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ABSTRACT

Consumer preference has been a missing component in the development of Islamic
home financing products. The views of consumers on the existing and new Islamic
home financing products are generally overlooked by Islamic banks, although they are
one of the most important stakeholders of Islamic banks. This issue has been evidently
observed when Islamic home financing products are often criticized by the customers.
Exploring factors which can improve consumer preference will offer a new
understanding on customers’ preference for Islamic home financing. Drawing upon
the theory of planned behaviour (TPB), the innovation diffusion theory (IDT) and the
theory of interpersonal behaviour (TIB), this study proposes a model to examine
consumer preference for Islamic home financing as opposed to other types of
financing. The role of attitude and religious satisfaction as a mediator and a
moderator, respectively are also examined. The model is tested using survey data from
760 respondents who are the employees of public universities in Malaysia.
Universities are selected because they have a good mix of respondents both covering
professional and non-professional groups, reflecting the actual mix of bank customers
of Islamic banks. The data are later analyzed using Partial Least Squares (PLS) since
this method is appropriate when the model developed is complex and it is also used
for the purpose of theory development. This study finds that product range, financial
benefit, service quality, Islamic bankers’ knowledge and the perceived risk of Islamic
home financing are instrumental in determining consumer preference of Islamic home
financing. Moreover, maqgasid consumer index is a powerful predictor of consumer
preference of Islamic home financing. It is also reported that Islamic bankers’
knowledge, perceived risk of Islamic home financing and Islamicity of debt policy are
instrumental in determining consumers’ attitude. On the same note, consumer
religiosity is found to be a key predictor of attitude. Attitude and religious satisfaction
are evidently proven as significant mediator and moderator, respectively. In addition,
information search is instrumental in influencing the consumer affective factor
towards the Islamic home financing preference. The current study findings offer
valuable insights for managers of Islamic banks to plan Islamic home financing
offerings effectively. Findings of this study offer guidelines and benchmark which can
help bank managers to formulate new approaches to further improve consumer
preference of Islamic home financing products. The model of the current study
addresses the interrelationship between the variables, thereby providing a better
understanding of consumer preference. It provides fresh perspectives on the effects of
critical success factors and consumer factors on consumer preference. Similarly, new
perspectives are also found as these factors are also the determinants of consumers’
attitude, and thus add to the negligible literature on how different factors influence
consumers’ attitude. It also offers new perspectives on the role of religious satisfaction
as a moderator and the role of attitude as a mediator, often neglected in prior Islamic
home financing literature.
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CHAPTER ONE
INTRODUCTION

1.1 BACKGROUND OF THE STUDY

Malaysia has dominated the Islamic banking industry in Southeast Asia since 1983. It
houses a significant number of full-fledged Islamic banks including several foreign
banks, conventional banks, which have established Islamic subsidiaries and also
entities that are conducting foreign currency businesses (e.g. Haron & Shanmugam,
2001; Hassan, 2011). This indicates that Islamic banks in Malaysia are established on
three types of operations, namely, full-fledged Islamic banks, Islamic banking
subsidiaries and Islamic banking windows (e.g. Ahmad-Mokhtar, Abdullah &
Alhabshi, 2008).

Many successful Islamic banks in the Southeast Asian region are based in
Malaysia. Neighbouring countries like Brunei, Indonesia, Thailand and Philippines are
also inclined to tap the opportunities offered by the Islamic banking industry for the
benefit of their people (e.g. Amin, Muhammad, Lada, Amran & Abdul-Hamid, 2006).
These countries have designed their Islamic banking systems based on the Malaysian
Islamic banking system model (e.g. Venardos, 2006; Khan & Bhatti, 2008). The
reasons are two-fold. First, the Malaysian model is developed to capture both muslim
and non-muslim customers. In particular, non-muslims find Islamic banks secure,
religiously based and ethical in generating profits, thus they can benefit from the
services provided to them. Second, the Malaysian model has experienced tremendous
growth and receptiveness over the years.

Concerning growth, the market share for Islamic banking in Malaysia has

increased to 24.4 percent as witnessed at the end of August 2013, indicating an



improved acceptance of Islamic banking and full government support to strengthen
the dual banking system whereby Islamic banking is practiced in parallel with its
conventional system counterpart (TheStar, 2013). Given the fact of government
support, major Malaysian Islamic banks have taken initiatives to consider the Islamic
financing industry as a core business segment in that this segment is growing 50
percent faster than the conventional banking segment (e.g. The Borneo Post, 2013).

