effect of service quality on
switching intention is not directly significant (f = 0.448;
C.R. = 1,820; p> 0.050), so it must first pass through
loyalty.

From the results of testing the hypothesis by
comparing the direct effects with indirect effects shows
that the value of indirect effects is greater than the direct
effects (0.189 <0.386). In addition, tests using the Sobel
test shown in table 3 above, note that the value of t-count
or C.R. of the switching cost effect on switching intention
through loyalty is -3,078 with a significance level of
.050.05 which indicates that loyalty mediates the effect
of switching costs on switching intention. These provide
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support for the fifth hypothesis, which explains that
loyalty mediates the effect of switching costs on
switching intention. The role of loyalty in this effect is
full mediation, which means the influence of switching
cost variables on switching intention must pass through
loyalty. This is shown in Table 1, where the effect of
switching costs on switching intention is not directly
significant (f = 0.236; C.R. = 1.173; p>0.050), so it must
pass through loyalty first.

5. DISCUSSION

The results of hypothesis testing in this study indicate
that service quality has a positive effect on customer
loyalty. This can be proven from the estimated value of
0.467 and the value of C.R 4.084 with a p-value <0.05,
which indicates there is a positive effect on service
quality on customer loyalty. It can be said that the better
the service quality provided by Bank Muamalat
Indonesia employees, the higher the loyalty of its
customers. Customers who feel comfortable, safe, and
are well served in every financial service transaction
process at Bank Mumalat Indonesia will feel bound and
tend to convey positive things about the bank to others.

This research confirms the Social Exchange Theory,
which explains that a person will provide compensation
in accordance with what he receives. In this case,
customers who get good service from Bank Muamalat
Indonesia will respond by becoming loyal towards Bank
Muamalat Indonesia. This research supports Signaling
Theory, which explains that the company will show the
attributes/capabilities it has in this case of good service
in order to improve the company's image and satisfaction
in the eyes of customers. This study also supports
previous research, which says service quality has a
positive influence on customer loyalty [27], [42], [43].

The results of testing the second hypothesis in this
study indicate that switching costs have a positive
influence on customer loyalty. This can be proven from
the estimated value of 0.439 and the magnitude of the
value of C.R 5.471 with p-value <0.05, which indicates
there is a positive effect of switching costs on customer
loyalty. It can be said that the greater the customer feels
the switching cost of Bank Muamalat Indonesia, the
higher the loyalty of Bank Muamalat Indonesia's
customers. Customers who lose value or feel loss if they
switch to using other bank services, will feel bound and
tend to continue to use that bank services.

Switching cost is one of the company strategies to
bind customers so as not to switch to using the services
of other companies. Switching costs are not only costs
incurred economically, but psychological conditions that
are less comfortable such as psychological attachment
and loss of benefits, are also costs that must be paid by
customers if they switch to other service providers.
Seeing the increasing number of banking institutions and
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the intense competition between banks in Indonesia,
switching costs are an alternative competitive strategy
that needs to be considered by banking institutions to
maintain customer loyalty. High switching costs make
customers think seriously about leaving the services of
the bank.

This research successfully explains Reinforcement
Theory that someone will act to get something they want
and avoid something they don't want. The theory of
Planned Behavior also explains that a person's behavior
is formed from attitudes towards behavior, behavior
control, and social norms so that if switching costs are
considered large, it will affect one's behavior in acting
[44]. In this case, Bank Muamalat Indonesia's customers
will continue to use the services of the bank, when they
feel disadvantaged if they switch to using the services of
another bank. This research is supported by other
empirical research, which says that switching costs have
a positive effect on customer loyalty [1], [13], [42].

The results of testing the third hypothesis in this study
indicate that loyalty has a negative effect on switching
intention. It can be proven from the estimated value of -
1,097 and the magnitude of the value of C.R-3,722 with
p-value <0.05, which indicates there is a negative effect
of loyalty on the customer's switching intention. It can be
said that the higher the customer loyalty of Bank
Muamalat Indonesia, the lower the switching intention of
Bank Muamalat Indonesia customers. Customers who
feel attached to Bank Muamalat Indonesia tend not to
think about switching to using the services of other
banks.

