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The relationship between trust and loyalty, and example from the
banking sector

Thorhallur Gudlaugsson™
«School of Business, University of Iceland, Gimli v/ Saemundargata, 102, Iceland

Abstract. In business, trust between parties is important. Each party must be able to trust others, as business
relationships would likely suffer otherwise. The main goal of this study is to explore the current state of trust in
Icelandic banks, the impact of the 2008 banking collapse, and how changes in trust have affected customer loyalty to
banks. This research is based on 16 quantitative surveys that evaluated banks’ images, with trust being one of the key
attributes assessed. The surveys were conducted annually from 2006 to 2019 and then again in 2021 and 2023. In total,
10,245 responses (640 per year on average) were gathered. The results show that before the banking collapse in the fall
of 2008, banks were perceived as having positive attributes, such as trust and social responsibility, and the association
between banks and negative attributes, such as corruption, was weak. However, this trend shifted after the collapse as
banks became more closely associated with corruption, and trust in banks decreased. The findings also indicate a strong
relationship between trust and loyalty, indicating that trust is a complex phenomenon and that rebuilding lost trust
takes time.

Keywords: Image; reputation; quality, performance; banks

Introduction

In the first decade of this century, the Icelandic banking system grew rapidly, reaching 10 times the Iceland’s
GDP by the end of 2007 (The Icelandic National Audit Office, 2009). In the fall of 2008, a major change
occurred, as the three largest banks — Islandsbanki (at that time, Glitnir), Arion Banki (at the time,
Kaupthing), and Landsbankinn — had gone bankrupt in just a few days. Together, these banks held the most
savings and loans in Iceland and were responsible for around 85% of all assets in the banking system (The
Icelandic National Audit Office, 2009). The remaining 15% was largely held by small savings and loan firms,
which later also went bankrupt and were taken over by the restored state-owned banks. Therefore, following
the banking collapse, almost the entire financial system came under state ownership. The consequences
were serious for the public and the economic system (Pall Hreinsson e 4/, 2008), but the banks faced
especially severe consequences, for example, in terms of trust. After the bank collapse respondents strongly
associated banks with the image attribute corruption. Despite this negative trend in trust, the proportion of
people who switched banks after the collapse compared to before the collapse remained stable, at 5-8%.
The most common explanation for this was that banking services were homogeneous, and that the entire
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banking system had gone bankrupt. However, research suggests that customers are likely to associate “their”
banks more strongly with trust than others, which could also explain the reluctance to switch banks

(Gudlaugsson, 2017).

Trust

Much of human interaction is based on trust, which can be based on many factors, such as confidence,
credibility, individual actions, and uncertainty (Robbins, 2016). Despite its importance in everyday life, it
took some time for academia to focus on it. Initially, trust had a narrow definition and was often cited as a
behavior (Deutsch, 1958, 1960) or personality trait (Rotter, 1967, 1980). Later, research began focusing on
linking risk and trust (Freudenburg, 1993) while examining trust in the context of risk and management
(Eatle & Cvetkovich, 1997; Eatle, 2010; Earle & Sigrist, 2008). Trusting another person or organization
always involves some risk; therefore, it is natural to view trust and risk as related phenomena (Mayer ¢z a/.,
1995). Similarly, distrust can involve risks, as it can signal the existence of business opportunities that have
not been taken advantage of, and the effort to ensure that an individual or organization is worthy of trust
can entail costs for the person who bears the distrust (Hardin, 1998; Mayer ¢z al., 1995). Research shows a
strong relationship between trust and convictions or assurance (Eartle & Siegrist, 2000; Siegrist ef al., 2003).
However, it is important to distinguish between these concepts, as trust relates to individuals and their
actions and intentions, while conviction or assurance relates to organizations that do not intend to act or
not act. Trust is directed at the individuals responsible for the organization and, therefore, is not inherently
trust (Siegrist, 2021).

Trust and banks

Trust in banks and financial institutions is generally considered important for efficiency, although Fungicod
et al. (2019) point out that little is known about what determines trust in banks. They state that women
appear to have more trust in banks than men, with trust increasing with increasing income but decreasing
with increasing age and higher education. Boatrigh (2011) identified that almost nobody questions the
importance of trust and integrity for financial activities and that there is no consensus on what these
concepts mean. Jarvinen (2014) examined trust in banks in 29 European countries and found that the
banking collapse shed particular light on the importance of trust in banks, but it is important to remember
that trust is also important at other times. However, Gritten (2011) points out that in this context, the
banking collapse caused a fundamental reversal in the aftermath of the collapse, which had adverse
consequences; thus, trust is even more important for managers than before. Armstrong (2012) argues that
trust in financial transactions is important when various commercial agreements are pending and negotiation
costs are too high.

