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Abstract

This study examines the impact of digitalization on customer satisfaction in Islamic banking in Ethiopia, focusing on central and
eastern regions. A sample of 400 participants was surveyed, with 361 valid responses, using a five-point Likert scale. Data
analysis, including explanatory factor analysis and regression, was conducted using SPSS 25 and Amos 23. The results indicate
that compliance, reliability, service quality, and human skills significantly and positively influence customer satisfaction with
digital Islamic banking. The study's limitations include its focus on a single country, which may limit generalizability to other
contexts. Future research could explore cross-cultural differences, longitudinal studies, and qualitative methods to gain deeper
insights into customer satisfaction in Islamic banking, especially about technology and global crises like cybersecurity concerns,
pandemics, and economic instability. The study suggests that Ethiopian Islamic banks can enhance trust and satisfaction by
prioritizing Sharia compliance, investing in staff training, transparent communication, and reliable technology. Customers should
support institutions that align with their religious values, fostering long-term relationships. This research addresses a critical gap
in understanding customer satisfaction with digital banking services, particularly in global crises such as cybersecurity issues,
pandemics, and economic instability. It focuses on how customers of full-fledged Islamic banks perceive and evaluate digital
services, the impact of cybersecurity on trust and satisfaction, and the influence of cultural and religious values. Moreover, to the
researchers' best knowledge, it is the first study in the country to examine this topic in Islamic banks.
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1. Introduction

The advent of technology has revolutionized the way  transformation, offering customers many digital channels to
businesses engage with their customers, and the banking  conduct their financial transactions seamlessly [1, 16, 49]. In
sector is no exception. With the emergence of digital banking,  this digital era, where convenience and accessibility are
traditional banking services have undergone a significant ~ paramount, the quality of online banking services plays a
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pivotal role in shaping customer satisfaction and loyalty [36,
76]. The outbreak of the COVID-19 pandemic in early 2020
brought about unprecedented challenges that reshaped con-
sumer behaviors and preferences worldwide. As countries
imposed lockdowns and social distancing measures to curb
the spread of the virus, reliance on digital platforms, including
Internet banking, surged dramatically. The pandemic com-
pelled individuals to stay indoors in different parts of the
world, leading to a surge in online transactions and interac-
tions with banking institutions [3, 9].

The quality of services delivered through online banking
platforms plays a pivotal role in shaping customer satisfaction
and fostering long-term relationships with financial institu-
tions [2, 68]. However, in a rapidly evolving digital ecosystem
characterized by shifting consumer preferences and disruptive
global events such as the COVID-19 pandemic, economic
instability, and cybersecurity threats, banks face formidable
challenges in effectively meeting the dynamic needs and
expectations of their digital customers [9, 28, 65]. In Ethiopia,
as in numerous other nations, those events have catalyzed a
profound acceleration in adopting digital banking services,
compelling financial institutions to recalibrate their online
offerings to cater to the surging demand for convenient and
secure digital transactions [23]. The rapid transition towards
online interactions has accentuated the significance of effi-
cient, user-centric, and reliable Internet banking services in
meeting the evolving demands of customers in an era defined
by digital empowerment and remote connectivity [11, 26, 61].
In the realm of digital banking and financial technology, in-
novative platforms have transformed traditional banking
practices, enhancing convenience and accessibility. However,
this rapid growth raises challenges related to data security,
privacy, and financial inclusion, requiring robust regulatory
frameworks and technological innovation. Additionally,
quality management in product offerings and service delivery
presents a vital challenge for businesses seeking to enhance
customer satisfaction and loyalty [57, 70]. Organizations must
understand the drivers of customer perceptions regarding
quality to remain competitive. Balancing product innovation,
service excellence, and customer-centric strategies in re-
sponse to evolving consumer preferences underscores the
need for continuous improvement and strategic alignment,
highlighting the interconnected nature of these themes in
addressing modern economic complexities [66].

Digital banks provide a variety of financial products and
services, including savings and checking accounts, credit
cards, personal loans, and investment options. Their goal is to
enhance the banking experience by using technology, such as
mobile applications and artificial intelligence, to make it more
convenient and user-friendly. Many digital banks also
streamline the identification and onboarding process, often
allowing users to complete it via their smartphones [71]. The
digital banking sector is expanding rapidly, driven by con-
sumers' growing preference for accessible, tech-centric fi-
nancial services. These neobanks or digital banks can often
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offer services at reduced costs compared to traditional banks,
thanks to lower overhead expenses and more efficient opera-
tional models [52, 21]. The convergence of Islamic banking
and digital banking embodies a transformative synergy where
accessibility, transparency, compliance with Sharia principles,
product innovation, risk management, financial inclusion,
operational efficiency, and customer engagement intertwine.
Digital banking's convenience and real-time access align with
Islamic banking's emphasis on financial inclusivity and
transparency, ensuring accountability in transactions.
Through tailored digital solutions that adhere to Sharia prin-
ciples, Islamic financial institutions can offer a diverse array
of innovative, Sharia-compliant products and services, ex-
panding outreach to underserved populations while optimiz-
ing operational processes and enhancing cost efficiency [21,
65, 78]. By leveraging digital tools for personalized customer
experiences, robust security measures, and data-driven in-
sights, Islamic banks can foster trust, promote financial in-
clusion, and uphold ethical finance principles in a techno-
logically advanced landscape, ultimately advancing sustain-
able growth and customer satisfaction [78]. Ethiopia is cur-
rently home to four fully operational Islamic banks: Hijra
Bank, Zemzem Bank, Ramis Bank, and Shebelle Bank. Es-
tablished relatively recently, these institutions represent a
significant development in the country's financial landscape.
Before their inauguration, Islamic banking products began to
be offered at a window level starting in 2013, enabling certain
banks to integrate these services alongside their conventional
offerings [43]. This evolution reflects a growing recognition
of the demand for Sharia-compliant financial solutions in
Ethiopia's diverse economic environment. Their service
mainly comprises Mobile- banking, Internet banking, ATM,
and USSD.

