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Abstract 

This study aims to examine the effect of Service Quality on the satisfaction of the SMEs owners on the Islamic 
Microfinance Products. Due to the increasing importance of Islamic banking and financing system, the concern 
is to what extent this system can satisfy the consumers and contributes to the overall economic development. The 
model of this study was developed to examine the effectiveness of Islamic banking and financing system. To test 
the hypothesized model, the data were collected from the SMEs owners in Yemen through a self-administered 
questionnaire. Out of 250 distributed questionnaires, 151 were returned and were used for data analysis. The 
results of this study shown the significant effect of Service Quality on the SMEs owners’ satisfaction and the 
perceived benefits obtained through their dealing with Islamic Microfinance system. In addition, the results of 
this study confirmed that the perceived benefit partially mediates the relationship between Service Quality and 
SMEs owners’ satisfaction. However, the moderating effect of perceived benefits on the relationship between 
service quality and satisfaction was not confirmed.  

Keywords: Islamic banking and finance system, Islamic micro-finance system, service quality, customer 
satisfaction, partial least squares, SMEs/Yemen 

1. Introduction 

The main principal of Islamic banking and finance system is to support the poor through the microfinance 
system (Rahman, 2007). The Islamic finance industry has an annual growth between 10% to 15% percent and 
becoming more competitive with traditional financing sectors (Othman & Owen, 2001). In the current 
challenging environment, all financial institutions have to give a great attention to the customer satisfaction on 
their services or products. In fact, customers are the most important factor for them to achieve the success 
(Hennig, Thurau & Klee, 1997). However, if the customers are satisfied, they are more likely to be loyal to 
services provider (Deng et al., 2009). The main aim of any organization is to satisfy the customers’ needs and 
meet their expectations to sustain their business (Turel & Serenko, 2006).  

Moreover, most of previous research focused on the customer satisfaction in the banking sector for both Islamic 
banks and conventional banks in different countries by applying SERVQUAL or CARTER (compliance, 
Assurance, reliability, tangible, empathy, responsiveness) models to measure the service quality of Islamic and 
conventional banks. For instance some researches such as Shafie, Azmi, and Haron, (2004); Ramdhani, 
Ramdhani, & Kurniati, (2011); and Othman & Owen (2001) focused on examining the service quality of Islamic 
banks, more specifically these studies tried to investigate customer satisfaction by using CARTER model. 
However, there is a lack of studies to examine the satisfaction of customers on services provided by Islamic 
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microfinance institutions. More importantly, in Yemen there is a lack of studies examining the effectiveness of 
Islamic microfinance system and to what extent the customers are satisfied, by using the factors that mentioned 
in this study. 

It has been widely noticed that the poverty rate is dramatically rising in the Islamic world, in general, and in 
Yemen in particular. According to Yemen Country Profile, (2008) there are 45% of Yemeni population lower 
than the poverty line. However, it has been globally recognized that the major responsibility of Islamic banking 
and finance system is to contribute to the economic development through supporting the SME sector run by the 
poor (Rahman, 2007). 

One of the main obstacles to SMEs’ growth and survival in Yemen, and in other developing countries, is the 
difficulty to access the financial resources. Jalilian and Kirkpatrick (2001) reported that a 10% increase in 
financial services may increase the income rate of poor people by 4%. SMEs in Yemen constitute about 99.6 % 
of all business organizations, employing more than 485,000 workers and contribute to a more than 7.2% in the 
Gross Domestic Product (GDP). A survey conducted by the Ministry of Planning and International Cooperation 
in 2004 showed that less than 12.2% of Yemeni SMEs have an access to the required financial resources. To 
enhance the development of the Yemeni Economy, reduce the poverty, and to reduce the unemployment rate, 
SMEs sector proved its ability to be an efficient solution (Al-Swidi & Mahmood, 2011; Ministry of Planning and 
International Cooperation MOPIC, 2004).  

According to CGAP (2011a), it is reported that 72% of the people living in Muslim-majority countries (i.e., 
Yemen) do not use formal financial services. In addition, CGAP (2012f) reported that the traditional 
microfinance institutions in Arabic world have more than thousands of active borrowers, while Islamic 
Microfinance institutions have lower than 10000 borrowers, and in some cases they reach to only 2000 or 3000 
active borrowers. Therefore, Islamic microfinance is still lagging behind in targeting customers in comparison to 
the traditional microfinance system. The poor performance of Islamic microfinance system in the developing 
countries, in general, and in Yemen, in particular can be attributed mainly or partly to the low service quality, 
more specifically, the quality of services provided by Islamic microfinance is not as that of the conventional 
microfinance system. This is due to the experience of the conventional system. This can be deemed right since in 
the majority-Muslims countries even though the people are very much concerned whether their transactions are 
Sharia compliant, they are intensively dealing with traditional microfinance system, in general, has been 
practicing the financial transactions not very much different from the conventional system. Therefore, the 
benefits perceived by dealing with Islamic microfinance system are not highly differentiated from dealing with 
the conventional microfinance system.  

In Yemen, the most critical issue regarding the performance of Islamic microfinance system is the low outreach 
to the SMEs. Specifically, the Islamic microfinance system is currently dealing with only 11% of the SMEs 
being run in the country. This percentage is considered very low in a country with 99% Muslims. To achieve the 
effectiveness, Islamic microfinance system should enhance its ability to reach the customers and contribute to 
the economic development of the country through supporting SMEs.  

Furthermore, Service Quality is one of the main determinants of customer satisfaction in Islamic banking and 
finance industry for many reasons. First, there is a lack of knowledge and research on management in general 
and service quality in particular in this industry. Second, the annual growth between 10% and 15% calls for more 
attention to examine the level of the quality of services provided to the customers. Third, there has been an 
intensive competition between conventional and Islamic banking and finance systems and this requires that the 
service quality should be always monitored and improved (Othman & Owen, 2001).  

