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This research focuses on identifying customers’ responses to the changes that linut direct service and implementing online-based Islamic bansking
services. This study uses a mixc-method approach and results of interviens with Islanuc bank staff and questionnaires to 260 respondents, showed
that the changes that accommodate Covid-19 protocol in CARTER were received positively by customers as a form of enipathy and response to
their complaints. It alvo emphasizes that the pandentic is not an entirely negative phenomenon. lnstead, it gives momentum for busivess
development throngh a transformation toward the digital baniking services that trend in financial business.
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RODUCTION

The Covid-19 pandemic that has hit the world, including Indonesia, has brought fundamental changes in
various aspects of human life, including Islamic banking services. The most significant regulatory changes in
this sector occur in its service quality. T}s ervice quality that previously highly relied on human resources and
directinteraction must adjust to the high risk of Covid-19 transmission and spread. For this reason, the standard
and pattern of Islamic banking service quality, known as CARTER, must be modified to follow the Covid-19
health protocol. Further study on how customers of Islamic banks responded to the adjustment that aims to
minimize direct interaction through a series of procedures is needed.

The main idea of this study is to investigate how banking institutions respond to health protocol policy by
reorganizing service infrastructure and developing new service procedures (Sihotang & Hasanah, 2021). The
issues regarding this aspect and the Covid-19 protocol consist of three major studies. First, the study analyzes
banking instituions' infrastructural adjustments, which emphasizes service procedures changes (Zouar &
Abdelhedi, 2021). Second, the study that is the response of human banking resources to the implementaton of
CARTER policy along with health protocol highlights how service providers view the new regulation (Hasan,
2020). Thitd, is the study regarding customers' responses to the new regulation implementation (Maryani, 2019).

This article examines customers' responses analytically as the primary point to see banking service
transformaton from a broader perspective. By putting the Covid protocol in context, this article shows that
service change that accommcfffites health protocol is necessary. This study has three substantial focuses: Firss,
to identify the service quality of Islamic banking post the Covid-19 pandemic; Sewnd, to determine the online-
based service quality in Islamic banking post the Covid-19 pandemic; 'am', to analyze the customer response
and satisfaction with changes in service quality of Islamic banking post the Covid-19 pandemic.

The pandemic has had a crucial impact on the service quality of Islamic banking., Adjustment to the service
form eliminates direct contact between the staff and customers. A human-to-human direct contact should be
avoided post the pandemic as it causes Covid-19 transmission and breakout. Therefore, two predictions
regarding the outcome of this study are: first, the change of banking service quality form involves eliminating
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direct service to customers, and second, the customers respond negatively, which means that they are unsatisfied
with and oppose the change.

LITERATURE REVIEW
Islamic Bank

Bank Syariah, or sharia bank, another name for an Islamic bank in Indonesia, develops due to the prohibition
usury (interest) in banking transactions according to Islamic laws. Usury is additional charges pun loan
principal in a contract. The basic idea of this prohibition is to help and protect borrowers who do not have
sufficient funds to pay back the lender. Profit sharing and community losses contracts, as well as Mudbarabah,
are the essential parts of Islamic banking implementation that eliminate usury (Azmat, Hassan, et al., 2020: 3).
The application of a profit-sharing systcrﬁﬂuscs the surplus gained by each party to depend on the economic
situation. If the business that supports it is profitable, both the revenue provider and the company will divide
the profits based on the negotiated rates and vice versa (Azmat et al., 2020). Besides usury, Islamic law also
forbids Gharar, a form of uncertain contract material, such as financial derivatives in conventional banks that

do not conform with Islamic law (Miah et al., 2020: 13). Nevertheless, there are no significant differences
between Islamic and the conventional banks in terms of competition, efficiency, and risk features (Abedifar et

al., 2015: 637).

