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ABSTRACT

The term ‘relationship marketing’ has grown to become a popular subject in
marketing literature for the last three decades. The literature indicates the significance
of maintaining long-term relationship with customers in ensuring the future of a
company. In Asian literature, discussion on relationship marketing has been gaining
popularity in recent years. Yet, research conducted on the subject; particularly in
Islamic financial institutions, is very limited. This research aims to address the
research gap on relationship marketing particularly in the context of the Islamic
insurance industry, or Takaful. The theoretical framework of this research; built based
on review of past literature, consists of four independent constructs of Islamic
relationship marketing (Islamic ethical behaviour, social, structural, and financial
bonds), three mediators of relationship quality (relationship satisfaction, trust, and
commitment), and customer retention as the sole dependent construct. The framework
is tested using primary data obtained from a survey of 755 Family Takaful customers
in the Klang Valley. Data gathered was analysed with two statistical analysis software
applications: SPSS and AMOS. Results obtained from measurement and structural
equation modelling indicate that there were four significant constructs underlined the
Islamic relationship marketing practice in Takaful industry namely Islamic ethical
behaviour, social, structural, and financial bonds. The practice of these constructs has
significantly influenced the retention of Family Takaful customer in future. In
addition, results of structural modelling also indicate that customers would remain
with the same agent and operator if they act in accordance with Islamic ethics and
provide good facilities to them. Furthermore, relationship quality; which is measured
by customer satisfaction, trust, and commitment, is regarded as an important factor
that strengthens the influence of Islamic relationship marketing practice in ensuring
future customer retention. Overall, findings of this research would be an important
reference material for market players in the Takaful industry in helping them to
strengthen relationship with their customers. Indeed, a strong relationship with
customers will contribute to the development of the Takaful industry in the future.
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CHAPTER ONE
INTRODUCTION

1.1 INTRODUCTION

This chapter presents an overview of the scope of this research. It consists of seven
sections. Following this first introductory section is a section that highlights the
background of this research, in which the objectives and importance of relationship
marketing in business entities are presented. This is followed by a section that clarifies
the research problem in the context of the Malaysian Takaful industry, particularly
from the marketing perspective. Next is the list of research questions and research
objectives, and the significance of this research to the industry and knowledge on
marketing studies. The chapter ends with a summary of the overall structure of this

research.

1.2 RESEARCH BACKGROUND

Relationship marketing (RM), according to previous and contemporary researchers, is
also known as ‘retention marketing’ and ‘zero defection’ (Reichheld & Sasser, 1990;
Crosby et al., 1990; Maznah & Mohd Noor, 2010; Gilaninia et al., 2011). In other
words, RM aims to minimize the lost of profitable customers by ensuring future
customer retention (Alrubaiee & Al-Nazer, 2010). Hence, a company’s future
profitability and performance could be maintained by adopting the RM approach
(Reichheld & Kenny, 1990; Ndubishi, 2007). The effectiveness of RM is advocated
not only by researchers but also by industry players. This is because, success and
survival in this current competitive market depends not only on sales of quality

products, but also by ensuring quality services are offered to customers. In addition, a



company needs to maintain long-term and beneficial relationships with its customers
(Alrubaiee & Al-Nazer, 2010).

In recent times, the ability to maintain good and quality relationships with
customers has become a competitive advantage for a company. Thus, it is necessary
for a company to practice strong RM in order to achieve customer retention
(Shammout, Zeidan, & Polonsky, 2006). In this context, a few marketing scholars
have suggested that retaining customers is much more profitable than acquiring new
ones (Reichheld & Kenny, 1990; Berry, 2007, and Boone & Kurtz, 2004).
Furthermore, it has been proven that a 5 percent increase in customer retention can
generate 80 percent of a company’s profit (Boone & Kurtz, 2004). Given this fact,
RM has been implemented in various markets including in consumer goods, services,
industries, as well as in the insurance market (Murphy et al., 2007).

The RM concept is also important in the context of the Islamic insurance or
Takaful industry as it promotes quality relationships among industry players, which
consist of both buyers and sellers/marketers. The insurance industry is an industry that
provides intangible services, complicated products, and long-term contracts. And
among the objectives of Takaful is it helps to strengthen relationship among members
of the society. This is consistent with the objectives of Islamic law or magasid al-
Shariah, which aims to promote a sense of brotherhood or strong relationships in a
society. From this perspective, RM is one of the most suitable marketing techniques to
be practiced in the industry.

There are however, a limited number of studies conducted in the Takaful
industry; which investigate RM as a practice parallel with Islamic norms. Therefore,
this research is conducted to address this limitation, and contribute towards greater

improvement in the industry. In addition, since this is a pioneering study on RM



practices in an Islamic industry, it is also the purpose of this research to build a
measurement tool for Islamic Relationship Marketing, and testing it in the context of
the Takaful industry.

