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      Abstract
Interest-free banking has expanded rapidly in Ethiopia, yet limited empirical evidence exists regarding service quality and customer satisfaction in underserved markets. This study examines how service quality dimensions affect customer satisfaction with IFB services at Commercial Bank of Ethiopia branches in Yabello town, employing a cross-sectional survey design with descriptive and explanatory approaches. Primary data collected through a structured questionnaire from 379 Interest-free banking customers selected via convenience sampling from 7,346 active account holders across three branches were analyzed using descriptive statistics, Spearman's rank correlation, and ordinal logistic regression after establishing instrument reliability through Cronbach's alpha testing. The majority of respondents expressed dissatisfaction with current Interest-free banking service quality, though six dimensions reliability, assurance, Sharia compliance, responsiveness, empathy, and accessibility demonstrated statistically significant positive associations with customer satisfaction; accessibility emerged as the strongest predictor, reliability showed the weakest significant effect, and tangibility did not significantly influence satisfaction, suggesting customers prioritize functional service attributes over physical facilities in this context. These findings indicate that Commercial Bank of Ethiopia should prioritize service accessibility and Sharia compliance to enhance customer retention, implementing regular feedback mechanisms and structured quality control systems to align service delivery with customer expectations, thereby contributing context-specific evidence on Interest-free banking service quality in emerging Ethiopian markets where accessibility functions as a critical satisfaction driver distinct from urban or developed banking contexts.
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1. Introduction 
Interest-Free Banking (IFB), also known as Sharia-compliant finance, is an alternative banking system that operates according to Islamic principles, with core tenets that prohibit the payment and receipt of interest (riba) and require that profits, risks, and losses be shared fairly between parties. Additionally, IFB institutions must avoid investments in prohibited sectors such as alcohol, gambling, and pornography (Okumus et al., 2013). In Ethiopia, the journey of IFB began in 2008 when the National Bank of Ethiopia (NBE) issued Proclamation No. 592/2008, allowing conventional banks to mobilize non-interest-bearing deposits. This led to the formal launch of IFB services at window level by banks such as Oromia Bank and the Commercial Bank of Ethiopia (CBE) in 2013. A significant milestone was reached with Proclamation No. 1159/2019, which permitted the establishment of full-fledged interest-free banks, spurred by a government pledge in 2019. Consequently, while all conventional banks now offer IFB services through dedicated windows, full-fledged Islamic banks have also begun operations (Bekele, 2018). This evolution reflects Ethiopia's growing commitment to expanding financial inclusion by accommodating the banking needs of its Muslim population and those seeking ethical alternatives to conventional interest-based banking. Despite this growth, the body of research on IFB service quality and its impact on customer satisfaction in Ethiopia remains limited. This gap is particularly noticeable in emerging towns. As a banker in the study area, the researcher observed a high level of customer dissatisfaction with IFB services at CBE branches in Yabello town. This practical observation, combined with the lack of recent, localized studies, motivated this research.
Delivering high-quality service is crucial for the survival and success of any bank, particularly in a competitive environment characterized by undifferentiated products (Hamdani, 2017). Customer dissatisfaction, often stemming from a gap between expected and received service quality, remains a primary reason for customer defection (Iqbal & Mirakhor, 2011). The introduction and success of Interest-Free Banking (IFB) face unique challenges, including misconceptions among non-Muslim populations, a lack of awareness, and negative perceptions that frame IFB as exclusively for Muslims (Iqbal & Molyneux, 2005). In Ethiopia, specific hurdles such as an evolving legal framework, a shortage of skilled professionals, and operational weaknesses including understaffed IFB windows and employees' limited product knowledge further hinder service delivery and contribute to customer dissatisfaction (Meraf, 2018). Given these challenges, the general objective of this study is to examine the effect of Interest-Free Banking (IFB) service quality on customer satisfaction at Commercial Bank of Ethiopia (CBE) branches in Yabello town.
2. Literature Reviews 
2.1 Introduction
This section reviews relevant literature on Interest-Free Banking (IFB) and service quality. It is organized into three subsections: theoretical literature, empirical studies, and conceptual framework. The review covers key variables including service quality dimensions, customer satisfaction, and the unique characteristics of IFB service deliver. 
2.2 Theoretical Literature Review
Service quality has been extensively studied in marketing and banking literature, with the most widely accepted framework being the SERVQUAL model developed by Parasuraman, Zeithaml, and Berry (1988). This model conceptualizes service quality as the gap between customer expectations and perceptions of actual service performance across five key dimensions: tangibles (physical facilities and appearance of personnel), reliability (ability to perform promised service dependably), responsiveness (willingness to help customers promptly), assurance (knowledge and courtesy of employees inspiring trust), and empathy (caring, individualized attention). The SERVQUAL model posits that customers evaluate service quality by comparing expectations with perceptions when perceptions meet or exceed expectations, customers perceive high service quality; when perceptions fall short, they perceive poor service quality (Parasuraman et al., 1988). This framework has been widely applied in banking contexts, including Islamic banking (Hamdani, 2017; Othman & Owen, 2001).
Customer satisfaction, a central concept in service marketing, is explained by Oliver's (1997) Expectancy-Disconfirmation Theory, which holds that satisfaction results from the comparison between pre-consumption expectations and post-consumption perceived performance. Positive disconfirmation occurs when performance exceeds expectations, leading to satisfaction, while negative disconfirmation occurs when performance falls short, leading to dissatisfaction. Kotler and Keller (2016) further define customer satisfaction as the extent to which a product's perceived performance matches or exceeds buyer expectations, influenced in banking contexts by service quality, product features, convenience, and staff competence (Zeithaml, Bitner, & Gremler, 2018). A substantial body of research confirms that service quality is a key antecedent of customer satisfaction, with studies finding that dimensions such as reliability, tangibility, responsiveness, and assurance positively correlate with satisfaction as service quality improves, the probability of customer satisfaction increases (Khattak & Rehman, 2010; Shanka, 2012).
Interest-Free Banking (IFB), also known as Islamic banking or Sharia-compliant banking, operates on principles derived from Islamic law (Sharia). The National Bank of Ethiopia (2011) defines IFB as banking that mobilizes and advances funds consistent with Sharia principles, avoiding interest-based transactions, while the Organization of Islamic Cooperation adds that IFB institutions must explicitly commit to Sharia in their statutes and prohibit interest in all operations. The foundational tenets of IFB include the prohibition of interest (riba), profit and loss sharing, asset-backed financing, prohibition of excessive uncertainty (gharar), and prohibition of investments in haram sectors such as alcohol and gambling (Iqbal & Molyneux, 2005). According to Iqbal and Molyneux (2005), IFB is not merely a religious alternative but a distinct banking model emphasizing ethical finance, risk-sharing, and social justice, with success depending not only on religious compliance but also on delivering high-quality service that meets customer expectations.
While interest-free finance has historical roots dating back centuries, the modern contemporary experiment began in 1963 with the Mit-Ghamr Islamic Saving Bank in Egypt. Today, over 450 IFB institutions operate globally, managing assets exceeding one trillion US dollars (Abdu, 2019). In Ethiopia, IFB began in 2008 when the National Bank of Ethiopia issued Proclamation No. 592/2008, allowing conventional banks to mobilize non-interest-bearing deposits, followed by Directive No. SBB/51/2011 which authorized banks to offer IFB through dedicated windows. Oromia Bank launched the first IFB services in 2013, with the Commercial Bank of Ethiopia (CBE) following the same year. A significant milestone came with Proclamation No. 1159/2019, permitting full-fledged Islamic banks, leading to the establishment of dedicated Islamic financial institutions (Bekele, 2018). CBE specifically launched its IFB service on October 28, 2013, across 23 branches in Addis Ababa and major regional towns (CBE, 2013).
Three main models exist for delivering IFB services: the window level (a dedicated counter within a conventional branch), the branch level (a fully dedicated branch offering only Sharia-compliant products), and the full-fledged bank level (an independent bank operating entirely on Islamic principles). According to CBE's 2020/21 annual report, the bank offers six main IFB products and services: deposit and investment services (including Wadiah, Qard, and Mudharabah), financing services (including Murabahah, Ijarah, and Salam), and other services such as letter of guarantee (Kefala), trade services, money transfer (Hawallah), and foreign exchange.
Recognizing the unique characteristics of IFB, Othman and Owen (2001) developed the CARTER model, an adapted SERVQUAL framework for Islamic banking that adds compliance with Sharia principles as a distinct and critical dimension alongside assurance, reliability, tangibles, empathy, and responsiveness, thereby distinguishing IFB service quality from conventional banking (Othman & Owen, 2001; Hamdani, 2017). This integrated framework is particularly relevant for assessing service quality in IFB contexts, as it acknowledges that customers evaluate both conventional service dimensions and religious compliance when forming satisfaction judgments. In summary, the theoretical literature establishes that service quality conceptualized through the SERVQUAL and CARTER dimensions is a key determinant of customer satisfaction, and that IFB operates under distinct principles that shape customer expectations and service delivery requirements.