2. Small and Medium Sized Enterprises in Yemen  

According to Al-Swidi and Mahmood (2011), Yemen is one of the least developing countries in the region with 
around 42% of the population live under the poverty line with an average of USD 45 per . In addition, Yemen 
ranked as 149 out of 171 in terms of Human Resource Development and has an increasing unemployment rate 
that reached 35% by 2008. More importantly, SMEs play a significant role in the economy in all countries by 
providing job opportunities and act as suppliers for large organizations. Based on the survey of the year 2000, the 
SMEs in Yemen is considered to be one of solutions for many economic problems such as the increasing 
unemployment rate and poverty (MOPIC, 2004). 

Ministry of Planning and International Cooperation Yemen (MOPIC), (2004) reported that the definition of 
SMEs is a big problem to face the researchers in this sector, the differences between the large sector and SMEs is 
not only in the number of workers but there are another factor such as capital and technology. The famous 
definition of SMEs in Yemen adopted in many researches is that according to (MOPIC) government of Yemen 
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defined SMEs as from 1- 4 employees are small businesses, the medium from 5-9 workers, and the large firm are 
from 10 – above employees. 

According to Al-Kuhali (2011) around 27% of all SMEs in Yemen established in Sana’a, 10.5% in Taiz and 7.8% 
in Ibb, this relevant to the increase of personal income in these governorates, and there are many of Yemen 
population living in these cities. Malhotra et al. (2006) show that as a team of World Bank the World Bank 
defined SMEs depending on a number of employees the microenterprise from 1-10 employees, and small 
enterprise from 11-50 workers, and the medium enterprise from 51- 300 employees. The World Bank definition 
of the SMEs is not the same as the Yemeni definition. Based on Bo (2010) SMEs are “usually medium or 
small-scale enterprises with simple internal organization structure, independent production and operation, 
non-monopoly of relevant product markets, corresponding social responsibility, and different kinds of 
ownerships and organization patterns”. 

3. Issues Related to the SMEs Development in Yemen 

According to National Information System (2012) there are many problems and obstacles facing SMEs sector in 
Yemen. Some of these problems listed in the following: 

1) Limited capacity for business owners and small enterprises in obtaining funding sources they need in their 
industry. 

2) Technical problems and the scarcity of trained and technical manpower. 

3) Administrative problems, regulatory and marketing. 

4) The inability to access the information for the purpose of investment and technologies used in this area. 

5) The problem of the complexity of laws and legislation on the establishment of projects.  

6) The inability of the local SMEs to compete in foreign markets. 

7) Breadth of the phenomena of smuggling and dumping. 

8) A lack of a clear strategy for industrial development. 

9) Lack of adequate industrial infrastructure. 

10) Lack of attention to sectors that represent a fundamental building block for the development of the industrial 
sector such as agriculture, fisheries and mining and Lack of interest in research centers and industrial 
development. 

11) The increase of inflation, taxes, and high prices of input, increase of rent, high price of public services, limit 
of equipment and decline of revenue (MOPIC, 2004) 

4. Customer Satisfaction 

Bhattacherjee (2001) defined the customer satisfaction as the positive feeling (satisfaction) developed by the 
customers towards specific products and service. Moreover, customer satisfaction is defined as the evaluation of 
the perceived discrepancy between expectations and the actual performance of the product (Richard & Oliver, 
1999; Tse & Wilton, 1988). In addition, satisfaction of customer in fact is how clients evaluate the continuing 
performance.(Gustafsson, Johnson & Roos, 2005). However, customer satisfaction become as an important 
factor to gain success and competitive advantage for all manufacturing and service organizations. 
(Hennig-Thurau & Klee, 1997).  

Another definition is provided by Oliver (1997) where they defined the customer satisfaction as the customer’s 
reaction to the state of satisfaction and customer’s judgment of satisfaction level”. Evolution of Customer 
satisfaction is very vital in all business around the world in today. Based on Deng et al., (2009) the ability to 
achieve a high level of satisfaction from the service providers is a key to differentiation of products or services 
and developing well-built relationship with clients. A customer loyalty to service provides comes from customer 
satisfaction. 

5. Quality of Services 

Quality has been recognized to be one of the key drivers of business efficiency and business excellence. 
Companies with high quality services are not only able to retain their existing customers but also increase their 
customer outreach by attracting new ones. Delivering high service quality is the main factor to ensure business 
success (Angelova & Zekiri, 2011). The concept of service quality may vary and depend on some theoretical 
assumptions. That is, service quality has been defined by various academic scholars under their own theoretical 
assumptions. For instance, Parasuraman et al., (1985) who developed the SERVQUAL instrument, which has 
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been most widely adapted as a service quality measurement tool, defined perceived service quality as the overall 
judgment or the evaluation of the service.  

Moreover, Asubonteng, McCleary and Swan (1996), defined service quality as “the difference between 
customers’ expectations for service performance prior to the service encounter and their perceptions of the 
service received”. Despite the extensive literature related to the service quality, there is no agreed upon definition 
of the service quality. The concept of quality has been a crucial factor in determining the customer satisfaction 
towards the products or services (Kim et al., 2006). Besides, the International Standards Organization (ISO) 
defined quality as “the totality of features and characteristics of products or services that bears on its ability to 
satisfy or imply customers’ needs (Madill et al., 2002).  

SERVQUAL Model  

In examining the service quality, there are many models employed by the researchers. The Service Quality 
Model (SERVQUAL) is considered as the pioneer model in customer satisfaction measurement developed by 
Parasuraman et al., (1985). This model has been recognized as the most representative tool in approaching 
customer satisfaction issues. Initially, there are ten distinct dimensions of service quality, tangibles, reliability, 
responsiveness, competence, courtesy, credibility, security, access, communication and empathy. It was further 
developed by Parasurman et al., (1994) and the ten dimensions were combined to become five dimensions 
namely, Reliability, Responsiveness, Assurance, Empathy and Tangibles. 