An Islamic bank is a form of sharia economy or Islamic economy that ultimately aims to improve people's
welfare (Hassan & Aliya, 2018: 34). Thus, it can contribute to developing a sustainable economy and nature
utilization, decreasing social discrepancy, and decreasing the long-term effect of pollution (Aysan & Ozturk,
2018: 23). This Islamic bank has become the fastest growing global financial segment in developing countries
with seven dimensions used in its transactions, namely adherence to Islamic divine principles, wisdom, balance,
justice and equality, sincerity, trust, and responsibility (Imam & Kpodar, 2016; Widana et al.,, 2014). The
variables of Islamic banks (Islamic bank loans, net loans, and bank deposits and size) positively impact
economic growth post normal financial development. Still, they have negatve correlations with solid economic
development because Islamic bank loan reduces Islamic countries' economic growth as a result of higher risk
sharing post economic overheating or disposition for real estate investment which transaction is less productive
(Mensi et al.,, 2020: 12). Even structurally, Islamic banks also face challenges such as the lack of security and
privacy, expert staffs, and trust from the targeted markets (Naeem, 2019: 676).

Public Service

Public service aims to improve the welfare of the community. Public services are duties and responsibilities that
the government should carry out for its people (Chen et al., 2020). The government refers to a public service
practiioner that helps the community meet their general nccds by regulating and establishing regulations of
public services (Powell & Osborne, 2020). The government cannot guarantee a successful public service
implementaton without the contribution of other practitioners from the private sector. Hence, practitioners
and government cooperation are needed to improve public service. One of these improvement processes is
creating a public service platform that extensively and adequately supports the process of public service
(Ranerup et al., 2016). Public service will succeed if it prioritizes public interest and does not take sides for
some reasons that are not mutually beneficial.

The government serves the needs of the general public. There are four public service forms: administrative,
goods, assistance, and regulatory. First, the administration handles documenting and other related things
(Opanasiuk & Romanchenk. Second, the public interest service manages the procurement and distribution of
these necessities. Third, assistance service is the service that aids the procurement of supporting facilities and
infrastructure, such as health services. Fourth, regulatory service contributes by establishing policies and laws
regulating public life aspects (Wang et al., 2020). The provision of public services vaties greatly depending on
the area's composition and the community's needs (Levine & Gershenson, 2014). The objective of these four
forms of the public is to fulfil public necessities.
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Covid-19

Covid-19 has become one of the deadliest infectious diseases in the last two years. This disease adversely
impacts people with a low immune system (Dogra et al., 2021). It Bmsmits pretty efficiently, and the pattern
constantly changes, making people vulnerable to sudden infection. The Covid-19 pandemic has become a new
burden for the community because it restricts their movement. This situation has prompted the state to issue
policies limiting physical contact, prohibiting crowds, advising to wear masks and protection, implementing
online learning, closing public spaces and worship places, and closing regional or state entrances (O. A. Ataguba
& Ataguba, 2020). Since the pandemic, people have started to carry out their activities while adapting to the
new normal that pays attention to health aspects to prevent Covid-19 transmission Covid-19 (Corpuz, 2021a).

Covid-19 has increased digital media use for buying and selling transactions, banking, and public services. The
pandemic has led to the increasing trend of shopping on e-commerces (Elrhim & FElsayed, 2020). These
increases are significantly affected in traditional markets and are also available on e-commerces (Guthrie et al.,
2021; Sayyida et al., 2021). Many banks offered online services post the pandemic in the banking sector, and
conventional banks improved their service by utilizing the internet (Acharya et al,, 2021; Hasan et al., 2020). In
line with those phenomena, consumers' trust in online banking services grows (Hameed, 2021). Subsequently,
the government may offer public service through the available digital technology. In this case, social media has
reached more community members (Agostino et al., 2020).

METHODOLOGY

Service quality is an essential issue in public service. A good level of service can significantly influence users'
responses and eventually improve the performance of the service providers. This study focuses on the reactions
of Islamic bank customers to service system changes to follow the government policies regarding Covid-19
prevention. Thus, this study observed service changes in ten Indonesian Islamic banks in East Java. There are
two in Surabaya City and eight in four regencies on Madura Island. Those banks are: BSI KC Darmo Surabaya,
BSI KC Darmawangsa, BSI KC Bangkalan, BSI KC Sampang, BSI KC Pamekasan, BSI KC Sumenep, BPRS
Bhakti Sumekar KP Sumenep, BPRS KC Pamekasan, BPRS SPM KP Pamekasan, BPRS KC Bangkalan. These
locations directly influence the customet's responses due to their other characteristics. Thus, their responses to
the adjustments might also be dissimilar.