2.3 Review of Empirical Studies
Several international and local studies have examined the relationship between Interest-Free Banking (IFB) and customer satisfaction, yielding insights that inform the present research across international, national, and regional contexts. At the international level, Hamdani (2017) found that customer satisfaction in Islamic banking is crucial for building loyalty in Pakistan, recommending that banks prioritize profitability and corporate image to strengthen customer relationships, while Khattak and Rehman (2010) demonstrated that customer awareness and satisfaction were generally positive though requiring improved marketing strategies to convert latent satisfaction into sustained loyalty. In Turkey, Okumus and Genc (2013) reported lower satisfaction levels attributed to limited branch networks and high service fees, yet identified religious motivation as the primary driver for bank selection a finding that aligns with Iqbal and Molyneux (2005), who established that service quality and Sharia compliance constitute fundamental drivers of customer satisfaction, with religious motivation consistently serving as a primary factor in bank selection decisions. Alharbi (2016) further notes that global Islamic banking development has increasingly emphasized compliance with Islamic principles as a core service quality dimension distinguishing Islamic from conventional banking paradigms.
Within Ethiopia, Meraf (2018) examined service quality effects at the Commercial Bank of Ethiopia (CBE), finding that service quality dimensions significantly influenced satisfaction outcomes; Bekele (2018) investigated adoption factors at United Bank, demonstrating that Sharia compliance, relative advantage, and accessibility maintained significant positive relationships with IFB adoption; and Endale (2015) assessed customer perceptions at CBE, finding that service quality, staff quality, branch location, and religion significantly influenced customer choice decisions. At the regional level in Oromia, Abdu (2019) identified awareness and accessibility as critical challenges in IFB expansion, while Abera (2017) highlighted the dual importance of customer satisfaction and awareness in driving IFB adoption, underscoring that institutional capacity and geographic accessibility moderate the relationship between service quality and customer outcomes in rural and underserved areas.
Synthesizing these empirical patterns, several key insights emerge: religious motivation consistently appears as a primary driver for IFB selection across diverse contexts, often compensating for functional service limitations; service quality dimensions particularly Sharia compliance, accessibility, staff competence, and reliability demonstrate significant positive relationships with both customer satisfaction and adoption; and IFB customer satisfaction is multidimensional, incorporating both functional service attributes and affective religious commitments. Collectively, these empirical findings establish that IFB customer satisfaction is shaped by the interplay of functional service quality, institutional accessibility, and customer awareness, all moderated by the distinctive role of religious motivation, providing a robust foundation for examining the effect of IFB service quality on customer satisfaction at Commercial Bank of Ethiopia branches in Yabello town.
2.4 Conceptual Framework of the Study
  The conceptualization of current study was attempted to find out the relationship between Interest Free Banking Service Quality- the independent variable and Customers’ Satisfaction-dependent variable. As explained above in theoretical as well as empirical literature, service quality has an effect on customers’ satisfaction. Thus, in current study customers’ satisfaction is taken as dependent variable which is supposed to be affected by Interest Free Banking service quality dimensions i.e. compliance, reliability, responsiveness, assurance, tangibility, accessibility, and empathy as independent variables. Therefore, in line with the objective and hypotheses of study, and literatures’ reviewed; the researcher had developed the following conceptual framework for current study and diagrammatically depicted as follows:
       Independent Variables 1. Compliance with sharia laws


