CHAPTER 1

INTRODUCTION \:
K\
b

1.1 Overview

This chapter discusses the introduction in section one. wund of research
is discusses in section two. Section three discusses on tements Then,
section four and five presents the research questions andyobjecti es\eg&dvely This
chapter also discusses the significance and rational ?earc sect n'51x ctlon
seven and eight discusses the scopes of and;'s e 0{, Yﬁe study

respectively. év
NS
9 ) A
1.2 Background of the Re;%5 @ >?‘ Y $

Within thirty (30) years sla ing haéQrﬁerged as one of the most
rapid growing mdust% s wid Iy a e;ited:gy communities and has spread
worldwide. One of the unig erh M mlcé&ng that diverges from conventional
banking is in terms ofytheir E@ aéﬁ.{hough they perform the same essential

functions as ional cou rpﬁrt t‘ﬁ?transaetlon is performed in accordance to
Sharlah b 4 V')
x ent these further, g%uslamlc bank operated accordance to Shariah as it
rseinterest-free based actlvmes and transactions. It emphasizes on the well-being
%Ilc (Maslahah). According to Saat et al., (2011), Islamic banking prohibits

oReubli . . . , : : -
dements of Riba’, Gharar, Maysir, non-halal products and social irresponsible

activities. Based on the definitions and the basic guidelines provided by Saat et al.,



(2011), the following summarization of definitions of Islamic bank and Wt
banking are developed in this study. The definition of an Islamic bank is:-('}

“An Islamic bank is a Shariah business organization that de

with varieties of products and services with the aim to promete

fairness and justice to customers as it involved with etqica ues

4.

The definition of an Islamic banking is: ' _\‘-}
“Islamic banking is a banking syste cti% g~
Shariah-based % ce.(:\ S.

SO S
Based on the definitions abox%amic ba\vgg/st T?ﬁ”MaIaysia is reflected
J&y S

with the inclusion of duaI-bar%proa whieh4all articipating in offering

Islamic banks’ products. \V?}espl y i§ one @e countries that well-known
n t

as global hubs of Islar% ing industry. in(:e@s, Bank Islam Malaysia Berhad

4 2
(BIMB) was est%witﬂgl}m entiéﬁa.l banking environment. Then, other
banking system% vel 'ual-tééﬁng approach in which operates parallel
to the conv: % cou er:)a th @Vaybank Islamic, CIMB Islamic and others.
e o

NN
Current% aref’ of @slamic banks and 11 development financial
L
institutions (DFI’s) has establ@ln Malaysia.

and social commitment as disseminated b

<

er the years, Islamic banking in Malaysia has developed well with an

& asing number of players meeting public demand in financial products aligned
i

th Islamic teachings. It has also firmed its position as a viable and vibrant

component of the banking system. The average growth annually of total banking

2



system was approximately 18 to 20 % according to annual report of Bankw

Malaysia (BNM) and the total assets valued at approximately RM 628.6 b year

ended 2018. One of the activities that contributed to the growth of Isl*ankmg in

Malaysia is mainly from deposits, investment and financing insR:?nts. In fact,

although each activity has its own specialty, they offer simil Mutions towards
Ny

the welfares of the people (Kahf, 2015). With that, t viewed into the

t
financing instruments. .\d
L ]

o
ontracts t 'nkr@nnot

be charged on (Lone, 2016). In addition, the i \t{l usin% iscounts,

] andﬁ based on
application of funds (Saat et al., 2011%:) . it i@&ewor‘chy because

In general, financing is refers to Islamic finan
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0% Figure 1.1: Financing Types by Purposes of Islamic Banking in

Malaysia



In diversifying the existing financing instruments, the sale-based ﬁw
(SBF) such as Bai’ Bithaman Ajil (BBA), Tawarrugq, ljarah, Istisna’ and and

equity-based financing (EBF) such as Musharakah and Mudharabah%troduced

(see figure 1.1.). q
These types of financing offered by Islamic banking‘l'EMsia, in general,

are innovation of the conventional loan, which the pra (]nly stressed on

financial efficiency, but also consider on social and et effidien 1f 2011).
Besides that, the uniqueness of these types of finan known a r‘ @stlce
contracts since it has strong moral dimension acilifa t al, ex&y;mw and

financial activities that are free from Rz mﬁhn ct1V1t one, 2016).
Likewise, these types of financing p lps in re <’%1pact of harmful
-\&'al justice.

