CHAPTER 1

INTRODUCTION (’}T
=,

The banking sector serves as the backbone of any econo@ and can be

1.1 Introduction

bifurcated into two broad categories, i.e., conventional banki Islamic banking

(Fadoua & Brahim, 2020). Conventional banking is an est d ba'|king system all

over the world, while the development of Islamic bankingyis still in agly years.

N
Conventional banking stands as a strong competit@:lamic anking £ c{;‘ﬁadered

a newcomer (Novikov et al., 2020). Generallyvelie d’th e Isl‘%lgag(:banking

system applies to Muslims only; howetw syst@fw orks el‘f'a?ntly for both
Muslims and non-Muslims. Individw i
A
eélt of a long relationship

banking to Islamic banking find i %ult d@l\vga
% 0 e,

with the conventional bank ser rovideks and ited information about the Islamic

N K\

banking service providers. chhaltnge Islamic'banks are attracting considerable
attention globally, es% to th? c Qnﬁ&r/g]at are prescribing to shariah-
compliant product M, \ever,{@'g{ted research is found on customers’
switching deci b@m con il b&@g to Islamic banking.

[
éq ‘X2

This#mtroductory chapte shed(l_i)ght on the subject and purpose of the study. It
introd w;

N
wi ckground of the sﬂ.@v, followed by the challenges of Islamic banking in

NN
ifies, gn sﬁionsﬁresearch within the existing literature. It begins

% he research problem, the research objectives, the research questions as well as
0 cope. It articulates the potential contribution of the existing body of knowledge, the

practitioners, and regulators. It concludes with the organization of the thesis.



1.2 Background of study

The emergence of Islamic finance system has shifted the models of fi?ﬁul
services from the setup of conventional banking. Countries that have imp@d the
Islamic banking system are taking imperative benefits out of it an capture a
significant range of shares in the financial market across the globe. Tchs of these
Islamic Banks (IBs) are the Holy Quran and Shariah, which_prohibit charge or pay
interest, and forbid investment in speculation business %rr or prohibited

businesses, i.e., alcohol, gambling, and manufacturing®weapo S.Wmsion of

X
interest in conventional banking has been a barrier st Musli roln &Qing a
bank account and taking part in economictransvbp; Iq% i hor@ﬁ?).
The Holy Quran has set a clear juriséictiopon thi r,in m@x

&
he o@Satan has

_:\“Buying and
Allah 'has made buying
ho receives this

g in interest) may

0 judge him. As for

keep his previous gains i

those who revertto ii,%e?aret ofb. ire, and in it shall they

abide (aI-Baqa@- 81). ‘

Due to thi Mic @is we ed by the majority of the masses in

Muslim countmiich leads t tuglgr of Islamic finance. Products and services
of an IslanQﬁk are primarily revi and approved by a team of highly prestigious
4

and religi xperts in“the (orm\g’a committee comprising of Shariah scholars that
)

diseusses, reviews, identifies}nd approves the rules and regulations for the whole

@ banking system. For example, an Islamic Bank may purchase a house and then

QI it to the buyer at a fixed price, including a premium over and above the amount the

bank has paid, payable by the buyer in the form of installments with a maturity in 15 to

selling is but a kind of in
and selling lawful and i
admonition from his L£



30 years. This is an unlikely setup for the conventional bank that lends a specified
amount to the buyer on a certain interest rate and predefined time. Out of these wwe
former is permitted in the religion (Mawdudi, 2011). (’}
The Holy Quran also states, “Believers! Be afraid of Allah ﬁ&ve up all
outstanding interest if you do truly believe” (al-Bagarah, 278). The me of Islamic
banks is to establish a system of equitable distribution and 'Mn of wealth to
promote social justice, satisfy customers' needs in line Yia.h [ulings, provide

investment opportunities, and enable a vast majority o sses owantage of

@
Yw
ther epha tﬂe.@ﬁplier

: Is% ng a@s shared

h aHYwa has 3@'33; impact on
economic growth and capital providerwaesses. Th re @ﬁ Islamic banking

system is normative to comply Wi% guide!:|E\pr§$/i
li ? £ % .

banking services. Increased reach to the masses wi

effect, which will promote wealth creation an

propensity through its products and servicés, w

d(n\'the Holy Quran and

Shariah, and to promote the we

N
allcom nmesié?basis of Islamic banking
is laid upon the principle %hari[ﬁz;-tréq er through debt, prohibiting
social and economic e% n i

social values as wel rewardir ise (li g risk and reward), which will boost

shared-prosperiw &L , 20 %
e Yo

i
¢
ation of Is mfg (‘Q‘B?eration (OIC) was established in 1969 and

éth\i@standards, promoting moral and

* <

@
3
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NN
currentl% 7 memher fntriesygﬁe majority of which are Muslims. OIC is the

sec gest inter—governme\rt%'/ganization after the United Nations, responsible for
s% ding the voice of 1.5 billion Muslims. The members' countries belong to four
ontinents (Al-Qureshi, 2010). The Islamic Banks in OIC witnessed an increase in their

Qrket share over the years to about 40 percent in 2014-2015 (Sun et al., 2016). Islamic



banks are contributing to financial inclusion as well as providing avenues for the

diversification of banking services. Y'

Currently, Islamic banks have a limited size and representatlo(%kever,
countries have been experiencing an increasing trend over the years ‘E;wts predict

that the Islamic banking system will grow at a rate of 20 percent in?e next coming

years. The Islamic banks' system was first initiated in the village of Mit Ghamr in Egypt
Kons

—

in 1963. It now stands with more than 300 Islamic financial fpreading across

n-M sIWtries. The
‘X

assets base of these Islamic financial institutions ated at' clo oﬁ@llion

50 economies around the globe, including Muslim an

(Novikov et al., 2020). 4’ Y'
Over the past decades, the Islamlcf > ectm\has wn s@hﬂcant growth.

.
In 2017, Shariah-compliant assets rea@tal value of 2.44 tr|II|on USD from 200

S N L
billion USD in 2003. Currently, apprOX|mater 1400 Islamlc financial institutions are

Jd . ¥ N

operating across 80 countries. The global assets of Islamic banking reached 1.72 trillion

OaN NJ W

USD till 2017, and there are around 505 Islamlc bankl operating, including windows,

with a 6 percent share in tc total gIobaI bankln assets (Salaam Gateway, 2018).

Figure 1.1 mkes thiﬁw sets IsIamlc finance system trend from
the year 2012 t@,2019%The how: }\%’upward moment showing the growth of
global Isla %)mg se |Ifor(§aj over the period.
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1.2.1 Global Perspectives of Islamic Finance

The growth of Islamic banking is seen in different continents such as Afrvr
example, South Africa, Nigeria and Kenya have made considerable progre(s% mic
banking and finance growth. There is also a huge opportunity for Isla ks to set
up in the African continent due to the majority of the Muslim pomn and their
growing demands for banking services. In Nigeria, the econom sesses one full-

fledged Islamic bank and few Islamic banking windo 'in the country.