Thus, trust is a party’s belief that another party will not exploit its position to achieve its interests at the
expense of the other. This is a fundamental issue for those who rely on banking transactions, and the
banking collapse has created turmoil. In this context, Eysteinsson and Gudlaugsson (2013) examined factors
that could predict forgiveness, while previous research by Xie & Peng (2009) indicated that forgiveness was
one of the most important prerequisites for building trust after it had been lost (also see Gudlaugsson &
Eysteinsson, 2013). Results have shown that six factors explained almost 80% of the variance in forgiveness,
with the “belief that the bank will meet customers’ expectations” having the greatest weight (5 = 0.31).
Therefore, as Xie & Peng (2009) found, the key concepts in gaining forgiveness are  expectation
management, honesty, and respect.

Trust, loyalty and banks
Loyalty is an important marketing concept, especially when the goal is to build a strong brand (Helgesen &
Nesset, 2007; Zeithaml ez al., 2024; Zinkham, 2002). The importance lies in the fact that loyal customers

represent value and that it is usually cheaper to retain existing customers than to acquire new ones (Kotler
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et al., 2022; Zeithaml ¢t al., 2024). Loyalty can be defined in various ways, such as behaviorally (Keiningham
et al., 2008) or attitudinally (Boulding ez a/., 1993; Helgesen & Nesset, 2007). Behavioral loyalty focuses on
repeat purchases of a product or service, but the problem with this concept is that the reason for repeat
purchases may be that other options are unavailable (Ozimek, 2003; Reichheld, 2003). In other words,
customers are “stuck” in doing business with certain parties and are not truly loyal. Attitude-based loyalty
considers an individual’s willingness to recommend a product or service to others when asked how well or
pootly the person likes the brand and how likely or unlikely the person believes he or she will discontinue
or continue business in the future (see, for example, Akhgary ¢f a/., 2018). A common method to assess
attitude-based loyalty is the Net Promoter Score (NPS), introduced by Reichheld (2003), but this method
has been criticized by academics. For example, Hayes (1998, 2008, 2013) criticized the NPS based on
Reichhled’s (2003) argument that a single question can be a good measure of loyalty and growth.
Furthermore, Keiningham ez /. (2008) point out that the NPS is too simple for assessing the complex
relationship between loyalty and growth. However, the NPS is widely used in various organizations due to
its simplicity. Fungacova ez a/. (2019) argue that various demographic factors, such as gender, age, and
education, can explain variations in bank loyalty. This relates to behavior-based loyalty (i.e., whether people
switch banks). Research shows that mobility between service providers is lower than in contexts involving
tangible products (Zeithaml ef a/., 2024), and therefore, it is more useful to examine attitudinal loyalty than
behavioral loyalty in services (Haeys, 1998, 2008, 2013).

Research questions

This study examines how trust in banks has developed since 2006 and whether there is a connection between
trust and loyalty. The following research questions were posed: (i) How have the image attributes of trust
and corruption developed from 2006 to 2023?; (i)What is the relationship between trust and loyalty
(measured as the likelihood of switching banks in the next six months)?

Methodology

This chapter explains how the research was conducted and how the data was processed and presented in
the results section.

Preparation and implementation

The study is based on 16 online surveys conducted in the same manner in February and March each year.
The surveys were conducted annually from 2006 to 2019 and every other year thereafter. Data from 2021
and 2023 is also used in the study. The differences between the surveys were insignificant, but all of them
examined the images of the banks being assessed. The same basic attributes were used in all years. In 2021
and 2023, attitudes towards service quality were also measured, and the number of image attributes was
reduced. Respondents were also asked throughout the years how likely they were to change banks in the
next six months. This question was used as a measure of loyalty. Convenience sampling was employed in
all cases, with the data weighted based on the gender and age of the population.

Population, sample, and data analysis
The population in this study are bank customers in Iceland. Table 1 shows the total number of valid
responses from the sample.

