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ABSTRACT

The main issue is the lack of awareness and comprehension of the Islamic finance
industry which has become a serious challenge for clients, investors, and other players
in the Malaysian Islamic finance industry. Despite the government's support for
Malaysian Islamic banking, some obstacles like lack of human resources,
misconceptions about Islamic money, and difficulty with standardization and
harmonization persist. Islamic banks, Islamic capital markets, and takaful institutions
are three of the most important elements of Malaysia's Islamic financial system. A
research instrument adapted from previous studies is administered for data collection
on a sample of 253 respondents which consist of 150 male and 67 female. The purpose
of the current research is to examine the factors that influence attitudes toward the
adoption of Islamic finance. The study extends the theory of reasoned action (TRA)
by incorporating additional variables such as awareness, religious obligation, and
social influence. The data collected are subjected to data cleaning through SPSS 25
version and structural equation modelling using PLS-SEM 4.0. The results of the
study reveal that consumer attitude towards Islamic financing is collectively
determined by awareness, religious obligation, and social influence. It reflects that all
three predictors (awareness, religious obligation, and social influence) are the major
predictors of a consumer’s attitude toward Islamic finance at (1% p >0.000). The study
also recorded an R? of 86% representing overall variance in attitude towards Islamic
fiancé may be explained by the study model. In conclusion, the success of Islamic
finance ultimately depends on consumer awareness, religious obligation, and social
influence. The results provide vital inputs to policymakers and practitioners in offering
and promoting Islamic financing. Also, the knowledge and understanding of key
consumer-specific factors can be used by Islamic finance institutions in framing
strategies for positioning and targeting Islamic financing products. The study is
subjected to certain limitations which include the fact that the study design is cross-
sectional in nature and limited to adult workers in Malaysia. Essentially, this study is
a pioneering effort to apply an integrated TRA model to determine consumer attitudes
to the use of Islamic financial products among adult workers in Malaysia.
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CHAPTER 1

INTRODUCTION

1.0 Chapter Overview
This chapter explains the background of study, problem statement, objectives, scopes

and importance of the case study.

1.1 Background of the Study

Islamic finance has evolved as a new concept for replacing traditional and
conventional financial systems in the world financial literature (Hassanzadeh &
Ahmadian, 2022). In addition, they provide Sharia-compliant financial, commercial,
and investment facilities and opportunities (Ibrahim & Mohd Sapian, 2023a). The
fundamental element of the Islamic financial system that distinguishes it from others
is that it aids in the process of economic growth through actual dividends that are
evenly distributed and lead to stable and long-term economic growth. The return on
capital productivity influences the increase in productivity brought about by capital
allocation; additionally, Islamic financial institutions encourage investors to invest in
banks' dividend deposits. In general, because financial debt is less important, the
Islamic financial system produces copies of traditional contracts to minimize the loss
of capital and wealth caused by recurring financial crises and their negative
consequences; as a result, it promotes long-term economic growth (Olaide & Ibraheem

Alani AbdulKareem, 2021).

There are about 600 Islamic financial institutions functioning in more than 75
countries at the moment. Furthermore, with the diversification of the variety of Islamic
financial professional services offered worldwide in its modern re-emergence, the pool

of Islamic financial institutions is growing; the global Islamic finance industry has



entered its fifth decade of existence. The industry is currently recognized as a
significant financial development that is making inroads into conventional finance.
Despite accounting for barely 1% of total global financial assets, it has maintained
steady growth over the last decade. The sector was worth around USD700 billion in
2005, but by the end of 2012, it had doubled to USD1.6 trillion. Total Islamic financial
assets are estimated to reach USD6.5 trillion by 2020, representing a 19.15 percent
increase from 2012 to 2020 (Smolo et al., 2023) Islamic financing was created as an
alternative to conventional financing to meet the needs of Muslims by providing a
financial service based on the prohibitions of uncertainty (Gharar), interest (Riba), and
gambling in Islamic religious law (Syariah) (Maysir). Islamic banks (specifically,
participatory banks), which were launched in 2017 by Bank Al-Maghrib and are
regulated by Morocco's Supreme Council of Ulemas, have emerged as a promising
alternative that can strengthen microbusiness financial and economic inclusion while

also attracting a new category of investors.