CARTER Model 

Othman and Owen (2001) have extended the SERVQUAL model to consider the Shari’ah compliance dimension 
to measure customer satisfaction in Islamic banks. The new model named as CARTER which stands for 
Compliance, Assurance, Reliability, Tangible, Empathy and Responsiveness. CARTER model is based on the 
influence of Islamic teaching in rating the perceived quality of the products and service among the Muslim 
customers. CARTER model comprises 34 items to measure Shari’ah compliance with all the five original 
dimensions of SERVQUAL model. This study applied CARTER model, as target of study Islamic microfinance 
customers. 

5.1 Compliance  

According to Othman and Owen (2001), the Shari’ah compliance dimension CARTER model means to what 
extent the service or the product comply with the Islamic law and principles. In Islamic banking and finance 
industry principles such as no interest is the main issue that can determine whether a particular is acceptable or 
not.  

For four decades, Islamic banks have been in existence alongside with conventional banks offering the same 
products and services (Othman & Owen, 2001). While producing loans and mobilizing the deposits, all these 
operations are according to the Shari’ah law. 

5.2 Assurance 

Othman and Owen (2001) in the CARTER, like SERVQUAL model, used assurance to refer to polite and 
friendly staff providing financial advices, interior comfort of the bank, how easy to access the required 
information and how knowledgeable and experienced is the management team. Furthermore, in CARTER model, 
assurance was the second most important service quality dimension in Kuwait Islamic Finance House. However, 
assurance appeared to be a less important dimension in Al- Tamimi’s (2003) study of UAE Islamic banks. 
Gronroos (1988) developed six key dimensions of service quality; assurance (professionalism and skills) was 
one of these six categories. Parasuraman et al., (1994) documented in their study that assurance dimension was 
ranked as the fourth dimension based on its perceived importance.  

Parasurman et al., (1994) defined assurance as the knowledge and courtesy of employees and their ability to 
convey trust and confidence to the customers. Assurance in SERVQUAL model (1994) comprised three types of 
service quality dimensions from the original ten dimensions. These three types of service quality dimensions are: 

- Courtesy which refers to staff conduct, politeness, respect, consideration, friendliness, clean and neat 
appearance of public contact personnel including receptionists and telephone operators. 

- Competence which refers to staff knowledge and skill required to deliver a good service. 

- Communication which refers to the verbal and written information the bank uses to explain its service. It refers 
to the level of effective communication between the bank and its customers. In so doing, employees of the bank 
have the willingness to adjust its language for different consumers based on their cultural backgrounds.  
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5.3 Reliability 

Parasurman et al., (1985) defined the reliability of services as the offering of the right service at the right time. 
This dimension reveals to what extent the company respect their promises to the customers. It also implies the 
trustworthiness of the services offered to the customers. 

Newman (2001) defined the reliability as the hard quality dimension that specifies the perceived gap between the 
customers’ expectations and the actual reality in terms of products and services. According to the past literature, 
the reliability can be reflected through some dimensions such as the account accuracy, keeping promises, 
meeting deadlines, providing a timely service, providing accurate information to the customers and improving 
cash machines. The availability and dependability and services, convenience and offering a wide range of 
products and services are considered as attributes of the reliability dimension. More importantly, the security of 
transactions and making the services conveniently available can be critical attributes of the reliability of the 
financial and services offered (Othman & Owen, 2001).  

5.4 Tangibles 

The Tangibles dimension refers to the physical appearance and the availability of the equipments, personnels, 
and the availability of the required facilities and materials (Parasurman et al., 1988, 1991). This dimension is 
very much related to the overall image of the financial institutions and will be an influential factor in forming the 
perceived service quality. In general, tangibles also include physical representations of the service and the speed 
and efficiency of transactions. Angur et al., 1999; and Jun (2001) use tangibles also to refer to customer 
communications. 

However, Al-Tamimi and Al-Amiri (2003) defined it in terms of the appearance of branches in terms of appeal 
and found it to be one of the most important dimensions. Othman and Owen (2001) included intangibles: 
external appearance, speed and efficiency of transactions, opening hours of operations, counter partition in the 
bank, and overdraft privileges on current accounts. However, opening hours of operations may be more 
acceptable as part of empathy, as in Jabnoun and Al Tamimi’s study (2003). In addition, overdraft privileges on 
current accounts could be included with the reliability dimension. Cui et al., (2003) perceived the tangible 
dimension as a distinct aspect that shows the consistency across cultures. 

5.5 Empathy 

Empathy refers to the attention given to the customers to understand them and consider their needs. In general, 
They want to feel their importance to the organizations and be treated as partners (Parasurman et al., 1994). 
Essentially, the empathy dimension reveals to what extent the customers are special to an organization and how 
their feedback and comments can affect the overall processes. In their modified version of the SERVQUAL 
model, Parasurman et al., (1994) combined access, credibility and security in one dimension which was named 
as empathy as detailed in the following: 

- Security: The freedom from danger and risk - physical safety (knowing that customers do not get mugged at the 
cash machine), financial security, answering where customers’ records are kept, and confidentiality (meaning 
that dealings with the bank are kept private). 

- Credibility: This is referring to the trustworthiness, honesty and reputation, keeping customers’ interests at 
heart, the organization’s name and reputation, the personal characteristics of contact personnel, the degree of 
hard sell involved in interactions with the customer, as well as understanding individual need and problems. 

- Access: This requires that the service is easy to access to and is delivered on time. It also means that the 
services are easily approachable and convenient. 

5.6 Responsiveness 

Responsiveness is the staff willingness to help customers and provide prompt service (Parasurman et al., 
1985-1994). This definition is supported by many authors such as Jabnoun and Al Tamimi 2003; Jun et al., 2001; 
Lam 2002; and Surshchandar et al., (2003) who have described responsiveness as the provision of prompt 
service. The Oxford dictionary identifies responsiveness as the quality of being responsive, reacting quickly, as a 
quality of people. In fact, the responsiveness to the customers reflects their importance to the organization 
offering the service. Customers need always answers to their questions and need the flexibility and customized 
services that meet their special needs. 

