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Sharia compliance; community quality, and corporate reputation among community members in six
perception; PLS-SEM; partial northern subdistricts of Gresik Regency, Indonesia. Cross-sectional data
mediation; BPRS from 96 respondents, selected through purposive sampling, were

analyzed using PLS-SEM in SmartPLS 4, with the path-weighting scheme
and 5,000 bootstrap subsamples. The measurement model showed
convergent validity and reliability (outer loadings > 0.70; AVE = 0.737—
0.785; composite reliability > 0.89), though discriminant validity was not
established (HTMT = 0.984—-0.993). Compliance management predicted
service quality (B = 0.922, p <.001) and corporate reputation (f = 0.275,
p =.003), while service quality predicted corporate reputation ( = 0.693,
p < .001). Service quality partially mediated the compliance—reputation
relationship (complementary pattern; indirect effect = 0.639, p < .001;
VAF = 69.91%), and the model explained substantial variance in service
quality (R?* = 0.850) and corporate reputation (R? = 0.908). Compliance
thus strengthens reputation directly, as a signal of institutional integrity,
and indirectly, through service experiences that make compliance
tangible. Given elevated collinearity and common-method diagnostics,
these results are preliminary and warrant replication with more
discriminant measures and multi-source data. The study contributes by
positioning service quality as the mechanism converting internal
compliance into external reputational capital, with implications for
aligning compliance, product, and frontline service functions in
community-based Islamic banks.

INTRODUCTION

Islamic banks are expected to deliver financial services that are operationally efficient and consistently
aligned with Sharia principles. For customers and the wider community, compliance is experienced through
product conformity, regulatory discipline, transparent product information, and transactions that follow the
agreed contract. These practices become consequential when they are translated into reliable, responsive, and
trustworthy service. Previous studies have shown that Sharia compliance and service quality influence
satisfaction, loyalty, and bank selection, but they are often examined as separate determinants or through
customer satisfaction as the principal outcome (Ahmed et al., 2021; Ramadhani & Bilen, 2024; Zaerofi et al.,
2022).
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Service quality constitutes the direct interface between an Islamic bank and the public. Studies in Oman,
Malaysia, Indonesia, and Bangladesh have consistently linked reliability, assurance, tangibles, empathy, and
responsiveness with customer evaluation, satisfaction, and loyalty (ALAM & AL-AMRI, 2020; Faizah et al., 2023;
Haque et al., 2022; Razak, 2020). Evidence published in Jurnal Inovasi Pendidikan Ekonomi also indicates that
customers assess conventional and Islamic banks through these service dimensions (Marna et al., 2018). These
findings suggest that service quality is not merely an operational outcome. It is also a visible mechanism through
which the public interprets the credibility of institutional compliance.

Recent evidence also shows that Islamic bank loyalty develops through service quality, satisfaction,
engagement, trust, attitude, image, and reputation. Studies from Indonesia, the United Arab Emirates, and the
wider banking sector report that service quality often operates through evaluative mechanisms rather than as
an isolated direct driver of loyalty (Abror et al., 2020; Albaity & Rahman, 2021; Ozkan et al., 2020; Suhartanto et
al., 2020). These findings justify examining corporate reputation as an accumulated external assessment and
service quality as the process through which compliance becomes visible.

Corporate reputation is analytically distinct from short-term satisfaction because it reflects a cumulative
judgment of institutional credibility. In banking, reputation and corporate image can transmit the effects of
service quality and perceived value into loyalty, while Sharia-compliant conduct adds a religious and ethical basis
for trust. This distinction is important in community-based settings, where perceptions may be formed through
direct transactions, information sharing, and local observation rather than through continuous account
ownership alone (Albaity & Rahman, 2021; Ozkan et al., 2020).