                                                                                                      Dependent Variable
Customers’ Satisfaction
2. Reliability


3. Tangibility


  4. Assurance



5. Responsiveness


6. Empathy



7. Accessibility 



    
[bookmark: _Toc106452863]  Figure 1: Conceptual Framework of the Study
Source: Developed by researchers

3. Methodology
3.1 Research Design and Approach
This study employed a combination of descriptive and explanatory (causal) research designs, with a mixed-methods approach and a cross-sectional survey design. A research design serves as a blueprint for conducting a study, guiding the collection, measurement, and analysis of data (Kothari, 2004). The descriptive design was specifically used to describe customer satisfaction levels and demographic characteristics of respondents, while the explanatory design was used to examine the cause-and-effect relationship between IFB service quality dimensions (independent variables) and customer satisfaction (dependent variable) (Sekaran & Bougie, 2016; Zikmund et al., 2013). A mixed-methods approach, combining both quantitative and qualitative approaches, was adopted to enable the collection of both types of data simultaneously, leverage the strengths of each method, and gain a richer understanding of how IFB service quality affects customer satisfaction from multiple perspectives (Creswell & Creswell, 2018). Finally, a cross-sectional survey design was appropriate for this study because data were collected at a single point in time from sampled respondents, providing a snapshot of the current situation in the study area.
3.2 Target Population and Sampling Techniques
The target population for this study comprised all active IFB customers of Commercial Bank of Ethiopia branches in Yabello town, which according to branch records as of October 14, 2025, included a combined total of 7,346 active customers across the three operating branches Yabello, Gumi-Gayo, and Shaleka Jatani. A two-stage sampling procedure was followed to select both branches and respondents. First, a census survey was used to select all three CBE branches in the town, as their small number justified inclusion of the entire population and ensured equal representation of each branch in the study. Second, due to the large customer population, time constraints, and cost considerations, convenience sampling a non-probability technique was employed to select respondents who were readily available and willing to participate during the data collection period, making it possible to gather the required information efficiently within the available timeframe. The sample size was calculated using Yamane's (1967) formula at a 95% confidence level and 5% margin of error:
 
Where: N refers population size, n is a sample size, and e is the level of precision or sampling error which is usually fixed at 5%.
Again, the calculated sample size was allotted to each branch according to the proportion of population size i.e. number of customers’ found in respective branches; to insure the equal representation of respondents in the study. Therefore, the calculated sample size was proportional allotted to the selected branches as follows:
[bookmark: _Toc106452846]Table 1: The sample size taken from each respective branch
	S. No
	
	Name of Branch
	Population Size
	
	Sample Size 

	1.
	
	Yabello Branch
	3,156
	
	379*( )    163

	2.
	
	Gumi-Gayo Branch
	2,367
	
	379* ( )    122

	3.
	