Othman and Owen’s study (2001) described responsiveness in the Islamic banking sector as knowledge of 
customer’s business or willingness to help, the way staff treats customers, availability of credit on favorable 
terms, and branching, also quick and fast counter service. Also, Al- Tamimi et al., (2003) modified SERVQUAL 
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in their study and found that one of their dimensions consisted of items that were part of the two original 
dimensions of responsiveness and empathy in the original SERVQUAL. Avkiran (1994) ranked responsiveness 
first when examining the six dimension model of service quality in the banking industry. However, the model 
items were reduced and responsiveness items included under other dimensions. Angur et al., (1999) ranked 
responsiveness as the most important dimension. However, Lam (2002) ranked responsiveness as the fourth 
dimension. 

6. Theoretical Framework and Hypotheses Development 

6.1 Theoretical Framework  

Measuring customer satisfaction of Islamic microfinance Institutions is an important to develop a good strategy 
for reducing poverty level in the society, and help governments in the developing countries such as Yemen, to 
take care of the customers of IMFI, As mentioned before the target of IMFI are poor customers and those who 
can’t access to formal banks, usually formal banks require advanced requirements, that poor people can’t access 
to their financial services, the variables showed in figure “1” try to measurement the SMEs satisfaction through 
IMFI in Yemen, we developed the model depending on previous studies, Parasuraman, et al., (1985) developed 
model of service quality has ten dimension to measure the service quality in various service sector, in their next 
study in 1988 they combined the ten diminution in just five, Assurance, Reliability, Tangibles, Empathy and 
Responsiveness, this model called SERVQUAL, there are many researchers used SERVQUAL model that has 
only five dimensions, and they applied in financial sector by focusing in commercial banks. For instance, a study 
conducted by Tahir and Bakar, (2007) mentioned to the service quality gap and customer satisfaction of 
commercial banks in Malaysia they found that customers were slightly satisfied with the overall service quality 
of the bank. 

In addition, Othman and Owen, (2001) added “compliance” to the previous model of Parasuraman, Zeithaml, 
and Berry, to measure the service quality in Islamic finance institutions, So they use six diminutions, Compliance, 
Assurance, Reliability, Tangibles, Empathy and Responsiveness, there are many researches applied this model to 
measure the customer satisfaction in Islamic banks in varying countries, For instance study conducted by Osman 
et al., (2009) investigated customer satisfaction in Malaysian Islamic Banking. 

 
Figure 1. Theoretical framework of small & medium enterprises (SMEs) owners’ satisfaction on Islamic 

microfinance system in Yemen 

 

6.1.1 Service Quality and SMEs Owners’ Satisfaction 

Ramdhani and Kurniati (2011) studied customer satisfaction of Islamic Sharia Banks in Indonesia, found that all 
the six factors of CARTER model are satisfied by 80.10% which consists of quality of service offered by this 
bank. Shafie, Azmi, & Haron, (2004) showed that in their study customers are satisfied by very high in reliability 
by 91% , and the other five dimensions, compliance 75%, Assurance 77%, Tangible 75%, Empathy 80% and 
responsiveness 81%, that means the customers of BIMB almost satisfied with it is services offered. 

Othman and Owen (2001) study the compliance with Islamic law it was the most important factor for Kuwait 
Financial House’s customers, they said KFH has to run on Islamic law principles. Compliance dimension will 
affect in SMEs owners' satisfaction on Islamic microfinance institutions, because Yemen is a Muslim country 
and the people looking for those institutions following Islamic law perspective. Compliance has low importance 
of Malaysian Islamic Baking’s customers argued by Osman et al., (2009). Othman and Owen (2001) found that 
reliability is most important to measure customer satisfaction in Malaysian Islamic Banking. In addition, 
Newman (2001) called Reliability a hard quality dimension, ranked as the first dimension on service quality 
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model SERVQUAL, and with the largest gap between customer expectations and perceptions. Moreover, Vibha 
and Nravichandran (2011), found that the banks need to focus more on reliability of the service in order to keep 
their customer satisfied in Indian retail banking. 

A study conducted by Khalid, Mahmood, Abbas, and Hussain, (2011) reported high satisfaction of conventional 
banks’ customers in the responsiveness. Even though responsiveness is one of the difficult dimensions to 
evaluate, Newman’s study showed a significant gap between perception and expectation. In SERVQUAL model 
1994, responsiveness ranked as the third dimension. In addition, Angur et al., (1999) ranked responsiveness 
dimension is as the most important dimension. However, Lam (2002) ranked responsiveness as the fourth 
dimension.  

Othman and Owen (2001) showed that assurance is the second important factor for the service quality of KFH’s 
customers. Osman et al., (2009) showed that assurance has a high effect on customer satisfaction in the 
Malaysian Islamic banking system. In addition, Gronroos (1988) developed six key dimensions of service quality, 
professionalism and skills (i.e assurance) one of these six category was first element. While, Parasuraman et al., 
(1994) documented in their study assurance dimensions ranked as fourth element. However, assurance appeared 
to be a less important dimension in Al- Tamimi’s study of UAE Islamic banks (2003). Moreover, Parasurman et 
al., (1994) reported that assurance is likely to be particularly important for services that the customer perceives 
as connecting high risk or about which they suffer uncertain about their skills to evaluate outcomes such as in 
banking, insurance, legal and medical services.  

Parasurman et al., (1994), defined empathy as “the helpful, individualized attention the organization provides its 
customers”. Empathy has a low effect on customer’s satisfaction of Malaysian Islamic Banking customers based 
on Osman et al., (2009). In addition, Al-Tamimi and Al-Amiri (2003) studied the service quality of UAE Islamic 
banks resulted in three dimensions, empathy was one of them, and consisted of items that were part of two 
original SERVQUAL dimensions of responsiveness and empathy.  

