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Abstract. This article aims to analyse and measure the relationship
between sharia banking competitive advantage on customer switching
behaviour, through the exploration of religiosity as an intervening variable
as a fundamental factor for people which influence people’s attitudes,
values, and behaviours in consuming a thing. This is happened due to the
phenomenon of customer switching behaviour which triggers sharia banks
to keep and maintain its customer as the result of great competition
between sharia and conventional banks nowadays. This is a quantitative
research, using a primary data which obtained from questionnaire then,
reached 102 respondents of sharia banking customers. Furthermore, the
data analysed with path analysis model in order to know the direct and
indirect relationship of each research variable. The result delineated that
competitive advantage and religiosity able to decrease customer switching
behaviour phenomenon directly then, the role of religiosity is able to
strengthen the indirect relationship between competitive advantage and
customer switching behaviour.
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1 Introduction

Numerous consumers tend to switch their financial service usage from sharia banking to
conventional (Ghamry & Shamma, 2022). It is happened due to such a great competition
between the former and the latter nowadays, which leads sharia banking currently having
difficulty in keeping and maintaining its consumer (Rama, 2017). This condition resulted in
a decreasing number of customers for several sharia banks then, raising the question why
customers are tend to switch to other banks (conventional bank) (Ghamry & Shamma,
2022), where if this condition is still continues to happen, the growth of sharia banking
market share will obstructed, which considered still low, reaching 6.59&% (Otoritas Jasa
Keuangan, 2021). Such nearly-identical products and services which provide by sharia and
conventional banking are one of causes, leading customers easy to switch from sharia bank
to another when they are disappointed then received such a better a better product and
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service offered by another bank (Ghamry & Shamma, 2022; Mostafa & lbrahim, 2020).
Therefore, refers to the phenomenon sharia banking have to build such a strong competitive
advantage in order to characterized itself, and increase its ability to compete with other
which potentially decrease customer switching behaviour.

As an Islamic financial institution, sharia banks become an alternative financial
institution that offers variety of Islamic-based financial products and services (Soemitra,
2019). Therefore, every products and services of sharia bank have meet sharia compliance
to ensure that all products and services of the bank are free from interest. Nevertheless, to
compete in a global competition sharia banking must have their own characteristic to differ
itself from conventional banks. Not only from operational standard services such as
greeting salam and appearance, but also from the regulation relating to the product
operational mechanism, which will eventually improve the performance of Islamic banks
due to competitive advantage (Arfan & Athroz Arfan, 2021) then, it triggers consumers’
belief to the capability of the bank. For this reason, all businesses include sharia banking
have turned their focus to customer-centric strategies in order to reduce customer switching
and increase profitability, as the cost of retaining a client is significantly cheaper than the
cost of obtaining a new one (Putri, 2020). This is in line with Kordi Ghasrodashti (2018)
and Xu et al. (2021) who delineated that majority companies are frequently consider
competitive advantage as a marketing strategy to achieve certain objectives, assisting them
in retaining strong and long-term relationship with their consumer. it is coined because,
customers are perceived as one of intangible assets, playing a significant role for
organizations to lead them reaching the goals (Thomas & Sekar, 2008). Therefore,
competitive advantage is a key factor for sharia bank to convince its consumers that sharia
banking able to fulfill their desires relating to financial service (David & David, 2015; Yasa
etal., 2020).

Furthermore, to decrease several number of customer switching behaviour not only
from the internal aspect such increasing and developing competitive advantage of the bank,
but it have to consider an external aspect as well from consumer’s side. Relating to this,
religion has been widely perceived as a major predictor of people’s behavior. It is because,
religion is a fundamental and importance aspect which influence people’s attitudes, values,
and behaviors (Abou-Youssef et al., 2015) then, there is a tendency that the more religious
people, the more people will tend to choose such products or services which do not contrary
with Islamic value (Furwanti, 2021). This is also in line with Mostafa & Ibrahim (2020)
statement revealed that customers' preferences when it comes to financial service providers
are influenced by their religious beliefs. Based on the explanation it is clearly known that
religious motivation also can affect consumers switching behavior whether they decide to
keep their previous bank or switch to another bank besides competitive advantage aspect. It
is because, developing internal factors of sharia banking are not enough to decrease the
possibility of customer switching behaviour. Therefore, this article aims to identify and
examine the influence of competitive advantage in reducing customer switching behavior in
Islamic banking by exploring consumers’ religious motivation, as well as being a
differentiator variable which more previous researches only focused on factors which create
customer switching behaviour in sharia banking.