Kenya, on the other hand, has two full-fledged Shariah- lia Woperation.
®
_ . N N
In East Africa, the Government of Uganda approved inancial Bi 10 pave
the way for Islamic banking and finance. Si ou% Asi@ontinent,
Bangladesh and Indonesia have also shown potenti wth. Vzl~adesh is the

third-largest Muslim country globally; &andustry oub@ﬁ] size in the past

four years. The country has seven s%one Islami ‘ks @6 conventional banks

N
with Islamic banking windowy%sia has th erldé;best Muslim population,

with 12.7 percent of the wo 'sﬁﬂslinr y% a vision for Islamic banks to

hold at least 15 percer‘% arke‘t‘ y 2 1‘3' lNt»@heless, European countries such
&

as the United K%(UK{Z? any show heightened activities in the

banking industry{ ar 'an Zelééﬁks currently offering Islamic financial
¢

products an&%es in/the U Sﬂm@? Germany has also introduced its first full-

NN
fledged dslamie bank”i yfurtw&ier the name KT Bank AG (Islamic Financial

Ser@oard, 2017). \L}’Y-

\The emergence of Islamic finance has stirred up and created a new dimensional
a

Q to economic growth. Iran has the largest global Islamic banking assets with
4.4%, Saudi Arabia with 20.4%, United Arab Emirates with 9.3%, Malaysia with

9.1%, Kuwait with 6%, and Qatar with 6%, while most of the Asian countries reported

6



a growth rate between 10% to 20%. In contrast, the Gulf Cooperation Council (GCC)
economies are feeling the strain from the persistently low oil prices. Islamic twﬂvg
growth is recorded below 4 percent (Islamic Financial Services Board, 20@%
Regardless of the high growth of Islamic banking over the paAyears the
industry still faces considerable challenges, such as lack of human capital, a dearth of
products and services, and other significant services like nal banks. The
industry also faces a shortage of qualified bankers and cE:al who are well-

versed in Islamic banking laws as well as contemporary®cono icWance. The
®

standardization and harmonization of Shariah laws ar

Yw
idered|as anothgr &Iﬁ%renge.
c% ic%%. Due to

durv?, thescusto perceive the

Islamic banking system as comple\%red to enti@‘ banking. More

unification and consolidation are r d to stre\the. t I,aﬁ?mc banking industry.
Another challenge is the Iack waﬂeness nd QQ dge of Islamic banking,
and people still find difficul 'n unders wﬁi@d procedures used in Islamic
banking (Igbal & Lle U“' 0’

&
O
AN F

There are differences in opinions and interpretati

the lack of standardized laws, policies, a

:T

-

1.3 Banking S m NS
| g l ¢ R (n(J
The foundgtlon of Islaml b nkln is based on Shariah, and the basic source of
s.

Shariah is the Holy Qulr'an AII the jurists and Islamic law interpreters consensually

followed this foundation, of which the Shariah strictly prohibits riba and that is the main
—— \I

pillar of Islamic banking (Hassan et al., 2020). The Government of Oman has attempted

\t%diversify its economy from the oil sector to the non-oil sector. In response to Oman's

\9”‘ (five years) development plan, several industry segments are expected to experience

accelerated growth during this period (Al Rahbi, 2017). The imperative industry

7



segments include healthcare, education, residential housing, retail, and banking and

financial sector. The Sultanate of Oman has successfully implemented various

AN
initiatives to enrich Oman with modern infrastructure, diminishing reliance on
petroleum revenues, and developing better employment opportunities for its people.

h

This revolutionary framework is known as "Oman Vision 2020," with a detailed road

map to achieve the objectives through several programs (Saxena & Al-Tamimi, 2017).

A
The Omani Cabinet announced the decision of permitt‘ipg the opening of the
) V-
Islamic banking local window in Omani banks. In 2012, the Central Bank of Oman
« * X

(CBO) established the Islamic Banking Regulatory Framework (IB.,R'F) to _quertake

Islamic banking activities by setting up full-fledged Islamic banks or Islamlc banking
\\v A V"'

windows of the conventional banks. The purpose of IBRF is to define the role of

U Y
financial institutions in the market. IBRF covers almost all areas of the regulatory

. o oa o

requirements, from providing Iice‘g_gig: to rules and guidglines, which are the
il SN
application for the full-fledged Islamic banks and the windovys. Itis supervised by CBO

N O NJ W

and Shariah governance to ensure that the Islamic banking operations in Oman are

» V. 1 v =<

Shariah-compliant (Central Bank of Oman, 2019). All the listed banks have announced

‘.TIJ"Q/

their involvement and interest in settlng up Islamic windows. Further, two full-fledged

-~ 2.
Islamic banks are established to operate solely.

N e D

Oman is also a member of OIC and has witnessed a growth of Islamic Banks

LD | )) &

(IBs), despite being recent entrants in the banking sector with a substantial amount as a

N e
total customer deposit with IBs\ A considerable increase was registered and witnessed

through IBs’ windows, i.e., from 0.4 billion OMR at the end of September 2014 to 1.3
\%Iion OMR in September 2015 (approximately one-year progress). Collectively
\speaking, the total assets of IBs and their windows amounted to 2 billion OMR at the

end of September 2015. Total assets base banking system constituted a 6.5% growth

8



(Central Bank of Oman, 2017a), followed by 11.6%, and reached the height of 3.6

billion OMR with IBs total asset of 2.7 billion OMR by the end of June 2017 (C{nral
Bank of Oman, 2017b). \
\

The Central Bank of Oman was established in 1974 and startgd its full

h
operations actively beginning April 1, 1975. The bank initiated its op‘erations with a
a
capital base of 1 million OMR, which reached 500 million OMR in 2014 (The Business

A
Year, 2014). The Central Bank of Oman is responsible for supervising, circulating,

i y
issuing, and maintaining the external and internal value of the currency (i.e., Omani Rial

v o Rk,
o _ _ ' _ ® N

or OMR), regulating its banking sector and investment compamei. Tr.lij_s, the _r_o\le of the

Central Bank of Oman is that of a single integrated regulatory éutvhority for é;lqi-éning the

o N N e
overall financial services of the Oman bankmg industry, which encorr&ass specialized
C‘ .

¢,
banks, leasing companies, money exchange houses, and conventional banks (Central

o/
Bank of Oman, 2017a). Figure 1.3 %bes the hm%:he,@amic Banks in Oman.
? @ 2 QC}
~ \j A
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\ Source: Bhandari (2014)
§ Figure 1.3: Oman Banking Landscape: Post-Islamic Banks Advent




According to Figure 1.3, the Central Bank of Oman is comprised of three main

categories, including conventional, Islamic, and specialized banks, out o

conventional banks are further bifurcated into local and foreign banks, v@amlc

banks are divided into full-fledged banks and Islamic bank windows.

Oman is the new entrant in the Islamic banking and ceind ry, established

1.4 Oman’s Islamic Banking Industry

on December 6, 2012, in which a Royal Decree was issue Wr bankmg
w 2000, |'|o.&‘%‘1974
ts_weTen ded@(')ugh Six
icle eh the gé?e(al provisions

law of Oman, which includes 120 articles. In Banki
under the ‘Islamic banking’ section, new a

additional articles, i.e., 121, 122, and 123. T

related to the legal framework, ad d superw i m@?‘usms of Islamic

banking. The Board of Governors %Centra $ 'h‘ls required to set the
E?! \

regulations and guidelines for d a&lons e f ed by Islamic banks in

&
Oman. The Central Bank o as Lh utherity @ue the license of full-fledged

Islamic banks and Isl dows th eils@ conventional banks. Similarly,

articles 124 and 1&cuss thei %ﬁ.as of Islamic banks, which should not

violate the prov on ofrlsla ah ru . On the other hand, article 26 regulates

i
the basis f I 's S er isign Jf I@ ic banking (Supreme Council of Planning,

NN
2016). <Q toty
L 9
&e Islamic Banking R@rﬁlatory Framework issued by the Central Bank of

rves as a guide to regulate Oman's emerging Islamic finance and banking

Q try. The Central Bank of Oman, in December 2012, established ‘The High Shariah
up

ervisory Authority (HSSA)’ to provide opinion and advice to the Central Bank of

Oman to regulate and legitimate aspects of Islamic banking. The HSSA also expresses