Until presence, howe re a e vapious zg‘:zs associated with the

products and practices as well as it d the pri

implementation of sale-b xncit i O$\ the issues include global

acceptability from S iew, Bol@lon of gharar for the case of

’ &

financing an uncw pr@ er téslof goods, rebate, price and the issue
of form agaln subStance inimi(} g conventional loan. For example in
Tawarrug c c Fa suf N&ia@( 017) stated that this contracts still doesn’t
meet t y of P ‘,requr&ent as a sale-contract and the structures are a
Hzl ck) to legitimize @cumvent interest-taking. The raise the issue of
“in BBA as it application in practice is proven to be defective and contains

flaws, if involves abandoned housing projects in Malaysia (Dahlan et al., 2017).

hus, it skewed to more profit-driven interests than serving the factual necessities of a

just society.



u Sale-Based = Equitv-Based

Figure 1.2: Percentage o

Still, majority %‘:C banks' pre r..t Qr haven of SBF even though its

more relying on th wer f"IS s'impac re on equity risk taken by customers
compared to E hl entr@ on risk-sharing as impact risk to bank’s

‘
equity. Th m ers av?b n’pr v d by reports from BNM as there is only

apprOX| % part n |n F as shown in figure 1.2 above.
o these matters md&},ctly urge the government, particularly the BNM to
ge EBF which is more equitable and reflect to the spirit of Islam (see
elmes of Musharakah and Mudharabah set out by BNM on BNM website). The

alms of the policy are to provide reference on the Shariah rulings associated with

equity-based, then to set out key operational requirements with regard to the
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implementation of the contracts and to promote end-to-end compliance with

requirements which include adherence to sound banking practices and @ding
customers’ interest. *
According to Al-Zuhayli (2007), EBF are the best contract in¥n~cing because
it based on profit-and-loss sharing (PLS) and the flexibility of thes es of contracts
2

are designed by Islamic scholars to comply with the prin lar’u and therefore

contracts need not to be tied to the banks’ sale price. erfo

with the Shariah. Also, it’s provide the efficiency in“#estruc rir.?g{dass as the
an

i 'E@‘gend
S % ibuw\jc' achieve
cs (ATme 5 008)&Y~

EBF derived from Musharaka %harabah ract@?@uperior over any

sale-based financing (SBF) as the nt of prMW lo S,Q%?ring is considered to
3 x N,

be closer to justice and the spiri riah (Aziz, 3)Z§efore, it is deemed to be

on the productivity and viability of the proj

balanced society as envisioned by Islamic W

a better alternative to SB }e EI re T lativ‘e$ eglected in the market, the
product experiences "% s surroundi “nls @ementation which influenced its

'3

inherent capabilit'y@omiﬁ 1nar$g/product.
Despite w itive 'ent (t:%é Islamic banking industry, more effort
¢

and attentioe%ill required cfde(go’)ensure that the development and growth of

Y
the industr guara t theu%jectives of the Shariah Law are achieved. The

gen im of this research @see how far the potentiality of implementation of
% such, the specific aims to achieve are first to explore the issues in EBF in
erspective of Malaysian key personnel of Islamic banking. In the course of achieving
e objective, this study surveys different groups of respondents who are involved

with the operation of Islamic banking activities, using semi-structured interviews.
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Then, this research is aim to investigate whether cognitive and aﬁectiw
positive effect on attitudes (ATT) and intention (INT). In the course of a@s the
objective, this research conducts the survey questionnaires among Mu i, Malaysia
who are users and non-users of financing. For attitudes, there arégtwo dimension

attitudes that will be examined: ATT towards sale-based fin MBF) for user of
zF

financing (focus on their current financing) and ATT tow fo' users and non-

users of financing. Then, this research also aims to investigate the W effect on

INT to purchase EBF. é J [ _\Q}Y'
b \)Y“

1.3 Problem Statements \,: 0\\ g

There are two (2) major issues |datify in th ear@ﬁirst in context of

supply-side (bank) and second, i% contex\%m g{s\rde (customers). The

N,
context of supply-side is inch% iqgc?cing and misconception
matters. Then, the context % [ g*}clcceptability matters.