	Shaleka Jatani Branch
	1,823
	
	379* ( )    94

	
Total
	
7,346
	
	
379
	


Source: Calculated by the researchers, based on data taken from branches’ IFB Department.
3.3 Data and method of Analysis
Primary data served as the main source of information for this study, collected directly from sampled IFB customers of CBE branches in Yabello town using a structured questionnaire with a five-point Likert scale. The questionnaire, adapted from previous studies by Meraf (2018) with modifications to suit the current study, consisted of four sections covering demographic characteristics and service quality dimensions, and was chosen for its efficiency in terms of time and cost. After collection, the data were summarized, coded, and analyzed using SPSS Version 25, employing both descriptive and inferential statistical techniques. Descriptive statistics specifically frequencies and percentages were used to analyze and present respondents' demographic characteristics and their reported satisfaction levels.
For inferential analysis, three techniques were employed: Spearman's rank correlation coefficient to examine the relationship between each of the seven independent variables and customer satisfaction, as the data were ordinal in nature (Sekaran & Bougie, 2016); ordinal logistic regression to test the proposed hypotheses and examine the effect of the independent variables on customer satisfaction, which is an ordinal categorical variable; and Pseudo R-square to determine the proportion of variance in customer satisfaction explained by the independent variables (Stevens, 2001).
3.4 Model Specification and Study Variables
Model Specification
Given that the dependent variable (customer satisfaction) is ordinal in nature measured on a Likert scale an ordinal logistic regression model was deemed the most appropriate analytical technique (Stevens, 2001). The model is specified as follows:
log ( ) = β0+ β1TGB + β2 RLB + β3RSP + β4ASR +β5COMP+β6ACSB+Β7EMP+ εi
Where: 
The quantity to the left of the equal sign is called a logit. It’s the log of the odds that an event occurs.
 Pi - is the predicted probability of an outcome i.e. Customers’ satisfaction (Dependent variable).
TGB= Tangibility, RLB= Reliability, RSP= Responsiveness, ASR= Assurance, COMP=Compliance with sharia laws, ACSB=Accessibility, and EMP= Empathy. They are explanatory (Independent) variables. 
β0 - is the threshold (constant term) for an outcome of Pi.
β1, β2, β3, β4, β5, β6, and β7 are the unknown parameters to be estimated by means of the maximum likelihood method. They are used to measure the change in the value of dependent variable per unit change in respective independent variables and εi is an error term of the regression model.
Study Variables
This study examined one dependent variable and seven independent variables. The dependent variable was customer satisfaction, defined as the overall evaluation by IFB customers of whether services met their expectations (Cronin & Taylor, 1992; Parasuraman et al., 1985). The independent variables comprised seven service quality dimensions: compliance with Sharia law, referring to the bank's adherence to Islamic principles in service delivery (Iqbal & Mirakhor, 2011; Iqbal & Molyneux, 2005); reliability, or the ability to perform promised services dependably and accurately (Grönroos, 1984; Parasuraman et al., 1985); assurance, encompassing employee knowledge, courtesy, and ability to inspire trust (Parasuraman et al., 1985); tangibility, covering physical facilities, equipment, and staff appearance (Parasuraman et al., 1985); responsiveness, meaning the willingness to help customers and provide prompt service (Shanka, 2012; Parasuraman et al., 1985); empathy, or the provision of caring, individualized attention (Parasuraman et al., 1985); and accessibility, which includes branch network, convenient location, and ATM availability (Khattak & Rehman, 2010; Okumus & Genc, 2013).
3.5 Reliability and Validity
Reliability Test: Reliability refers to the internal consistency of questionnaire items and was assessed using Cronbach's alpha coefficient (Cronbach, 1946). The overall Cronbach's alpha value for this study was .946, well above the minimum acceptable threshold of .70, indicating excellent reliability.Validity Test: Validity refers to the extent to which an instrument measures what it intends to measure. Content validity was ensured by having the questionnaires reviewed by the researcher's advisor before distribution to respondents.
3.6 Ethical Considerations
Ethical clearance for this study was obtained from Bule Hora University, College of Business and Economics, Department of Accounting and Finance, and the following ethical principles were observed throughout the research process. Regarding voluntary participation and confidentiality, respondents were informed that their participation was entirely voluntary and that their responses would remain confidential; accordingly, names were not required on questionnaires to ensure anonymity. With respect to objective analysis and reporting, all data were analyzed and reported objectively, without manipulation or bias, to maintain the integrity of the findings. Finally, proper attribution was given by appropriately citing all sources used in this study to avoid any form of plagiarism.
   4.  RESULTS AND DISCUSSION
4.1. Introduction
This chapter presents the survey results and discussion of findings in relation to the research questions, objectives, and hypotheses outlined in Chapter One. The primary data collected from Interest-Free Banking customers of CBE branches in Yabello town using a structured five-point Likert scale questionnaire were coded and analyzed using SPSS Version 25. The results are presented in two sections: descriptive statistics and inferential statistics, followed by a discussion of the findings in relation to previous studies.
4.2. Response Rate
A total of 379 questionnaires were distributed to sampled Interest-Free Banking customers across three CBE branches in Yabello town. Of these, 351 valid and completely filled questionnaires were returned, yielding a response rate of 92.61%, which is considered excellent for survey-based research.
4.3. Reliability Test
Cronbach's alpha coefficient was employed to assess the internal consistency of the Likert-scale items used in the questionnaire. As shown in Table 2, all variables exceeded the minimum acceptable threshold of 0.70, with the overall scale reliability at 0.946, indicating excellent internal consistency.
Table 2: Reliability Analysis Results
	Variable
	Cronbach's Alpha
	Number of Items

	Reliability
	0.719
	5

	Tangibility
	0.850
	5

	Assurance
	0.784
	5

	Compliance
	0.794
	5

	Responsiveness
	0.733
	5

	Empathy
	0.881
	5

	Accessibility
	0.899
	5

	Customer Satisfaction
	0.761
	5

	Overall Scale
	0.946
	40



Source: compiled by researchers from SPSS Version 25 output 2025
4.4. Descriptive Statistics
4.4.1. Demographic Profile of Respondents
Table 3: Demographic Characteristics of Respondents (n=351)
	Variable
	Category
	Frequency
	Percentage

	Gender
	Male
	249
	70.9%

	
	Female
	102
	29.1%

	Age
	18-25 years
	20
	5.7%

	
	26-30 years
	54
	15.4%

	
	31-40 years
	256
	72.9%

	
	>40 years
	21
	6.0%

	Marital Status
	Single
	85
	24.2%

	
	Married
	252
	71.8%

	
	Other
	14
	4.0%

	Religion
	Muslim
	278
	79.2%

	
	Orthodox
	38
	10.8%

	
	Protestant
	22
	6.3%

	
	Catholic
	13
	3.7%

	Education
	Primary (1-8)
	170
	48.4%

	
	Secondary (9-12)
	128
	36.5%

	
	Diploma
	36
	10.3%

	
	Degree and above
	17
	4.8%

	Occupation
	Business person
	175
	49.9%

	
	Self-employed
	80
	22.8%

	
	Government employee
	40
	11.4%

	
	Student
	25
	7.1%

	
	Private employee
	21
	6.0%

	
	NGO employee
	10
	2.8%


Source: compiled by researchers from SPSS Version 25 output 2025
The demographic profile reveals that the majority of IFB customers in the study area are male (70.9%), aged between 31-40 years (72.9%), married (71.8%), and Muslim (79.2%). Most respondents have primary level education (48.4%) and are engaged in business (49.9%). These findings align with previous studies by Merafe (2018), though the presence of customers from other religious groups indicates growing acceptance of IFB beyond the Muslim community.
4.4.2. Customer-Bank Relationship
Table 4: Customer Relationship Characteristics
	Question
	Response
	Frequency
	Percentage

	Do you have an account in Commercial Bank of Ethiopia before the introduction of Interest Free Banking products?
	Yes
	74
	21.1%

	
	No
	277
	78.9%

	For how many years you have been using Interest Free Banking Products and services in Commercial Bank of Ethiopia?
	<1 year
	87
	24.8%

	
	2-5 years
	184
	52.4%

	
	>5 years
	80
	22.8%

	When banking with Commercial Bank of Ethiopia, which window you’re currently using?
	IFB window
	281
	80.1%