Moreover, Newman’s study (2001) of a UK high street bank found that empathy was the third dimension in 
which customer expectations were not being met. Additionally, Avkiran (1994) designed and examined six 
dimensions in a model of service quality in banking and empathy and access were the second and fourth 
dimensions. As well as, Parasuraman et al., (1994) in SERVQUAL ranked empathy as the fifth dimension. 
However, Lam (2002) ranked empathy as the third dimension. Finally, Jabnoun and Al Tamimi (2003) found 
empathy to be the second dimension in UAE commercial banks. 

According to Othman and Owen (2001) tangible is the least important factor from all the six dimensions, the 
KFH’s customer focus by a run on Islamic law and principles, also it has law effect on service quality. Osman et 
al., (2009) confirmed that customers of the Malaysian Islamic Banking system looking for Tangibles to satisfy 
their needs.  

According to Khalid et al., (2011) found lower satisfaction of conventional banks ‘customers intangible area, the 
three banks mentioned in Khalid’s study have to redesign their strategy about customer satisfaction with respect 
to service quality. In addition, Al-Tamimi and Al-Amiri (2003) defined tangibles it in terms of the look of 
branches in conditions of appeal and found it to be one of the most important dimensions. Moreover, Cui et al., 
(2003) perceived the tangible dimension as different features that have to show consistency across cultures. As 
well, Newman found that tangibles exceeded customers’ expectations in UK banks. Finally, Jabnoun and Al 
Tamimi (2003) study found that tangibles were equally significant with empathy. 

Based on the aforementioned arguments, we hypothesize that: 

H1. Service quality has a positive significant effect on the SMEs owners’ satisfaction on Islamic microfinance 
system 

H2. Service quality has a positive significant effect on the perceived benefits 

6.1.2 Service Quality and Perceived Benefit with SMEs Owners’ Satisfaction 

Heaney and Goldsmith (1999) defined Perceived Benefits as the value of the products and services as deemed by 
individuals and organizations. Many benefits such as customer service, competitive advantage, lower costs, 
functionality, multi-country needs, scalability, expanded capacity, and facilitating operational change can form 
the perception of the customer towards the services or products offered. However, Heaney and Goldsmith (1999) 
found that there is a positive relationship between perceived benefit and information search for banking services. 
This is so since the consumers search for more information when they perceive the benefits that can be obtained 
from the offered services.  
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In addition, Punj and Staelin 1983; Srinivasan and Ratchford (1991) found that information search is positively 
and significantly related to the buying behavior of the customers. So, customers used to search for more 
information if they perceive potential opportunities to save cost and time (Schmidt & Spreng, 1996). 

In general, the perceived benefits are expected to enhance the satisfaction of customers regarding the service 
quality provided. In addition, the higher the perceived benefits the higher effect of the business development 
practices on the customers’ satisfaction. Therefore, the following hypotheses are presented for future empirical 
investigation. 

H3. The perceived benefit has a positive significant effect on the SMEs owner satisfaction on IMFI. 

H4. The perceived benefit mediates the effect of service quality and SMEs owner satisfaction on IMFI. 

H5. The perceived benefit moderates the relationship between quality of services and SMEs owner satisfaction 
on IMFI. 

7. Population and Sampling 

The population of this study was the SMEs owners who deal with Islamic Microfinance Institutions. In Yemen 
there are 12 Microfinance providers offering microfinance services all of them listed under Social Fund of 
Development (SFD) in Yemen. MFI aims to support poor people by financing their businesses or helping them in 
establishing new businesses. The total population of this study was the customers dealing with Islamic 
Microfinance institutions. Specifically, the total population of this study is 34124 SMEs who deals with Islamic 
microfinance institutions. The questionnaire meant to measure the SMEs’ owners’ satisfaction on the Islamic 
banks’ services was distributed to 250 targeted respondents randomly selected from the list of Islamic 
microfinance providers. Out of that number 153 was returned and used for the analysis.  

8. Measurement and Instrumentation 

Actually, the Likert scale measure has been one of the most commonly used scales to examine the customer’s 
satisfaction, (Al-Marri et al., 2007). Thus, multiple-item Likert scale was considered to be an appropriate interval 
scale to measure the behavior of variables included in this study (Al-Marri et al., 2007). Specifically, to achieve 
the objectives of this study, a five-point Likert scale ranging from “1” (strongly disagree) to “5” (strongly agree) 
for satisfaction. 

The choice of a five-point Likert scale was supported, according to Al-Marri et al. (2007), by the fact that it is 
commonly used in the previous studies related to the customer’s satisfaction. Additionally, Likert scale is easy 
for respondents to react and report their perceptions regarding attitudes, behaviors and assessments. In the 
following sub-sections, this study discussed the measures used to measure SMEs satisfaction of IMFI in Yemen. 

8.1 Service Quality 

The measurement of service quality was derived from the relevant studies in the customer satisfaction literature. 
However, the measure used in this study was adapted from the measures used by Parasuraman et al. (1991) and 
Othman and Owen, (2001). These measures were used to measure the service quality in the financial 
organizations and the service sector. There are 24 items used to measure the service quality of Islamic 
microfinance institutions in Yemen. 

8.2 Perceived Benefits 

The measurement of perceived benefits was derived from the relevant literature. However, the deployed measure 
used in this study was adapted from the measures used by Heaney and Goldsmith (1999). Six items constitute the 
measure of the perceived benefits. 

8.3 Overall Customer Satisfaction 

The measurement of overall satisfaction was adapted from the measures used by Angelova and Zekiri (2011). 
These measures were used to measure the overall satisfaction of SMEs, there are 5 items used to measure the 
Overall satisfaction of SMEs in Yemen. 

9. Statistical Analysis and Findings 

Structural Equations Modeling Partial Least Squares (PLS) approach was used SmartPLS 2.0 to establish the 
measurement validity and reliability before the model has been examined and the hypotheses have been tested. 