The model is grounded in three complementary perspectives. Stakeholder theory explains why Islamic
banks must respond to expectations from customers, regulators, Sharia supervisory bodies, and local
communities (Ali et al., 2022; El-Halaby & Hussainey, 2023; Freeman, 1984). Signaling theory explains how
transparent product information, consistent procedures, and secure transactions convey otherwise
unobservable organizational quality to the public (Fitri & Arza, 2023). A corporate reputation perspective further
explains how accumulated experiences shape image, trust, loyalty, and public judgment over time (Maysyaroh
et al.,, 2024). Together, these perspectives establish a causal mechanism: compliance creates credible
organizational signals, service quality delivers those signals in customer interactions, and repeated favorable
experiences strengthen corporate reputation.

The literature leaves three specific gaps. First, most Islamic banking studies focus on satisfaction and loyalty,
while fewer studies position corporate reputation as the primary outcome of compliance and service quality.
Second, prior work commonly surveys registered customers, whereas community perceptions may also reflect
knowledge, direct experience, and social evaluation of Islamic banking. Third, the mediating role of service
quality has been established for satisfaction, but remains less explicit in explaining how internal compliance
becomes external corporate reputation. This study addresses these gaps by testing a single model that links
compliance management, service quality, and corporate reputation from the perspective of communities in
northern Gresik Regency.

Northern Gresik provides a relevant local setting because the study covers respondents from Sidayu, Ujung
Pangkah, Bungah, Panceng, Dukun, and Manyar. The respondent structure is dominated by users of Islamic rural
banks or BPRS (62.50%), followed by Islamic commercial banks and Islamic business units. This composition
captures a community-based Islamic banking context in which proximity, clarity of service, and institutional trust
are especially salient. The setting is therefore treated as an analytically bounded local context rather than as a
basis for national generalization.

This study's novelty lies in the integration of compliance management and service quality as
complementary foundations of corporate reputation, the use of a community perspective in a local Islamic
banking ecosystem, and the explicit test of service quality as a mediator. It also resolves a conceptual
inconsistency in the original manuscript. Because the indicators measure corporate image, public trust, customer
loyalty, and public perception, the outcome is defined as corporate reputation. A higher score therefore indicates
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a stronger reputation, not a higher reputational risk. Four hypotheses are tested in this study. H1 proposes that
compliance management positively affects service quality. H2 proposes that service quality positively affects
corporate reputation. H3 proposes that compliance management positively affects corporate reputation. H4
proposes that service quality mediates the relationship between compliance management and corporate
reputation.

METHODS

This study used a quantitative, explanatory, and cross-sectional design. An individual member of the
community who could evaluate Islamic banking services served as the unit of analysis. Data were collected using
a closed-ended questionnaire with a five-point Likert scale ranging from strongly disagree to strongly agree.
Target respondents resided in the northern Gresik subdistricts included in the survey and met three inclusion
criteria: they were at least 19 years old, they had used, knew, or had direct experience with Islamic banking
services, and they were able to provide a complete assessment of the questionnaire items. Responses with
incomplete answers were excluded during the screening stage. Purposive sampling yielded a final sample of 96
respondents. A maximum of two predictors is directed at one endogenous construct in the structural model. A
sensitivity analysis at a 5% significance level and 80% statistical power showed that 96 observations can detect
a minimum effect size of approximately f-squared = 0.083. A minimum observed effect size of 0.123
corresponded to an estimated power of approximately 92.6%. This result supports statistical adequacy for the
tested model but does not establish population representativeness or remove the limitations of purposive
sampling.

Compliance management refers to the consistent management of Sharia-based products, regulatory
requirements, product information, and transactions. These dimensions represent the substantive and
communicative elements through which a bank demonstrates compliance to stakeholders (Lestari & Pertiwi,
2021; Nuriatullah et al., 2024; Sabardin, 2023; Zaerofi et al., 2022). Service quality was measured through
reliability, assurance, tangibles, empathy, and responsiveness, which are widely used in Islamic banking service
research (Khan et al., 2022; Moosa & Kashiramka, 2022; Zukhrufani et al., 2022). Corporate reputation was
operationalized through corporate image, public trust, customer loyalty, and public perception. All indicators
were positively oriented, so higher scores represent a more favorable reputation.