There are currently five Islamic banks (Umnia Bank, Assafa Bank, BTl Bank,
Al Akhdar Bank, and Bank Al Yousr) and three conventional banks (BMCI Najmah,
Credit du Maroc's Arreda, and Société Générale's Dar Al-Amane). These banks have
undergone tremendous expansion, with their branch network increasing from 100 in
2018 to 154 in 2020. To maintain this expansion, Islamic banks must attract new
customers, particularly micro-business owners. It is therefore critical to determine the
elements that influence micro-business managers' decision to use Islamic finance in
their businesses. The available literature has looked into the factors that influence
Islamic financing acceptance in Malaysia, Pakistan, Uganda, Tunisia, and Ghana.
However, no effort has been made to identify elements that improve Islamic financing

among Malaysian adult employees. This is because Islamic finance has its unique



characteristics and regulatory concepts for Shariah compliance that set it apart from
other financial services. The regulations and processes are based on Shariah (Islamic
law), which mandates that providing institutions abide by criteria other than standard

regulatory and supervisory methods.

Malaysian Islamic money is likewise undergoing rapid development as a result
of global robust finance. Shariah standards and regulations must be followed by
Islamic financial institutions (Hoque, 2023). The evolution of Islamic finance in
Malaysia has followed the global financial services industry's innovation. Competitive
retail offers, sophisticated corporate banking products, creative project finance
solutions, and commercial banking are the logical growth of the Islamic finance
business. Since its inception, Muslim clients have expressed a need for alternative
financial and investing options that adhere to their Islamic views. Islamic banking
products and services, especially in terms of pricing and service offers, were not as
competitive as those offered by the already established conventional system in the
early years. However, research by Ibrahim & Mohd Sapian, (2023b) shows that
Islamic banks may compete with and outperform their conventional counterparts.
Recognized that Islamic precepts limit Islamic banks in some ways, allowing them to

maintain some comparability with traditional banks.

Malaysian Islamic money is also rapidly changing as a result of global strong
finance. Shariah standards and rules must be followed by Islamic financial institutions
(Smolo, 2017). In Malaysia, Islamic finance has progressed in lockstep with global
financial services industry innovation. Competitive retail offers, sophisticated
corporate banking products, creative project finance solutions, and commercial
banking are all part of the Islamic finance industry's natural growth. Muslim clients'

demand for options to acquiring financial and investment goods that conform with
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their religious views has grown since its launch. Islamic banking products and services,
particularly in terms of pricing and service offers, were not as competitive as those
offered by the already established conventional system in the early years. However,
research conducted by Akbar et al., (2023) shows that Islamic banks may compete with
and outperform their conventional counterparts. Recognized that Islamic precepts limit

Islamic banks in some ways, ensuring that they are comparable to traditional banks.

There are two ways to accomplish this. To begin with, Islamic banks can invest
in high-quality (low-risk) Sukuk. The developed sukuk market also provides banks
with a variety of sukuk issuance options with varying credit quality, allowing them to
reduce and manage risk (Joudar et al., 2023). In recent years, the Sukuk market has
exploded. The wide variety of financial instruments is one of the primary elements
influencing economic growth. The importance of financial innovation in the economy
is heightened by the centrality of financing in the economy and its importance for
economic growth (Hassan et al., 2023). Despite the fact that corporations and firms
constitute a vital element of the country's economy, they confront funding issues that
are the most significant roadblocks to their expansion. As a result, Islamic financial
institutions can play a key role in boosting financial inclusion (Jaafar & Brightman,
2022). It's especially crucial to learn more about Islamic financing's knowledge,
religious requirement, societal influence, and attitude. Numerous studies have
examined business and individual consumer attitudes and intentions regarding
traditional banking (Aziz & Bhatti, 2022; Hoque et al., 2022; Junaidi, 2022; Mustafa
et al., 2023). Similarly, a lot of study has been done on customer attitudes, views, and
understanding of Islamic banking (K. Ahmad, 2022a; Gabarre & Al-gasawneh, 2021;

Hanic & Smolo, 2023).



Attitude studies on Islamic finance have been conducted in order to better
understand the major aspects that influence people's perceptions and attitudes about
Islamic banking and financial practices. Strong business backing and religion (Junaidi
et al., 2022) have been found to have a significant impact on business firms' attitudes
toward Islamic finance. Muslims are drawn to Islamic banking because of the religion
aspect, or Shariah compliance (Mindra et al., 2022). The failure of Islamic banking
and finance to adhere to Shariah principles has been a key stumbling block in the
selection of Islamic banks (Saiti et al., 2019). Other considerations include Islamic
banks' image and reputation (Maryam et al., 2022) as well as cost benefits or
profitability (Junaidi, 2022). Customers' intentions to employ Islamic house financing
are heavily influenced by recommendations from friends and relatives (Jaafar &

Brightman, 2022).