Following the two-step approach suggested by Chin (1998), this study attempted to examine the structural model 
containing the service quality, perceived benefits and satisfaction.  
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Figure 2. The research model 

 

As it is the usual practice in the literature, the construct validity and reliability were established through the 
measurement analysis before the hypotheses have been examined. 

9.1 The Measurement Model 

In order to establish the goodness of measurement, the content validity and the construct validity were confirmed 
as discussed in the following. 

9.1.1 The Content Validity 

As defined in the multivariate analysis literature, the content validity of a construct implies that all the items used 
to measure a construct should show high loadings on their respective constructs. Therefore, following the 
suggestion of Hair et al., (2010) and Chin (1998), the factor loading should be used to evaluate the content 
validity. This implies that if some items have higher loadings on other constructs that the ones they belong to, 
these items will be candidates for deletion. Tables 1 and 2 showed that all the variables significantly loaded on 
their respective constructs and this confirmed that the measurement model used possesses the required content 
validity.  
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Table 1. Loading and cross-loadings of the items 

Variabl

e 

Assuranc

e 

Empath

y 

Satisfactio

n 

Perceive

d 

Benefits

Reliabilit

y 

Responsivenes

s 

Shariah 

Complianc

e 

Tangibl

e 

AS5 0.796 0.552 0.494 0.526 0.510 0.496 0.463 0.507 

AS6 0.671 0.347 0.392 0.341 0.386 0.317 0.411 0.389 

AS7 0.781 0.590 0.458 0.408 0.580 0.450 0.460 0.472 

AS8 0.756 0.358 0.427 0.402 0.444 0.381 0.355 0.442 

EM17 0.396 0.636 0.450 0.447 0.381 0.442 0.318 0.441 

EM18 0.494 0.792 0.447 0.460 0.511 0.574 0.399 0.534 

EM19 0.540 0.805 0.599 0.517 0.573 0.483 0.450 0.494 

EM20 0.480 0.817 0.490 0.403 0.485 0.593 0.479 0.605 

OS51 0.526 0.568 0.804 0.549 0.567 0.497 0.575 0.375 

OS52 0.487 0.471 0.811 0.566 0.604 0.526 0.572 0.512 

OS53 0.418 0.515 0.820 0.482 0.434 0.409 0.492 0.312 

OS54 0.466 0.546 0.874 0.672 0.593 0.515 0.612 0.516 

OS55 0.515 0.555 0.785 0.579 0.609 0.519 0.497 0.453 

RB45 0.351 0.368 0.250 0.568 0.406 0.340 0.275 0.321 

RB46 0.262 0.389 0.479 0.752 0.375 0.427 0.333 0.310 

RB47 0.423 0.377 0.496 0.778 0.479 0.404 0.413 0.395 

RB48 0.393 0.433 0.531 0.746 0.491 0.336 0.484 0.306 

RB49 0.529 0.536 0.624 0.708 0.556 0.559 0.662 0.517 

RB50 0.368 0.363 0.486 0.667 0.400 0.363 0.362 0.207 

RE10 0.468 0.475 0.520 0.384 0.785 0.528 0.357 0.477 

RE11 0.485 0.436 0.459 0.536 0.684 0.450 0.431 0.476 

RE12 0.474 0.462 0.438 0.402 0.714 0.516 0.292 0.537 

RE9 0.453 0.493 0.591 0.567 0.731 0.511 0.565 0.454 

RES21 0.447 0.489 0.441 0.428 0.522 0.784 0.396 0.612 

RES22 0.461 0.542 0.519 0.515 0.510 0.746 0.424 0.546 

RES23 0.393 0.532 0.435 0.465 0.501 0.788 0.404 0.538 

RES24 0.421 0.571 0.491 0.420 0.607 0.797 0.435 0.614 

SC1 0.394 0.411 0.473 0.512 0.491 0.477 0.772 0.441 

SC2 0.424 0.435 0.531 0.461 0.466 0.424 0.854 0.366 

SC3 0.486 0.447 0.566 0.532 0.403 0.424 0.746 0.377 

SC4 0.441 0.378 0.516 0.421 0.382 0.302 0.707 0.241 

TA13 0.396 0.432 0.300 0.337 0.506 0.558 0.291 0.779 

TA14 0.474 0.483 0.369 0.291 0.568 0.605 0.233 0.729 

TA15 0.441 0.523 0.408 0.389 0.458 0.528 0.394 0.765 

TA16 0.473 0.570 0.508 0.463 0.434 0.503 0.465 0.681 
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Table 2. T value results 

Construct Items Loadings Standard Error T Value P Value

Assurance AS5 0.796 0.033 24.422 0.000
AS6 0.671 0.044 15.293 0.000
AS7 0.781 0.029 27.003 0.000
AS8 0.756 0.045 16.874 0.000

Empathy EM17 0.636 0.056 11.351 0.000
EM18 0.792 0.034 23.425 0.000
EM19 0.805 0.033 24.559 0.000
EM20 0.817 0.033 24.449 0.000

Satisfaction OS51 0.804 0.033 24.095 0.000
OS52 0.811 0.027 30.390 0.000
OS53 0.820 0.029 28.185 0.000
OS54 0.874 0.017 50.661 0.000
OS55 0.785 0.035 22.234 0.000

Perceived Benefits RB45 0.568 0.070 8.147 0.000
RB46 0.752 0.041 18.387 0.000
RB47 0.778 0.036 21.635 0.000
RB48 0.746 0.038 19.502 0.000
RB49 0.708 0.032 22.038 0.000
RB50 0.667 0.052 12.880 0.000

Reliability RE10 0.785 0.038 20.442 0.000
RE11 0.684 0.049 13.990 0.000
RE12 0.714 0.056 12.838 0.000
RE9 0.731 0.044 16.565 0.000