Despite the growing importance of digital banking services
in shaping customer experiences and driving operational
efficiency, a critical research gap exists concerning the nu-
anced impact of banking services on customer satisfaction,
particularly in the context of a global crisis like the issue of
cyber security, outbreak of different pandemics and economic
instability. This research delves into analyzing are customers
of those full-fledged Islamic banks are satisfied with the dig-
ital banking service. The main reason the initiate the re-
searchers conducted the study was a lack of comprehensive
research examining how customers perceive and evaluate the
digital banking services offered by full-fledged Islamic banks
in Ethiopia, the impact of cybersecurity concerns on trust and
satisfaction, and the interplay of cultural and religious values'
unique to Islamic banking. Finally, the specific dimensions of
service quality, such as reliability, responsiveness, and as-
surance which are critical to customer satisfaction in the Is-
lamic digital banking context have yet to be fully examined.
By addressing these gaps, this research aims to contribute
valuable insights that can inform both banking practices and
academic discourse, ultimately enhancing customer satisfac-
tion in the evolving landscape of digital banking.
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2. Review of Related Literature

2.1. Islamic Banks in Ethiopia

In 2011, the National Bank of Ethiopia introduced a new
directive permitting conventional banks to offer interest-free
banking services at the window level. Oramia International
Bank became the pioneer in providing this service. Presently,
nearly all private and commercial banks in Ethiopia are ex-
tending interest-free banking services at the branch level.
Notably, in 2019, the endeavors of Ethiopian Muslims cul-
minated in the approval of the establishment of a compre-
hensive interest-free banking institution on May 22, 2019.
Consequently, the NBE issued "Proclamation No:
1159/2019," sanctioning the establishment of a full-fledged
interest-free bank. Following this authorization, four banks
are now fully operational: Hijra Bank, Zamzam Bank, Ram-
mis Bank, and Shebelle Bank (formerly known as Somali
microfinance institution). In addition to those full-fledged
Islamic banks, conventional banks are delivering interest-free
banking operations at the branch and window level [43].

2.2. Digital Banking Services in Islamic Banks in
Ethiopia

Banks in Ethiopia have strategically embraced a diverse
array of cutting-edge digital banking mechanisms to revolu-
tionize the financial landscape and meet the evolving needs of
customers. These innovative tools encompass mobile banking
applications tailored for seamless transactions on
smartphones, sophisticated Internet banking platforms em-
powering users with comprehensive online banking capabili-
ties, and USSD banking services catering to individuals with
basic mobile phones. Additionally, the widespread deploy-
ment of Automated Teller Machines (ATMs) ensures
round-the-clock access to essential banking services, while
Point of Sale (POS) terminals facilitate swift and secure card
payments at various retail outlets. Furthermore, the advent of
online account opening services, mobile wallets for conven-
ient transactions, digital payment platforms for expanded
payment options, and biometric authentication methods for
heightened security collectively underscore the progressive
strides towards modernizing the banking sector in Ethiopia.
These digital solutions not only enhance customer experience
but also play a pivotal role in driving financial inclusion and
fostering a culture of digital financial services adoption
throughout the nation [56].

Internet Banking:

Internet banking is a form of digital banking that allows
customers to perform financial transactions through a secure
website operated by their bank.

It provides services such as account management, fund
transfers, bill payments, and electronic statements.

Internet banking offers convenience and accessibility to cus-
tomers, enabling them to manage their finances online [43, 74].
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Mobile Banking:

Mobile banking involves using a smartphone or tablet to
access banking services and perform transactions.

It offers features similar to internet banking but in a mo-
bile-optimized format, allowing users to check balances,
transfer money, and pay bills on the go.

Mobile banking apps provide a convenient and us-
er-friendly way for customers to interact with their bank ac-
counts anytime and anywhere [15, 62, 63].

Automated Teller Machines (ATMs):

ATMs are electronic banking outlets that allow customers
to perform basic financial transactions without the need for a
bank teller.

Common ATM services include cash withdrawals, balance
inquiries, fund transfers, and depositing checks or cash.

ATMs provide 24/7 access to banking services and are lo-
cated at various convenient locations such as bank branches,
shopping centers, and airports [19, 53].

USSD (Unstructured Supplementary Service Data):

USSD is a technology that allows mobile phone users to
interact with various services, including banking, through a
text-based menu system.