The Influence of Competitive Advantage and Religiosity

Generally, competitive advantage of financial institution is determined by the amount of
capital it has, and this role also applied for sharia banking industry (Surjaatmadja &
Adriansyah, 2016). It is because, the highest amount capital sharia bank has, the more
increase its performance and profitability. Thus, it makes sharia banking easier to attract
customers’ trust as well as trigger them to use sharia banks’ product and services (Aslam &
Haron, 2021). Furthermore, besides the amount of capital, a great firms’ resources
management also has a significant effect to increase firms’ value which able to boost its
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performance. As the reflection of firms’ capability Moreover, this condition also in line
with Porter (1998) who reported that competitive advantage considered as companies
ability in generating such returns. This is happened because competitive advantage
becomes on of strategies for companies to increase market share, gain new customers, and
maintaining the previous consumers by innovating their products and services, and be
different form their competitors. Dirgantoro (2001) delineated there are several factor for
competitive advantage such as (1) companies’ value, where as an Islamic financial
institution sharia banks must be able to fulfil their majority Muslim customers expectation
regarding to financial product and service which appropriate with sharia compliance; (2)
product differentiation, sharia banks have to create a characteristic product and services
which differ from conventional banks to gain a potential market perception; (3) quality of
products and services and; (4) price, where sharia banks are able to provide such cheap
products with mutual beneficial profit-sharing rate, and affordable margin and
administrative cost.

Providing products and services which appropriate with sharia compliance (halal
certified) becomes a part of sharia banking competitive advantage which conventional
banks do not have (Widyastuti et al., 2020). However, even though sharia banks have such
halal certified products and services, the bank still have to maintain and ensure the
operational scheme of its thus, the bank do not caught up in the “Islamization” products and
services. It is because, majority consumers specifically Muslim have such a great
expectation to sharia banks as an alternative financial institution with interest free products
and services. This condition happened relating to religiosity aspect, which play a significant
role to influence people’s preferences to determine such financial products and services
which do not contrary with their belief (Mohamed et al., 2020; Putriani, 2015; Resty &
Hidayat, 2021). Moreover, as religiosity becomes a fundamental aspect, it is considered to
affect the psychology of people’s behaviour in carrying out their daily activities (Ali et al.,
2015). Therefore, based on the explanation, the formulated hypotheses depicted bellow:

H1: Competitive advantage has a positive effect on religiosity

The Influence of Religiosity on Customer Switching Behaviour

Customer switching behaviour is a phenomenon when customers tend to switch their
loyalty from one brand to another brand due to such tight business competition and
availability of various alternative option of products or services which better than the
previous brand (Ghamry & Shamma, 2022; Vyas & Raitani, 2014; Xu et al., 2021). There
are to main factors called internal and external factors which able to influence customer
switching behaviour (Suryawardani & Wulandari, 2020). The alteration of customer
interest, lifestyle and preferences regarding to such products and services offered by
companies lead internal factors affect customer switching behaviour. Meanwhile, the
external factors come from unavailability of alternative product and services, social factor,
recommendation and preferences from customers’ peers and massive technology
(Keaveney, 1995; Suryawardani & Wulandari, 2020; Xu et al., 2021).

Beside internal and external factors, loyalty also determined customer switching
behaviour (Sharma & Panga, 2018). It is because loyalty comes from such great customers’
expectation and experience relating to certain product or services offered by such
companies. Thus, when consumer feel dissatisfied with the company, it might triggered
customer to move and fine another brand which served better product and services than
previous. In sharia banking industry, the phenomenon of customer switching behaviour
commonly appeared due to customers’ dissatisfaction and disappointment to sharia banks’
product and services such as a higher margin, un-effective service, rare ATM machines and
so ford, which make sharia banking customers use conventional ATM outlet for withdrawal
activities with an expensive administrative fees as consequences. Thus, this condition lead
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customers tend to move to other bank which provides more effective services (Garland,
2002; Ghamry & Shamma, 2022). Nevertheless, the number of customer switching
behaviour could be decreased when customer have a strong tendency and trust to sharia
bank as Islamic financial institution with free interest products and services. Thus, even
though sharia banks facilities are still rare and difficult to grab they tend to choose and
loyal to the bank (Yudiana et al., 2021). This is happened due to religiosity of customers
which lead them to stay loyal to sharia bank, because the more religious people tend to
choose and consume everything which appropriate with syari’at as their common belief
(Baazeem, 2015; Saced & Azmi, 2019). Therefore, based on the explanation, the
formulated hypotheses depicted bellow:

H2: Religiosity has a negative effect on customer switching behaviour

The Influence of Competitive Advantage on Customer Switching Behaviour
through Religiosity as an Intervening Variable

Customer switching behaviour phenomenon becomes one of challenges for every
organization and company, including sharia banking. This is happened due to the alteration
customers’ preferences over a brand that triggers them to move to others which considered
more capable to fulfil their needs (Su et al., 2017). Therefore, to decrease the number of
customer switching behaviour phenomenon sharia bank have to build and develop such a
great competitive advantage in the term of service quality to comfort customers while using
its services, product quality, a competitive price as well as heed sharia compliance. Those
several aspects could be such a strong competitive advantage for sharia banking to make it
differ from conventional banks, and increase its capability and performance which leads
customer loyalty (Mavri & loannou, 2008; Putriani & Shofawati, 2015; Resty & Hidayat,
2021; Widyastuti et al., 2020).

Besides, when sharia banking succeed in developing its competitive advantage by
serving a good quality product and service which appropriate with customers’ needs, the
following impact is able to increase customers’ religiosity (Khotimah, 2018). It is because,
when sharia banks be able to improve its competitive advantage specifically fro sharia
compliance aspect it triggers customer (Muslim) trust to the bank then, they tend to think
that the bank is already appropriate with Islamic principle. Furthermore, when customers
specifically Muslims consume such a halal product or service, they feel more peaceful.
Thus, when customers are more religious, they tend to stay with sharia bank regardless of
the costs that must be incurred, time, and the level of difficulty in obtaining and using
products and services, because of their common syari’at belief, and such desires which
trigger them to move to conventional bank has decreased (Baazeem, 2015; Nawaz et al.,
2021). Therefore, based on the explanation, the formulated hypotheses depicted bellow:

H3: Competitive advantage has a negative effect on customer switching behaviour through
religiosity as intervening variable

2 Research Method

This is quantitative research with survey method relating to customer switching behaviour
at sharia banking in Indonesia, using questionnaire as the main instrument to obtain data of
this research. Further, this research picks sharia banking customers in Indonesia based on
purposive sampling technique. Then, to analyse the obtained data this research use path
analysis method by SPSS version 22 to show the direct and indirect effect of each variable.
Thus, based on the explanation here the model of research:

122



——  Annual International Conference
AlICIEB

on Islamic Economics and Business, 2022

Competitive Religiosity

Advantage (X) (Y1)

Figure 1: Research Model
RM = o+ BiCA + ¢
CSB=fo+B1 CA+BRM+ ¢,

3 Result and Discussion

Customer Switching
Behaviour (Y2)

To begin with, this research will depict the description related to the respondents as

follows:
Table 1: Respondents Description
Category Indicator
Age < 20 aged 1.7
21-28 aged 66.4
29-50 aged 22.3
>50 8.6
Male 37.1
Gender Female 62.9
Using Sharia Banking <1 year 0.0
Services 1 year 28.1
2 years 67.1
>2 years 4.8

Source: Primary Data, 2022

The table shows that majority respondents who aged 21-28 who are using sharia
banking services reached the highest percentage with 66.4%, while the lowest are those
who aged under 20. Following to this, gender also consider to identify the number of sharia
banking respondents then, the data depicted that female reached such a high percentage
compared to male, reaching 62.9% and 37.1% respectively. Furthermore, the length of
using sharia banking services, majority respondents are still in a moderate length which is 2

years gained approximately 67.1 %.