10



opinions on the transactions conducted between the Central Bank of Oman and other
licensed banks operating in Oman. The HSSA is a completely independent auth?‘!o
issue decisions that fall under its competence and jurisdiction, and @ariah
Supervisory Committees are bound to accept the decision of the HS%e HSSA
commenced its operation at the beginning of the year 2015. A teanyof bankers was
formed to oversee and monitor Oman's Islamic finance and b nMotor. Similar to
the arrangements made by other Islamic countries, such as X,.M rocco, Nigeria,
and Malaysia, Oman has also established a centralized Shasiah bo thal of five

@
itutions  dir y.IT.IL@YS'SA

en% al B@)rof Oman
itiona,$§~ windows of

ina@%‘ Services Board,
2018). (,) >\ET 5\
vided in

The banking system of di

members to oversee and monitor Islamic banking

convened for the first time in the year 2015.
has issued licenses to two full fledge Isla

Islamic banks operated through conventional banks (Islami

Table 1.1. The first sector i m ed[

The second sector con e foreign b I?'opsaing in Oman, where branches of

different foreign b have (ip eir o&égin Oman. Lastly, the third sector
encompasses a gpecialized \(ﬁat co r&fh’s only two specialized banks. Like all
other countri g,%)ban g‘e r O'f %%R is controlled by the Central Bank of Oman,
which al§o regulates jh ftes, i&nce of bonds, and notes in the country. In 2015,
the mﬁ\ed total assets of Omani’banks reached the amount of 73 billion USD, which
IS \wallest in the GCCs. The first Islamic bank began its operations in January 2013,

ndvby the end of the year, the assets of Islamic banking reached 3.5% of the total

anking assets of the country, which was recorded as remarkable. By the mid of 2014,

Shariah-compliant banking assets were estimated at 4.4%, with a total value of $2.78

11



billion (1.07 billion OMR). According to ICD-Thomson Reuters Islamic Finance
Development Indicator, Oman’s Islamic finance industry is ranked third globall

stands after Malaysia and Bahrain. The Islamic finance industry in On@w
growth momentum in terms of an increase in both deposits and fmﬂ& Thus, the
Islamic banking sector experiences consistency due to the growth Wmic finance
that is supported by Islamic windows operating through a stro%:wentional bank in

the Sultanate. In June 2014, the net revenue generated i mll: finance sector

realized a remarkable growth, which was 16.6 billion 7% Year-
| ]
Over-Year (YOY) from 6.7 billion OMR in June the us year. I .\0}

Table 1.1: Banklr%;r in

£,
Licens \"
S. Local Islamic Banki ig&b ks Specialized
No. Commercial Wlndows Islamic A banks
banks ﬁ N
1. Bank Muscat Meethaq Bank'Niz @.‘Melll Iran Oman
Bankln <</ Housing
A Bank
2. Bank Dhofar Mals mic FAlizz¥slamic ,% ank of Baroda Oman
nkm ervices nk Q. Development
ofar)'o > % Bank
3. National Mu ‘Ts\ b Bank Saderat Iran
Bank of
Oman

Habib Bank Ltd.
National Bank of Abu

Dhabi
Standard Chartered

Bankin @Pﬂi Bank
Bargk}
\HSBC Bank State Bank of India
% Oman
: Y Bank of Beirut

Qatar National Bank

Source: Islamic Finance News (2018)



By the end of the year 2013, there were 32 branches of Islamic banks in Oman,
with total finance activities used by Islamic banks expanded to 433.9 million Ow
total deposits calculated at 171.9 million OMR. The other capital and reserves increased
up to 328.1 million OMR at the year ending (Oxford Business Group, Zﬂ&astly, the
dual banking system was introduced in Oman in 2011. As such, thereWo full fledge

Islamic banks and six Islamic banking windows. V

Figure 1.4 indicates the bifurcation of Islamic Ban eztingr'n Oman.

®
Islamic Banks in Oman _\
|1
| T | d \,/Y~
Full Fledged Islamic bank Islamic Bank Window r
~
. Y
Bank Nizwa Meethaq
i NS
AL Izz IslamicBank Muzn
NJB YA
Yv Al Hilal
Co 3 N
\ \ C Al Maisarah
R 7 F
N
\ 5 ! (_I Yusr
(f) ? 91
N ¥
b 4

Table 1.2 provides further details of these Islamic banks in terms of their names

0anol dates of establishment.
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Table 1.2: Names of Banks and Date of Establishment in Oman

Names of Banks Date of Establishment Y'
Nizwa 2012

Sohar 2013 \
Meethaq 2013 ,

Al Yusr 2013

Al Hilal 2013

Al Maisarah 2013

Al Muzn 2013

Alizz 2013

Source: Central Bank of Oman (CBO) ?
Table 1.3: Banking Indicatorg.in O§an \d’
9 N4

Year

Conventional

Banks

Islamic

Banks

2013 2014 % 120
No. of 493 469 6

8 &
Branches
ATMs 1071 3 z Mg 11090 1288
No. of 32 J‘;&/ 7 76
Branches % &
ATMs 29 \‘ . 79

16%

Nizwa

Market Share

35%

13% 13%

9%
4% 5% I I 4% I
| B L
Sohar Meethag Al Yusr Al Hilal Al Al Muzn Al lzz
Maisarah
Bank Names
m Credit Share Deposit Share

Source: Karmani & Zia (2017)

Figure 1.5: Oman Islamic Banking 2017
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Operating Income Operating Profit

§ 2 g P
= = 10 g
” ; .l
' T
10 (5)
(10)
5 il M R
. || & ™ ol l. l - ‘«‘53 & & 9\ \0& o *_\‘\
BKMB- NBO- BKDB- ABOB-Al BKSB- BKNZ  BKIZ e o T
Meethag Muzn  Maisarah  Hilal  Sohar .x & %0\3 ‘0\\“\

o
Q )
Islamic ,Q& Q‘%Q A

M2013 W2014 W2015 M2016
m2013 w2014 m2015 W2016

Operating Pofit Margin, FY16 Return on Equity, FY16
BKIZ  — BKIZ =
BKNZ | BKNZ
NBO -Muzn - NBO -Muzn =
BKSB -Sohar Islamic () BKSB -Sohar Islamic i
BKDB -Maisarah (i— BKDB -Maisarah ]
BKMB -Meethaq I BKMB -Meethaq o s
ABOB -Al Hilal ] ABOB -Al Hilal ———
-50% 0% 50% 100% -10.0% -5.0% 0.0% 5.0% 10.0% 15.0%

Source: Company Financials, U Capital Research

g S P\' S/@%: Karmani & Zia (2017)
Figure 1.6:& il

ol “ &

ity 1 anic Barks’/in Oman

X |7

The above indicators.of Islami€ sh

profitable and eﬁ@)m a‘ed
NS
Oman has gicman ate to %ﬂ cqggeﬁtional bank operating in Oman to open

exclusive Q\ﬁ banking bra heé\ rrently, all the Islamic banks' windows are

:
utilizijwupport S vic@'s @perate from conventional banks. These support

ser&% clude human resou?bes, workplace, utility services, and IT services. Full-

D,

hat Islamic bank windows are more

&

—

0 uII-fI@ Islamic banks. The Central Bank of

Islamic banks are required to spend a huge amount in the first few years of their

Qwation to develop their infrastructure as well as to train their human resource. Islamic

banks’ windows operating through conventional banks are taking advantage of various

15



services of conventional banks such as ATM, CDM, online banking, and mobile
banking. For example, a customer of Meethaq Bank can easily avail of the fm
offered by Bank Muscat to its customer. In contrast, Bank Nizwa (an I(mjs ank)
needs to start from scratch to provide all these services to its customer#&efcre, the
services and facilities offered by the conventional bank become an“attraction to the

customers, and sometimes customers prefer the banks offerlgewded services or

.