In the recent y@ k Ne'gfa IaﬂlsiodBNM) has issued a number of
Shariah contrac&i regula Iicieéﬁuhich were intended to promote
ari [

consistency of

(BNM, 20 %se lic

operational, requireme ich shauld be applied and consequently may have an

&

impAthe way Islamic fj\@ée transactions are being structured executed and

A

Q This review is also timely in view of the fact that three major Standards,
amely MFRS 9 Financial Instruments, MFRS 15 Revenue from Contracts with
Customers and MFRS 16 Leases would be mandatorily effective in 2018 and 2019.
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The review also considered how these recently issued Standards would mter&Yﬂm
the requirements stipulated in the PDs. As such, the review noted ﬂ}veral

contracts which are commonly used by the Islamic financial msUtqun?\
The practices of EBF in Malaysian IB in general have beenfin the limelight
mainly due to negative testimonies on the outcomes of implementation. Reports done
t erformance for

by the regulation of BNM in legal aspects regarding

example, found that there is inadequacy of disclosure B M\quhe review

@

noted that EBF such as Musharakah and Mudh@\are less co 0I|I d for
financing.
Specifically in EBF practices, one W;s i lem an is to offer

he @%acts to minimize

true risk-sharing practices that would@he partiesi
the nature of specific risks. How atest ﬁ@ ep

r ﬁ\by Izhar (2010) and
Abedifar et al., (2012) are i nt vﬂth this «aim qﬁt? was found that greater

complexities of financing i }hat[ ng from t ture of specific risks of the

contracts contributed t% I |nv‘c‘) em df E@ in Malaysian IB.
%

In partlc ul he repc‘r mls eptlon matters over the accepted
universal defln n g| 'nerat?ééé that all types of financing in IB is all
about contr I out nOWI I?Te @J e of the contracts itself. In addition to the
miscon tte.ﬁ jed by@ﬂlM a study by Abdul-Rahman & Nor (2016)

andémuddm & Saiti (2016\Qe(/ealed that EBF could promote the cooperation in

p tlon among parties through risk-sharing.
Q In contrast, Mirakhor (2010) and Sulaiman (2017) reported that the EBF
ontract, in reality, is not exclusively risk-sharing since it not generally friendly with

financial intermediaries. Hence, at the end it tends to be same with SBF which is more



to risk-transfer. In addition, in terms of reality of returns, in such of reality siven,
when shareholders assume high returns on their equity at the lowest risk, @went
will pursue the best return by offering SBF than EBF. A

From perspective of demand-side, Malaysian governmerYa'spiration to

develop and strengthen its position as comprehensive and corqemfinancial center

is being stifles by acceptability matters on local Musli ave of ’EBF in Islamic
banking. .\d
L ]
Studies from Kuala Lumpur Malaysia and M , perceive orlns_\lﬁa}great
impacts on customers’ attitudes of financing ¢ thdr\ﬁe ived b&@g (Abduh
T

& Razak, 2012; Echchabi & Aziz, 2012; Amin aI.p?Ol Mean@ﬂe the studies

from Klang Malaysia stated that percN&aefS have im n their attitudes

in selecting the financing (Alam et@jOlZ; Ami ?I Q@ However, the study

. & . G? . .
from Morocco stated that per rms does im attitudes but perceived

beliefs have do so (Badajﬁ Radr, 2(11 . In"Middl t, ATT does influenced by
et

both perceived beliefs%

effects in ATT even“though cur

the case of Souw (B
’

Religiosity )plays im
NN
Studies% alaygia_s that%owledge (KW) plays key role in identifying

cus ’s religious beliefs K as thus impact their ATT and INT in selecting
f%&hg (Harun et al., 2015). Dali et al., (2019) found that Islamic religiosity
urement is multi-dimensional. However, further studies need to be conducted to

Qt the application of this religiosity scale in many different contexts.

4 iO@ut perceived norms gives larger

&

ave | f knowledge on Islamic banking in

2018\
Y%

rcdss In measuring the ATT among customers.

s (Biz
4




On top of that, knowledge on basic principles and objectives ofw
important as it not only impacts the perceptions but has greater impacts o itself.
Studies from Malaysia and South Africa found that customers poss%&poor self-
reported knowledge on Islamic banking but they have high level ofWess (Halim
& Norizatuon, 2001; Bodibe et al., 2018). Also, studies from %1. and India have

l

Also, issues on awareness (AW) about retail fin chentS of

@

_ X
ies fram CIar@ENA

in% sp@z Islamic
i d KU\@S;;IS the same

the same results (Sari et al., 2014; Islam & Rahman, 2017)

Islamic banking still have risen in previous studies.