Post the pandemic, the changes in Islamic banking service patterns in East Java, Indonesia, were analyzed using
a mixed-method approach that combines qualitative and quantitative research techniques. The qualitative
process involves observing various service information displayed on the glasses or walls of the bank office,
rearrangement of the waiting room, treatment of work equipment, and verbal communication and directions
given by banking staff (security officers). In-depth interviews were also conducted with three chairpersons of
Islamic Banks since they have most of the data and informadon that the researchers need. The three informants
are informant 1 (R1, Head of BSI Darmo Surabaya), informant 2 (R2, Head of Bsu’ﬂmckﬂszm Madura), and
informant 3 (R3, Director of BPRS Sarana Prima Mandiri Pemakasan Madura). The BSIis the most prominent
Islamic bank in Indonesia. In Surabaya, the head office is on Jalan Darmo, while in Madura, the head office is
in Pamekasan Regency. BPRS Sarana Prima Mandiri is an Islamic bank from Madura with a head office in
Pamekasan regency.

Meanwhile, questionnaires were distributed to 260 customers through proportionate random sampling to figure
out the customer's responses. However, not all questionnaires were responded to and returned by the
customers. The number of customers who responded and returned the questionnaires to each bank are as
follows: BSI KC Darmo Surabaya: 39 respondents, BSI KC Darmawangsa: 39 respondents, BSI KC Bangkalan:
31 respondents, BSI KC Sampang: 23 respondents, BSI KC Pamekasan: 23 respondents, BSI KC Sumenep: 23
respondents, BPRS Bhakti Sumekar KP Sumenep: 23 respondents, BPRS Bhakti Sumekar KC Pamekasan: 16
respondents, BPRS SPM KP Pamekasan: 23 respondents, and BPRS KC Bangkalan: 12 respondents. Thus, the

total number of respondents is 260.
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The survey assesses customers' satisfaction with the services using CARTER dimension indicators post the
pandemic. The results were then analyzed using Structure Equation Modeling (SEM). The steps for conducting
SEM are as follows: firer, developing a theory-based model; second, designing a flow chart (path diagram); #hird,
converting flowcharts into equations; fourth, choosing the input matrix and model estimation; fif#h, identifying
problems; s#cth, evaluating the goodness of fit criteria; and seventh, interpreting and modifying the model. The
last step was conducted by analyzing the model and modifying other models that did not meet test requirements.
After the model is estimated, the residual must be small or close to zero, and the residual covariance frequency
distribution must be symmetrical. The limit to consider whether or not to modify a model is a residual value of
5%.

RESULTS AND DISCUSSION

The Covid-19 pandemic has forced the banking sector to modify its service quality. The adjustment separated
from the government's PPKM (Pemberiakuan Pembatasan Kegiatan Masyarakat or Enforcement of Community
Activity Restrictions) regulation to tackle the transmission and spread of Covid-19. In this case, we identify Efe
responses to the modification into three approaches: fir#ly, changes in face-to-face customer service post the
Covid-19 pandemic; secondly, the dc\fclopmfa of online services post the Covid-19 pandemic; and lasthy,

customers' satisfaction with the services post the Covid-19 pandemic.
Direct Service Post the Covid-laPandemic

There has been a significant change in Islamic banking services post the Covid-19 pandemic. Service quality
assessment usually employs the CARTER approach (Compliance, Assurance, Reliability, Tangible, Empathy
and Responsiveness), which generally uses direct face-to-face service. To comply with government regulations
for Covid-19 prevention, Islamic banks made fundamental changes to their services by considering social
distancing and interaction restrictions into three primary practices. First the limitation of banking operational
hours. Several offices are closed in some regions, especially with more than one similar Islamic bank. They take
turns in providing service on a daily or weekly basis. Second, service restriction cuts operational hours, from
08.00 - 15.00 on regular days to 08.30 — 14.00 post the pandemic. The closing and reduction of operating hours
are some efforts to prevent Covid-19 transmission. The Informants statement via phone is as follows:

"To prevent the transmission and spread of Covid-19 and to prove BSI's compliance with micro PPKM rules, BST has restricted
its direct services to customers. This restriction involves closing some of the BST branch offices in Surabaya and providing service
alternately between the offices. Second, reducing branch offices’ service bowrs which previously operated from 08.00-15.00 to 08.30-
14.00 post the pandemic” R1 (Informant 1, BSI Kacab Darmo).