It provides a simple and accessible way for users to access
services without requiring internet connectivity.

In the context of banking, USSD can be used to check ac-
count balances, transfer funds, pay bills, and perform other
financial transactions by dialing specific codes on a mobile
phone.

USSD is particularly useful for customers who do not have
smartphones or internet access as it works on even basic mo-
bile phones [17].

POS (Point of Sale):

POS refers to a system that enables customers to make
electronic payments for goods and services at retail locations.

POS terminals are devices used by merchants to process
card payments, including credit cards, debit cards, and other
payment methods.

When a customer makes a purchase using a card, the POS
terminal communicates with the card issuer to authorize the
transaction and transfer funds from the customer's account to
the merchant's account.

POS systems are essential for facilitating cashless transac-
tions and improving the efficiency of payment processing in
various businesses.

The convenience of POS terminals encourages card usage,
reduces the need for cash transactions, and helps businesses
streamline their payment processes [27, 50, 55, 68].

2.3. Customer Satisfaction and Its Determinants

Customer satisfaction stands as a cornerstone of success in
diverse industries, with banking being no exception [14, 36,
37, 54, 75, 78]. In Islamic banking, the focus on customer
satisfaction entails offering financial products and services
that align with Sharia principles, emphasizing transparency,
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ethical conduct, and tailored solutions to meet the unique
requirements of Islamic customers. This approach enhances
customer satisfaction and fosters enduring relationships built
on trust and integrity [13, 38]. In digital banking, customer
satisfaction is intricately tied to the seamless delivery of
online services. User-friendly interfaces, secure transactions,
and responsive customer support are vital to creating a posi-
tive digital banking experience [42, 53, 57]. Meeting cus-
tomer expectations for convenience, reliability, and efficiency
in digital interactions is paramount for ensuring satisfaction
and cultivating lasting loyalty among clients in the digital
banking landscape. Across banking sectors, a custom-
er-centric approach that prioritizes understanding and meeting
customer needs, delivering exceptional service quality, and
upholding transparent and ethical practices is crucial for ele-
vating customer satisfaction [13, 20, 78]. By placing a strong
emphasis on customer satisfaction, banks can not only retain
their current customer base but also attract new customers,
driving growth and success in an increasingly competitive
financial environment [7, 39, 53].

Service Quality- Customer satisfaction and service quality
are fundamental pillars in the banking sector and across in-
dustries [24, 36]. Customer satisfaction, which revolves
around meeting or surpassing customer expectations, is the
bedrock of loyalty and advocacy. This satisfaction is nurtured
by various factors such as product/service quality, responsive
customer service, personalization, and convenience [45, 69].
Feedback mechanisms like surveys and Net Promoter Score
serve as vital tools for assessing satisfaction levels, with pos-
itive outcomes translating into enhanced loyalty, increased
referrals, and improved profitability. Concurrently, service
quality, encompassing reliability, responsiveness, assurance,
empathy, and tangibles, defines the excellence of service
delivery [4, 48]. Elevating service quality requires a blend of
staff training, proactive feedback integration, and a commit-
ment to continuous improvement. A strong focus on service
quality not only amplifies customer satisfaction but also for-
tifies loyalty, shapes positive brand perceptions, and sharpens
competitiveness. By placing equal emphasis on both customer
satisfaction and service quality, banks can cultivate enduring
customer relationships, drive loyalty, and carve out a distinc-
tive position in a competitive business landscape [24, 25, 32,
64]. Results from previous empirical studies found a strong
positive significant effect of service quality on customer sat-
isfaction [5, 12, 18, 41, 44, 53, 57, 69,78] and in contrary to
this [6] founds an insignificant impact of service quality on
satisfaction of customers.

Compliance- In Islamic banking, the fusion of customer
satisfaction and compliance with Sharia principles is founda-
tional to the industry's ethos [36, 51, 67]. Customer content-
ment in Islamic banking transcends mere financial transac-
tions, emphasizing the importance of ethical standards and
Sharia-compliant practices. Service quality, transparency, and
the alignment of offerings with Islamic values are central to
enhancing customer satisfaction within this specialized sector
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[21, 36]. Compliance in Islamic banking is deeply rooted in
Sharia law, necessitating meticulous adherence to Islamic
principles in all financial dealings. This stringent compliance
framework ensures that transactions and investments are in
line with Sharia ethics, fostering trust and confidence among
customers seeking financial services that are in harmony with
their religious beliefs [14, 37, 78]. By balancing customer
satisfaction with unwavering commitment to Sharia compli-
ance, Islamic banks not only uphold ethical integrity but also
cultivate enduring relationships, credibility, and resilience in
the dynamic landscape of Islamic finance [2, 7, 37]. Com-
pliance with the Sharia law significantly and positively de-
termines the satisfaction of customers [7, 14, 21, 36, 67, 77,
78]. Contrary it is also found that there is no significant effect
between the two [37].