Table 1.4: Deposits of Islamic Banks and ‘C@lnal Banks in mpn.b

. .- Conventional
Date Islamic OMR Million OMR Million

31-Dec-13 43 A\ e %915
31-Dec-14 1%8 0\

57

31-Dec-15 4'48378
31-Dec-16 % 019727
31-Dec-17 271

21-Apr-2021 00

]

N DASE
S.N'&

c‘)‘
Total Deposits in Millions OMR

better infrastructure like ATM and CDM (Karmani & Zia,

~

25000
19727 20107 20,800
18378
20000 16957
15196
15000
10000
4100
o 1764 2398 2712
435 1038

31-Dec-13 = 31-Dec-14  31-Dec-15 31-Dec-16 @ 31-Dec-17 @ 21-Apr-21

M Islamic Banks 435 1038 1764 2398 2712 4100
Conventional Bank 15196 16957 18378 19727 20107 20,800
M Islamic Banks Conventional Bank

Sources: Mohammed & Alam (2020), Times of Oman (2021)

Figure 1.7: Financing of Islamic Banks and Conventional Banks in Oman
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1.4.1 Islamic Banking Retail Products in Oman

This section details the Islamic banking products and services offeredvm
banks in Oman. The Omani market has opened up to Islamic or non- |nt amlc
banking. Islamic financial system is concerned with fairness and ed&&mong all
parties in agreement (i.e., bank and the employee). Islamic banks funtw ally believe
that any transaction based on interest is inherently unfair and eing the lenders
returns without any guarantees for the borrower is not eq &I':e ’slamic banking
principle is based upon the risk-sharing between the b nd t ewt with the
obligation to profit and loss sharing. Further, there ar jous Islamic fi aﬁcg\éavc'epts
nershi{), bah@ast plus),
and ljarah (leasing), in which Islamic fw insti \hav@great deal of

creativity, capability, and choice of W)nancial progducts @‘foer them to the

customers of Islamic banking. Ado(%"y, Isla i g;{e\s a high standard for

investment, promotes greater%labllﬁ/ and miti 2?:'3\ of potential risks to
strengthen the need for tra %ﬁs to upported g ue trade or business-related
activities. %[?. I;j

rod

£

Table 1.5 s N&he r@m p $mhat Islamic banks in Oman offer.
&

such as Mudarabah (profit sharing), Musharak




Table 1.5: Retail Banking Products in Oman

Retail Finance Products Islamic banks offering in Oman
Names of Products
Banks
redi

Accounts Car Home Personal ards
Finance Finance Financing

Nizwa Current, saving, Murabaha ljarah/ ljarah/ ‘ DM
NO

Modaraba Murabaha Murabaha
investment

Sohar Current, saving, ND ND ND
term deposit
account

Meethag  Current, saving, Murabaha DM l Ujrah

fixed deposit
account |
Al Yusr Current, saving, Murabaha DM NW NQ\

fixed deposit /ljarah l _{')
account

Al Hilal Current, saving, Murabaha ND
term deposit /IBM/DM ? \ Y\J
account q\ N
Al current, saving,
Maisarah Ameen
investment

Account

Al Muzn u c)
S R

' onversion §

Alizz Current, saving %urabaht af,aho‘? Service Murabaha
ljarah
D, f &

~ /Murabaha
*NO - Product Not O % \
** ND - Product offeted on the Banl’s Website/pressybut underlying Shariah contract Not Disclosed
*** NWA - No websit ilabl A
DM - Diminishi khflra ] (_/
IMB - ljarah iaBi Tamlik o< # &
Source: K L& Zia (’017 \(J
& v s
1.4.Arah \c'},
\?n ljarah is a lease contract in which an object or service is leased by
ferring the usufruct (manfaa) for the use of the object or the service to a person
customer) for rent consideration. The rental consideration amount must be a fixed

value, either paid by lump sum or through installments. It is also essential that the term

74
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of the lease must be clearly determined and mutually agreed upon by both parties. The

rent may increase or decrease during the lease period as far as parties are awarw

the amount is specified and contractually fixed at the start of the agreemera}essor

is entitled to collect its rent as long as the lease agreement is enjoying’Agufruct of
the leased asset as specified in the agreement, but not after the lease has'eeen terminated.

However, the structural maintenance of the asset and correlati Mions remain the

responsibility of the lessor as specified in the lease a t, brt not after the

termination of the lease. The ljarah process, such as fo icles) is th for the
"X

property and the equipment. ' .\‘-}

4 X
A" ol

Market Share of ljarah

35%

30% 29%

25% 23%

0
20% 16%

15%
10% 8% 9%

11%
506 4%

0%
Nizwa Sohar Meethag Al Hilal Al Maisarah Al Muzn Al lzz

Names of Banks

-_ ' =4
%) I ‘) \(J Source: Karmani & Zia (2017)
% ’ ol §\| jarah Share FY 2016

>4

'~ X

Figure 1.8 indicates the ljarah product share owned by the different Islamic

Onizs in Oman.

19



1.4.1.2 Murabaha

Murabaha financing is the most popular Islamic finance concept used?'ﬂe
majority of Islamic banks in Oman. Murabaha is an Islamic finance mode @bank
institution funds the needed purchase, then buys it before selling it at it to a third
party. Murabaha is also termed as corporate asset support or costéplus financing.
Murabaha Islamic finance does not include a profit. The guiding“philosophy of the
concept is to offer the needed service, good, or commer L‘X.( an, 2019, p.5).
Under this arrangement, the Islamic bank buys goods f the nw‘and sells
ers their ¢ aﬂd.@‘w;rk-
d Imdr I (SQYQpproved
rg 'nan\197),®3n~itted higher

prices of Murahaba sale as a normal praetice :'Dtrade (Sa ah, » Vogel & Hayes,

1998). >\T /:\
N
As a mode of interest-fr%c' ’}\/I a h&en adopted by almost all
the Islamic banks in Oman }Her I,I

finance the purchase o% estat(ia

The mechanism be the prcic

them to the client on an installment basis at a price th

up. Early Islamic jurists such as Imam Malik

Murabaha sales. Later on, Sarakhsi (109¥)an

ons ;f g@s raw materials, and machinery.

en ﬁwone buys something or owns it and

then re-sell it Ta\a igher t of &)&rﬁh he/she may collect the payment by
. ‘ e
installment ough a lum (M((I.SJS ron et al., 2015).
NN
urabahat mus&ssess full ownership of the property or object.

At t&me of sale, the object r@ﬁe in constructive possession, which means the seller

h med all liabilities and obligations of the ownership and the possession
Q illen, 2012). In the case of Murabaha, the property or object is registered under
e customer's name at the beginning of the contract. The title and ownership of the
property are in the purchaser's name from the time of the initial transfer of possession
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to pursue the Murabaha agreement. This transaction usually includes the buyer, seller,
and bank. The buyer identifies the property and negotiates the contract with th

but does not execute the contract. Rather, he goes to the bank for financi@n the
bank’s approval of the property purchase contract or any other object, t executes

the contract and purchase the pursuant to that contract for the“purchase price.