In addition to providing staff with standard anti-Covid equipment (temperature check, mask, face shield, etc.),
the banks also limit the risk of virus exposure through the following filtering: 1) controlling customer queues
indoors; 2) facilitating outdoor queues; 3) filtering customers who need direct services by measuring their body
temperatures first, and 4) directing customers to use online services on banking activities are online, and 5)
prohibiting customers who do not queue to enter the office buildings. They are secondly limiting the direct
service by implementing health protocols. This direct service post the pandemic is as described by the Director
of BPRS Sarana Prima Mandiri Pamekasan as follows:

"The procedures for direct service are: 1) Islamic banks allocate fwo outdoor spols for quenes (in the yard/ parking lot), and indoor
quenes with some distances and the customers have to wear masks; 2)  the quene numbers are distributed ontdoor; 3) When a
customer gels bis/ ber turn, bef she bas to enter the building first and join the indoor quene based on the available seats; 4) before
entering the indoor queue, customers have to use hand sanitizer first and check their body temperatures; 5) Those with high body
temperature will not be served and have to go howe’ R3 (Informant 3, Director of BPRS-SPM Pamekasan).

They are third, limiting the number of staff/employees through two methods. First, the number of permanent
staffis restricted by terminating some less productive employees or those whose job desk is replaced with other
activities. Second, a temporaty restriction is done by scheduling employees' work hours by turns. This
scheduling complies with the regulation that only allows 50% to 70% of employees to work from the office,
while the rest has to work remotely. Besides implementing the Covid-19 health protocol, these methods also
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increase the efficiency of Islamic banking service management. Those restrictions are as stated by R2 (Informant
2: the Head of BSI Pamekasan branch office) as follows:

"According to the company regulation, a minimmm of 70% of employees must work from home, and a maxcimum of 50% of
employees must work from office” R2 (Informant 2, Head of BST Pamekasan branch office).

This statement shows how Islamic banks care and comply with health regulations post the pandemic. Besides,
the service restriction is a form of service quality commitment from Islamic banks for its customers.

The Development of Online Services Post the Covid-19 Pandemic

The pandemic has stimulated Islamic banks to make an innovation to an online service called Islamic Banking
Electronic Channel (E-Channel). This service includes Mobile Banking (M-Banking), SMS banking, internet
banking, business internet, and ATM. Those online services aim for more effective and efficient services and
minimize direct interaction with the customers since it poses a risk of virus infection. This service was
implemented before the pandemic but was still limited to specific services. However, due to the pandemic, its

implementation has become more intensive.
Table 1. Online service quality that replaces direct service quality in Islamic banking post the Covid-19 pandemic.

Service Quality Online Direct

Cash withdrawal ATM withdrawal/cash deposit Teller

Cash deposit ATM cash deposit Teller
Transferring berween banks ATM, M-Banking Teller

Opening account M-Banking, Internet banking Customer Service
Payment M-Banking Customer Service
Banking information SMS Banking, Interner Banking, ATM, M-Banking  Customer Service

The result of an interview with R2 (Respondent 2: Head of BSI Pamekasan Branch Office) about the shift to
online-based service is as follows:

"Some of the adaptations are shifting the offline service at the bank office to digital services, such as opening a banfk account via M-
banking, depositing cash through cash deposit machine, and transfer via ATM and M-banking" (Informant 2: Head of BSI

Pamekasan branch office).

