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ABSTRACT

Purpose: Customer loyalty is recognized as a critical component of banking success. This study aims to evaluate
the impact of three key factors—customer reward programs, service quality, and digital banking services—on
customer loyalty at Bank Melli Iran.

Methodology: This applied research employed a descriptive-survey design. The statistical population comprised
Bank Melli customers, with a sample size of 384 determined by Cochran's formula. Data were collected using a
25-item questionnaire, whose face and content validity were confirmed by expert review and construct validity
through confirmatory factor analysis. Reliability was assessed via Cronbach's alpha. Data analysis was performed
using SPSS (descriptive statistics) and Smart PLS (structural equation modeling).

Findings: Results indicated that all three factors—customer reward programs (t = 10.543; B = 0.472), service
quality (t = 3.403; B = 0.175), and digital banking services (t = 4.342; = 0.228)—have positive and significant
effects on customer loyalty.

Conclusion: Banks can enhance customer loyalty by extending reward programs to digital customers, improving
service quality dimensions, and developing user-friendly digital banking services.
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Extended Abstract

Introduction

Customer loyalty has emerged as a critical determinant of organizational success in contemporary
competitive markets, particularly within the banking sector where customer acquisition costs
substantially exceed retention costs (Hambali et al., 2022). Banks, as key players in the business
landscape, must deploy diverse strategies to establish and enhance customer loyalty to secure their
market position. Prior research indicates that customer loyalty in banking is predominantly shaped by
three key factors: customer reward programs, service quality, and digital banking services (Nejati &
Hashemian, 2023). These three components not only independently influence customer attitudes and
behaviors but also interact to significantly enhance the customer experience (Alrwashdeh et al., 2019).
Despite extensive research on the relationship between service quality and customer loyalty across
various contexts—including insurance (Heidari Haratemeh & Yousefi, 2024), food industry (Nejati &
Hashemian, 2023), and digital banking (Hussain, 2024; Lauren & Handrian, 2023)—three significant
gaps persist. First, most studies are limited to one or two mediating variables and fail to provide a
coherent picture of the complete chain of intervening variables. Second, studies conducted in smart
banking contexts based on artificial intelligence have primarily been undertaken in developed or East
Asian countries, and the generalizability of their findings to the Iranian context requires empirical
investigation. Third, the role of moderating variables such as financial literacy and demographic
characteristics in the service quality-loyalty relationship has received limited attention. The present
study aims to evaluate the impact of reward programs, service quality, and digital banking services on
customer loyalty at Bank Melli Iran, thereby addressing a portion of this research gap.

Theoretical Framework

The theoretical foundation of this study draws upon three complementary strands of scholarship. First,
relationship marketing theory posits that customer reward programs—as a relational marketing
strategy—play a significant role in enhancing commitment and encouraging customer return through
material or non-material rewards, personalization capabilities, and purchase frequency incentives
(Nandal et al., 2020). Second, the service quality paradigm emphasizes that perceived service quality
can create a positive mental image in customers' minds, particularly when it meets or exceeds
expectations, thereby increasing willingness to repeat interactions with the bank (Baumann et al., 2017).
Third, the technology acceptance model (TAM) and its extensions explain how digital banking services,
by providing convenient, rapid, and secure access to banking services, improve customer experience
and eliminate spatial and temporal barriers in service delivery (Alkhowaiter, 2020). Recent empirical
work has extended this framework to include artificial intelligence-enabled banking services and their
impact on consumer loyalty (Hussain, 2024), as well as the role of e-satisfaction in mediating the
relationship between e-service quality and e-loyalty (Sasono et al., 2021). The conceptual model of this
study positions reward programs, service quality, and digital banking services as independent variables
influencing customer loyalty as the dependent variable. This model integrates the relationship marketing
perspective, the service quality paradigm, and the technology acceptance framework to provide a
comprehensive understanding of the drivers of customer loyalty in the Iranian banking context.

Methodology

This study is applied in purpose and descriptive-survey in method. The statistical population comprised
customers of Bank Melli Iran. Using Cochran's formula, the sample size was estimated at 384
participants. Data were collected through a 25-item questionnaire. Face and content validity were
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confirmed through expert review, and construct validity was verified using confirmatory factor analysis.
Reliability was assessed via Cronbach's alpha coefficient. The Kolmogorov-Smirnov test was employed
to examine the normality of variable distributions. Data analysis was conducted using SPSS for
descriptive statistics and Smart PLS for structural equation modeling (SEM). The SEM approach was
selected due to its suitability for testing complex causal relationships and its robustness in handling non-
normal data distributions, which was confirmed by the Kolmogorov-Smirnov test results indicating non-
normal distributions for all research variables (p < 0.05).

Results

Demographic analysis revealed that 56.80% of participants were male and 43.20% were female. The
most frequent age group was 30—40 years (55.20%), and regarding education, 42.20% held bachelor's
degrees, 34.90% held master's degrees, 19.50% held associate degrees or lower, and 3.40% held doctoral
degrees. The Kolmogorov-Smirnov test results indicated that all research variables—customer reward
programs (statistic = 0.153, p < 0.001), digital banking services (statistic = 0.180, p < 0.001), customer
loyalty (statistic = 0.184, p < 0.001), and service quality (statistic = 0.144, p < 0.001)—departed
significantly from normal distribution, justifying the use of partial least squares structural equation
modeling (PLS-SEM). Factor loading analysis confirmed that all questionnaire items loaded
significantly on their respective constructs (loadings > 0.3), with values ranging from 0.610 to 0.893 for
customer loyalty items, and 0.656 to 0.850 for service quality items. Hypothesis testing revealed that all
three factors significantly influence customer loyalty. Specifically, customer reward programs
demonstrated the strongest effect (t=10.543; f = 0.472), followed by digital banking services (t =4.342;
B =0.228), and service quality (t = 3.403; B = 0.175). These findings align with previous research. The
significant impact of reward programs is consistent with Jamshidi and Amiri (2021) and Lauren and
Handrian (2023), who found that reward programs encourage customer retention through financial
benefits and service facilitation. The significant effect of service quality corroborates findings by
Mojaradardakani et al. (2023), Darawong (2025), and Fida et al. (2020), who demonstrated that service
quality—through responsiveness, accessibility, and privacy protection—contributes to loyalty
formation. The significant impact of digital banking services aligns with Igeder (2024) and Sasono et
al. (2021), who showed that digital banking enhances loyalty by improving accessibility, enabling
service comparison, and increasing financial service efficiency compared to traditional banking. The
theoretical implication of these findings is that customer loyalty in banking is a multidimensional
construct shaped by the interplay of relational marketing strategies, service quality perceptions, and
technology-enabled service delivery. Practically, banks should expand reward programs to digital
customers, design tiered reward systems based on transaction volume and frequency, improve key
service quality dimensions (efficiency, accessibility, responsiveness, and privacy), and develop user-
friendly digital banking platforms with multi-layered security measures.

Conclusion

This study demonstrates that customer reward programs, service quality, and digital banking
services all significantly and positively influence customer loyalty at Bank Melli Iran, with
reward programs exerting the strongest effect. Theoretically, the study contributes an integrated
model that positions relational marketing, service quality, and technology acceptance as
complementary drivers of loyalty, offering a nuanced understanding of loyalty formation in the
Iranian banking context. Practically, the findings provide evidence-based guidance for bank
managers to prioritize reward program expansion to digital customers, enhance service quality
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dimensions, and invest in user-friendly digital banking platforms. Future research should
employ longitudinal designs, examine moderating variables such as financial literacy and
demographic characteristics, and conduct comparative studies across different banking
institutions.
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