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Abstract 
 

It is undeniable that customer loyalty contributes to the sustainability and success of the banking industry. With the intense competition 

in the industry, banks are now trying to retain their customers with the aim to increase their revenues. As there are disagreements among 

the variables that influence customer loyalty, this study examined the relationships between perceived value, image, satisfaction and 

loyalty in an integrative model. Analysis was done on data collected from 139 bank customers in the northern states of Peninsular Ma-

laysia using Partial Least Squares. The results of the study revealed that perceived value and bank image led customers to experience 

greater satisfaction, resulting in customers to be more loyal to their banks. The research outcome contributes to the body of knowledge 

by integrating the four variables into one model and by testing the model in the banking industry. The findings from this study may assist 

bank managers to formulate strategies to increase their revenues through customer loyalty. 
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1. Introduction 

The advancement of technology and globalization has caused the 

banking industry, which is the backbone for the global trade and 

economic system, to face fierce competition. These banks are 

facing competitive challenges day by day to attract and retain 

existing customers since the products and services are comple-

mentary to each other [1]. The banking industry in Malaysia con-

sists of Islamic banks, conventional banks, and conventional 

banks that offer Islamic banking products and services through its 

Islamic subsidiaries. With the homogeneous characteristics of 

banking products, banks are now faced with the challenge of re-

taining their existing customers. One study [2] indicated that some 

customers do not see any real difference between the Islamic 

banking products and their competitors, or with conventional 

banks. Competing in undifferentiated product market has caused 

banks to rely on the maintenance of long-term relationships and 

customer satisfaction [3]. Therefore, creating loyal customers 

occupies a central place in almost any organization, and loyal 

customers appear to be one of the key engines for any business to 

succeed in the coming years. While retaining the existing custom-

ers is cheaper than attracting new customers, banks should focus 

on strategies that can strengthen their loyal customer base. Ac-

cording to one report [4], only 28 percent of Malaysian banking 

customers are fully engaged to their primary banks. Fully engaged 

customers are more loyal and profitable than average customers. 

These customers provide banks an average net return rate of 

+23%. In other words, if a bank invested RM100 in a fully en-

gaged customer, the return would be RM123. Therefore, it is im-

portant for the banks to increase the number of loyal customers by 

engaging them with service providers. To do this, customer satis-

faction should be a concern to the banks as higher satisfaction will 

lead to customer loyalty [5]. Despite the dynamic development of 

the antecedents of satisfaction and customer loyalty, more studies 

need to be conducted to investigate the relationship among factors 

that influence these variables as the relationships have not been 

completely understood [6]. Thus, this study intended to examine 

the influence of perceived value and image on satisfaction and 

customer loyalty in the Islamic subsidiary banks in the northern 

region of Peninsular Malaysia. In the Islamic banking system, 

customer loyalty refers to the customers’ motivation, commitment 

and support towards Islamic banking. It is apparent that a custom-

er’s positive response and support towards the Islamic banking 

system ensures the growth and long-run survivability of industry. 

One study [7] posited that an individual’s faith and obligation 

towards religion instead of his/her needs fulfillment because of 

riba’ prevention in Islam contributed to the customers’ response. 

Islamic subsidiary banks were chosen as the research context be-

cause of its recent emergence in the market. According to the Fi-

nancial Sector Blueprint 2011-2020, Bank Negara Malaysia is 

expecting Islamic banking to account for 40 percent of the market 

share by 2020. As such, many conventional banks that previously 

offered Islamic windows had now transformed it into Islamic sub-

sidiaries. The introduction of Islamic subsidiaries requires a new 

brand look for the staff, product innovations and even a logo to 

name a few, but in reality, these banks still operate like an Islamic 

window at the expense of the Islamic subsidiary [8]. Therefore, it 

is worth investigating the influence of perceived value and image 

on satisfaction and customer loyalty on Islamic subsidiary banks. 
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2. Literature Review 

2.1. Customer Loyalty 

Without exception, loyalty has been recognized widely as an im-

portant factor for a business’s success in the marketing discipline. 