In addition, to support good service quality, the banks also improve their network facilities and capacities for
better service efficiency, speed, and reliability by using a more stable internet network to support digital
transactions. In this case, the pandemic has become a catalyst for digital innovation among Islamic banks with
the introduction of the Fast Transfer (Bl Fast) feature on M-Banking and manual transactions of the National
Clearing System at teller counters; as well as the implementation of Shifting Transactions (Digital Branch
Services) by optimizing the roles and functions of ATMs, M-Banking, and sharia banking web form (Islamic
banking websites). Those services aim to optimize the effectiveness and efficiency of service quality
management post the pandemic by minimizing the role and function of branch and cash offices. Therefore,
these online services align with the modern and digitalization era. The interview results with R2 (Informant 2,
Head of BSI Pamekasan branch office) are as follows:

"To prevent the transmission and spread of Covid-19, we enconrage transactions via E-Channel such as Mobile Banking, ATM,
ete. Some transactions should transforn: into digital services via mobile banking and ATM. An excaniple of a wew facility from BI
is the fast transfer (BI Fast) that replaces manual transactions via National Clearing System at the feller counter” R2
(Informant 2, Head of BSI Pamekasan branch office)

The above statement indicates that customer concern is the priority of service quality in Islamic banking, When
face-to-face service is not feasible due to the risk of Covid-19 transmission, Islamic banking offers a solution
for a safer, faster, and more accessible service quality tl'é:«ugh online service.

The Customers' Responses to Service Quality Post the Covid-19 Pandemic

The customers' responses to the service adjustment with health protocol indicate how far the implemented new
procedures influence the image of Islamic banks. The survey answers are to explain: Firs, how good customers'
satisfaction index is on Islamic banking service quality post the pandemic by employing the CARTER
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dimension indicator; and second, the implication of this service quality to the image of Islamic banking. Through
these two objectives, the study obtained insights: First, how the customers perceive the pandemic and the whole
health protocol regulations; and secwnd, how the customers respond to the service quality of Islamic banking
post the pandemic.

The change to the CARTER dimension as a satsfaction indicator toward Islamic banking service quality was

implemented post the pandemic, as in Table 1.
Table 2. Implementation of CARTER service guality dimension in Islamic banking post the Covid-19 pandemic.

CARTER Dimensions The implementation post the Covid-19 pandemic

Campliance We adhere to Covid-19 health protocol regulations by accommodating the whole service policy,
obeying Islamic laws and operating based on Islamic banking and economic principles.
Assarance They are showing politeness in verbal and written communication with customers and following

Covid-19 health protocol standards by wearing masks and applying physical distancing, Besides,
rransmission should use ATMs, M-Banking, and Islamic banking Webforms.

Rediability They are providing services that adhere to the standand Covid-19 health protocol. The benefics
include physical disrancing, customer service restriction, service hours reduction, and temporary
closure of customer service offices.

Tangibile Protecting against the spread of Covid-19 by providing masks and hand sanitizers, limiting
queues, and protecting customer-employee contacts

Engpathy The feeling and spirit tw take care of each other to prevent the rransmission and spread of Covid-
19

Regponsiveness It is shifting and replacing face-to-face services with online digital-based services.

The descriptive statistics of the satisfaction survey with 260 customers in 10 Islamic banks yield an average
score of 3.919. Score 1 means very unsatisfied, while five means very satisfied. Thus, a score of 3.919 indicates
that the customers are pretty satisfied with the banking services post the pandemic. A satisfactory result is
mainly in the aspects of compliance and empathy.

Table 3. Analysis of Islamic banking service satisfaction post the
pandemic using CARTER indicators.

CARTER dimensions Average Values Description
Campiliance 4.108 Sarisfactory
Asserance 3964 Sarisfactory
Reliability 3.048 Sarisfactory

Tangitie 3.584 Sarisfactory

Engpathy 4.069 Satisfactory
Responsiveness 3844 Sarisfactory
Average Service Quality 3.019 Satisfactory

Source: Descrptive test results of processed dara.
More detailed information regarding the responses is in Table 4.

Table 4. Path coefficient of service quality in Islamic banking image post the pandemic.

Relationship Structure Path coefficient CRvalue Prob.  Description

Service quality = image of Islamic banking 1523 3.279 (L01 Significant

Source: Pmcessed by researchers.

Table 5. Direct, indirect, and rotal effects of service quality on the image of Islamic banking post the pandemic.
Effect Direct Effect Indirect Effect Total Effect
Service quality = image of Islamic banking 0.523 (LI 1523

Source: Pmcessed by researchers.