Subsequently, the bank sells the property back to the DUFCQESGN the Murabaha

agreement initiated between the two. The purchaser p th finrnce amount in

installment as outlined in the Murabaha agreement (Hassaq.et al. ZW
®

B O

40%

35%
35%

30%

25%
21%

20%

15%
15% 13%

12%
10%
5% 3%
1%
0%
Nizwa Sohar Meethag Al Hilal Al Maisarah Al Muzn Al lzz
Names of Banks

-_ & -
Q') ‘) .&J Source: Karmani & Zia (2017)
9: I\/ﬂr a,ﬂ\/larl@. hare by Islamic Banks of Oman FY 2016
N
S
1.?\Ausharakah
N

Language-wise, Musharakah means sharing, which connotation is different in
e business context, as Musharakah refers to a joint enterprise where parties involved

in an agreement share both loss and profit of the enterprise (Igbal & Khan, 2005). The
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financial instrument of Musharakah plays a very important role in the Islamic banking
and finance industry in contemporary society since it offers a significant altern?m
the industry. The principle of Musharakah states that the parties involved@'s ting
capital in a business enterprise share the profits as well as loss pro tely with
respect to the invested capital (EI-Gamal, 2006). In Oman, Meetmank) offers
diminishing Musharakah on house financing. Practically, the@of Musharakah

In the diminishing Musharakah structure, the h uyer, id‘e\&Liga property
®

Yv
ase of ho grfee.rfg with

ret% nk f{&i'nancing,

pon a@‘pzt-ance of the
ente@%o a Musharakah

works, as explained here.

to be purchased followed by the negotiations for the

the seller, i.e., the third party. Then, the homebu

and the bank must accept the home pur

agreement by the bank, the bank an@nebuyer

agreement and form a partnership t&suire the%pe?y. I;n'{\h/lusharakah property
)7 N

covers various aspects of prop% oq:é?

chase, suckras pr

financing. It provides for the purchase Jf ¢ bank’s S%st in the Musharakah by the

homebuyer over time. ital contrib on'o@ homebuyer to the Musharakah
’ 4 ¢ &
t, a

will be considered we dov./ nt, g.w receives its equity interest in the
Musharakah (hi %)&he b '
'\ i
e

i (__R]
y as financ g.ﬁ'h@ e bank leases the property right, title, and

s the remaining amount of the purchase

price of the
\
interest%%ropeﬂy ?home'&yer. Figure 1.10 exhibits the Islamic bank-wise
L 9

MuQah share in the banl@iﬁdustry of Oman for the year 2016.

N
S
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Figure 1.10: MusharaIiE arket S

1.5 Sultanate Business Environm%d Islﬁa& éﬁ)ortunities

@

Oman's economic gro@ect are pr i%in%ﬂ;tac?ke into account the pace
of economic diversificatio ned! domest degq%, the increasing role of the
private sector, and %} ernme J&e‘(y ned expenditure as well as

accommodative n;@ I bank known to operate in one of the best-
regulated framw{ks m

result of comprehensive a

b,l|f C@%raﬁon Council (GCC) countries. As a
a(e_/regulations, Omani banks are significantly
==

contribw he qﬂa ioasse‘t?_ nd capital adequacy as compared to other GCC

couﬁAln addition to that,\ﬂ%/ geographical location of Oman also supports and

en?&ges the trade and commerce activities at the western shore of the Gulf of Oman,
hich

links to the Arabian Sea to the Strait Hormuz (Salim & Al Ani, 2015). Therefore,
man stands as a crucial and significant transit point of crude oil globally. Due to its
significant position, Oman is successful in attracting foreign expatriates from across the
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globe, resulting in a population of foreign workers as high as 44%. The native
population of Oman is composed of relatively young people in the age range of 4
years, constituting 42% of the total population. This young generatior@)utes
considerably to the growth of the Islamic finance system. Speaking alﬁ&e trade of
Oman, the exchange rate of Omani Rial is very strong, which is mo&z?ndouble that
of USD: 1 OMR is about 2.6 USD (Islamic Financial Serv'ﬁ.\;ﬂérd, 2018). This

Oman stands as one of the high-income count havi gWof 79,279
®

it, and Sa A{a@ong

indicates the stability of the Omani economy.

million USD in 2018, which is ranked 4" after UAE,

riva@ttor organization

u@y's economy, and this

N
stands out to be a key to Islami%deve?opm tin th&méaani Sultanate (Manzoor,
2013). For example, to en biandr eign@t investment in the country,

the government has o% eign}:
Omani Governme Iso ciii} [
development i% iva orgarizations, which included tax incentives,

¢ ! C..)

subsidized !Ei%)imin trati beﬁeﬁtj and land in industrial and free-trade zones.

NN
ote dn ? diva&ication other than its oil industry, the Omani

«

nt offers administra@ﬁenefits to support the development of the industrial

Gov,

S X‘\s a result of all this and special policies to address the private sector business
G s, it is considered easy to start a business in Oman as compared to in other GCC
ountries. Thus, Oman has been ranked 4™ in terms of starting a business after Bahrain,

Saudi Arabia, and UAE. Besides, Oman stands 5" among the top ten most developed
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Islamic countries, with Malaysia ranked on the top position, though Oman experiences
a marginal decrease in employment which is 58 percent of employment to pogvﬂn
ratio. In Oman, the majority of the employment population is mal@nam,
comprising 82 percent of the adult male population (Salim & Al Ani,

From an economic perspective, the Sultanate of Oman witnesséd considerable
growth in the field of economic diversification, a large expe de governmental
plan, the increased role of the private sector in th nx: development,
accommodative monetary policy, and demand for a susStained d mw‘rket. The
World Bank has reviewed the performance of Om d projecte hat @Thad
shown a real GDP growth at 4.9% in the year 2 ch % in théyéar 2015.

X

Further, among the GCC countries, Omani,lslamic lm‘nks e con@'ared the best-

y m@@ed the quality of

assets and maintained high capital a@scy com E\tgot e)‘KC}E:C peer countries (Al
ﬁv N

Maha Financial Services, 2014)% " Qc:)

regulated framework in the Islamic b that' have pru

7]

Oman is gradually u

&
ing its ,c om goa@aking different initiatives to
attract foreign capital ives. Forfexa pIe‘, S@n is offering subsidized loans,
’ 4 $ &
declaring itself as e trade ‘z \pt motgland initiatives in the industrial area,
giving incentivqéprov' I er b@‘fs in the form of devising a supporting
¢

i
administratiﬁ%gy. he e!’ofeéﬁgns taken by the Omani Government support
\
hichﬁ

differer%

eco contributions beIOt@f to the oil and gas sector and joint ventures by

b%th them to hire Omani labor who will support organizations to have better deals.
h

ese initiatives are conducive to start a business and provide an opportunity for the

y se clude industrial sector organizations having high

cals as well as foreigners to take advantage of this supportive business environment.
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Simultaneously, the initiatives have also helped in decreasing the unemployment rate
from 8.7% in 2000 to 8.1% in 2012 (World Bank, 2013). T

Ernst and Young (2014) acknowledge the underlying opportunity @ that
is supported by the government in the form of incentives, attitudes, system.
Financial reports, requirements in audits, regulatory constraints, Y’lefs help in

establishing the Islamic banking system in Oman. This is due_to th orrect monetary

policy, rules, and regulations devised by the Central Bank , Which is passed to

BO vwhe overall
@

. X

i banks coptrg @man

conventional, Islamic, and foreign banks and their branc

banks and financial institutions where specialized

development bank and the other two housin a.Qkny Oman
permitted Islamic Bank services in the year this t mto a mega-

success by the Oman business enwrowf):

banks in Oman, conventional bank opened %ln r;(\by opening an Islamic
N

window. The central market |s 91e m nqpr%ié?)r of Islamic insurance
Takaful. Once the regulatio plale, anleswnlbe operated under
upp t(é &AI -Tamimi, 2017).