Loyalty is an imprecise concept with diverse thoughts and defini-

tions argued by prior researchers. There are three main conceptu-

alizations of customer loyalty that have been discussed by re-

searchers: behavioral loyalty, attitudinal loyalty and composite 

loyalty [9]. Earlier researchers studied loyalty in a behavioral per-

spective entailing repeat buying or behavioral frequency and rela-

tive volume of same-brand purchasing ([10,11]). However, other 

researchers ([12-15]) criticized the behavioral approach of loyalty 

due to its flaws that made researchers unable to fully understand 

customer loyalty. The attitude-based approach was then evaluated 

by theorists ([12,14,16]) in order to overcome the shortfalls. In an 

attitudinal approach, researchers believe that incessant brand pur-

chasing shows the positive attitude of a customer towards a brand 

[17]. However, some ([13,15,18]) argued that it is not an accurate 

depiction of reality, as a customer’s positive attitude and commit-

ment towards a particular brand  may not always lead to repur-

chase; moreover, there is a lack of predicting power in the attitu-

dinal approach towards understanding the actual purchase behav-

ior of a customer. Researchers later agreed that combining both 

the behavioral and attitudinal loyalty perspectives can be useful 

for better understanding customer loyalty. Thus, the combination 

of both researchers led to the development of the composite loyal-

ty approach to measure customer loyalty ([18-22]). In the banking 

sector, loyalty refers to repeated visits by a customer to a certain 

bank over a long duration of time [23]. Creating loyal customers 

occupies a central place in almost any organization, and loyal 

customers appear to be one of the key engines for a business to 

succeed in the coming years [24]. Furthermore, results of one 

study [25] showed that customer loyalty is a central factor to surge 

banks’ profitability and reducing costs, as comparatively, serving 

existing customers is cheaper than attracting and facilitating new 

customers. Thus, due to the homogeneous nature of the banking 

products and services, the banking sector has to rely on long-term 

customers’ preservation and customer loyalty is a serious concern 

[3]. One author [26] suggested that customer loyalty is more de-

sirable as it is cheaper to retain current customers than to acquire 

new ones. 

2.2. Perceived Value 

Researchers considered customer perceived value as a trade-off 

between two parties, where one receives financial value and the 

second receives benefit by using a particular product or service 

[27]. A study [28] stated that for all marketing activities, customer 

perceived value is the fundamental basis, as greater perceived 

value contributes to stronger motivations for revisit. Therefore, 

higher perceived value means greater chances of a customer re-

turning to purchase a particular product and service [29]. Based on 

another study [30], there are four dimensions to measure custom-

ers’ perceived value of a product or service, which are perceived 

service benefit, perceived social value, perceived emotional value 

and perceived value for money. Perceived service benefit refers to 

the benefits received by customers during a trade-off with banks 

[31]. Perceived social value is the utility that emerged from the 

product’s or service’s ability to enhance social self-concept [30]. 

This value highlighted the impression of customers on others [32]. 

For example, in Muslim countries, the usage of Islamic banking 

products and services is socially acceptable and honourable, while 

the conventional alternative is not as per Islamic rules and princi-

ples. The third dimension, emotional value refers to a customer’s 
feelings (e.g. delight, pleasure, enjoyment of the visual appeal, and 

reputation) that a product or service generates from the customer’s 

consumption experience [30]. For example, users of Islamic bank-

ing products and services feel more comfortable and mentally 

relaxed because of their obedience to Islamic rules and regulations. 

The last dimension, perceived value for money represents the 

economic value received by customers of Islamic banking prod-

ucts or services as compared to the monetary cost of the services. 

Studies established customer perceived value for money as signif-

icant in loyalty and decision-making ([33,34]). This study follows 

the multidimensional concept of perceived value. Its ability to 

overcome excessive concentration on economic utility had made 

this approach more popular than the traditional benefit-sacrifice 

approach [35]. By operationalizing perceived value into several 

components, validity problem can be overcome [36]. 

2.3. Image 

The benefits resulted from the relationship with business partners 

and communicates the service provider's reputation in the market 

can be used to define image. Some researchers ([37,38]) said it 

can be regarded as a customer’s opinion towards a firm, which 

could be the product’s brand or the associations the customers 

have with the firm and the services it offers. Image reflected by  a 

firm has the capability to change customers’ perception of the 

goods and services offered, relationship with the supplier, and 

customers’ minds [39]. A firm’s market position can be main-

tained through a favourable image [6]. Image connects the cus-

tomers’ memory with the service providers and it assists the cus-

tomers in communicating their personal feelings about the service 

providers [5]. Therefore, image can be used as an intangible tool 

that can differentiate a service provider from its competitors. A 

good and well-known image has an influence on customers’ per-

ception of the firm’s communication, and procedures and can be 

viewed as an asset to the firm [40]. If customers perceive a good 

image, they will repeat their purchase in the future [5]. In addition, 

if a customer believes that a firm has a positive image, he/she will 

easily forgive minor errors made by the firm [40]. 