Reliability- In the dynamic landscape of modern banking,
the convergence of digital banking services with the princi-
ples of Islamic finance presents a unique paradigm where the
essence of reliability intertwines with customer satisfaction [9,
10, 36]. Within Islamic banking, where trust and integrity are
foundational, the role of reliability in digital offerings be-
comes paramount. In this context, the seamless functioning
and security of digital platforms within Islamic banking in-
stitutions are not merely technological considerations but
pillars that uphold customer confidence and satisfaction [2,
78]. Reliability in digital banking services, such as online
transactions adhering to Sharia principles, real-time account
access, and efficient customer support, serves as a cornerstone
for building lasting relationships with tech-savvy Islamic
banking customers [36, 54]. By ensuring the reliability of
their digital banking infrastructure, Islamic banks can trans-
cend geographical boundaries and offer personalized, secure,
and convenient services to a diverse customer base. This
commitment to reliability in the digital sphere not only en-
hances operational efficiency but also reinforces the trust that
customers place in Islamic banking principles and services [9].
Thus, the seamless integration of reliable digital banking
solutions in the context of Islamic finance not only aligns with
the industry's ethical standards but also elevates customer
satisfaction by delivering consistent, trustworthy, and inno-
vative services that resonate with the core values of Islamic
banking [9, 10, 36, 78]. Recent shreds of evidence show that
reliability has a positive significant effect on customer satis-
faction [9, 14, 32, 36, 47, 54, 61, 76]. But, the study conducted
to compare for three countries (Pakistan, UAE, and the UK) it
was found that reliability has no significant impact on cus-
tomer satisfaction [2].

Human Skills- Within the intricate world of digital and Is-
lamic banking, the fusion of human expertise with customer
satisfaction emerges as a cornerstone of service excellence
and competitive advantage. In the Islamic banking domain,
where ethical integrity and bespoke service are
non-negotiable, the adeptness of banking professionals in not
only mastering technical intricacies but also in embodying
profound interpersonal skills stands out as a linchpin of cus-
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tomer delight. The scholarly discourse encapsulated in the
documents accentuates the pivotal significance of human
skills in nurturing confidence and heightening contentment
levels among clientele who seek not merely financial solu-
tions but also a harmonious blend of faith-based principles in
their banking interactions. These competencies empower staff
to artfully communicate, curate tailored services, and
demonstrate empathetic finesse, thus fostering enduring loy-
alty and elevating satisfaction to a zenith within the sphere of
Islamic banking intricacies [8, 78]. Amidst the dominion of
digital banking services, where automation reigns supreme,
the enduring relevance of human capabilities amidst the dig-
ital onslaught is unmistakably clear. Customer service repre-
sentatives who deftly navigate the digital labyrinth, proffer
swift and erudite assistance, and adeptly cater to customer
needs with finesse and empathy wield transformative power
in sculpting a superlative customer odyssey [29, 58]. The
scholarly narratives woven around e-banking services un-
derscore the criticality of human touchpoints within the digital
expanse, underscoring that proficient professionals possess
the ability to sway customer satisfaction metrics significantly
by orchestrating a seamless and bespoke service orchestration
that seamlessly interlaces with digital conveniences. By
masterfully melding human dexterity with technological
frontiers, the realms of Islamic and digital banking are poised
not only to redefine customer satisfaction paradigms but also
to fortify trust, engender lasting loyalty, and etch indelible

imprints of excellence across their multifaceted customer base.

Previous literature shows that human skills have a significant
positive impact on customer satisfaction [4, 34, 58, 59, 62, 72,
73, 78].

2.4. Conceptual Framework

In the dynamic landscape of digital banking, customer sat-
isfaction stands as a critical pillar shaping the success and
longevity of financial institutions. This study, titled "Islamic
Banking Customers Satisfaction in the Digital Banking: Ev-
idence from Ethiopia; a SEM approach,” delves into the in-
tricate interplay between various factors and customer satis-
faction within the realm of Islamic digital banking. In a world
where technology has revolutionized the banking sector, the
reliability of digital platforms, the quality of services offered,
the human expertise employed, and the adherence to Islamic
banking principles play a defining role in shaping customer
experiences and loyalty.

As shown in figure 1 below the core of this investigation lie
four pivotal independent variables: Reliability, Service Qual-
ity, Human Skill, and Compliance. These factors are carefully
examined to discern their impact on the ultimate dependent
variable, Customer Satisfaction. By employing Structural
Equation Modeling (SEM), this study aims to unravel the
complex relationships between these independent variables
and customer satisfaction, specifically within the context of
Islamic banking practices in Ethiopia. Through this analysis,
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valuable insights are anticipated, which could potentially
inform both banking practices and academic discourse,
thereby enhancing customer satisfaction in the evolving
landscape of digital banking services.

Dependent variable
Customer
— Satisfaction

Figure 1. Conceptual Framework of the study.

Independent variables
Service quality

Compliance
Reliability

Human Skill

3. Methodology

This study "Islamic Banking Customers Satisfaction in the
Digital Banking: Evidence from Ethiopia™ adopts an explan-
atory quantitative research approach to investigate the factors
influencing customer satisfaction in the context of Islamic
digital banking. The choice of an explanatory method is jus-
tified by the need to understand the causal relationships be-
tween variables and unravel the complexities of customer
satisfaction in this specific context. Despite the infinite pop-
ulation of customers utilizing digital banking services in
Ethiopia, a sample of 384 participants was selected for the
study. This sample size was chosen to ensure adequate rep-
resentation and statistical power for drawing meaningful
conclusions about customer perceptions and satisfaction lev-
els in the Islamic banking sector.