Oman with an Islamic % yste

1.6 Research P &5 &

The major}ty of the Omanl populatlon is youthful Muslims who are strongly
NS
rooted in faith (World Bank, 2011), while Oman remains the last country among GCC
' V4 R o
that introduces Islamic banking. Neighboring Gulf states ramped up Islamic finance
-~ ~

services and by the year 2007, GCC had more than 20 Islamic banks. Oman stood out
\b*yrefusing to participate in the industry. The then-executive president of Central Bank
\of Oman, Mr. Hamood Sangour Al-Zadjali (2007) stated that “banks should be

universal. We will not allow specific banks”. Sultanate of Oman was the only state in
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GCC countries that did not permit Shariah-compliant banking activities at that time

(Meed, 2007, p.1).
~ z

According to Stephen de Stadler, the director of Middle East, Sub-Saharan

Africa business management for an American credit rating company named Fitch
h
Rating, “obviously, entities looking in Islamic investment will not look at Islamic
o Y

banks.” He further said that the total regional demand for Islamic banking is still quite

A
small compared to conventional banks. Furthermore, he stated that the're IS no pressure
i y
from retail banking customers in the Sultanate of Oman for Islamic banking (Meed,

2007, p.1). Lb I ?3 [ _\rp\v

Hamood Al Zadjali said to the Times of Oman that until 2011, none of the
-\Y v
existing Omani banks had applied for a license to offer Islamic bankin%products to the

!
~ ¢,
customers (Reuters, 2011). Later in 2011, Islamic Finance Advisory and Assurance

. . I g

Services (IFAA) issued a report titled Islamic Finance in QrQan - Sizing the Retail
Market, and this unleashed the potential demand and opportunities that existed within

aOaN NJ VW

the Islamic finance industry in Oman. The findings of the report revealed that 70% of

- V1 v <

the customers from the banking service in Oman expected the opening of an Islamic

~d Inl it

saving account in the next 12 months, while 35% anticipated and showed a willingness

d DS

to open such a facility of Islamic banking within three months. Besides, the report also

CN e DU Y

detailed that 86% of the Omani consumers were associated with conventional banking

v N/
Q= | )) S
products, while 60% of the consumers declared themselves as “bothered” about using

Y v °LX | N
the products based on interest {l{ba). The results of this report are consistent with the

fihdings of Khalid Ansari, a partner in charge of the Advisory Services of KPMG in
:Oman. He stated and emphasized the secured future of Islamic Finance in Oman (Magd

McCoy, 2014).
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Similarly, the study of Mubeen et al. (2014) indicates that Islamic banks cater
to the needs of customers who avoid interest-based transactions. This study r
discusses that these customers strongly believe that interest is against Isl@they
would donate the amount of interest received from the conventional b his study
also significantly suggests that such customers show a positive attitude towards the
establishment of Islamic banks. Hence, the Omani people %e. rmly welcomed

Islamic banks, and this acceptance will subsequently prom bright luture of Islamic

banking in Oman. ‘\d
L
| 8
The President of Central Bank of Oman state the Gaver rt o&@lan IS
hi

spending a lot of money on infrastructure proj QQ ing %::%r will be

the main beneficiary. The number of Omw r fonie growg demand for

personal finance will increase. He fu states that Is ba@mill complement

conventional banks in promoting t)eﬂwth of E\&%ni @bmy with the help of
%m 2

diversifying banking services, mising a more opl@tic future of banking in

&/

Oman (Al Maha Financial }& 27 . He'also @ons that the Central Bank of
b i

Oman promotes Islami ing by talking t thé pn@' organizing talks at conferences,
’ 4 ¢ &
seminars, and tr@ssi(@ rstargbe new banking system. CBO is the
regulator, but V\% me iatingd'(j\fs' up to the banks themselves to sell their
¢

products. s@tom S \isi thf baegs)and the windows, they will learn about the
NN

product% ks até off (Ths%Jsiness Year, 2014).

A\an has a thriving, st{t@:’efficient financial intermediation system with a high

a \deposit ratio and is also deeply rooted in the private retail and corporate sector.

& e 1.6 highlights on the profitability and deposits of Islamic retail banking in Oman.
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Table 1.6: Details of Profitability and Deposit (2013-2014)

The Details of Profitability and Deposit
Nizwa Alizz Meethag Sohar Muzn Hilal Al Maisara\ al

Yusr
Nature Full Pledge Islamic Bank Window
Islamic Banks A
Bank Bank Sohar NBO Al OAB _Bank

Muscat Ahli
Profits (OMR in Mn) rounded to one decimal place
-0.245 - 6.2 -0.65 -0.6 -0.3 -ON-I.B -
3.232 2.787
Deposit Base (OMR in Million) rounded for whole numben i
Savings 6.9 0.6 10.4 156 15.1 4 ! NIL 52.6

Source: Ageeq (2014) ‘\d
| ]
¥

| S

Table 1.6 shows that Bank Nizwa and Alizz 1slamic b'sunk ar peraqug as full-
Y,

fledged Islamic banks. However, in terms of profitability, e bot Wwing losses

and a limited deposit base compared t c<£¢,| nal milar%(l all other Islamic

banking windows are showing Ios&, while t \MQC?N f Bank Muscat, which is

known as Meethaq, is the only Is anking wi “ow @S making a profit. The

table also indicates that Meeth&ﬂg e ogWic wj.ﬁé%'w with the highest amount
\
of term deposits. i nj (
mﬁ Mgsé;d' (2012) finds that location plays an

important role in esS prosperi urth@e research indicates that religion turns
t motiVat gv'in tviduals. On the contrary, Amin et al. (2011)

A study conducted by R

out to be a si

state thz@ﬂﬂs oylibfﬂﬂs nd ‘gavernment support are insignificant predictors,
ey

1

where entified three detem@;nts, namely, attitude, social influence, and pricing

0 onal financing to significantly influence the intention to use Islamic personal

ncing.
0 Another research study conducted by Usman (2015) found that religious norms

influence the choice of Islamic banks. However, the effect is not absolute because some
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traditional customers do not choose Islamic banks. They do not rely on their religious
norms but instead on various other considerations. Dusuki and Abdullah (ZOOW
that even though the submission to Shariah has been known widely by@slim
customers, there are some empirical studies which found that religio the only
reason to choose Islamic banks. Erol and EI-Bdour (1989) concludec&at’eligion was
not the primary motivation for customers dealing with Islamic banksfMore important
factors were a fast and efficient service, the bank’s X: ind image, and

confidentiality. In addition, relatives and neighbors a si ni‘fbaqdlle in the

‘X
awareness of respondents with knowledge of Ism@wking ai Wo tngton,
2008, p.7). 4 \/\’“