2.4. Satisfaction 

Customer satisfaction has been stated to be the most important 

construct that affects customer loyalty ([37,41,42]). Moreover, 

customer satisfaction is vital for any firm’s success because mar-

ket competition is a key for customer retention, which eventually 

increases loyalty and decreases the customer’s intention to switch 

[43]. Satisfaction is described as the fulfilment that a customer 

feels after experiencing an interaction with a service provider [42]. 

In the banking sector, one researcher [23] defined customer satis-

faction as the positive feelings gained by a customer when the 

overall level of services provided by the banks exceeded the cus-

tomer’s expectation. According to the service-profit-chain rela-

tionships, satisfied customers tend to be loyal and they can con-

tribute to service providers’ revenue and profitability [44].  

3. Conceptual Framework and Hypotheses 

Development 

The conceptual framework of this study is shown in Figure 1.  

Perceived value and image will influence customer satisfaction, 

and satisfaction will in turn affect customer loyalty. The greater 

the value of service as perceived by the customer, the greater the 

customer loyalty towards the Islamic subsidiary banks. Similarly, 

the stronger the image of the service provider as perceived by the 

customer, the greater the level of customer loyalty towards the 

service provider. This implies that providing a high value of ser-

vice satisfies customers, and this satisfaction in turn positively 

affects customer loyalty. Likewise, a stronger image of the service 

provider as perceived by customers will positively affect their 

level of satisfaction, which resulted in customer loyalty. 
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Fig. 1: Conceptual Framework 

 

Superior customer value is one of the most main tools to sustain 

customer loyalty that leads to the success of a firm [45]. Customer 

values rely on various other attributes such as product knowledge, 

location of centre and financial resources [46]. Moreover, strate-

gies development towards the creation of customer value is im-

portant in attracting new customers and to maintain a good rela-

tionship with them in order to gain customer loyalty. Thus, re-

searchers considered that by creating a high level of customer 

value, there are chances of improving trust and commitment which 

lead to customer loyalty ([45,47]). According to one study [48], 

image has a significant influence on loyalty. One research [49] 

found that the greater the image of a firm, the greater the level of 

loyalty they will reflect. A study conducted in the hospitality in-

dustry showed that corporate image results in a positive influence 

on customer loyalty [37]. Another study [50] also found image to 

significantly influence satisfaction. In addition, prior research 

provided various empirical evidences regarding the significant 

impact of customer satisfaction towards loyalty in the service 

sector ([1,51]). If the customer is pleased and happy with the 

products and services offerings, he/she tends to repurchase the 

products. In turn, if the customer continuously purchases products 

or services from the firm, loyalty has been achieved. Based on all 

the discussions, these hypotheses were developed: 

H1:  Perceived value significantly influences customer loyalty 

towards Islamic subsidiary banks. 

H2: Corporate image significantly influences customer loyalty 

towards Islamic subsidiary banks. 

H3: Customer satisfaction significantly influences customer 

loyalty towards Islamic subsidiary banks. 

H4:  Perceived value significantly influences customer satisfac-

tion towards Islamic subsidiary banks. 

H5: Corporate image significantly influences customer satisfac-

tion towards Islamic subsidiary banks. 

3.1. Customer Satisfaction as a Mediator 

Outcome of a few studies have shown positive relationships be-

tween perceived value, customer satisfaction and customer loyalty. 

For example, one study [52] found that perceived value influenced 

customer satisfaction and that customer satisfaction improved 

customer loyalty. Similarly, other studies ([53,54]) found that 

perceived value was a predictor of customer satisfaction, and ulti-

mately, customer satisfaction led to customer loyalty. In addition, 

another study [6] found that satisfaction is a mediator in the rela-

tionship between image and customer loyalty. Similarly, one re-

searcher [55] declared corporate reputation predicts customer 

satisfaction and customer loyalty. Based on all the discussions, 

these hypotheses were developed: 

H6a:  Customer satisfaction mediates the relationship between 

perceived value and customer loyalty towards Islamic sub-

sidiary banks.  

H6b: Customer satisfaction mediates the relationship between 

image and customer loyalty towards Islamic subsidiary 

banks. 