Table 2: Respondents Description Answer

Competitive Advantage Average Desc.
Halal sertified product 5.019 Best
Annual zakat expenditure 4.960 Good
Uphold universal values (justice, togetherness, expediency) 4.862 Good
Sharia banks’ socio-oriented product 4.392 Good
Sharia banking products are operating based on profit- 5.196 Best
sharing and revenue-sharing scehemes
Interest free product 5.333 Best
Islamic banks make special products to support MSME 4.635 Good
customers
Islamic bank products are able to meet the financial needs of 5.019 Best
society in all circles
An affordable margin 5.127 Best
A competitive nisbah 5.303 Best
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Religiosity
Believing in the truth of Islam 5.078 Best
Understanding the concept of akidah 5.039 Best
Understanding the concept of ibadah 4,980 Good
Knowledge, and understanding the Qur’an and hadith 5.098 Best
Understanding the concept of muamalah 4.872 Good
Customer Switching Behavior

Sharia banks do not have a good reputation 5.167 Best
Sharia banks maintain high margin fees 4.980 Good
Sharia banks cannot be relied upon and trusted 5.254 Best
Sharia banking services could not meet customers’ 5.058 Best
expectations

Sharia banks do not provide the same services as promised 4.950 Good
ATM outlets of sharia banking are not easy to grab 4.754 Good
Sharia banks are unable to provide effective online services 4.892 Good

Source: Primary Data, 2022

3.1 Instrument Quality Test

After collecting data, the further step taken by this research is testing the quality of
instrument, considering validity and reliability aspects. Therefore, the following result
revealed (table 3) that all the research indicators are valid at 5% level with criteria p-value
< 0.193 (r-table). Which means this instrument is eligible and able to tested in reliability
test level. Then, the result reported that the value of cronbach’s alpa > 0.60, which means
this instrument is reliable.

Table 3: Validity Test Output

Variable Indicators Probability Description

Competitive 1. Value (Sharia compliance)

Advantage - Halal certified product .589™ Valid
(Dirgantoro, - Annual zakat expenditure 757 Valid
2001) - Carrying universal value (justice, 625" Valid

togetherness, expediency)
2. Product differentiation

- Socio-oriented products (gardh) .589™ Valid
- Profit and revenue sharing .697** Valid
product
- Interest free product 482" Valid
- Financing product for SMeS .458™ Valid
3. Quality product
- Islamic bank products are able to 614" Valid

meet the financial needs of
society in all circles

- An affordable margin .381™ Valid
- A competitive nisbah 486™ Valid
Religiusitas - Believing in the truth of Islam .606™ Valid
(Ancok & - Understandingthe concept of .830™ Valid
Suroso, 2002) akidah
- Understanding the concept of 687" Valid
ibadah
- Knowledge, and understanding 761" Valid
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of Qur’an and hadith

- Understanding the concept of .680™ Valid
muamalah
Consumer - Sharia banking do not have a .266™ Valid
Switching good reputation
Behavior - Sharia banks maintain high .600™ Valid
(Ghamry & margin fees
Shamma, - Sharia banks cannot be relied 526™ Valid
2022) upon and trusted
- Sharia banking services could .594™ Valid
not meet customers’
expectations
- Sharia banks do not provide the 469™ Valid
same services as promised
- ATM outlets of sharia banking 224" Valid
are not easy to grab
- Sharia banks are unable to .290™ Valid
provide effective online services
Source: Data Proceed (SPSS, 2022)
Table 4: Reliability Test Output
No Variable Cronbach’s No of items Description
alpha
1 Competitive Advantage .858 10 Reliable
Religiosity .862 5 Reliable
3 Consumer Switching .869 7 Reliable
Behavior

Source: Data Proceed (SPSS, 2022)

3.2 Classical Assumption Test

Classical assumption tests used in this research covered normality, multicholonearity, and
heteroskedasity tests. Based on the results of the classical assumption test, it can be seen
that the data in this research meets the classical assumption test and can be processed to the
further step as follows:

Table 5: Classical Assumption Test

,CA:\Is&slzsr:1C;':ion Test Criteria Value Description
Normality test Sig. value > 0.200 > 0.05 Normally
0.05 distributed
Multikolonearity Tolerance value Tolerance VIE Thereis no
test >0.10 and VIF CA ->CSB .686 1.458 multicolline
value < 10.00 CA -> REL 677 1477 arity
REL -> BL .686  1.458
Heteroskedastisity  Sig. value > CA ->CSB 441 >0.05 There is no
test 0.05 CA -> REL .949 > 0.05 heteroscedas
REL -> BL .767 > 0.05 tisity