RN
wded,é‘the customers.
a k@ffategy. However,

Awan et al. (2011) emphasize the ity Of se

Based on the finding of this study, se@lity work

this may vary as per the circumstan%or exam\,*h?si a@\w in Oman may differ
;pSY N

slightly as customers have Iim%rmat?on abou the@ducts and services to be

&

offered by Islamic banks. T. }k, IT C banks n; develop their staff because
human resource plays @ significant role to pass 'su@ent knowledge of their products
’ 4 $ &
and services to the cﬁQners (‘S \& I A '(2.015). This view is in alignment with
the statement by, Mr. Azma i
¢
“there is a gfe@tion mi
\
banks a(s{'ligtheriﬂ ?ams al@SyStEmS» (Reuters, 2012).

nsistent with this, Ct:\bsf and Young reported in the Arab Times that the

b%\gi industry in Oman requires almost 500 professional individuals to cater to the
eman

T

eae*jo? Islamic Bank at Oman Arab Bank, that

h." G@ d matters have not been finalized, and the

d of Islamic finance (Fuchs & Pasha, 2011). The initial demand is likely to be

Qt by the foreign experts with an ultimate aim to replace these expatriates with the

Omani workforce. Similarly, another leading business magazine of Oman, Business
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Today, reported that the Omani banking industry has no prior experience in Islamic
finance. Therefore, the banking industry will face several challenges in attractw
recruiting experienced experts in the Islamic finance profession (Jose, 20@\)\%, a
steady supply of graduates with ample banking knowledge to the lo viders of
Shariah-compliant services is required. This will ensure a meaningm successful
career of these graduates in the banking industry. Until 2013 ther as no academic
degree offered in Oman in the Islamic finance discipline ( Mc(ioy, 2014). Two
key challenges that require focus and attention are, first dev Iop resources

with the essential skills and knowledge of Shariah comphiant and ba ajud _@ndly,

there is a need for meaningful innovation in ' bakKﬂ'g cts.QJWserwces
(Islamic Finance News, 2018). Q\\T

Other than religion, several (\%ors influe cor@*n rs’ decisions to
switch banking services from conv aI ban | Ia '&nkmg These factors
include perceived quality of s d co ﬂvenl tdocilga of the branch, of which
institutional branding stand N fa’t ve to ic banks (Magd & McCoy,

2014). S

’ 4 2 40
Mubeen et (2014) éafch study on the future of Islamic
banking in Om % on

eno ted to Omani Islamic banking, which is

i
Izﬁn@ king, and the effects of Islamic banking on

the attitude S mer ab u
the eco Omaff. de co%udes that the customers have a positive attitude
tow eallng with Islamic K . Further, it reveals that Islamic banks contribute to

t% erity of the Omani economy as well as stability of the monetary and financial
d m. As such, the future of Islamic banking in Oman will achieve great success.
Similarly, Riyas et al. (2015) studied the potential effect of the Islamic banking

system in Oman by conducting a SWOT analysis. From the analysis, the findings
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showed that the new Islamic banks set in Oman were struggling to compete with
established conventional banks. Basically, there was a wrong understandivvd
misconception about Islamic Banking, and the great challenge was the @’deep
awareness among the public about Islamic banking. &

Islamic banking in Oman possesses accounts of huge investors, a healthy

depositor's base, and these accounts are mostly held by both Muslims'and non- Muslims.

The private sector banking accounts use internet banking iCes, wrich are usually

system. According to a study by Mih

approximately 14 percent market sh\%a‘@ e ic t@ing window and

became full-fledged Islamic banks@jshort pe\h?h @198 of the study also

N
indicate that the total assets of %@n ON/IR W cmore@n 76 branches operating
across the country. Nonetr‘i\hzss, e [ also hig ts that some areas are still
ddi

underserved and need % to ear‘g [ ‘r'lzil mﬁet share.
&
Addition@her s‘t \t:enductaé(by Busaidy et al. (2013) focuses on
ib

establishing On& ks b ialopeéde to the tremendous growth of the bank
¢

with its ow %rules St eé tégr? by the Omani Government by establishing

NN
fuII-fle% ic banks Pmicﬁwindows operating in conventional banks, and
the QAN‘ the Central Bank{.f;@man for the purpose of defining Islamic banking

ban.@';z~ has gained

(¢

r X)ns, which emerged as a turning point in the financial industry of Oman. The
hallenges which Islamic banking faces are the complexity involved in Islamic banking,
e required structural expenses, and the legal formalities to satisfy the Shariah law

requirements. In contrast, an Islamic finance arrangement is used as part of the
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international requirement backed by the conventional structure for the project financed
on past projects. Yv

According to the study of Mohammed et al. (2017), Islamic ban@man
is still in its embryonic stage. Although Islamic banking started in Om;qwly a few

years back, the scope of studies and research is high in the Oman?!amic banking

system.
In another study by Fitch Rating (2021), Is 'cCan“’ng has gained
approximately 14.3 percent market share with total asse 51 'IIW, and this
®

is high considering that Oman was the last GCC cou

introduce arﬁiE\b%f‘lz(;ng.

In contrast, Indonesia and Turkey have been offeri

am% ing/for m@ﬁhan two

rcen\. TiIR2016, oé?\gG percent of
the adult population had a bank accoun‘@percent 0 ts c@'religious reasons

not for having an account. (’) \T ,<\

N
Belwal and Al Magbali sharg the fi 'ngs@ Omani customers have

decades, but the market share is still below#ight

mixed feelings about Islam%. S m a@[ sure if the Islamic banks in
Oman follow Islamic M : The“ udy véalsbme vulnerabilities in the area of

s &)
Islamic banking’s Wtioniﬁsnng %ﬁbes, staff knowledge of products,
,&w

dealings with sto *égunderstanding of Islamic banks, their

o i
principles aﬂ actices.
involve% ic hanki

IePrge{vJvCach Islamic banking faces are the complexity
Pe req&\ed structural expenses, and the legal formalities
tos the Shariah law req@ents. In contrast, an Islamic finance arrangement is
u%Xpart of the international requirement backed by the conventional structure for

& roject financed on past projects.
Although previous studies and observations indicate that after the introduction

of Islamic banking services, it is assumed that a vast majority of masses will transfer to
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Islamic bank accounts from conventional bank accounts, this area is identified as a
research gap that requires further exploration. Even though there are existing?ﬂs
that examined the concept of Islamic finance and Islamic banking, only a@}them
shed light on the antecedents of consumer switching behavior fr ventional
banking to Islamic banking. Therefore, to fill this gap, the current stqu to explore
the factors that influence the decision of individuals to switch banking services from
conventional to Islamic banking. Thus, this study intend &r:in'a the push-pull-

mooring factors that impact customers’ switching decis in WXplore the

]
switching process barriers empirically. é I .\C}
' 4
<

Y- \ <
1.7 Research Objectives \, 0\ é\
1) To examine the impactwan factors rvicﬁ'aality, customer

satisfaction, and trust) o ecision\w

2) Toexamine the imp%ll fa

decision to switch to the Isl

h slamic banks.
N
c'fors ( raeiv@ative advantages) on the

S. ‘%\

g‘fa (complexity, apathy, switching

-=9

3) To examin act of moori
s N
cost, an Qq&ed-in)lo cisio%fa,ewitch to the Islamic banks.
A z
\ ¢ ' C')(J
g@tion 4 (_/

1.8 Resear
N
Qa’ to th h objectives, this research seeks to answer the following
A 5
i
N N
% ) To what extent do push factors (service quality, customer satisfaction, and
trust) affect the customers’ decision to switch to the Islamic bank?