reported that customers were generally unawa

method of financing (Bely & Kuehn, 200

results as they found that customerwaaware the @%ept of financing

contracts available on IB (Naser et 13; Ke \m? Q@However, in Pakistan,

customers are satisfied with l%ces cﬂ’fere but tzé:are not aware about the

contracts available in Islar*'i ba inj za & Azeer, 2014). Malik et al. (2011)
t

reported that lack of g% inte‘: ;ﬁ 'gh rsbnic banking impacts on the level
&

of awareness amo Wmunl't \u . Sti‘llgin Malaysia, customers are not fully

conversant withythe fimanci

Aidaros, 2017).
@ &
% (ATT ';he im&?rtant roles in identifying the intention (INT) to

purquor adopt. Theoretically, in behavioral studies, ATT affect the buying
cally

ms of customers. However, the study from Libya found that negative ATT
impact the INT of customers to purchase financial products (Albashir et al., 2018).
alaysia and India also have the same results (Ali & Athambawa, 2013; Lajuni et al.,

2017). In Pakistan, service quality influenced by ATT but limited to their INT

10



(Rizwan et al., 2014). Y~
Therefore, in such situations, the implementation of EBF in N&}n IB

through discussion a different lens contexts of supply and de ide which
emphasize of exploration of the major issues in perspective of banR and come-out
with investigation of factors that influence INT to purchse F and test for

mediation effects are crucial in the context of to see how e'potential use of EBF.

By doing so, banks are engaged in exploration of issu d st tw good for
L ]

_ _ 4
them to better focus which factors to focus on to im t the EBF. l _{—)
’ b B

1.4  Research Questions \,
Main research question: \%

What is the potentiality of impleme%n of wa i@
‘% @ "}

=
O
&2

Sub research questions:-

laysian Islamic banking?

K7

1. Why there is limite 'xuenlt' ofEBF i
2. What are the ir% ognit‘i‘

and non-us |§{ﬁnancin

3. Is different ensi

2

an e}fﬂea@among Malaysian Muslim users

&
ir atgﬂs (ATT) and intention (INT)?
|tudei:§(f T) mediates the relationship between

!
¢
cogE!'Ebd affective drin rfﬁgn (INT) to purchase EBF?

‘v’

15 Asearch Objectives
\jective:

Gge how far the potential use of EBF in Malaysian Islamic banking.

B S

%y
‘4
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Sub objectives: Yv

1. To explore the issues in EBF in perspective of Malaysian keyipersonnel of

Islamic banking.
2. To investigate whether cognitive and affective among @uslim users

and non-users of financing has positive effect o thwrmltudes (ATT) and

intention (INT). '
3. To investigate the mediator effect on intention (INT) to purchase ‘EBF among
| | ! [ _\"}
Malaysian Muslim users and non-users of cing. e
4
N

\ S.
1.6 Significance and Rationale of R@ W &

Besides contributing to the Mingw? f l{ ures in the area

ma%vt
[|)

q
practice by providing a thoro& lysis ofspote tiali@mplementation of EBF in

Malaysian Islamic banking. é\
o

First, this research discoyers” uiﬂn%a profile of indicators of EBF in

Malaysia in orde&\hteaselthe participatign of involvements and strengthen the

buli;o)lq\n terms of theory and

N
performance Nmi hanki J'dys As such, this research ascertains the
exploratio@eal tuation$ of with different dimensions from the views of
4
experts; ore the s ges{ions?om them are good for implication towards theory
N

deﬂ nt, Islamic banks, and customers and also for policy makers. It is good to

% the limited existing literature studies of potential use of EBF in Malaysia. The

Oniﬁcance of the study will be an academic research in Malaysia especially, which

has not been widely covered from supply-side which known as banks’ and demand-



side which known as customer’s perspectives. It covers the variation of asp
these are the innovation of contribution towards the study. \
Second, this research extends the theory development by con&g a meta-
analysis of theory of reason action (TRA) and theory of plannecRIHvior (TPB).
Based on the results of meta-analysis, the Tri-component Attitide Model was
developed based on the results of effect size in the ana &:u , this research
extends the theory development by adapting to fourWgpecifi M SOgIllthe,
affective and conative measures that applied by the s into a §in ohp_K&;g;lve
customers’ ATT-INT model. 4 \/‘T

nt O@ribution to

itiv <$1ponents such as

Third, this research extends the“theory de

knowledge in terms of extension the ddditional four (4)

religiosity beliefs (RB), knowledg@l ), awarx% -\ﬁ'understandlng (UD)
\

which these components varia doptgd from inte findings. Also, the new

measurement scale of UD tI'll S ar e ofthe mgﬁ}bance for this research.