Source: Data Proceed (SPSS, 2022)
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3.3 Path Analysis Model

Table 6: Output Model Summary Path Diagram |
Model R R Square Adjusted R Std. Er'ror of the
Square Estimate
1 5612 314 .307 2.159
Source : Data Proceed (SPSS, 2022)

The table depicts that the number of R-square for path diagram I is approximately 0.314,
which means that the proportion of variable religiosity could be explained by the
independent variable (competitive advantage) is for about 31.4%. While 68.6% more
influenced by other variable outside this research.

Table 7: Coefficient Model Summary Path Diagram I

Unstandardized Standardized

Coefficients Coefficients
Model B Std. Error Beta t  Sig.
1 (Constant) 9.370 2.329 4.022 .027
CA 314 .046 561 6.769 .000

a. Dependent Variable: Rel
Source : Data Proceed (SPSS, 2022)

Furthermore, the number of coefficient for competitive advantage is positive with 0.31.4
on religiosity then, the number of p-value which given by the former to the latter reached
0.000< a=5% (0.05). This condition means that competitive advantage has a positive and
significant effect on religiosity therefore, when competitive advantage experienced an
increasing number for about 1%, the following religiosity will increase approximately
31.4%. Based on the output of coefficient number, the path diagram I could be illustrated

bellow:
el=0.828 l
Competitive 0.561 Religiosity
Advantage (CA) (REL)

Figure 2: Model Path Diagram |

Table 8: Output Model Summary Path Diagram II
Model R R Square Adjusted R Std. Er_ror of the
Square Estimate
1 7122 .508 498 3.276
Source: Data Proceed (SPSS, 2022)

The table 8 shows that the number of R-square for path diagram II is approximately
0.508, which means that the proportion of variable customer switching behaviour could be
explained by the independent variable (competitive advantage) and the intervening
(religiosity) is for about 50.8%. While 49.2% more influenced by other variable outside this
research.
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Table 9: Coefficient Model Summary Path Diagram II
Unstandardized Coefficients Standardized Coefficients

Model B Std. Error Beta t  Sig.
1 (Constant) 2.535 3.747 .676 .500
CA -414 .084 -422 -4.950 .000
REL -.674 149 -.385 -4.517 .000

a. Dependent Variable: CSB
Source: Data Proceed (SPSS, 2022)

Refers to the result depicted by table 9, it clearly seen that the number of coefficient for
competitive advantage is negative with -0.414 on customer switching behaviour, while
religiosity is -0.674. Then, the number of p-value which given by competitive advantage
and religiosity to the customer switching behaviour reached 0.000< a=5% (0.05). This
condition means that competitive advantage and religiosity have a positive and significant
effect on customer switching behaviour therefore, when competitive advantage and
religiosity experienced an increasing number for about 1%, the following customer
switching behaviour will decrease approximately 41.4% and 67.4% respectively. Based on
the output of coefficient number, the path diagram II could be illustrated bellow

e2= 0.7011

. -0.422
Competitive Customer
Advantage /3 ustome
(CA) oy SWl_tchlng
Behavior (CSB)
Religiosity
(REL)

el=0.828 I

Figure 3: Model Path Diagram 11

After the direct relationship between each variable already known, the following step is
calculating the indirect relationship between competitive advantage on customer switching
behaviour through religiosity as the intervening variable by sobel statistic. The result
revealed that there is a negative result for about -2.527 with p-value 0.011 < a=5% (0.05),
which means that there is a negative and significant effect for indirect relationship of the
variables. Therefore, it could be seen that competitive advantage through the mediating role
of religiosity able to decrease customer switching behaviour at sharia banking. The result of
indirect relationship between variable is depicted bellow:
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mediator
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Sobel test statistic: -2.52778077
One-tailed probability: 0.00573930
Two-tailed probability: 0.01147860

Figure 4: Sobel Test Statistic by danielsoper.com

Table 10: Hypotheses Test

Variable Result Effect Desc.