Analysis used SmartPLS 4 with standardized results, the path-weighting scheme, a maximum of 3,000
iterations, and a stop criterion of 1077 (Ringle et al., 2022). Significance testing used 5,000 bootstrap subsamples,
two-tailed tests, a 0.05 significance level, and 95% percentile and bias-corrected confidence intervals. Outer
loadings, AVE, Cronbach's alpha, composite reliability, HTMT, and the Fornell-Larcker criterion were used to
assess the measurement model. Path coefficients, R-squared, adjusted R-squared, f-squared, inner VIF, cross-
validated Q-squared, and indirect effects were used to assess the structural model—a supplementary predictive
assessment used 10-fold cross-validation with 10 repetitions on the available item-level data. Potential common
method bias was examined using Harman's single-factor test and full-collinearity VIF. Supplementary diagnostics
were calculated from the item matrix and outer weights contained in the uploaded SEM-PLS output.

Methodological decisions followed current PLS-SEM reporting guidance. HTMT was interpreted as the
principal discriminant-validity diagnostic, predictive assessment was considered separately from explanatory
power, and full-collinearity VIF was treated as a supplementary indication of common method bias rather than
definitive proof. These choices are consistent with established and recent methodological recommendations
(Hair et al., 2019; Henseler et al., 2015; Kock, 2015; Sarstedt et al., 2022; Shmueli et al., 2019). Participation was
voluntary. Respondents were informed about the study purpose, confidentiality, and their right not to participate
before completing the questionnaire.
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Table 1. Operational Definitions and Measurement Structure

Construct Operational Definition Dlmgn5|ons/ Principal Sources
Indicators
Consistent implementation Sharia-based products; Lestari & Pertiwi (2021);
Compliance and communication of Sharia regulatory compliance; Nuriatullah et al. (2024);
Management and regulatory requirements product information; Sabardin (2023); Zaerofi et al.
in banking operations. compliant transactions  (2022)
The quality of service Reliability; assurance; Khan et al. (2022); Moosa &
Service Quality  processes and interactions tangibles; empathy; Kashiramka (2022); Zukhrufani
perceived by the community. responsiveness et al. (2022)
Af | llecti C tei ;
avor?b € cotlective orp-ora © Image; Fombrun (1996); Maysyaroh et
Corporate evaluation of the bank based public trust; customer .
Reputation on accumulated information loyalty; public al. (2024); Pahmi et al. (2024);
P . . valy; p Zakiah & Umiyati (2023)
and service experience. perception

Source: Compiled by the author(s), 2026

RESULTS AND DISCUSSION

Table 2 presents the profile of the 96 respondents. Most respondents were 19-25 years old (44.79%) and
female (64.58%). Respondents were distributed across six northern Gresik subdistricts. Islamic rural bank users
formed the largest bank-type group (62.50%), and 53.13% had been customers for more than two years.

Table 2. Respondent Profile

Category Characteristic Frequency Percentage (%)
Age 19-25 years 43 44.79
26-35 years 36 37.50
36-45 years 8 8.33
46-55 years 5 5.21
56-65 years 4 4.17
Gender Male 34 35.42
Female 62 64.58
Domicile Sidayu 43 44.79
Ujung Pangkah 15 15.63
Bungah 14 14.58
Panceng 8 8.33
Dukun 8 8.33
Manyar 8 8.33
Bank type Islamic Commercial Bank 21 21.88
Islamic Business Unit 15 15.63
Islamic Rural Bank (BPRS) 60 62.50
Customer tenure ~ More than 2 years 51 53.13
1-2 years 45 46.88

Source: Author(s)' processed data, 2026

All indicator outer loadings exceeded the recommended threshold of 0.70. The average variance extracted
(AVE) values were 0.760 for service quality, 0.737 for compliance management, and 0.785 for corporate
reputation, indicating adequate convergent validity. Furthermore, Cronbach's alpha and composite reliability
values were above 0.88 for all constructs, demonstrating strong internal consistency reliability. However,
discriminant validity was not supported. Specifically, HTMT values ranged from 0.984 to 0.993, substantially
exceeding the recommended cutoff of 0.90. Similarly, the latent construct correlations (0.914—0.947) were higher
than the corresponding square roots of the AVE values (0.858-0.886), indicating that the constructs were not
sufficiently distinct. These findings suggest considerable empirical overlap among service quality, compliance
management, and corporate reputation, raising concerns about the discriminant validity of the measurement
model.
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Table 3. Convergent Validity and Reliability
Construct Indicator Out'er AVE Cronbach’s Con.'npc')s:ite
loading alpha reliability