Responsiveness RES21 0.784 0.035 22.638 0.000
RES22 0.746 0.040 18.512 0.000
RES23 0.788 0.034 23.489 0.000
RES24 0.797 0.032 25.185 0.000

Shariah Compliance SC1 0.772 0.036 21.606 0.000
SC2 0.854 0.026 32.617 0.000
SC3 0.746 0.037 20.439 0.000
SC4 0.707 0.047 15.122 0.000

Tangible TA13 0.779 0.041 19.106 0.000
TA14 0.729 0.047 15.501 0.000
TA15 0.765 0.041 18.889 0.000

  TA16 0.681 0.053 12.733 0.000

 

9.1.2 The Convergent Validity 

The convergent validity is defined to indicate the extent to which a set of items converges in measuring a 
particular construct (Bagozzi & Yi, 1988; Hair et al., 2010). Based on the SEM literature, the convergent validity 
can be confirmed by examining the item's reliability, composite reliability and the average variance extracted. 
That is, the items of each construct are highly loaded and statistically significant in measuring their respective 
constructs with at least 0.7 factor loadings, the composite reliability of each construct is at least 0.819 exceeding 
the cut off value of 0.7 and the average variance extracted (AVE) for each construct is at least 0.5. These results 
indicate that the measurement model has an adequate convergent validity (Bagozzi & Yi, 1988; Hair et al., 
2010). 

The results in Table 3 showed that the composite reliability values of all the constructs exceeded the 
recommended value of 0.7 and all the AVE values are more than 0.5. As a result, it can be confirmed that the 
measurement model has an adequate level of convergent validity.  
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Table 3. Convergent validity analysis 

Construct Items Loadings Cronbach's Alpha CRa AVEb

Assurance AS5 0.796 0.744 0.839 0.566
AS6 0.671
AS7 0.781
AS8 0.756

Empathy EM17 0.636 0.762 0.849 0.587
EM18 0.792
EM19 0.805
EM20 0.817

Satisfaction OS51 0.804 0.878 0.911 0.672
OS52 0.811
OS53 0.820
OS54 0.874
OS55 0.785

Perceived Benefits RB45 0.568 0.800 0.856 0.499
RB46 0.752
RB47 0.778
RB48 0.746
RB49 0.708
RB50 0.667

Reliability RE10 0.785 0.705 0.819 0.532
RE11 0.684
RE12 0.714
RE9 0.731

Responsiveness RES21 0.784 0.784 0.860 0.607
RES22 0.746
RES23 0.788
RES24 0.797

Shariah Compliance SC1 0.772 0.772 0.854 0.596
SC2 0.854
SC3 0.746
SC4 0.707

Tangible TA13 0.779 0.722 0.828 0.547
TA14 0.729
TA15 0.765

  TA16 0.681   

a: CR = (Σ factor loading)2 / {(Σ factor loading)2) + Σ (variance of error)} 

b: AVE = Σ (factor loading)2 / (Σ (factor loading)2 + Σ (variance of error)} 

 

9.1.3 The Discriminant Validity 

The discriminant validity is defined to be the degree to which a set of items can differentiate a construct from 
other constructs. This means that variance shared among the items of each construct should be greater than the 
variance shared with other constructs (Compeau et al., 1999). Fornell and Larcker (1981) suggested a criterion to 
examine the discriminant validity. As illustrated in Table 4, diagonal elements are the square roots of the average 
variance extracted and the below the diagonal element are the correlation amongst the variables. The comparison 
to be made and the discriminant validity can be assumed if the diagonal elements are higher than other 
off-diagonal elements in their respective rows and columns. In fact, the results in the correlation matrix 
illustrated in Table 4 ensure that the discriminant validity is confirmed.  
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Table 4. Correlations and discriminant validity 

Constructs 1 2 3 4 5 6 7 8 

1) Assurance 0.752               

2) Empathy 0.626 0.766 

3) Perceived Benefits 0.562 0.593 0.707 

4) Reliability 0.645 0.641 0.649 0.729 

5) Responsiveness 0.553 0.686 0.586 0.689 0.779 

6) Satisfaction 0.591 0.648 0.701 0.691 0.606 0.820 

7) Shariah Compliance 0.563 0.542 0.626 0.567 0.533 0.674 0.772 

8) Tangible 0.605 0.680 0.501 0.666 0.743 0.537 0.468 0.740 

 

9.1.4 Predictive Relevance of the Model 

To assess the predictive power of the model, R2 and Cross-Validated redundancy were utilized. R2 value 
indicates the amount of variance in the endogenous variable that is explained by the exogenous variables. The 
results reported in Table 5 Showed that R2 showed that 62.3 % of the satisfaction was explained by the service 
quality and perceived benefits. In addition, 50.4% of the perceived benefits variable was accounted for by the 
service quality. According to the guidelines suggested by Cohen (1988), 0.26 substantial, 0.13 moderate and 0.02 
weak; both values of the R2 are considered substantial indicating the power of variables included in the model in 
explaining the satisfaction. 

Besides R2, the quality of the model can be assessed based on the Cross-Validated Redundancy values. These 
values can be obtained by running the Blindfolding procedures in SmartPLS which was used to generate the 
cross-validate communality and cross-validated redundancy. The Blindfolding procedure is based on removing 
some of the data then estimating them as missing values. The estimated parameters are then used to reconstruct 
the missing data points. After that, the comparison will be held to assess how close the real from the implied 
results and the Q2 values will be calculated. Practically, if the estimation of the data points is obtained by the 
latent variables that predict the block in question, the output is the cross-validated redundancy. 

 

Table 5. Prediction Relevance of the Model 

Endogenous R Square Cross-Validated Redundancy Cross-Validated Communality 

Perceived Benefits 0.504 0.240 0.500 

Satisfaction 0.623 0.412 0.678 

 

Following the suggestion of Fornell and Cha (1994), a model is said to have the predictive quality if the 
cross-redundancy values were found to be more than zero, otherwise the predictive relevance of the model 
cannot be confirmed. The results in Table 5 showed that the obtained cross validated redundancy of the 
perceived benefits and satisfaction was found to be 0.5 and 0.678 respectively. These results support the claim 
that the model has an adequate prediction quality.  