Even among countries of the same religion, the impact of religion on purchasing
behavior differs. Kassem (2022) discovered that Christian religiosity has a higher
impact on American consumers, a weaker impact on New Zealanders, and a non-
significant impact on Japanese consumers. Similarly, some evidence suggests that a
customer's faith does not always predispose them to choose an Islamic bank (Oladapo
et al., 2019). When it comes to purchasing Islamic financial products, choosing an
Islamic bank, and getting Islamic house finance, religion has been found to be the most
influential factor for Muslims (Ahmad et al., 2018). According to these studies, Islamic
banks have a relatively solid power base among clients who value adherence to Islamic

values in the financial institutions they choose.

The role of social impact in explaining and comprehending human behavior is
crucial (Slavich, 2022) . People's social uniqueness leads them to exert and accept

mutual influence on one other's attitudes, values, and behaviors. Social norms were
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used to exert this influence. Several authors claim that they have a role and are
effective in predicting individual behavior (Ajzen, 1985; Cialdini et al., 1991; Fishbein
& Ajzen, 2011). These norms generate rules and standards that guide and/or limit
social behavior without the force of law, and which are understood by members of a
group (Bobek et al., 2007). They are introduced implicitly or openly through human
interaction, according to these authors. Any violation of these guidelines is sanctioned
by the social media platform. This shows that customers' intentions to employ Islamic
financial practices may be influenced by social pressure. In light of the foregoing, it is
critical and valuable for the researcher to focus on the antecedents of attitude when
examining the elements that influence attitude toward adopting or continuing to adopt
Islamic financing. There has been a significant literature on individual customers'
attitudes about Islamic finance, but there has been few research on adult employees'
attitudes toward Islamic financing. To the best of the researcher's knowledge, no study
has particularly evaluated working adults' attitudes regarding Islamic financing in

Malaysia.

Furthermore, none of the studies on the attitudes of working adults toward
Islamic funding have used Ajzen's (1991) Theory of Reasoned Action (TRA) as the
theoretical framework. The TRA can explain the relationship of attitude, subjective
norms when the intention factor will be related to the behavior. TRA is a popular and
credible theory that has been used for many years in management research including
banking and finance. Authors from various countries, developed and developing, adopt
this TRA. While earlier research has looked at working adults' attitudes regarding
Islamic financing, few have identified attitude as a factor affecting Islamic financing,
and even fewer have attempted to explain the components that influence working

adults' attitudes toward Islamic financing (Alshater et al., 2022; Hoque et al., 2022;



Mindra et al., 2022). The variables that influence working adults' attitudes toward
Islamic financing in Malaysia, as well as their relationship with awareness, religious
obligation, social influence, and attitude toward adopting a theoretical framework
derived from the multi-attribute attitude model, and therefore, the theory of reasoned
actions will be investigated in this stud. Only attitude and a few variables affecting

attitude are included in this model.

The objective of this study is on adult workers' attitudes about Islamic financing
products. Studies on people's attitudes about Islamic finance have been conducted in
order to determine the major aspects that influence people's perceptions and attitudes
toward Islamic banking and financial services. Customers' intentions to employ
Islamic house financing are heavily influenced by friends and relatives. For the reasons
stated above, it is critical and desirable for the researcher to investigate if adult workers

will use Islamic financing products.

1.2 Problem Statement

The interest of the global investment community to Islamic forms of financing has
expanded substantially because of the global financial system's crisis, which is
linked to the crises of sectors in the financial market. The fact that the Islamic
finance industry is one of the world's fastest expanding sectors in modern times has
heightened interest in it (Jorayev, 2021). In Malaysia, Islamic banking and the
traditional banking system coexist today. Because of the Islamic financial system's
comprehensiveness, non-bank Islamic financial intermediaries are also permitted to
supply Islamic financial products and services. With its three primary components,
Malaysia supports and plans to actualize Islamic finance's goals and objectives by
providing legal rights, framework, Shariah advisory, and academic and research

support (Nor et al., 2016).