Fourth, in te 1ca1 c trlb 10!1, ﬁ@ﬁlgmﬁcance of this research and
the suggestions pro d can bf entedéﬁ.ﬁhe product development context, for
example, 1B in ala ce t ernative practices in financing such as

may ad s gers@ well as the industry to better understand which

EBF and o Vari!ty of oaucej‘?qancmg that customer-friendly. The results
fact focus on when they et their products.

\otential use of EBF is under researched in Malaysia in terms the context of

lim. The industry can use this research to help identify their potential Muslims

ustomers on their priorities which based on their cognitive and affective towards the

conative measures. As such, an increase in potential use of EBF among Muslim is

13



important for the Malaysian economic growth, as it will eliminate the issue of W
taking conventional loan such as ‘loan-shark’ and other conventional cou@
There is a bright future in the financing, with the capacityﬂ& financial
industry to develop more strategies in various aspects in worldwide nation as well. At
the end, it is fruitful for society, economy and nation NII increase the
participation of Islamic banking system that are more uets oifered based on

customer-friendly oriented. The variation of applicati f financ vities will
[ ]

help the development of Malaysian economics as @t cost-gffective kn@cient
especially for EBF as a whole. At the sam? thep\‘si' eve@ent will
k

X .

contribute to Malaysia’s Islamic banking fmar y S!Ten n M 1a as a mai

play role in this sector. é

Y&
1.7 Scopes of Research ‘$) 0>y Qi:}

q Q&

Regarding the rese@% stiT n bjecfv% the study focusses on EBF

and will be scoped onl slamic banki %fn ﬁb‘aysia to explore the participants’
4 &

perspectives and @the Vl'e \m:m cusﬁﬂs-side (demand).

In this w e i col]ﬁb{}éﬂ through both interviews and survey

¢

questionnai % study had e& j(s:t'ﬂmited to the participants who have a brief

>
knowle% nancih ?iah, al, operational and RMPs only and respondents

v

thMuslims customers {%’té Islamic banks in Malaysia (users and non-users of

inanctirg) compared with non-Muslim. As such, they were found to be absolutely
Q e and familiar with the financing practices (Amin et al., 2014). Therefore, they

rovided good indication to the factors that potential use of EBF.
Although this study contributes to the literature of Islamic banking research in

14



Malaysia, the limitations and difficulties were faced during the execution of thw

and Chapter 7 elaborates on these limitations in detail. %\
1.8 Organization of Study \/z

Chapter 1 provides the reader with background i foWn of the research

problems which it stated in the problem statements, a elw research
questions are pointed out in this study and stipulates theé putposeeas WGll\Q"the
research objectives. The thesis’ introductory chad%nues isc1,1s§$t?of the
significance and rationale of study as it highli&t’e W ons of ?\e’ study as a

whole and identifies the scopes of reseatch. chapter ¢ udeig h an overview

of the structure of the study. \ A\T &_\O
SO0 S

LY

2 4
Chapter 1 :<</
Introduction \
Chapter 2 Chapter 3 l N 2 ;
=
The Philosophical Underpinnings Theoretical Background & > Resear%olo L2 e %
of Tslamic Banking Hypotheses Development |} gy '-:» 2
S P E
1 Chapter 5 & 6 =
Interviews & Surveys L E
Results & Analysis 5

:b./,"g‘ _

& A,

Chapter 7

\ i Conclusions & Concluding Remarks

UOTJEZI[ENIXI)U0))

Figure 1.3: Structure of the Research
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Following the introduction in this first chapter, the thesis continues \YM
remaining six (6) interrelated chapters (see figure 1.3). An overview of 2 to

Chapter 7 is as follows:-

Chapter two presents philosophical underpinnings of Islamic b z
Chapter three is discussion on theoretical backgroun%%ese development

Chapter four is explanation briefly the research methodo
\
|5
Chapter five is devoted to the presentation ar% ssion of inte 1ew ults and

Chapter six is devoted to the presM: and discussion (@lrvey results and

.\

analysis. &
{

El 0:
Chapter seven is devoted to e tat10 dlscﬁﬁb'n of recommendations and
concluding remarks. | 0
\" ‘. &

O

1.9 Cha m 1 O
pter dls usséd the 1 ductlon in section one. Background of research

is disc ed in section two on three discussed on problem statements. Then,
Exour and five explalned on research questions and objectives respectively. This
: ter also discussed the significance and rational of research in section six. Section
ven and eight discussed the scopes of research and structure of the study

respectively.

analysis.

s