9.1.5 Goodness of Fit (GoF) of the Model 

Dislike CB-SEM, PLS-SEM has only one measure of goodness of fit which was defined to be the global fit 
measure by Tenenhaus et al. (2005). It is the geometric mean of the average variances extracted and the average 
R2 for the endogenous variables as given in the following formula 

 
Particularly, the GoF value of this model was found to be 0.608 which is considered large when compared to the 
baseline values suggested by Wetzels et al., (2009) (small =0.1, medium =0.25, large =0.36). The results showed 
that the model goodness of fit measure based on the average variance explained is large which indicate an 
adequate level of global PLS model validity. 
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9.2 The Structural Model and Hypothesis Testing 

After the construct validity and construct reliability have been established, the next step was to test the 
hypotheses of the study by running PLS Algorithm and Bootstrapping Algorithm in SmartPLS 2.0. The results 
were reported as in Figure 3, Figure 4, and Table 6. 

 
Figure 3. Path coefficient results 

 

 
Figure 4. Path coefficients T values 
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Table 6. The results of the hypothesis testing 

Hyp. 
No Hypothesis Path 

Coefficient 
Standard 

Error  
T 

Value 
P 

Value Decision

H1 
Service Quality ---> Perceived 
Benefits 0.710*** 0.042 16.812 0.000 Supported

H2 
Perceived Benefits ---> 
Satisfaction 0.334*** 0.074 4.526 0.000 Supported

H3 
Service Quality ---> 
Satisfaction 0.496*** 0.075 6.595 0.000 Supported

***:p<0.001;**:p<0.01 

 

As illustrated in Figures 2, 3 and Table 6 service quality has a positive and significant effect on the perceived 
benefits at the 0.001 level of significance (β=0.710, t= 16.812, p<0.001). The results also show that perceived 
benefits have a positive and significant effect on the satisfaction of customers at the 0.001 level of significance 
(β=0.334, t= 4.526, p<0.001). Similarly, the service quality has a positive and significant effect on the levels of 
satisfaction of IMFI customers at the 0.001 level of significance (β=0.496, t= 6.595, p<0.001). Therefore, these 
results supported the hypotheses of the study H1, H2, and H3 as developed in the study.  

9.3 Testing the Mediating Role of Perceived Benefits 

To test the mediating effect of the perceived benefits between service quality and satisfaction, the PLS 
bootstrapping algorithm was run to estimate the indirect effect among the variables. The results obtained as 
illustrated in Table 7 show that the service quality directly and indirectly affects significantly the satisfaction of 
the customers at the 0.001 level of significance with indicators (β=0.751, 21.308, p<0.001) and (β=0.237, t= 
4.417, p<0.001) respectively. It can also be concluded that perceived benefits, as a variable, is a partial mediator 
between service quality and satisfaction carrying out a 32%, as a Variance Accounted For (VAF), of the influence 
of service quality with satisfaction. This result supported the H4 that was hypothesized in the study regarding the 
mediating effect of the perceived benefits. 

 

Table 7. Mediation analysis results 

Hyp. 
No Hypothesis Path Coefficient Standard 

Error  
T 

Value 
P 

Value Decision 

   a*b c c'   

H4 

Perceived Benefits 
mediates the 
relationship between 
the service quality 
and satisfaction 

0.237*** 0.751*** 0.496*** 0.054 4.417 0.000 Partial 
Mediation

 

9.4 Testing the Moderating Effect of Perceived Benefits 

In testing the moderating effect of the perceived benefits on the relationship between the service quality and 
satisfaction, the interaction variable was examined. The results in Table 8 showed that the moderating effect was 
not supported as the interaction variable introduced was insignificant (β=0.43, t= 0.487, p>0.05). The results 
show that the H5 regarding the moderating effect of perceived benefits on the service quality and satisfaction 
relationship was not supported. 

 

Table 8. Moderating effect results 

Hyp. 
No 

Hypothesis 
Path 

Coefficient 
Standard 

Error  
T 

Value 
P 

Value 
Decision 

H5 
Perceived Benefits Moderates the 
relationship between service quality 
and satisfaction 

0.04295 0.08821 0.4869 0.3132 
Not 

Supported
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10. Discussion and Conclusions 

The main objective of this study was to examine the effect of service quality of Islamic Microfinance system in 
Yemen on the satisfaction of SMEs’ owners. The results of this study confirmed the effect of service quality on 
the level of satisfaction and perceived benefits. These results, an expected supported the hypothesis of the study 
by confirming the importance of service quality to keep the customers satisfied and to have a high level of 
perceived benefits. 

Additionally, the statistical results confirmed the positive mediation of the perceived benefits between the service 
quality and satisfaction. This implies that high level of quality of service can affect directly the satisfaction of the 
clients as well as indirectly through enhancing the level of perceived benefits. On the other hand, the perceived 
benefits variable has no moderating effect on the relationship between service quality and satisfaction. One 
explanation of this result is that the benefits of dealing with Islamic Microfinance are not highly perceived and 
recognized. However, the perceived benefits, as a variable, were found to be a determinant of customers’ 
satisfaction. 

Future research could be of a great value if some other factors are to be included to determine the SMEs owners’ 
satisfaction. For example, the business development services and the repayment policies could be critical factors 
affecting the level of customer satisfaction. In addition, the size of the business could be an influential factor of 
the satisfaction since small businesses’ needs of consultations are different from those of bigger businesses.  

The findings of this study might be of a great value to academics and Islamic bankers as well as. As an 
implication, for Islamic Microfinance system to be able to compete, prosper and survive, the customers should 
be the main focus on partners and their inputs to achieve continues service improvement should highly 
incorporate.  
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