Service Quality KP11 0.860 0.760 0.965 0.966
KP12 0.929
KP21 0.862
KP22 0.920
KP31 0.874
KP32 0.888
KP41 0.793
KP42 0.828
KP51 0.878
KP52 0.881

Compliance Management MK11 0.812 0.737 0.881 0.891
MK12 0.917
MK13 0.858
MK14 0.845

Corporate Reputation RPP11 0.957 0.785 0.953 0.959
RPP21 0.928
RPP22 0.922
RPP31 0.733
RPP41 0.891
RPP42 0.881

Source: Author(s)' processed data, 2026

Discriminant validity was assessed using the heterotrait-monotrait ratio (HTMT), following current PLS-SEM
guidance that treats HTMT as a more reliable diagnostic than the traditional Fornell-Larcker criterion (Henseler
et al., 2015). Table 4 presents the HTMT value and the corresponding latent correlation for each construct pair,
evaluated against the conservative 0.90 threshold. HTMT values ranged from 0.984 to 0.993, all of which
exceeded this threshold, indicating that Compliance Management, Service Quality, and Corporate Reputation

were not empirically distinct from one another. This result suggests that respondents may have perceived the

three constructs as overlapping rather than conceptually separate, a pattern that warrants caution in interpreting

the subsequent structural estimates.

Table 4. Discriminant Validity between Constructs

Construct pair HTMT Latent correlation Reference Assessment
Compliance Management - 0.993 0.922 >0.90  Not established
Service Quality
Compliance Management - 0.990 0.914 >0.90  Not established
Corporate Reputation
Service Quality - Corporate 0.984 0.947 >0.90  Not established

Reputation

Source: Author(s)' processed data, 2026

Global fit indices were also reported for completeness, although their interpretive value in PLS-SEM remains
debated. The SRMR value (0.058) was below the commonly used 0.08 threshold, whereas the NFI value (0.730)
fell below the conventional 0.90 reference (d_ULS = 0.771; d_G = 2.155; x® = 836.082). This mixed pattern
indicates that global fit evidence should not be treated as the sole basis for establishing model adequacy.
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Table 5. Explanatory Power, Predictive Relevance, Effect Sizes, And Collinearity

Endogenous R? Adjusted R? Q? Predictor f2 VIF
construct
Service Quality 0.850 0.848 0.847 Compliance 5662  1.000
Management
Corporate Reputation 0.908 0.906 0.904 Service Quality 0.785 6.662
Compliance 0123  6.662
Management

Source: Author(s)' processed data, 2026

The bootstrap results statistically supported H1, H2, and H3. Compliance management positively affected
service quality (beta =0.922; t =22.894; p < 0.001; 95% bias-corrected Cl = 0.813-0.965). Service quality positively
affected corporate reputation (beta =0.693;t=7.539; p <0.001; Cl =0.511-0.866). Compliance management also
retained a direct effect on corporate reputation (beta = 0.275; t = 2.994; p = 0.003; CI = 0.103-0.460). Although
all paths were significant, an inner VIF of 6.662 for the two predictors of corporate reputation indicated high
collinearity; therefore, the magnitudes of the direct effects require cautious interpretation.

Table 6. Direct effects and bootstrap results

. 95% bias- .
Hypothesis Path Beta t p-value corrected CI Decision

Compliance Management ->

H1 ! . 0922 22.894 <0001 0.813-0.965 Supported
Service Quality

H2 service Quality -> Corporate 0693 7539 <0001 0511-0.866  Supported
Reputation

H3 Compliance Management -> 0275 2994 0003 0.103-0.460  Supported

Corporate Reputation
Source: Author(s)' processed data, 2026

The indirect effect of compliance management on corporate reputation through service quality was positive
and significant (beta = 0.639; t = 6.820; p < 0.001; 95% bias-corrected Cl = 0.460-0.826). The total effect of 0.914
was also significant (t = 23.186; p < 0.001; Cl =0.811-0.961). The VAF of 69.91% indicated complementary partial
mediation because the direct and indirect effects were both significant and had the same direction. H4 was
supported, although the mediation conclusion remains constrained by insufficient discriminant validity, high
collinearity, and potential common method bias.