To gather insights from the selected sample, a questionnaire
utilizing a 5-point Likert scale ranging from "Strongly Disa-
gree" to "Strongly Agree" was designed. All questions related
to both dependent and independent variables were adopted
from different studies in the past. This method of data collec-
tion allows for a structured approach to capturing and quan-
tifying customer sentiments regarding variables such as Re-
liability, Service Quality, Human Skill, and Compliance.
Using purposive sampling the study selected 400 customers
(100 from each bank) were selected. By collecting responses
from 361 customers out of the selected sample, the study aims
to obtain a comprehensive dataset for analysis, providing
valuable insights into the dynamics of customer satisfaction in
digital banking services. The remaining questionnaires (39)
were unreturned and not filled properly.

In preparation for the main analysis, an Explanatory Factor
Analysis (EFA) was conducted to unveil underlying factors
and interrelationships among the variables. The EFA stage
serves as a vital step in refining the measurement model and
ensuring the validity and reliability of the study's instruments.
This methodological choice sets the groundwork for the
subsequent Structural Equation Modeling (SEM) analysis,
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which will delve into the causal relationships between the
independent variables and Customer Satisfaction. Through a
combination of these methodological approaches, the study
seeks to offer a holistic understanding of customer satisfaction
in Islamic digital banking, contributing valuable insights to
enhance service quality and customer experiences in this
evolving sector.

Table 1. Shows constructs and their items.

Constructs items

Customer satisfaction
Service quality
Compliance

Reliability

a A W W W

Human Skill

Sources; Authors

4. Data Analysis

The demographic data reveals that the majority of re-
spondents are young, educated, and frequent users of digital
banking services. With 72.8% male and 36.6% below 25
years old, the sample skews toward younger, tech-savvy
individuals. The fact that 57.1% use digital banking daily
suggests a high level of engagement, possibly reflecting the
convenience and ease of use of digital platforms. Moreover,
a significant portion of the sample holds a Bachelor’s degree
(51.8%), indicating that these customers are likely
well-educated and comfortable with digital technologies.
The primary occupations in the sample include civil servants
(22.5%) and business employees (26.2%), suggesting that
digital banking is widely used across different professional
groups in Ethiopia. However, the relatively low number of
participants aged 45+ (7.5%) and those with less than 6 years
of digital banking experience (19.9%) highlights potential
gaps in adoption among older customers or those with less
familiarity with digital platforms. These demographic in-
sights are crucial for understanding the factors that might
influence customer satisfaction with Islamic digital banking
services. Younger, highly educated users are likely to have
higher expectations regarding service features, security, and
overall user experience. The frequent use of digital banking
by most respondents suggests high satisfaction, but it may
also reveal specific needs for further customization or im-
provement, particularly for less experienced users. Analyz-
ing satisfaction across different age groups, education levels,
and occupations will help identify whether certain demo-
graphic segments are underserved or encounter barriers to
using digital banking.
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Table 2. Demographic features of respondents.

Description frequency Percentage
male 263 72.8
Gender
female 98 28.2
below 25 132 36.6
25-35 120 33.2
Age
36 - 45 82 22.7
above 45 27 7.5
High school and bleow 62 17.2
diploma 49 13.6
Education Bachelor 187 51.8
Masters 49 13.6
PhD 14 3.8
student 52 22.8
civil servant 191 225
Occupation
business employee 74 26.2
Enteprenuer 44 285
1-3 198 54.8
Experiencein 4 _¢g 108 29.9
using digital
banking 7-9 42 11.6
Above 10 13 3.7
Daily 206 57.1
How often you
use Digital Weekly 114 31.6
banking Monthly 41 11.3
products
Yearly 0 0.0

Source; Authors

4.1. Measuring Sample Adequacy

The results of the Kaiser-Meyer-Olkin (KMO) as it is in-
dicated in Table 3 the measure of Sampling Adequacy indi-
cates a value of 0.782, falling within the "Good" range, sug-
gesting that the variables in the dataset exhibit a moderate
level of correlation and are reasonably suitable for factor
analysis [35]. This implies that there is enough shared vari-
ance among the variables to proceed with factor analysis
techniques. Furthermore, Bartlett's Test of Sphericity yielded
a highly significant result with an approximate Chi-Square
value of 7118.884 and a p-value of 0.000, providing strong
evidence against the null hypothesis that the correlation ma-
trix is an identity matrix [33]. This supports the notion that the
variables in the dataset are not uncorrelated, affirming the
suitability of the data for further exploration through factor
analysis methods.
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Table 3. Measure of sampling adequacy.

KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy.  .782
Approx. Chi-Square 7118.884
Bartlett's Test of Sphericity ~ Df 171
Sig. .000

4.2. Explanatory Factor Analysis

Factor analysis is a statistical technique used to under-
stand the underlying structure among a set of variables by
identifying latent factors that explain the patterns of cor-
relations observed in the data. The factor loadings in factor
analysis are vital as they indicate each variable's contribu-
tion to the relevant factor. It is crucial to verify these
loadings to understand the relationships between variables
accurately [46]. The number of factors retained is deter-
mined by the magnitudes of the factor loadings, irrespec-
tive of their signs which denote the direction of association
[40]. While the decision on how many factors to retain is
not influenced by the sign of loadings, their values are
pivotal in this determination. Different scholars suggest
varying thresholds for factor loadings, with some advo-
cating for a minimum of .60 and others proposing a min-
imum of .50 [22, 31, 60]. Notably, a loading of at least .50
or .60 signifies a substantial contribution to the factor and
may be considered significant in describing the variability
within that item. Varimax rotation, used alongside factor
analysis, optimizes the alignment of selected variables with
anticipated structures by maximizing the variance of
loadings within each factor, facilitating the identification
of clear and interpretable relationships between variables
and underlying constructs. It is essential because it helps
reduce the complexity of data by identifying key factors
that account for the shared variance among variables, thus
simplifying interpretation and aiding in uncovering
meaningful relationships. In the context of your analysis,
the total variance explained of 82.992% signifies the pro-
portion of variability in the original variables that are
captured by the identified factors. This high percentage
suggests that a large portion of the data's variability is
accounted for by these factors, indicating a robust model
that effectively summarizes the key patterns present in the
dataset. Additionally, a Cronbach's Alpha value of 0.854
indicates a high level of internal consistency among the
items in the dataset. This value suggests that the variables
included in the analysis are reliably measuring a common
underlying construct, demonstrating strong coherence and
reliability within the data.
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Table 4. Rotated component matrix.

Component

Factor item 1 2 3 4 5

Hskilll 0.905

Hskill2 0.899
Human .

Hskill3 0.887

Hskill4 0.878

Serqua4d 0.951
Service
Quality Serqual 0.903

Serqua3 0.890

Rell 0.842
Reliabil- Rel4 0.830
ity Rel3 0.830

Rel2 0.826

Comp2 0.925
compli- 0ot 0.890
ance

Comp3 0.884

Satl 0.902
satisfac- ¢ 0.867
tion

Sat3 0.825
Variance explained
%) 32.376 14.465 18.232 1041 7.508
Total variance ex-
plained (%) 82.992
Cronbach’s Alpha 0.854
KMO 0.782

Extraction Method: Principal Component Analysis. Rotation
Method: Varimax with Kaiser Normalization. a. Rotation con-
verged in 6 iterations.

4.3. Tests of Reliability, Validity, and Common
Method Bias

As per [33], assessing the reliability and validity of the
constructed model involves calculating the Composite Relia-
bility (CR), Average Variance Extracted (AVE), and ensuring
discriminant validity. The CR, based on factor loadings and
error variances, should exceed 0.7 to indicate good reliability.
The AVE, calculated as the sum of squared multiple correla-
tions divided by the variables in each construct, should be
>0.5 for validity. The composite Reliability (CR) values
ranging from 0.845 to 0.964 signify good internal consistency
reliability within the constructs. The Average Variance Ex-
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tracted (AVE) values between 0.648 and 0.841 indicate sub-
stantial variance captured by the constructs' items, demon-
strating strong convergent validity. Regarding discriminant
validity, the Maximum Shared Variance (MSV) values rang-

ing from 0.005 to 0.417 suggest that the constructs are distinct
from each other, with lower MSV values indicating better
discriminant validity by ensuring that each construct does not
share excessive variance with others in the model.

Table 5. Tests of reliability, validity, and common method bias.

Cronbach’s Alpha CR AVE MSV

Satis 0.837 0.845 0.648 0.025

Hskill ~ 0.963 0.964 0.841 0.417

Serqua 0.912 0.913 0.777 0.011

Rel 0.912 0.913 0.723 0.417

Compl 0.887 0.889 0.729 0.025
4.4. Model Fit

In structural equation modeling (SEM), fit indices play a
crucial role in assessing the adequacy of a model in repre-
senting the relationships within the observed data. The fit
indices for the structural equation model from Table 5 reveal a
comprehensive and favorable assessment of its alignment
with the observed data. The model's strong fit across various
metrics suggests that it effectively captures the complex rela-
tionships among variables, providing valuable insights into
the underlying dynamics of the phenomena under study. The
CMIN (df) value of 1.738, below the recommended threshold
of 5, indicates that the model fits the data well in terms of
overall fit. This implies that the relationships specified in the
model adequately explain the observed data, enhancing the
model's credibility and utility in understanding the processes
at play. The SRMR value of 0.036, below the threshold of
0.05, signifies a good fit in terms of the differences between
observed and predicted correlations. This suggests that the
model accurately represents the relationships among the var-
iables, highlighting its reliability in capturing the underlying
covariance structure within the data. Moreover, the
GFI=0.936, AGFI=0.911, NFI=0.963, RFI=0.954, IFI=0.984,
TLI=0.980, and CFI1=0.984 all values exceeding 0.90 suggest
a robust fit relative to alternative models, indicating a signif-
icant improvement over simpler models. This implies that the
specified model structure is well-supported by the data, of-
fering a comprehensive understanding of the relationships
among the variables under investigation. The structural equa-
tion model's strong performance across these fit indices re-
flects its effectiveness in elucidating the complex relation-
ships within the dataset. These findings provide a solid basis
for drawing meaningful conclusions and making informed
decisions in the context of your research inquiry.