0 2) To what extent do pull factors (perceived relative advantages) affect the

decision to switch to the Islamic bank?
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3) To what extent do mooring factors (complexity, apathy, switching cost, and

locked-in) affect the customer’s decision to switch to Islamic bank?Y~

1.9 Limitations Of the Study

The limitations of the study are as follows: ?
1) The findings of the study are only applicable to the conventional and Islamic
retail banking systems. The push, pull, and m CC'[OI'S may influence

service switching decisions differently in othemindustry se .

alonej an e'es.&ﬁgf.the
c% \/‘T

A

rlablé}ﬂd how these

itch t@articular banking

riables investigated in the
$

2) The findings of the study are restricted to

study may not be applicable to othe

3) The study only concentrated onsthe

selected antecedents influe@ecision to

system in Oman. Other S apart
Ly

current study may inflience custoriters’ d "'?)ns to switch services.

4) The data coIIectﬁi}he prL study w @rived only from the banking
: as

industry oi%
Other &\collect'o
Ionq&@styl

<kv Ny
1.10 Significance Of é
' X

Aﬁs study is significa{%&% it empirically examines the observed gap in the

c miterature. Although earlier studies conducted in Oman discuss Islamic banking,
&, no study has empirically examined Islamic banking in the Omani context. This
udy attempts to gauge the views of the Omani people on Islamic banking and their

switching intentions towards it. We anticipate that the findings of the study will provide

>

‘gﬁimb’hrough a survey questionnaire.

&
ods é&‘.ﬂ as interviews, time-lagged, and

@%, deeper analysis of the study.
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useful insight and relevant information, which will be helpful to academics and financial
institutions. Further, the results of this study will help these two sectors to fow
their business and marketing strategy. Thus, this study contributes to @y of

knowledge and the best practices in the area of Islamic banking in OmA

1.10.1 Contribution to the Body of Knowledge
This research study is unique in the following way: z l

1) The first significant contribution of this stu dleedge IS
the analysis of the Push, Pull, and Moor odel dltr@h the
migration theory to examine the of thes ors\r}‘raffectmg
customers’ decisions to switch f ba ing tem t ther banking
system. Previous studles\}amme swi@%g intentions of
customers in different e sectors; &dl anking. However, this

N
study is unique as |t S the'bush, ull, andgv?oorlng model, which has

not been used i na Zi ] S tchln ent of customers from the
system

convention% gs

within mani bla

" t t he @mc banking system, especially
Y
i ctor&ﬂerent variables are used as of push,

to fi@}%ﬁt factors that have the most significant

%\ the switching from one banking system to another banking system. Further,
0 this study identifies the influence of these variables on customers’ decision

to migrate.
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3) Another significant contribution of this study is the application of structural
equation modelling (SEM) as a method of analyzing the data.
behavioral issues are quite complex in nature. For example, mo(rps tors
serve as the dependent variable in one relationship, and t mooring
factors serve as an independent variable in another dependent relationship.
This study examines human behaviors with various latentWariables. Further,
the statistical method of SEM is considered &n-e

l)f the powerful

methods for analyses, which is more effeCtive th WUltivariate

®
techniques. In this study, SEM is use xamine t effeg& the
independent variable on the de variabl nceﬁs study
T

contributes to the existing knowledge usin? AMOS for ush-pull and

mooring model. \) CS<

1.10.2 Practical Contributiom% l\ u 43.
In addition to the %hisi‘tﬁoj
practices asidentifiedt% ani p:)‘ lati

the banking practl&u&{Oma
banking. Furthe@ dy ak? es ortt-iié’essential factors to enhance and improve
¢

existing Isl nking prac e(, 'eer_);aally information that can help the sector
develop% et stfategi ‘;o pr ;e Islamic banks. Currently, to our knowledge,
therﬂ'& such study availa I@Eed to this area specifically. Therefore, this study
fi \Hh gap by identifying the fundamental factors for Islamic bankers to formulate
%riate strategies to attract Omani customers to opt for Islamic banking irrespective

f their religious affiliation. In addition, the study supports the existing efforts to reduce

the hurdles in customers’ decisions to opt for Islamic banking.
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Additionally, this study provides insightful information to the regulators while
indicating the reasons as to why they need to change outdated financial Iegislwm
promote and flourish Islamic banks in Oman. This research shows the ir@ke of

supporting customers in the area of Islamic retail banking. The lesser riers, the

higher the demand is for Islamic banks. q

1.11 Organization Of the Thesis z l
Chapter 1: Introduction ‘\d
| ]
. _ X
This introductory chapter provides an over of the re rcﬁ i@ the
background of the study, and research motiv?. his cha SO di\,&sses the
research problem, research objectives, W questi Iim@gr;, and the
significance of the research study. \) X

Chapter 2: Literature Review

A

N
0 e,
The literature review r prmﬂjn‘é @ch studies conducted and

related to the research topic?mews her nt I@ture on the concept of Islamic
ist

(
banking, Islamic finan% ory,of Islami & ing, and its emergence. Further,
this chapter disa@ comparh diffe heories and the use of the migration
€S€

theory in diffe e\ rch fie ferni@he customers’ decisions. The next section
é ¢
focuses o@v

itching fact s,’i.é_,push, pull, and mooring. This chapter also
discus %’wuchrﬁ isfon t@ by the customers in the service sector and the
uné switching process inc@tail banking. In this research study, help and support
@lsted from numerous existing research studies and other supporting materials,

0, journals, company websites, magazines, books, articles, and other relevant sources.
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Chapter 3: Conceptual Framework

In this conceptual framework, the research model is developed and hypot

as per the literature and existing studies. Based on the literature, the @is §

developed, which contains the direct relationship and mooring factors’ ce among

the pull, push, and mooring factors or variables. ?

Chapter 4: Research Methodology

The research methodology describes the research p
and the research design. This chapter discusses the researchiimstru eMmet d of
data collection, and the data analysis instrume@ chapter sheds ‘ighl%n the
process of data analysis adopted in this study, M dessdt‘J.{ etail."Besides, this

T
chapter presents the research framewo%@the ﬁYpo sis developed for the

subsequent investigation after data COM

Chapter 5: Data Analysis N,
([ A
This chapter details K lysis “megth adgg for analyzing the data
according to the proces idw in (ihapt i Dsta;}nalysis starts with the validity
i oll i

and reliability of the data collected, in€l EFA{;:FA of the data, and analysis of the

O

hypothesis tested @g th(@ meth@e., SEM using AMOS. In this chapter,

N
the analysis di M th] ptimary, data @éwas collected by the investigator based on

4
the resear i
&r
Fi

Chap

. £ .2
ndings and DISC& n

‘e
e

\I’his chapter includes th\ediscussion section, which concentrates on identifying

0‘% research findings in the light of earlier studies and the cultural context of Oman.



Chapter 7: Summary of Findings and Conclusion

This chapter includes the conclusion section that explains on the major WF@S
and summary that were obtained from the discussion section. This section als lains
the findings of the study with an overall conclusion of the research stuﬂ*rther, this
study also provides useful insight and recommendations for fWesearchers,
academicians, and investigators having an interest in Islami?' research. This

chapter also states the limitations of the study and offers su ioms fonp future research.

Apart from all these chapters, this thesis includes a f referen at prﬁgnts

A
all the works of interest, including those mention@?text. Furthew h‘ a.p&e'hdices

include all relevant data that support the study e assingﬂ:\e hs, t%bllz‘z; figures,

and the data collection survey questionnac' M int

sed for thegstudy. O

for the purpose of gathering the primar

NS
SYE
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