Table 7. Mediation Assessment

i % Cl
Effect type Path/calculation C(?e t p-value 95%C /
cient Interpretation
Direct effect ~ COMPliance Management -> 0275 2994  0.003 0.103-0.460
Corporate Reputation
Indirect effect  COTPlance Management ->Service (o0 o0 001 0.460-0.826
Quality -> Corporate Reputation
Total effect Compliance Management -> 0914 23.186 <0.001 0.811-0.961

Corporate Reputation

Source: Author(s)' processed data, 2026

The positive effect of compliance management on service quality suggests that compliance extends beyond
internal control mechanisms and administrative documentation. Instead, it directly shapes the operational
procedures and service processes experienced by customers and the wider community. Sharia-compliant product
design, consistent regulatory implementation, accurate product information, and contractually appropriate
transactions reduce uncertainty while enhancing service transparency and reliability. These practices also enable
employees to deliver services more effectively, resulting in clearer, more consistent, and more trustworthy
customer experiences.
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From a stakeholder perspective, this relationship reflects the bank's response to expectations for
accountability and ethical conduct. From a signaling perspective, procedural consistency and transparent
information communicate organizational competence and integrity. This mechanism is consistent with Ahmed et
al. (2021), who showed that service quality transmits the effect of Sharia compliance to customer evaluation, and
with Minaryanti and Mihajat (2023), who emphasized the performance role of Sharia governance.

Service quality also strengthened corporate reputation. The result indicates that favorable reputation
develops through accumulated service experiences rather than through promotional claims alone. Reliability and
responsiveness show that the bank can fulfil promises. Assurance and clear information reduce perceived
uncertainty. Empathy and tangible service conditions influence whether the institution is perceived as attentive
and professional. These service signals become judgments about image, trust, loyalty, and public perception. The
finding aligns with Zakiah and Umiyati (2023), Pahmi et al. (2024), and Hasan et al. (2021), who connected service,
image, trust, and loyalty. It also extends the JIPE evidence on customer service evaluations by demonstrating that
service dimensions can contribute to a broader reputation outcome (Marna et al., 2018).

Evidence of a direct effect of compliance management on corporate reputation indicates that the public
evaluates compliance independently of service quality. Islamic identity creates an institutional promise that
products, information, and transactions adhere to Sharia principles. When this promise is perceived as credible
and consistently fulfilled, it strengthens trust and enhances the organization's image even before customers
evaluate specific service encounters. This result is compatible with Maysyaroh et al. (2024), who linked Sharia
governance with reputation, trust, and loyalty, and with Sabardin (2023), who identified compliance and
reputation as key determinants of customer loyalty. Overall, the finding reinforces the theoretical argument that
compliance functions both substantively, by governing organizational operations, and symbolically, by signaling
institutional integrity.

Mediation analysis provides the principal contribution of this study. Service quality explained 69.91% of the
total effect of compliance management on corporate reputation, while the direct effect remained statistically
significant. This complementary partial mediation indicates that compliance enhances corporate reputation
through two distinct pathways. The first pathway is direct, as stakeholders value consistent adherence to Sharia
and regulatory principles. The second pathway is experiential, with compliance becoming visible through clear
explanations, secure transactions, responsive employees, and reliable service delivery. Service quality therefore
serves as the mechanism through which internal governance is translated into favorable external evaluations.
The remaining direct effect further suggests that corporate reputation also depends on institutional identity and
perceived integrity beyond immediate service interactions.