The SEM analysis reveals service quality significanty affects the image of Islamic banking post the pandemic.
A probability value less than 0.05 means that irnlilcmcnﬁng Islamic banking service quality post the pandemic
still contributes positively to the bank's 1m'1gc n this case, the performance vields a good and satisfactory
response from the customers; Sewnd, service quality contributes to the Islamic b'mkmgim'lgc at 0.523 or 52,3%,
as presented in Table 4. A g(md service quality provided to customers will i improve the appearance of Islamic
banking by 52,3%. Those results conclu@lc that the customers received the service quality of Islamic banking
post the pandemic well.

Ln
Ln
o
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The Covid-19 pandemic has fundamentally changed the service quality of Islamic banks in East Java. Some
adjustments to comply with the health regulations that prevent the transmission and spread of Covid-19 are
perceived positively and enable the banks to improve their service through digitalization. The social distancing
policy that requires people to wear protective equipment and demands the banks to reorganize their service
halls, conduet strict screening, and shift to online service does not seem to cause inconvenience to the
customers. They consider those steps suitable to be carried out post the pandemic. Additionally, customers'
good literacy also keeps the bank's image from declining,

This outcome signifies that the community is ready to enter a new normal situaton marked by increased daily
activides that conform to health protocols (Corpuz, 2021b). The changes in service quality are based on
distancing policies) and the utilization of personal protective equipment is no longer considered a burden or
trouble that interferes with public service (Ataguba, 2020). These factors become a fundamental aspect for
Islamic banks to develop financial business because they have a solid base that combines seven dimensions in
their transactions, namely adherence to Islamic divine principles, wisdom, balance, justice and equality, sincerity,
trust and responsibility (Imam & Kpodar, 2016; Widana, 2020). As a result, Islamic banking can overgrow in
developing countries.

The policies inidally directed to tackling the pandemic have gained a new inspiration for banks to improve their
service efficiency and create innovations. They can maintain customer satisfaction and trust through online
services (Agostino et al., 2020). In this context, the Covid-19 pandemic has positvely given momenmum to
Islamic banks to make some more effective, efficient, fast and safe service innovations that go in line with the
current global trend of internet-based financial business (Ahmed et al.,, 2021); (Syed et al., 2020), (Levy, 2021);
(Sayyida et al., 2021)). This finding answers some structural issues in Islamic banking development, such as the
lack of security, privacy, expert staff, and trust among the targeted markets (Naeem et al., 2019.

This outcome confirms previous research on the impact of Covid-19, which is not entirely negative (Yu et al.,
2020). This research reveals their readiness, as shown by how the customers accept the new service procedures
that 'minimize’ the interaction between staff and customers and how the customers' level of satisfaction does
not decrease (Alharthi et al.,, 2021). For example, in the educational sector, online learning policies have
enhanced people's technology literacy (Lee, 2019). In other words, the pandemic policies are the catalysts for
transformation into a digital community that relies on their activities on the virtual network. This policy is a
foundation for developing Islamic banking business in the future.

CONCLUSION

The result of this study indicates that the adjustment of the CARTER standards and patterns to health protocols
does not influence the customers' review of Islamic banking services. They consider the adjustment as a form
of empathy from the banks to protect their customers from virus transmission risk in the banking cluster. They
also see the technological innovation in the transaction process as an answer to their complaint all this time.
This finding highlights that service quality adjustment is a necessity in a pandemic.

This smdy presents some instances from the Islamic banking sector that the Covid-19 pandemic complemented
with a series of restriction policies from the government will not cause the banking industry to collapse. Instead,
the service quality reconstruction has allowed the banks to advance their business. Adjusting to health protocol
and technological innovation is perceived as a part of improvement toward faster, easier, and safer customer
service than trouble.

The customers' characteristics, including their literacy of Covid-19 and service quality, become the keywords in
their response to Islamic banking service quality change. It means that a good understanding of Covid-19 and
its transmission risk and public standards are the reason for this positive response. However, this finding still
needs further confirmation from similar studies involving a larger population. Likewise, the broader location
scope can hypothetically influence the literacy level and response to the service quality change.
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