The current Islamic finance institutions, as well as those that will be
established in the future, promise to improve and advance Islamic finance in
Malaysia, spanning a wide range of financial operations. Despite the government's
support for Malaysian Islamic banking, some obstacles persist, including a lack of
human resources, misconceptions about Islamic money, and difficulty with
standardization and harmonization (Shah et al., 2017). Islamic banks, Islamic
capital markets, and takaful institutions are three of the most important elements of
Malaysia's Islamic financial system. Lack of awareness and comprehension of the
Islamic finance industry is a serious challenge for clients, investors, and other

players in the Malaysian Islamic finance industry.

The financial industry's Islamic financing sector is expanding. The economy
is, however, still in its early stages. The knowledge of clients is a critical step in
achieving the company's business and social-welfare goals by following Islamic
commercial law (Bashir et al., 2021). There are currently sixteen (16) Islamic banks
in Malaysia, eleven (11) of which are local and five (5) of which are international
Islamic banks, serving a variety of Islamic banking services in all states and cities
(Malaysian Islamic Banks Dashboard, 2021). Despite widespread support and
steady growth, Islamic banks continue to face concerns and obstacles, including late
payment costs for taw (compensation) and gharamah (penalty), as well as meeting
the magasid al-Sharah and providing profit-sharing based financing (Janah et al.,
2020). With the rise of the Islamic banking and takaful industries, the Islamic capital
market has become more important. Furthermore, there is a scarcity of Islamic
financial instruments that can supply more Shariah compliant products and services

in the Islamic financial system.



As a result, Islamic capital markets must provide Shariah-compliant
instruments and meet investor demand (Franzoni & Allali, 2018). Furthermore,
Islamic capital markets in Malaysia have used both methodologies to meet market
demands. The Islamic capital market currently controls a significant chunk of the
capital markets, accounting for 60.55 percent in 2018. ICM has a total market
capitalization of RM 1,880.73 billion. This sum is made up of RM 1,036.52 billion
in Shariah-compliant stocks and RM 844.21 billion in Sukuk (Atal et al., 2022).
Despite the use of a variety of strategies to construct Islamic capital market
products, the notion of bay al-dayn in Sukuk remains unanswered in Malaysia's

Islamic capital markets (Kurbonov, 2021).

Few previous research has looked into the elements that influence working
persons' attitudes about Islamic banking. They employed the TRA as their
theoretical model and the theory of planned behavior as their theoretical model.
Amin et al., (2021), for example, used the theory of planned behavior to examine
the acceptance of Islamic home financing in Malaysia. The study is unique in that
it adds additional functions to the theory of planned behavior's initial framework,
including "simplicity"” and "relative benefit." The study discovered that these two
factors influenced attitudes, and that attitude served as a mediator between these
factors and the desire to use Islamic home finance. Md Husin and Abdul Rahman
(2016) used the theory of planned behavior to better understand the acceptability of
Islamic insurance; the model was also updated to include other elements that
influence attitude. Attitude was found to be highly influenced by awareness,
knowledge, and exposure. Also, Sabirzyanov (2016) used the theory of planned
behavior to assess customers' intentions toward Islamic finance; he also included

awareness as a factor impacting attitude in the model, and the results revealed that



awareness had a significant impact on attitude. Finally, Amin et al., (2021) studied
customer attitudes and preferences in the Islamic home finance market using the
theory of planned behavior and the TRA. They included three attitude-influencing
components to the theoretical model: service quality, product choice, and Islamic
debt policy; the paper demonstrated that these aspects influenced attitude. Kaakeh,
Hassan, and Van Hemmen Almazor (2019) examined the impact of the following
elements on bank customers' attitudes and intentions to adopt Islamic banking in

the UAE was explored.

The study used a theoretical model based on the multi-attribute attitude
model, the theory of reasoned actions, and the theory of planned behavior to
investigate the mediating role of attitude in that model. As predictors of attitude,

they absorbed awareness, image, sharia conformity, and individuality.

Because multiple prior research have revealed that public awareness of
Islamic funding is quite low, awareness is included in this study (Albaity &
Rahman, 2019a; Hidayat & Rafiki, 2020). Even if a person has a strong attitude
and/or subjective pressure, if they lack the necessary knowledge to commence an
activity, their behavioral interest will be low (Utomo & Sekaryuni, 2020). The most
critical factor, though, is how to raise customer awareness. The level of client
understanding has a big impact on whether or not they choose to use Islamic banks
(Bakar et al., 2020). According to Hasan et al., (2020), customers with high
awareness can be persuaded that a product is likely to suit their demands. The role
of awareness, according to Bordoloi et al., (2020) is one of the factors that

influences the demand for financial goods.
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