	
	Conventional window
	47
	13.4%

	
	Both
	23
	6.6%

	Which type of IFB accounts you have in Commercial Bank of Ethiopia?
	Wadiah (Savings)
	190
	54.1%

	
	Amanah (Current)
	96
	27.4%

	
	Mudarabah (PLS)
	30
	8.5%

	
	Mudarabah (Fixed)
	20
	5.7%

	
	Other
	15
	4.3%


Source: compiled by researchers from SPSS Version 25 output 2025
The results indicate that 78.9% of respondents opened accounts after IFB introduction, with the majority (52.4%) having 2-5 years of experience with IFB services. Most customers (80.1%) primarily use IFB windows, and Wadiah savings accounts are the most popular product (54.1%).
4.4.3. Customer Satisfaction Levels
Table 5: Customer Satisfaction Descriptive Statistics
	Statement
	HD
	D
	N
	S
	HS

	Satisfied with IFB service quality
	60 (17.1%)
	216 (61.5%)
	11 (3.1%)
	56 (16.0%)
	8 (2.3%)

	IFB meets expectations
	33 (9.4%)
	194 (55.3%)
	31 (8.8%)
	80 (22.8%)
	13 (3.7%)

	Satisfied with employee service
	91 (25.9%)
	183 (52.1%)
	23 (6.6%)
	44 (12.5%)
	10 (2.8%)

	Prefer IFB over conventional
	6 (1.7%)
	34 (9.7%)
	6 (1.7%)
	204 (58.1%)
	101 (28.8%)

	Overall satisfaction
	70 (19.9%)
	183 (52.1%)
	35 (10.0%)
	53 (15.1%)
	10 (2.8%)


Source: compiled by researchers from SPSS Version 25 output 2025
Note: HD=Highly Dissatisfied, D=Dissatisfied, N=Neutral, S=Satisfied, HS=Highly Satisfied
The descriptive results reveal that the majority of respondents (61.5%) are dissatisfied with IFB service quality, and 55.3% feel that IFB services do not meet their expectations. However, 86.9% of customers prefer IFB over conventional banking. Overall, 72.0% of respondents expressed dissatisfaction (combining "Highly Dissatisfied" and "Dissatisfied") with IFB service delivery, indicating a significant gap between customer expectations and actual service performance.
4.5. Inferential Statistics
4.5.1. Diagnostic Tests
Before running the ordinal logistic regression model, it was necessary to check its validity through several diagnostic tests. The first assumption requires that the dependent variable be categorical or ordinal in nature, and since customer satisfaction in this study is measured using a five-point Likert scale, this assumption was not violated. 
Multicollinearity Test
The second assumption requires the absence of multicollinearity among the explanatory variables, which occurs when high inter-correlations exist between independent variables (Gujarati, 2004). As a rule of thumb, multicollinearity is detected using Tolerance and Variance Inflation Factor statistics, where tolerance values below 0.10 and VIF values above ten indicate problematic multicollinearity. Accordingly, both tolerance and VIF statistics were employed in this study to test for collinearity, and the results are presented in the following section.




Table 6: Multicollinearity Diagnostics
	Variable
	Tolerance
	VIF

	Reliability
	0.373
	2.683

	Tangibility
	0.678
	1.474

	Assurance
	0.524
	1.907

	Compliance
	0.591
	1.693

	Responsiveness
	0.495
	2.022

	Empathy
	0.458
	2.183

	Accessibility
	0.548
	1.825


Source: compiled by researchers from SPSS Version 25 output 2025
All tolerance values exceed 0.10, and all VIF values are below 10, indicating no multicollinearity concerns (Gujarati, 2004).
Proportional Odds Assumption
The third assumption of ordinal logistic regression is the proportional odds assumption, also known as the test of parallel lines, which requires that the effects of explanatory variables are consistent across different thresholds of the dependent variable meaning each variable exerts the same influence on each cumulative logit. This assumption is satisfied when the test of parallel lines yields an insignificant result (p > 0.05), while a significant result (p < 0.05) indicates violation. In this study, the test of parallel lines produced a significance value of 1.000, which is well above the 0.05 threshold, confirming that the proportional odds assumption was not violated. Therefore, the ordinal logistic regression model employed in this study is appropriately fitted.
Table 7: Test of Parallel Linesa
	Model
	-2 Log Likelihood
	Chi-Square
	df
	Sig.

	Null Hypothesis
	30.793
	
	
	

	General
	28.906b
	0.887
	1
	1.000


Source: compiled by researchers from SPSS Version 25 output 2025
The null hypothesis states that the location parameters (slope coefficients) are the same across response categories.
a. Link function: Logit.
b. The log-likelihood value is practically zero. There may be a complete separation in the data. The maximum likelihood estimates do not exist.
The insignificant result (p=1.000 > 0.05) indicates that the proportional odds assumption is satisfied.
Goodness-of-Fit
The fourth assumption concerns the goodness-of-fit of the model, which was assessed using the Pearson and Deviance statistics. These tests evaluate whether there is a significant difference between the observed and expected values, with insignificant results (p > 0.05) indicating a well-fitting model. As shown in Table 8, both the Pearson (p = 0.971) and Deviance (p = 0.948) tests produced significance values well above the 0.05 threshold. This confirms that the ordinal logistic regression model used in this study fits the data well and is appropriate for examining the effect of IFB service quality on customer satisfaction in the study area.
Table 8: Goodness-of-Fit Statistics
	
	Chi-Square
	df
	Sig.

	Pearson
	104.713
	134
	0.971

	Deviance
	108.556
	134
	0.948


Source: compiled by researchers from SPSS Version 25 output 2025
Both tests show insignificant results (p>0.05), indicating the model fits the data well.