4. Methodology 

This study was designed to follow the quantitative approach. The 

data was collected through a field survey. Questionnaires were 

distributed to customers of Islamic subsidiary banks in the north-

ern region of Peninsular Malaysia. Besides collecting the demo-

graphic profiles of the respondents, the survey was used to assess 

the relationships of all the variables in this study. Customer loyal-

ty was assessed using a seven-item scale adapted from a previous 

study [31]. Fourteen items drawn from another study [30] were 

used to measure perceived value. In addition, satisfaction was 

measured by adapting four items. Lastly, image was measured by 

four items adapted from two studies ([56,57]). A 7-point Likert 

scale ranging from 1 =“strongly disagree” to 7 = “strongly agree” 

was used to rate the four variables. Five conventional banks with 

Islamic subsidiaries in three towns namely Jitra, Alor Setar, and 

Kangar were selected as the sources of respondents. The mall 

intercept technique was used to assess the opinions of Islamic 

banks customers. Every fifth customer at each bank was ap-

proached to answer the questionnaire. Out of 250 questionnaires 

distributed, only 139 were returned and usable, providing a 55.6% 

response rate. This study employed the Partial-Least Squares-

Structural Equation Modeling (PLS-SEM) to test the hypotheses 

developed earlier. PLS-SEM was chosen as it is well suited to 

analyze the small sample size of this study. The minimum sample 

requirement was determined through the ‘ten times rule’ [58]. In 

this study, the sample comprising 139 completed questionnaires 

was acceptable. 

5. Results and Conclusion 

5.1.  Response Rate and Demographic Profile 

Majority of the respondents of this study were male with the fre-

quency level at 62.6 percent, while the female respondents made 

up the other 37.4 percent. Most of the respondents were in the age 

bracket of 20-29 years of age (69.8 percent), while only 2.2 per-

cent were 60 years and above. Most of the respondents hold bach-

elor’s degree (50.3 percent), while 18.2 percent completed sec-

ondary level education and 15.8 percent graduated with a diploma. 

Income wise, majority of the respondents earned between 

RM2,001 to RM4,000 per month (71.2 percent), followed by 10.8 

percent of the respondents earning between RM4,001 to RM6,000 

per month.  

5.2. Confirmatory Factor Analysis 

Confirmatory factor analysis (CFA) was conducted on all items 

adapted for this study. This study followed a two-step approach by 

assessing the measurement and structural models suggested by one 

source [59]. The Partial Least Squares (PLS) approach using 

Smart PLS Version 2.0 [60] was used to assess both the measure-

ment and structural models. 

5.2.1. Assessment of Measurement Model  

Two steps were involved in assessing the CFA, namely the meas-

urement model and structural model. The purpose of the meas-

urement model was to assess and verify that all items used for 

each construct were both reliable and valid. In the measurement 

model, convergent validity, discriminant validity, and reliability 

were estimated. According to one researcher [61], convergent 

validity is assessed to ensure the items are measuring the same 

concept. Factor loadings, average variance extracted (AVE), com-

posite reliability (CR), and Cronbach’s alpha are the tools fre-

quently used in assessing convergent validity. In order for the 

convergent validity to be established, it is recommended that the 

threshold values for the following are achieved: (a) factor loading 

for each item must exceed 0.50 [58], (b) AVE must be larger than 

0.50 [62], and (c) the reliability score must exceed 0.70 [63]. 
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Based on the assessment of factor loading among the constructs, 

an item of the corporate image was dropped, as the loading was 

below the recommended value of 0.50. Table 1 shows that all 

loadings for the measurement items were greater than 0.60 and the 

AVE for all the constructs exceeded 0.50. The results of the relia-

bility scores (e.g. composite reliability and Cronbach alpha) for all 

the constructs exceeded 0.70. Therefore, all items showed ade-

quate levels of convergent validity. One study [64] defined dis-

criminant validity as the degree to which items measure different 

concepts. There are three ways of assessing discriminant validity, 

which include (1) examining whether items were loaded strongly 

on their own constructs in the model, or (2) comparing the square 

root of all AVE for each construct so that they exceeded all the 

inter-factor correlations between that and coefficients between 

constructs, or (3) comparing the AVE with the squared correlation 

estimates for all constructs. Table 2 compares the square root of 

the AVE of each construct with the correlation estimates. The 

results show that the square root of all AVE values for each con-

struct exceeded all the inter-factor correlations between each con-

struct, indicating an adequate level of discriminant validity. There-

fore, it can be concluded that the measurement model is valid and 

reliable. The structural model can be further assessed to test the 

hypotheses. 