Table 1.1 depicts major Malaysian Islamic banks along with their total assets:

Table 1.1 Top 10 Malaysian Islamic Banks

Rank Bank Name Total Assets Million (US$) | Year
1. | Maybank Islamic Berhad 21,827 06/2011
2. | CIMB Islamic Bank Berhad 11,687 06/2011
3. | Bank Islam Malaysia Berhad 9,843 06/2011
4. | Public Islamic Bank Berhad 7,673 06/2011
5. | Amlislamic Bank Berhad 6,672 03/2011
6. | Bank Muamalat Malaysia Berhad 6,050 03/2011
7. | RHB Islamic Bank Berhad 4,252 06/2011
8. | Hong Leong Islamic Bank Berhad 3,077 06/2011
9. | Affin Islamic Bank Berhad 2,451 06/2011
10. | Alliance Islamic Bank Berhad 2,057 03/2011

Source. Bankscope (2013).

Generally, the Islamic banks offer a wide range of Islamic home financing
products, therefore the banks are sometimes termed Islamic mortgage providers.
Further, Islamic home financing products are available to both muslim and non-
muslim clients. One may be surprised to learn that Islamic banks are not only
established to cater to the financial needs of muslims, but also to cater to the financial
needs of non-muslims, as an alternative for them. Haron, Ahmad and Planisek (1994)
assert that muslims and non-muslims are customers of Islamic banks. Typically,

Islamic banking products target both muslim and non-muslim customers according to



values and principles of Shariah (Shariah Islamiyyah). According to Haron and
Shanmugam (2001), the central objective of Islamic banks is to provide banking
facilities and services in accordance with Islamic principles, rules and practices.

Thus, Islamic banks shall operate based on appropriate objectives to promote
fairness in banking transactions between bank and customer (e.g. Dusuki, 2008).
Chapra (2000) notes the importance of promoting a balance between individual and
social interest which helps in actualizing the maqgasid al-Shariah or what may be
referred to as the vision of Islam, two of the most important constituents of which are
socio-economic justice and the well-being of all Allah (S.W.T)’s creatures. Following
Chapra (2000), it can be argued that the objectives of Islamic banks should be based
on social welfare and commercial objectives in order to actualize the magasid al-
Shariah in Islamic banking. Dusuki (2008) asserts that the social welfare objective is
viewed as a very significant objective of Islamic banks. This includes the promotion
of Islamic values and Islamic social responsibilities toward their staff, clients and the
general public, thus generating a positive attitude in these stakeholders towards the
operations of Islamic banks.

In the global scenario, the Islamic banking system has received tremendous
support from non-muslim majority countries like Australia, the United Kingdom, and
the United States of America (e.g. Dar, 2002; Chiu, 2005; Khan & Bhatti, 2008).
From this point on therefore, although presently small, Islamic banking as a growing
industry is expected to grow rapidly in these countries. Concerning the global growth,
the Islamic banking sector is estimated to have more than US$ 250 billion in overall
assets, and is expected to grow 8 to 15 percent over the next five years. From small
beginnings in the mid-1970s, Islamic banks today offer a wide range of products such

as Shariah-compliant retail products, insurance, mortgages, investment instruments



and large-scale project financing (Euromoney, 2005). The current statistics indicate
that Iran, Saudi Arabia, Kuwait, UAE and Malaysia are leading Islamic banking
market share globally (Bankscope, 2013). Table 1.2 shows the ranking of globalized

Islamic banks according to their total assets:

Table 1.2 Top 10 World Islamic Banks

Total Assets
Rank Bank Name City Million (US$) | Year
1. Bank Melli Tehran 57,003 03/2009
2. Bank Mellat Tehran 55,795 03/2010
3. | Al Rajhi Banking & Investment Riyadh 49,291 06/2011
Corporation
4, Bank Saderat Iran Tehran 48,101 03/2010
5. Kuwait Finance House Safat 44,720 06/2011
6. | Bank Tejarat Tehran 38,107 03/2010
7. Parsian Bank Tehran 25,472 03/2011
8. Dubai Islamic Bank Dubai 24,544 12/2010
9. | Bank Sepah Tehran 22,274 03/2010
10. | Maybank Islamic Berhad Kuala Lumpur 21,827 06/2011

Source. Bankscope (2013).

The current study considers Islamic home financing as a scope of research.
The Islamic home financing facility has been viewed as one of the primary functions
of Islamic banks (Haron & Shanmugam, 2001). Given this fact, this study attempts to
empirically investigate consumer preference for Islamic home financing in selected
states in Malaysia. It has been argued that consumer behaviour is one of the pivotal
topics in the context of real estate preference and its financing types. This is
particularly supported by Mar-Iman (2006):

Behaviour is a systematic pattern of human actions in response to

internal interactions and external influences, particularly those in the

surrounding...The study of consumer behaviour in property marketing

gets the benefit from two main disciplinary areas of humanity, viz.,
psychology and sociology, p.135.