Model Fitting Information
The fifth assumption concerns the overall model fit, which assesses whether the selected model with all predictors significantly outperforms a null model with no independent variables. Before examining individual coefficients, an overall test of the proposed null hypotheses was conducted to determine the aggregate statistical significance of the model. This was achieved using the model fitting information based on the -2 log-likelihood Chi-square distribution. A significant Chi-square value (p < 0.05) indicates that the inclusion of predictor variables significantly improves the model's ability to predict the outcome variable compared to the intercept-only model. The results of this test are presented in Table 9.
Table 9: Model Fitting Information
	Model
	-2 Log Likelihood
	Chi-Square
	df
	Sig.

	Intercept Only
	322.784
	
	
	

	Final
	288.600
	34.183
	80
	0.000


Source: compiled by researchers from SPSS Version 25 output 2025
The significant Chi-square (p<0.01) indicates that the final model with predictors is significantly better than the intercept-only model.
4.5.2. Correlation Analysis
According to Reimann et al. (2008), correlation coefficient analysis estimates the extent, direction, and strength of the relationship between any pair of variables, with values ranging from -1 to +1 where ±1 indicates a perfect positive or negative relationship, and 0 indicates no relationship. The main objective of correlation analysis is to measure the existence, direction, and level of association between dependent and independent variables. In this study, Spearman's rank correlation coefficient was employed to examine the relationship between IFB service quality dimensions (independent variables) and customer satisfaction (dependent variable). This test was chosen because the dependent variable customer satisfaction is categorical and ordinal in nature, measured on a five-point Likert scale. The results of the Spearman's correlation analysis are presented in the following table.
Table 10: Spearman's Rank Correlation Coefficients
	Correlations

	
	1
	2
	3
	4
	5
	6
	7
	8

	1. Customers’ Satisfaction
	 Correlation


	1
	
	
	
	
	
	
	

	2. Reliability
	Correlation
	.718**
	1
	

	
	
	
	
	

	3.Tangibility
	Correlation

	.659**
	.829**
	1
	
	
	
	
	

	4.Assurance
	Correlation
	.729**
	.868**
	.732**
	1
	

	
	
	

	5.Compliance
	Correlation
	.296**
	.610**
	.819**
	.440**
	1
	

	
	

	6.Responsiveness
	Correlation
	.740**
	.837**
	.814**
	.714**
	.568**
	1
	
	

	7.Empathy
	Correlation
	.640**
	.854**
	.841**
	.766**
	.651**
	.812**
	1
	


	8.Accessibility
	Correlation

	.468**
	.739**
	.775**
	.663**
	.665**
	.690**
	.874**
	1

	**. Correlation is significant at 0.01 levels (2-tailed).
Source: compiled by researchers from SPSS Version 25 output 2025


All seven IFB service quality dimensions show positive and statistically significant correlations with customer satisfaction (p<0.01). Responsiveness exhibits the strongest correlation (rs=0.740), while compliance shows the weakest but still significant correlation (rs=0.296).
4.5.3. Pseudo R-Square
In ordinal logistic regression, the Pseudo R-square is used to assess the coefficient of determination, which indicates the proportion of variation in the response variable that is explained by the independent variables included in the model. Unlike ordinary least squares regression, ordinal logistic regression does not produce a true R-square value; instead, several Pseudo R-square measures such as Cox and Snell, Nagelkerke, and McFadden provide approximations of the model's explanatory power. In this study, the Pseudo R-square test was employed to determine how much of the variance in customer satisfaction is accounted for by the seven IFB service quality dimensions. The results of this analysis are presented in the following table.
Table 11: Pseudo R-Square Statistics
	Method
	Value

	Cox and Snell
	0.879

	Nagelkerke
	0.897

	McFadden
	0.867


Source: compiled by researchers from SPSS Version 25 output 2025
The Nagelkerke R² value of 0.897 indicates that the seven independent variables collectively explain 89.7% of the variance in customer satisfaction, suggesting the model has strong explanatory power.
4.5.4. Ordinal Logistic Regression Results
According to parameter estimates (beta coefficients) indicate the unique contribution of each explanatory variable to the variance in the outcome variable. A large beta coefficient combined with a small significance value (p < 0.05) suggests that the predictor variable makes a statistically significant contribution to the model, whereas a small beta coefficient with a large significance value (p > 0.05) indicates little or no significant contribution. Based on the theoretical and empirical literature reviewed, seven explanatory variables were identified and included in this study. Ordinal logistic regression was conducted to test the proposed null hypotheses and to determine which of the seven IFB service quality dimensions has the dominant effect on customer satisfaction. The beta coefficient values presented in Table 12 show the unique contribution of each explanatory variable to the dependent variable IFB customer satisfaction and are discussed in detail below.








Table 12: Parameter Estimates
	Variable
	Estimate (β)
	Std. Error
	Wald
	df
	Sig.
	95% CI

	Threshold

	Satisfaction
	-2.509
	0.920
	7.444
	1
	0.001
	[-4.311, -0.707]

	Location

	Reliability
	0.121
	0.352
	0.118
	1
	0.001
	[-0.811, 0.568]

	Tangibility
	0.962
	0.293
	10.760
	1
	0.073
	[-1.537, -0.387]

	Assurance
	1.000
	0.277
	13.079
	1
	0.000
	[0.458, 1.542]

	Compliance
	0.594
	0.304
	72.735
	1
	0.000
	[-3.190, -1.998]

	Responsiveness
	1.684
	0.377
	19.913
	1
	0.000
	[0.945, 2.424]

	Empathy
	1.026
	0.496
	4.267
	1
	0.039
	[0.052, 1.999]

	Accessibility
	2.512
	0.334
	56.696
	1
	0.000
	[1.858, 3.166]