Customer loyalty, which is the ultimate goal of bank
marketing, is considered to be able to increase profits for
Bank Muamalat Indonesia. Customers who have high
loyalty can become endorsers of a company by saying
positively about the bank. Loyal customers also tend to
be more tolerant of the mistakes made by a company, so
loyalty is the key to reducing the company's switching
intention [45], [46]. The results of this study support
previous research, which says that loyalty has a negative
effect on customer switching intention [33], [34], [36].

Sobel test results in this study indicate that loyalty can
mediate the effect of service quality on customer
switching intentions. It can be proven from the statistical
test (C.R.) value of -2.753 with p-value <0.05, which
shows that loyalty can mediate the effect of service
quality on customer switching intentions. It can be said
that the effect of service quality on switching intention
must be through customer loyalty. Customers who feel
comfortable, safe, and well served by Muamalat
Indonesia bank employees will increase customer
loyalty, which will lead to decreased switching intention
of the customer. Direct and indirect effects test results
also show that loyalty fully mediates the effect of service
quality on customer switching intentions. This is
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evidenced by the value of indirect effects, which is
greater than direct effects (0.242 <0.277).

This study proves that customer intentions to take
action can be predicted and shaped by companies through
external stimuli, such as providing good service so that it
has an impact on loyalty and leads to low switching
intention. Low switching intention from the customer is
certainly an achievement for a bank, especially if the
customer is a priority customer who gives a lot of benefits
to the bank. The low switching intention also shows that
the service quality provided by Bank Muamalat
Indonesia can be said to meet customer expectations.
This research can be explained by Social Exchange
theory, which explains that customers who get good
services from Bank Muamalat Indonesia will respond by
being loyal so that the switching intention of these
customers will decrease.

The Sobel test results in this study indicate that
loyalty can mediate the effect of switching costs on
customer switching intentions. It can be proven from the
statistical test (C.R.) value of -3.078 with p-value <0.05,
which indicates that loyalty can mediate the effect of
switching costs on customer switching intentions. It can
be said that the effect of switching costs on switching
intention must be through customer loyalty. Customers
who feel compelled to pay or lose benefits if leaving the
services of Bank Muamalat Indonesia will tend to remain
at Bank Muamalat Indonesia, so as to reduce the
switching intention of these customers. Direct and
indirect effects test results also show that loyalty fully
mediates the effect of switching costs on customer
switching intentions. This is evidenced by the value of
indirect effects, which is greater than direct effects (0.189
<0.386).

This research shows that Bank Muamalat Indonesia
customers tend to avoid losses that arise when they
switch rather than start to use the services of other banks.
From the high switching cost felt by these customers, it
makes Bank Muamalat Indonesia's customers tend to be
loyal, which leads to low switching intention. Losing the
benefits gained while being a customer of Bank
Muamlaat Indonesia is also a bank strategy to reduce
switching intention through loyalty. For this reason, Bank
Muamalat Indonesia needs to increase the benefits
obtained by customers, so that customers will feel
disadvantaged if they switch to using services from other
banks. This study also supports previous research, which
explains that loyalty mediates the effect of switching
costs on customer switching intentions [9].

6. MANAGERIAL IMPLICATION

The results of this study can be considered by the
Bank Muamalat Indonesia, especially in terms of
minimizing losses due to high switching behavior. High
switching intention can indicate low customer loyalty
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caused by the bank services not in accordance with
customer expectations. In addition, the role of switching
costs needs to be considered to increase customer loyalty,
which can weaken customer switching intention. For this
reason, Bank Muamalat Indonesia must always maintain
service quality and increase switching costs regularly so
that customer loyalty can increase.

7. CONCLUSION

This study corroborates previous research that
succeeded in making customer loyalty as a mediating
variable to the effect of independent variables on the
dependent variable. Loyalty is one of the strong
predictors in explaining customer switching intentions.
This research succeeded in proving the role of service
quality and switching cost can weaken customer
switching intention through customer loyalty. The results
of this study also reinforce the social exchange theory and
reinforcement theory that explain individual behavioral
intention in decision making.

8. LIMITATION AND FUTURE RESEARCH

recommendations for further research. Weaknesses in
this research are that there may be a common method bias
because the use of self-reported methods and online
questionnaires is possible that there is a bias in
respondent answers. In addition, the selection of
switching cost variables is not appropriate because
customers can choose more than one banking service so
that customers do not need to switch. Besides, banking
services have almost the same quality from one another,
and it makes it difficult for customers to identify the
switching costs owned by a bank with another bank.
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