As an Islamic insurance industry, its marketing practices must follow all the
tenets of Islam in every respect; from customer approach to follow-up services. In this
case, the Takaful agents are responsible to display good moral attitude and sincerity
while dealing with customers, and in building quality relationships with their
customers. Yet, it remains a question whether the agents have fulfilled their
responsibilities with genuine commitment. This marketing issue and its negative
implications toward the industry have been discussed and reported in various sources
including speeches by government agencies, and various researchers (Mohd Irwan,
2013; Mohamed, Syed Othman, and Kamaruddin, 2013; Ahmad Rizlan, 2013). Next

section provides details on these issues which become the research problem.

1.3 RESEARCH PROBLEM

Instead of successfully emerging as an alternative insurance product for Muslims in
Malaysia, the Takaful industry has failed to retain its existing customers, particularly
those under the Family Takaful Scheme. It is observed that the number of customers
who surrendered their Family Takaful Scheme has continued to increase since 2006.
In five years; between 2006 and 2010, the highest number was recorded in 2010 in
which approximately 139,021 customers surrendered their Family Takaful Scheme
(Bank Negara Malaysia, 2010). In addition, in a recent report by Milliman, it was
reported that the surrender rate of the Family Takaful Scheme continued to increase
till 2011. In proportion to total number of policies, 7.4 percent of its customers have

surrendered their policies (The Global Family Takaful Report, 2013). Much emphasis



was given to the Family Takaful scheme as it had recorded a compound annual growth
rate of 32 percent within a 5 year-period between 2007 and 2011 during which,
Malaysia dominated both regional and international markets for this type of Takaful
scheme (Ahmad Rizlan, 2013).

Apparently, the increase in the number of Family Takaful customers
surrendering their policies, has affected the slow rate of Takaful penetration in
Malaysia despite the strong support the industry has received from the Malaysian
government. Between 2005 and 2010, the Takaful penetration rate has increased by
only a small percentage, from 5.7 percent in 2005 to 13 percent in 2012 (Mohd Irwan,
2013). In arecent study by Mohamed, Syed Othman, and Kamaruddin (2013), where
twenty Takaful managers were interviewed, it was verified that the most influential
factors that influenced the low rate of Takaful penetration are distribution channels
(90 percent of the interviewees agreed), and marketing practices (85 percent of the
interviewees agreed).

Currently, the main distribution channels for the Takaful industry are the
agency force and BancaTakaful (Mohd Irwan, 2013; The World Family Takaful
Report, 2013). Agents are required to increase the number of customer propositions
through the use of proper marketing approaches. This is crucial in order to maintain
present customers and to increase the penetration rate of Takaful in the insurance
industry (The World Takaful Report, 2013). Unfortunately, despite the increase in the
number of Takaful agents from 44,222 in 2008 to 68,009 in 2012; which is an increase
of slightly more than fifty percent (54%), there is still a lot of the Malaysian market
that can be penetrated (Mohd Irwan, 2013). This indicates that there are factors that
must to be tackled by the agency force, as well as by other marketing channels, in

order to maintain and increase the number of customers.



Feedback received from six Takaful representatives’ suggests that the two
main factors that influence customers to surrender their policies are marketing
practices and attitude of Takaful agents. Basically, these agents are commission-
based agents whose goal is to sell Takaful products that offer them high commissions,
and in doing so, tend to neglect the needs of their customers. Some agents sell both
Takaful and conventional products simultaneously, and some of them tend to promote
conventional products by informing their customers that the Islamic products are
complex, unattractive, and expensive (Mohamad Shafige, 2013).

To conclude, looking back at the various marketing issues in the Takaful
industry, it is observed that there is lack of literature in this domain, particularly from
the Islamic marketing perspective (Mohamad Shafige, 2013). Therefore, this research
was conducted to address this gap in research by proposing a measure of Islamic
relationship marketing, and to examine its influence on customer retention. Details on
the questions addressed in this research and the objectives of this research are

presented in the following sections.

1.4 RESEARCH QUESTIONS

There are four questions pertaining to marketing practices in the Takaful industry
which this research attempts to answer. They are:
1.  What are the underlying dimensions of Islamic relationship marketing
practice in the Takaful industry?
2. What are the significant measurements of Islamic relationship marketing

that is suitable for the Takaful industry?

! Informal interviews were conducted with two representatives from Takaful Ikhlas, two representatives
from ING Takaful Ehsan, and one representative each from Great Eastern Takaful, and Syarikat
Takaful Malaysia Bhd.