ASV Satis Hskill Serqua Rel Compl
0.013 0.805
0.108 -0.026 0.917
0.005 0.104 -0.081 0.882
0.109 -0.125 0.646 -0.024 0.850
0.009 0.157 0.084 -0.040 0.038 0.854
Table 6. Model Fit Indices.
Model Fit In- Recommended Lim-  Obtained actual
dexes its result
CMIN (df) <5 213.749/123=1.738
SRMR <0.05 0.036
GFlI >90 0.936
AGFI >90 0.911
NFI >90 0.963
RFI >90 0.954
IFI >90 0.984
TLI >90 0.98
CFI >90 0.984
RMSEA <0.05 0.045
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Source: Authors’ Calculation

The model's predictability was evaluated using an R=3value
of 0.52, which exceeds the recommended threshold of 0.1 [30]
indicating that the model explains 52% of the total variance.
This suggests a moderate to substantial level of predictive
power, demonstrating the model's effectiveness in capturing a
significant portion of the variability in the dependent variable
based on the included independent variables. Additionally, In
model evaluation, indicator validity is crucial, typically re-
quiring a standardized loading factor exceeding 0.50. Indi-
cators falling below this threshold are considered inadequate
and are often removed from the model to maintain its ro-
bustness and accuracy. Figure 2 below shows validity with an
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effective measurement model to ensure the reliability and

effectiveness of the final model.

Table 7. Regression Weights.

Estimate S.E. C.R. P Decision
Satis <--- Compl 181 .052 3.468 il Accepted
Satis <--- Rel 134 .042 3.163 .002 Accepted
Satis <--- Serqua 116 .047 2.453 .014 Accepted
Satis <--- Hskill 126 .031 1.671 .035 Accepted
Source; Authors’ computation
86
Hskill1 1
93 :
Hsk|II2_ =
Hskill T Hsk|II3.
8 Hskill4
4 Hskill5
/63 91 Serqua1?:—@ 87
88 :
Seme - Serquad 74
Serqua4
-3 2
85 Rel1 1
86
08 Rel 5 Rel2 1
0 Rel3 1
041 \M1 Reld g 1
92 Sat1 2
5
Satis = Sat2 2
Sat3 2
6
83 Comp1 2
Compl [ Comp? 2
Bg3 2

Source; Authors” Computation

Figure 2. Validity with measurement model.

The above table shows the result of hypothesis testing. The
result showed that compliance with Sharia principles in Is-
lamic finance epitomizes a commitment to ethical and reli-
gious tenets governing financial practices, shaping the foun-
dation of trust and integrity within these systems. Within this
study's ambit, a robust positive correlation between adherence
to Sharia mandates and customer satisfaction (0.181, p =
0.000) would signify that clients perceive the alignment with
Islamic ethics as fundamental to their contentment with digital
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banking services. Such a linkage underscores the profound
significance placed by customers on the ethical sanctity and
religious adherence embedded within their banking interac-
tions. Moreover, the delineation of this relationship could
offer profound insights into optimizing customer satisfaction
within Islamic banking realms, unveiling strategies to fortify
service quality by accentuating Sharia compliance in the
digital banking sphere. Unveiling the nuances of this correla-
tion unveils an opportunity for Islamic banking entities in
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Ethiopia to cultivate deeper customer engagement, loyalty,
and advocacy by upholding and amplifying the ethical and
religious underpinnings of their services. Effectively navi-
gating and leveraging this intricate relationship could pave the
way for heightened customer resonance, loyalty, and sus-
tained satisfaction within the dynamic landscape of Islamic
banking in the digital era in Ethiopia and beyond. This result

is consistent with previous studies of [7, 14, 21, 36, 67, 77, 78].

And it is found to be contrary to the findings of [37].

The correlation between reliability and customer satisfaction
in Islamic banking digital services in Ethiopia underscores the
profound impact of reliability on customer contentment (0.134,
P=0.002). This result aligns with [9, 14, 32, 36, 47, 54, 61, 76].
However, contrary to the study conducted [2] which found in-
significant effect of reliability. The observed positive and statis-
tically significant effect unveils a critical nexus pivotal for cus-
tomer engagement and loyalty in a technologically evolving
financial landscape. This finding underscores the intricate inter-
play between the perceived reliability of digital banking plat-
forms and customer satisfaction levels, reflecting a symbiotic
relationship where enhanced reliability engenders heightened
satisfaction among users. The rationale behind this phenomenon
lies in the foundational principles of service quality and customer
experience. Reliability, encompassing factors like system per-
formance consistency, transaction security, and service predict-
ability, serves as a cornerstone of trust formation and customer
loyalty within the digital banking realm. As customers perceive
the digital banking infrastructure as reliable and dependable, they
are more inclined to engage proactively with the services, fos-
tering a sense of assurance and contentment that translates into
heightened satisfaction levels and favorable brand perceptions.