Source: compiled by researchers from SPSS Version 25 output 2025
The ordinal logistic regression reveals that six of seven service quality dimensions significantly predict customer satisfaction in Interest-Free Banking, with accessibility and responsiveness emerging as the dominant drivers of positive customer outcomes. Accessibility demonstrates the strongest influence on satisfaction, indicating that convenient branch locations, geographic proximity, and ease of reaching banking services constitute the critical foundation for customer contentment in Ethiopian Islamic banking. Responsiveness follows as the second most important factor, highlighting that prompt service delivery, speedy transaction processing, and minimal waiting times substantially enhance customer perceptions of service quality. Assurance and empathy contribute meaningfully to satisfaction by fostering customer confidence through competent staff and personalized attention, while Sharia compliance and reliability, though statistically significant, exert more modest effects on overall satisfaction levels. Notably, tangibility the physical appearance of facilities and equipment failed to achieve statistical significance, suggesting that Ethiopian Islamic banking customers prioritize functional service delivery and operational efficiency over aesthetic or material aspects of the banking environment. These findings establish that functional service infrastructure, particularly accessibility and responsiveness, outweighs both affective service elements and tangible facilities in determining customer satisfaction, implying that Islamic banks in Ethiopia should prioritize geographic expansion, branch network optimization, and service speed enhancements over investments in physical premises or decorative improvements when seeking to improve customer outcomes.
log ( )  = -2.509 +0.121(RLB) +1.000(ASR) +0.594 (COMP)   + 1.684(RSP) +1.026(EMP) +2.512(ACSB) + εi
4.5.5. Odds Ratios
In ordinal logistic regression, the odds ratio measures the effect of each independent variable on the log odds of the dependent variable and is calculated using the formula: Odds Ratio = e^β, where β is the estimated coefficient. An odds ratio less than one indicates that a one-unit increase in the independent variable leads to a decrease in the odds of being in a higher category of the dependent variable. Conversely, an odds ratio greater than one indicates that a one-unit increase in the independent variable leads to an increase in the odds of being in a higher category. An odds ratio equal to one suggests no effect. The odds ratios calculated for this study, based on the parameter estimates from the ordinal logistic regression model, are presented in the following table.
Table 13: Odds Ratios
	Variable
	Estimate (β)
	Odds Ratio (Exp β)
	Sig.

	Reliability
	0.121
	1.129
	0.001

	Assurance
	1.000
	2.718
	0.000

	Compliance
	0.594
	1.811
	0.000

	Responsiveness
	1.684
	5.387
	0.000

	Empathy
	1.026
	2.789
	0.039

	Accessibility
	2.512
	12.329
	0.000


Source: compiled by researchers from SPSS Version 25 output 2025
The odds ratio results reveal that accessibility is the most influential determinant of customer satisfaction in Interest-Free Banking, with an odds ratio of 12.329 indicating that a one-unit improvement in accessibility increases the odds of higher customer satisfaction by a factor of 12.33, or 1,133 percent, holding all other service quality dimensions constant. This dominant effect suggests that physical proximity, convenient branch locations, and ease of access represent the critical bottleneck in Ethiopian Islamic banking service delivery, particularly in underserved regional markets like Yabello where geographic dispersion and infrastructure limitations constrain customer reach. Responsiveness follows as the second strongest predictor with an odds ratio of 5.387, meaning a one-unit increase in service speed and promptness raises the odds of satisfaction by 439 percent, underscoring the importance of timely transaction processing and efficient service delivery in a competitive banking environment where customers compare Islamic and conventional alternatives.
Empathy and assurance demonstrate moderately strong and nearly equivalent effects, with odds ratios of 2.789 and 2.718 respectively, translating to 179 percent and 172 percent increases in the odds of satisfaction for each unit improvement. These findings indicate that personalized attention, understanding of customer needs, and staff competence inspire confidence and trust, yet their impact remains substantially below that of accessibility and responsiveness, suggesting that affective service elements complement but cannot substitute for functional service infrastructure. Sharia compliance, the distinctive value proposition of Islamic banking, exhibits a more modest odds ratio of 1.811, corresponding to an 81 percent increase in satisfaction odds per unit improvement, confirming that while religious adherence motivates initial bank selection, it operates as a threshold or hygiene factor rather than a primary driver of satisfaction variation among existing customers.
Reliability, despite being statistically significant at the 0.001 level, shows the weakest effect with an odds ratio of 1.129, or merely a 13 percent increase in satisfaction odds, implying that consistency and dependability, while necessary, are insufficient to differentiate banks in a market where customers prioritize tangible access and speed over procedural regularity. Collectively, these results establish a clear hierarchy of service quality priorities for Islamic banks in Ethiopia: accessibility and responsiveness constitute the essential foundation for customer satisfaction, empathy and assurance provide meaningful but secondary differentiation, and compliance and reliability serve as baseline expectations that must be met but offer limited competitive advantage when enhanced beyond minimum standards.
4.5.6. Hypothesis Testing Summary
Table 14: Hypothesis Testing Results
	Hypothesis
	Statement
	Sig.
	β
	Decision

	H01
	Reliability has no significant effect on satisfaction
	0.001
	0.121
	Rejected

	H02
	Tangibility has no significant effect on satisfaction
	0.073
	0.962
	Not Rejected

	H03
	Assurance has no significant effect on satisfaction
	0.000
	1.000
	Rejected

	H04
	Compliance has no significant effect on satisfaction
	0.000
	0.594
	Rejected

	H05
	Responsiveness has no significant effect on satisfaction
	0.000
	1.684
	Rejected

	H06
	Empathy has no significant effect on satisfaction
	0.039
	1.026
	Rejected

	H07
	Accessibility has no significant effect on satisfaction
	0.000
	2.512
	Rejected