CA--> REL Coef: 0.314 Positive Significant Accepted
Sig: 0.00<0.05
REL--> CSB Coef: -0.674 Negative Significant Accepted
Sig: 0.00<0.05
CA -->REL -->CSB Direct effect: Negative Significant Accepted
-0.422
Indirect effect:
-2.527

The hypotheses table shows that competitive advantage has a positive significant effect
on religiosity. It means that competitive advantage which sharia bank has, potentially
increase customers’ religiosity. This condition happened because when sharia banking
develop its competitive advantage specifically for sharia compliance aspect, it will trigger
customer (specifically Muslim) trust to the bank because, as a Muslim they tend to choose
such financial services which carried out sharia compliance aspect properly (Putriani &
Shofawati, 2015). It is in line with a common tendency which revealed that the more
religious people would be chose sharia banking products and services due to avoiding the
interest. Moreover, the table.2 also reported that that majority customer choose sharia
banking services because of free interest product indicator, reaching 5.333 and becoming
the highest number of competitive advantage indicator. Therefore, by maintaining and
developing competitive advantage which appropriate with sharia compliance aspect, sharia
banks contribute in retaining its customer to keep their trust at sharia bank, which have such
preferences that sharia bank is an alternative financial institution that offers several
products and services based on sharia compliance and differ from conventional bank (Ozair
et al., 2019; Rahman, 2016; Widyastuti et al., 2020). This is also in line with Saeed & Azmi
(2019) and Ozair et al. (2019) who stated that religiosity is a fundamental aspect for people
in choosing and using financial services which appropriate with their belief (syari’at Islam).
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Furthermore, religiosity also affect people’s psychology and behaviour in executing
their daily activities (Ali et al., 2015). This condition triggers such customers expectation
specifically Muslims to sharia banking as an alternative financial institution which able to
meet their financial service need (Lestari & Qoyum, 2021; Qoyum, 2018). This is in line
with the result of interview with one of Islamic banking customers who argued that she is
trusted to sharia banking due to halal certified products and services which offered by
sharia bank Thus, it is clearly seen that to build customers’ trust the banks must have a
strong competitive advantage which make it differ from another, while one of strongest
aspect of competitive advantage which sharia bank have is a free interest products.

The table.10 also depicted that the level of customers’ religiosity determines customer
switching behaviour. It is because the more increase customers’ religiosity, the more
decrease customer switching behaviour. This is in line with the result revealed by table.9
that religiosity has a negative effect on customer switching behaviour. While majority
customers are doing switch because of sharia banking does not have a good reputation
enough while offering services (table.2). Owing to that by the existing of religiosity will
also be more motivated to using sharia banking products and services even though they
have to spend more cost, time, and the such difficulties in obtaining such minimum sharia
banking services (Baazeem, 2015). This is in line with the result of table.2 which leads that
indicator of common believes become the second highest indicator of religiosity, reaching
approximately 5.078.

Meanwhile, for the indirect effect, the role of religiosity is able to mediate and
strengthen the relationship between competitive advantage on customer switching
behaviour, which means that competitive advantage able to increase religiosity then leads a
decreasing number of customer switching behaviour (Khotimah, 2018; Mavri & loannou,
2008). Therefore, sharia bank have to build and develop such a great competitive advantage
in the term of service quality to comfort customers while using its services, product quality,
a competitive price as well as heed sharia compliance. Those several aspects could be such
a strong competitive advantage for sharia banking to make it differ from conventional
banks, and increase its capability and performance which leads customer trust and
religiosity (Mavri & loannou, 2008).

4 Conclusion

The phenomenon of customer switching behaviour becomes the great challenge for sharia
banking industry. It is because as a growing sharia-financial industry, sharia banks have to
maintain and retain its customer to be loyal and willing to use sharia banking products and
services. Thus, improving the competitive advantage is one the best ways to realize the
goal. However, such external factor such as customers’ religiosity also has a significant role
in this phenomenon. Relating to this, it is evidence that sharia banking competitive
advantage has a significant direct effect in decreasing customer switching behaviour
phenomenon but, able to increase customers’ religiosity. Meanwhile, for indirect effect
religiosity is able to mediate, and strength the relationship between competitive advantage
and customer switching behaviour. Thus, it is highly suggested for sharia banking to
develop and improve its competitive advantage in competing in a global market with
conventional bank.
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