Diagnostic evidence is also consistent with broader concerns regarding common method variance in cross-
sectional self-report research. Method effects can inflate or obscure relationships, particularly when predictors
and outcomes share similar wording, response formats, data sources, and measurement occasions. Statistical
diagnostics should therefore complement rather than substitute procedural remedies, such as temporal
separation, differentiated scale anchors, independent data sources, and careful item design (Baumgartner &
Weijters, 2021; Podsakoff et al., 2003). In the present study, the conceptual overlap among constructs and the
use of a single survey instrument increase the need for replication before these coefficients are used to support
policy or managerial decisions.

Measurement-model and method diagnostics limit the strength of the substantive conclusions. Very high
HTMT values, failure to satisfy the Fornell-Larcker criterion, an inner VIF of 6.662, full-collinearity VIF values
exceeding 7, and a dominant first factor explaining 73.16% of the variance indicate that compliance management,
service quality, and corporate reputation were not measured as sufficiently distinct constructs. This pattern may
reflect genuine conceptual proximity, overly similar item wording, or common method bias resulting from the
use of a single data source collected at one point in time. Consequently, the large path coefficients should not be
interpreted as conclusive evidence of causal relationships. Instead, the structural results are better viewed as
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preliminary evidence that requires replication using more discriminating measurement instruments and multi-
source data.

Characteristics of the local sample further qualify the interpretation of these findings. Respondents
were drawn primarily from BPRS customers residing in six northern subdistricts of Gresik. Accordingly, the
results reflect a community-based Islamic banking context in which close interpersonal interactions may play
a greater role than in larger national banking markets. This setting highlights the importance of interpersonal
service quality and transparent communication of Sharia-compliant products, while simultaneously limiting
the external validity of the findings. As a result, the reported coefficients should not be generalized
automatically to all Islamic banks in Indonesia or to regions with substantially different customer
characteristics. The theoretical contribution is the integration of stakeholder, signalling, and reputation
mechanisms in one empirical model. The model explains why compliance affects reputation and identifies
service quality as the process that makes compliance observable. The practical contribution is equally direct.
Islamic banks should align compliance units, product teams, and frontline service functions. Compliance
policies must be translated into understandable product explanations, consistent contract procedures,
transaction security, complaint handling, and employee competence. Reputation management should
therefore be treated as an operational outcome of compliance and service, not only as a communication
function.

CONCLUSION

The structural results indicate that compliance management positively affects service quality and corporate
reputation. Service quality also positively affects corporate reputation and provides complementary partial
mediation in the relationship between compliance management and corporate reputation. The model has high
explanatory power and positive predictive relevance. However, discriminant validity was not established,
structural collinearity was high, and the common method diagnostics indicated substantial risk. The hypotheses
are supported in the analyzed data, but conclusions concerning construct distinctiveness and causality should be
treated as provisional.

Islamic banks should integrate compliance governance with service design. Frontline employees need
sufficient knowledge of Sharia products, regulatory requirements, contracts, and transaction procedures.
Managers should audit whether compliance information is understandable to customers, whether service
standards are applied consistently, and whether complaint resolution preserves trust. BPRS institutions in
particular should use their community proximity to strengthen transparent communication and service
reliability.

The study used purposive sampling, self-reported data, and a cross-sectional design that measured all
constructs from the same respondents at one point in time. Harman's single factor accounted for 73.16% of
variance, and full-collinearity VIF ranged from 7.484 to 11.889; common method bias therefore cannot be ruled
out. Discriminant validity was not established, while an inner VIF of 6.662 indicated high predictor collinearity.
The geographically restricted sample and the dominance of BPRS users limit generalization. An audit of the item-
level matrix found that cases 58-95 exactly replicate cases 0-37. The analysis retained the 96-case SmartPLS
output because the origin of the repeated block could not be established from the supplied files. The block must
be verified against the original questionnaire database before resubmission.

Future research should verify and clean the primary database, conduct an a priori power analysis, and use
probability or stratified sampling when a sampling frame is available. The instrument should be revised to
sharpen the conceptual boundaries between compliance management, service quality, and corporate
reputation. Multi-source data, temporal separation of measurement, or longitudinal designs can reduce common
method concerns. Further studies should compare BPRS, Islamic commercial banks, and Islamic business units
across regions and distinguish favorable corporate reputation from reputational risk by using appropriate
negative-event indicators.
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