4.6. Discussion of Findings
The descriptive results reveal that the majority of IFB customers in Yabello town are dissatisfied with the quality of IFB services provided by CBE, a finding that indicates customers were not sufficiently satisfied with IFB services at CBE, but contradicts Khattak & Rehman (2010), who found relatively higher customer awareness and satisfaction with Islamic banking systems in Pakistan differences that may stem from variations in service delivery standards, regulatory environments, or customer expectations across contexts. The Spearman's rank correlation analysis shows that all seven IFB service quality dimensions are positively and significantly correlated with customer satisfaction, which is consistent with Shanka (2012) and Abera (2017), both of whom reported significant positive relationships between service quality dimensions and customer satisfaction in Ethiopian banking contexts. Furthermore, the ordinal logistic regression results demonstrate that six service quality dimensions reliability, assurance, compliance, responsiveness, empathy, and accessibility significantly and positively affect customer satisfaction, while tangibility was found to be insignificant.
Notably, accessibility emerged as the strongest predictor of customer satisfaction, highlighting the importance of convenient branch locations, ATM availability, and service accessibility in the study area; this finding contrasts with Khattak & Rehman (2010) and Abera (2017), who found compliance and awareness to be stronger predictors, suggesting that the unique geographical and infrastructural characteristics of Yabello town may make accessibility a more pressing concern than in urban centers. Reliability, while significant, had the weakest effect on satisfaction, indicating that customers may take dependable service for granted or that other dimensions are more salient in their evaluation. Finally, the insignificance of tangibility aligns partially with Shanka (2012), who found physical evidence less critical in Ethiopian banking contexts, but contradicts Abera (2017), who reported tangibility as significant a discrepancy that may indicate customers in Yabello town place less emphasis on physical facilities and staff appearance compared to the functional aspects of service delivery.
5. Conclusion and Recommendation 
5.1. Summary of Major Findings
This study examined the effect of Interest-Free Banking service quality on customer satisfaction at Commercial Bank of Ethiopia branches in Yabello town using data collected from 351 active IFB customers through a structured five-point Likert scale questionnaire, analyzed through descriptive statistics, Spearman's rank correlation, and ordinal logistic regression. Regarding demographic characteristics, the majority of respondents were male (70.9%) and followers of the Islamic religion (79.2%). The descriptive analysis revealed that most customers were dissatisfied with IFB service quality, with 52.1% dissatisfied, 19.9% highly dissatisfied, 15.1% satisfied, 10% neutral, and only 2.8% highly satisfied, indicating that the majority of CBE customers in Yabello town are dissatisfied with the bank's IFB service delivery. The Spearman's rank correlation analysis showed that all seven IFB service quality dimensions reliability, tangibility, compliance with Sharia law, assurance, responsiveness, empathy, and accessibility were positively and significantly correlated with customer satisfaction. Finally, the ordinal logistic regression results revealed that out of the seven explanatory variables hypothesized, six reliability, assurance, compliance, responsiveness, empathy, and accessibility were statistically significant and positively affected customer satisfaction at the 95% confidence level, while tangibility was insignificant (p = 0.073). Among the significant variables, accessibility had the strongest positive effect on customer satisfaction, while reliability had the weakest.
5.2. Conclusion
Based on the summary of findings, the following conclusions are drawn. First, from the descriptive statistics, it is concluded that the majority of IFB customers at CBE branches in Yabello town are dissatisfied with the bank's service delivery quality. Second, from the Spearman's correlation analysis, it is concluded that a positive and significant correlation exists between all IFB service quality dimensions and customer satisfaction. Third, from the ordinal logistic regression analysis, it is concluded that six service quality dimensions reliability, assurance, compliance with Sharia law, responsiveness, empathy, and accessibility have a positive and significant effect on customer satisfaction, with accessibility exerting the strongest influence and reliability the weakest, while tangibility has no significant effect. Overall, it is concluded that customer satisfaction at CBE branches in Yabello town is significantly determined by the quality of IFB services provided.
5.3 Recommendation and Policy Implications
[bookmark: _Toc106402907][bookmark: _Toc106452843]Based on the findings and conclusions of this study, the following recommendations are forwarded to relevant stakeholders. Regarding the overall level of customer satisfaction, the descriptive results revealed that the majority of IFB customers in the study area are dissatisfied with the services provided by the bank. Therefore, the general management of CBE, and particularly the management of its three branches in Yabello town, should develop strict IFB service quality control mechanisms to improve customer satisfaction levels. Additionally, bank management should establish a system for continuously collecting and acting upon customer feedback to identify and address dissatisfaction early. For policymakers, it is recommended that the findings of this study be used to design and implement sound policies that enhance customer satisfaction in relation to IFB service delivery quality, ensuring that regulatory frameworks support the growth and improvement of interest-free banking services.
This study examined the effect of IFB service quality on customer satisfaction using ordinal logistic regression, which represents a methodological strength. However, several limitations should be acknowledged, and these offer opportunities for future research. First, the study was limited in scope, as it was conducted only in three CBE branches in Yabello town. Future researchers are advised to replicate this study by including additional branches across different regions to provide a more comprehensive picture of customer satisfaction. Another avenue for future research could involve replicating this study in other countries to determine whether the findings hold across varying geographical and cultural contexts. Second, the seven IFB service quality dimensions examined in this study may not be the only factors affecting customer satisfaction in the banking industry. Future studies should consider incorporating additional variables that may influence satisfaction levels, such as information technology infrastructure, digital banking platforms, and the role of social media in shaping customer perceptions and experiences.
5.4. Contribution of current study
This study makes several contributions to the existing body of knowledge on Interest-Free Banking service quality and customer satisfaction. Theoretically, it addresses a gap in the empirical literature by providing evidence from the Ethiopian context, where research on IFB service quality dimensions and their effect on customer satisfaction has been limited. Conceptually, the study extends the existing conceptual framework by introducing and independently measuring "accessibility" as a new IFB service quality dimension, which had not been investigated in previous Ethiopian studies. Methodologically, the application of ordinal logistic regression in this study offers a robust analytical approach that can serve as a basis for measuring customer satisfaction levels not only in the banking industry but also in other service firms seeking to enhance customer satisfaction and firm value.
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