TABLE 1 - The total number of valid responses

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2021 2023
Number of responses 661 916 512 572 541 533 800 564 368 889 611 816 821 521 480 640
Proportion of women 720% 690% 684% 716% 72,4% 692% 665% 633% 598% 606% 483% 469% 513% 695% 646% 57,5%
Proportionaf<30yearsold  63,7% 61,9% 559% 56,4% 50,1% 485% 492% 357% 569% 29,5% 23,6% 18,6% 256% 582% 233% 425%
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TABLE 2 - An example of how weighting factors were calculated

Population Sample Weighting factors
Male (1)  Female (2) Male (1) Female (2) Male (1) Female (2)
18-24 years old (1) 7,8% 7,4% 10,3% 26,7% 0,75 0,28
25-29 years old (2) 5,8% 5,5% 9,7% 17,0% 0,59 0,32
30-39 years old (3) 11,2% 10,3% 4,6% 17,5% 2,44 0,59
40-70 years old (4) 26,7% 25,4% 3,3% 10,8% 8,09 2,35

Table 1 shows that the number of valid responses varies years, between 368 and 916. The total number of
valid responses was 10,245. Table 1 also shows that in most cases, the sample was skewed compared to the
population in terms of age and gender. This was addressed by weighting the data based on gender and age,
assuming that the sample reflected the gender and age of the population aged 18—70 at the time of the
measurement (Statistics Iceland, ed.). Table 2 shows an example of how weighting factors were calculated
and used based on these assumptions for one year. The calculation is different for each year, as this ensures
that no single group (e.g., young women) skews the results based on the population’s attitude. In all cases,
weighted data was used in statistical processing as needed.

The results for the development of the image attributes trust (and corruption) from 2006-2023 are
highlighted based on the average score of each image attribute for the years in which the measurement was
taken. The relationship between trust and loyalty (based on how likely or unlikely a respondent thought they
were to switch banks in the next six months) was assessed based on responses on a 5-point scale, with 1
representing “very unlikely” and 5 indicating “very likely.” Specifically, we assessed the development of the
proportion of respondents who gave responses of 4 or 5.

Results

This chapter starts by outlining how trust and corruption developed. It then analyzes the relationship
between trust and loyalty. Figure 1 shows how perceived trust and corruption developed from 2006 to 2023.
The vertical line represents October 2008 and marks the economic collapse that occurred when the banks
went bankrupt.

October
2008

2,8

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2021 2023

—=—Trust == Corruption *- Social responsibility === NPS

FIGURE 1 - Development of trust from 2006 to 2023
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Rather or very likely e Trust

FIGURE 2 - Development trust and the proportion of non-loyal customers

Before the economic collapse, banks were associated with trust and had a weak connection to corruption.
In February 2009, the connection with trust weakened significantly and continued to do so in 2010 and
2011 before beginning to strengthen. In 2021, banks’ connection with trust was stronger than the
connection with corruption for the first time since the collapse. However, the numerical value was lower
than before the crash, and in 2023, trust in banks weakened again.

Figure 2 shows the development of trust and the proportion of non-loyal customers (i.e., those who believe
they are likely or very likely to change banks in the next six months). In 2006 and 2007, before the economic
collapse, 7.4-8.9% of respondents were non-loyal customers. In the same years, trust was measured as high
(5.8-6.3 on a 9-point scale).

In 2009, the year immediately following the collapse, the ratio of non-loyal customers rose to 14.8%, and
the average trust score dropped to 3.5. This trend essentially remained the same throughout the rest of the
study period. That is, as trust in banks weakened, the proportion of non-loyal customers increased, and vice
versa. Pearson correlation calculations show a strong (Pallant, 2020) and negative correlation (r = -0.67)
between trust and non-loyal bank customers.

Discussion and conclusions

This study sought to explain the development of the image attribute trust from 2006 to 2023 and explore
the relationship between trust and loyalty. Research shows that the relationship between these factors is
generally strong (Zeithaml ez al., 2024). The current findings show that before the economic collapse in
2008, banks enjoyed trust, while their connection to corruption was weak (see Figure 1). Immediately after
the collapse, trust in banks weakened and perceptions of corruption strengthened. Correlation calculations
show an almost perfect negative relationship between trust and corruption (r = -0.93). This is unsurprising
and corroborates the results of Toader ¢ a/ (2018). However, they examined the relationship in Eastern
European banks, whereas the present study examined this relationship in the Icelandic banking industry.

The results also show a strong negative relationship between trust and the likelihood of switching banks.
This finding is consistent with existing research (e.g., Albarq, 2023; Chai ¢ a/., 2015; Mosavi e al., 2012).
The results indicate that although relatively few people switch banks annually, many people do consider it,
suggesting that as it becomes easier to switch banks, people will become more likely to do so. The main
theoretical contribution of this study is that it demonstrates a strong negative relationship between trust and
perceptions of corruption among banking customers. The results also show a strong positive relationship
between trust and loyalty.
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