5.2.2. Assessment of Structural Model 

In conducting the CFA, the next step after assessing the measure-

ment model is to evaluate the structural model using the boot-

strapping procedure. The purpose of assessing the structural model 

was to test the research hypotheses. The results from the structural 

model in Table 3 indicated that perceived value exhibited a strong 

positive influence on customer loyalty ( = 0.461, t-value = 4.418, 

p<0.05) and satisfaction ( = 0.485, t-value = 5.866, p<0.05). 

Image exhibited a positive influence on satisfaction ( = 0.375, t-

value = 4.398, p<0.05), and its influence on customer loyalty was 

not significant ( = 0.041, t-value = 0.405, p<0.05). Satisfaction 

was also found to have a positive influence on customer loyalty 

with   = 0.041, t-value = 0.405 at p<0.05.  Except for H2, all 

other hypotheses (e.g. H1, H3, H4 and H5) were supported. 

5.2.3. Testing for the Mediating Effect of Satisfaction 

The procedure to test the mediating effect of satisfaction on the 

relationships between its determinants (e.g. perceived value and 

image) and customer loyalty followed the steps recommended by 

a past study [65]. To start with, without the interaction of a media-

tor (e.g. satisfaction) the path model was estimated. The results 

both revealed that both direct paths are statistically significant as 

shown in Table 4. Therefore, it is meaningful to include satisfac-

tion as the mediator. The indirect paths should be significant in 

order to verify satisfaction to mediate the relationship between 

perceived value and customer loyalty, and between image and 

customer loyalty. To confirm the significance of these indirect 

paths, the sample table from bootstrapping was copied and pasted 

into MS Excel. From here, the standard errors were calculated in 

order to obtain the t values of indirect paths. Using the bootstrap-

ping procedure, an estimation of the indirect effects (a1b) and 

(a2b), standard errors, and both the bootstrap confidence interval 

at 95% confidence level was done. The values of paths a1, a2, and 

b represent the  values or path coefficients of the relationships 

between perceived value and satisfaction, image and satisfaction, 

and satisfaction and customer loyalty, respectively (see Figure 1). 

In order to test the mediating effects, one researcher [66] required 

that each individual path a1,a2, and b to be significant. Based on 

Table 4, the bootstrap estimations of the indirect effect lie between 

0.113 and 0.284 for H6, and between 0.102 and 0.205 for H7. It 

can be concluded that the indirect effects are significantly differ-

ent from zero at p<0.05 since zero is not in the 95% confidence 

intervals [65]. Thus, hypotheses H6a and H6b are supported, in 

which satisfaction mediates the relationship between perceived 

value and customer loyalty, and between image and customer 

loyalty. 
 

Table 1: Results of Convergent Validity 

 
The results of this study provide us with the knowledge of the key 

predictors of consumer loyalty. It showed that perceived value and 

image were found to directly affected customer loyalty. In addi-

tion, satisfaction was found to mediate the relationships between 

perceived value and customer loyalty, and between image and 

customer loyalty. The findings of the study showed that increasing 

the values and image of the service caused higher customer satis-

faction that led to a greater number of loyal customers. This result 

added to the knowledge by providing additional support to the 

findings in previous studies ([52-54]) and found that perceived 

value influenced customer satisfaction, and that customer satisfac-

tion increased customer loyalty. Past research [6] found that satis-

faction mediated the relationship between image and customer 

loyalty. The findings from this study suggest that if the Islamic 

subsidiary banks want to benefit from customer loyalty (e.g. in-

crease in profitability and positive word of mouth) there is a need 

to focus on enhancing the values of products and services that the 

customer received compared to the competitors. Even though 

image was found to have significantly affect satisfaction and 

drives customer to be loyal to the banks, emphasis should be given 

on enhancing the value of the banks’ products and services as its 

influence on satisfaction is stronger compared to the influence of 

image on satisfaction. It is vital for banks to focus on providing 

products and services that customer perceives to have high values. 

Besides that, banks should strengthen their image in their custom-

ers’ minds and should always try to maintain or enhance it. Banks’ 
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strategic marketing plans should incorporate steps in improving 

the banks’ image. The use of social media and word-of-mouth 

marketing should be considered by banks to improve their image. 

Continuous training of front-line employees should be conducted 

to maintain the employees’ service culture. This will enhance the 

employees’ knowledge and skill in handling the customers. 

Prompt action should be taken on customer complaints so that the 

customers will be satisfied and stay loyal with the banks. This 

action will also assist in strengthening the bank’s image to the 

public. In conclusion, customer loyalty will develop if the for-

mation of perceived value, image and satisfaction are well man-

aged. 
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