The robust positive correlation (0.116, p= 0.014) observed
between service quality and customer satisfaction in the Is-
lamic banking digital services sector in Ethiopia carries sig-
nificant implications for industry stakeholders. This correla-
tion indicates that customers perceive superior service stand-
ards as a primary driver of their contentment within the fi-
nancial realm. This finding suggests that a strategic emphasis
on augmenting service quality can lead to elevated levels of
customer satisfaction, thus fostering increased loyalty and
positive advocacy within the industry. This result underscores
the critical role that service excellence plays in not only
meeting but surpassing customer expectations, highlighting
the imperative of consistent and exceptional service delivery
in establishing a competitive edge in the dynamic landscape
of Islamic banking in Ethiopia. This result was consistent with
astudy by [5, 12, 18, 41, 44, 53, 57, 69, 78] and in contrary to
the study conducted by [6]. The significant positive correla-
tion (0.126, p= 0.35) between the proficiency of service pro-
viders and the levels of customer contentment underscores the
pivotal role that well-honed human skills play in shaping
customer perceptions and elevating overall satisfaction within
the banking industry. This is in line with previous studies like
[4, 34, 58, 59, 62, 72, 73, 78]. The result showed the im-
portance of competent, empathetic, and customer-centric
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interactions in driving customer satisfaction levels to a
meaningful degree. Effective communication, adept prob-
lem-solving abilities, and a strong focus on meeting and ex-
ceeding customer expectations are key facets of human skills
that directly contribute to heightened levels of customer sat-
isfaction. Consequently, prioritizing the development and
enhancement of human skills among service providers can
lead to improved customer experiences, and heightened sat-
isfaction levels, and ultimately, foster enhanced customer
loyalty and positive recommendations in the competitive
landscape of Islamic banking digital services in Ethiopia.

5. Summary and Recommendations

The analysis highlights the substantial impact of compli-
ance with Sharia principles in Islamic finance on customer
satisfaction in digital banking services in Ethiopia. The study
emphasizes a strong positive correlation between adherence
to Sharia mandates and customer satisfaction, indicating that
clients view alignment with Islamic ethics as essential for
their contentment. This correlation underscores the im-
portance customers place on ethical sanctity and religious
adherence in their banking interactions. Furthermore, the
analysis reveals significant correlations between reliability,
service quality, proficiency of service providers, and customer
satisfaction, emphasizing the critical roles these factors play
in shaping customer perceptions and elevating satisfaction
levels within the Islamic banking sector.

In the Ethiopian context, Islamic banks and bank customers
can foster mutual trust and satisfaction by prioritizing Sharia
compliance as a fundamental pillar of ethical banking prac-
tices. Islamic banks should invest in staff training and trans-
parent communication to showcase their commitment to
Sharia principles, ultimately building credibility and integrity
with customers. Strategically invest in robust technological
infrastructure to enhance reliability, implement proactive
monitoring mechanisms, and transparent communication
strategies to manage customer expectations effectively. Edu-
cate customers on reliability features and personalize interac-
tions based on preferences to build trust and satisfaction,
fostering long-term loyalty within Islamic banking digital
services in Ethiopia. Simultaneously, customers should ac-
tively seek out and support Islamic finance institutions that
uphold Sharia compliance, recognizing the importance of
ethical and religious foundations in their financial interactions.
By aligning values and priorities, both banks and customers
can create a banking environment grounded in shared princi-
ples, enhancing trust and satisfaction levels across the indus-
try. Furthermore, Islamic banks should engage with customers
to understand their unique religious beliefs and preferences,
tailoring services to integrate these values and strengthen
customer loyalty. Offering Sharia-compliant products and
educational initiatives can deepen customer relationships and
enhance satisfaction levels. Customers, in turn, should prior-
itize banking services that align with their religious convic-
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tions, valuing institutions that not only meet their financial
needs but also resonate with their personal values. By nur-
turing these relationships based on trust, shared beliefs, and
service excellence, Islamic banks and customers in Ethiopia
can build a financial ecosystem that transcends transactions to
foster enduring partnerships and mutual prosperity.

6. Limitations and Future Research

In any research endeavor, limitations are inevitable, and
this study is no exception. Primarily, the findings are confined
to a single country, potentially limiting their applicability to
the broader banking sectors of other nations and thus ham-
pering generalizability. While this study examines four key
factors influencing customer satisfaction in Islamic banks, it
is conceivable that additional variables could emerge as sig-
nificant when conducting field research within the Islamic
banking domain. Therefore, the exclusion of other potentially
influential factors may constrain the comprehensive under-
standing of customer satisfaction dynamics within Islamic
banking institutions, warranting further exploration and scru-
tiny in future research endeavors. To address these limitations,
future research could explore cross-cultural comparisons to
identify universal patterns or cultural variations, conduct
longitudinal studies to track the evolution of these relation-
ships over time, integrate qualitative approaches to delve into
the nuanced impacts of these variables and investigate the
interplay between these factors and technology for a more
holistic understanding of customer satisfaction dynamics
within digital banking realms, providing valuable insights for
service providers in the Islamic banking sector.
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