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Abstract

The islamic banking is not a new idea in the woflde islamic banking has the fast growth in differislamic

and non islamic countries. This study examine &ationship between the customer satisfaction avateness
about islamic banking in Pakistan and also exantiige services qualities of both conventional andnist

banking based on different facilities offered blamsic and conventional banks in Pakistan . In #tigly, the
data was collected through the use of 49 itemstiunes with 4 main variables. The major findingstioé study
confirm that customers of both the banks are $adiskith their facilities offered by banks but tbestomer of
both banks are not aware about the different firzuservices provided by Islamic banks.

Keywords:. Islamic banking, Financial Services and Satisfecti
Introduction

From nearly 30 years ago when it was virtually wown, Islamic banking has become one of the fagtesting

sectors of International banking and capital markietw a day there are more than 200 Islamic banksdre

than 70 countries mostly in Islamic countries arahynin western countries. These figures not inclomee

than 50 insurance (Takaful) companies operatirZRicountries. These companies providing insuraaciitfes

according to the guidance and sayings of Islammglamutual funds, houses investment, commodityitigad
companies are also create a strong place in thadial sectors in all over the world. On the otbiele on the
level of urban and rural areas there are lot oflisfimancial institution like cooperative credit Geties, Small
business institutions and public welfare societesrating there functions at local levels. Many pdecare

interested in getting the information about Islaménking and also have the question in their mthds how it

differ from conventional banking.

An Islamic banking system or financial system isedeping to provide financial services according tiles
and regulations of Islam. However the Islamic rided regulation for financial related matters azeyvhelpful
in achieving socio economic goal of Islam. Theseneenic goals are included high rate of economiomjno
employment, justice, equal distribution of wealttdatability of money.

Islamic finance has grown rapidly during the pastvesal years both in terms of volume,
loans and financial products that are available mmde in body retail level. The main feature ofaficial
instruments that are tailored to their system sitiee Islamic financial system Islamic law - shawith
conventional interest-based financing system inguart ways, need to
Islamic finance specifically pay more attention tthe issues raised. This chapter discussed
a key insight from the perspective of agency theand explains how to provide a framework for tlsign of
this literature can be employed insight rules famic finance Islamic financial contracts and coinsystem
institutions. Benefits of agency theory concepessults, uncertainties, risks and information systesmne
particularly germane to the discussion of compemsaiontrol issues in Islamic financial contracting

An Islamic or interest-free banking system and llasic difference between conventional it is intebesed
banking system, interest rates or if the lattgaresdetermined rate or other benchmark is a sinipéait function,
while the former, physical return on investment éogs are shared between creditors attended a fnwhich
reflects their respective levels of the borrowerldlamic finance, interest-bearing agreement, reshtreturns
are affected by the change, often takes the forrpaofnership. Islamic banks provide savers witlaricial
instruments which are derived from equity Mudarabyal Musharaka (discuss below). The disbursement
arrangements, profits are shared between inveatardasis. A predetermined concept of profit aisd kharing
is a direct bank part of creditor concerns regaydhe benefits of physical capital investment ¢tta Bank).
Needless to say, traditional banks are also cordeafout project's potential default on loans @ueancerns
about profit. However, traditional bank to receppayment of interest is called certain period ofeirand the
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condition is as long as it is called, bank whetyeur project is a particularly high-profit or doaet directly
affect is less than the rate of return. Interesebasystem, in contrast, Islamic Bank body is tu$oon return on
investment, because its profit is directly asseciatith the real rate of return.

ISLAMIC FINANCIAL PRODUCTS
Murabahah

Murabahabh is a particular kind of sale where thHieisexpressly mentions the cost of the sold comitgdte has
incurred, and sells it to another person by addome profit or mark-up thereon.

ljara

ljara (leasing) permits the client to purchase @ask® subsequent leasing for a certain periodmé tand at a
mutually agreed upon amount of rent.

M udarabah

Mudarabah is a special kind of partnership where partner gives money to another for investingnitai
commercial enterprise. The investment comes froenfitst partner who is called “rabb-ul-mal”, whitbe
management and work is an exclusive responsilaifithe other, who is called “mudarib”.

Mushar akah

Musharakah is a relationship established by théigsathrough a mutual contract. Therefore, it gogéthout
saying that all the necessary ingredients of alvaintract must be present here also. The kindusharakah is,

Shirkat-ul-milk: it means joint ownership of two o1ore persons in a particular property.

Shirkat-ul-agd: it means a partnership affectecibyutual contract. Shirkat-ul-amwal means that etk the
partners invest some capital into a commercial rprite. Shirkat-ul-a’'mal where all the partnersnjbi
undertake to render some services for their custeana@d the fee charged from them is distributedragrthem
according to an agreed ratio. Shirkat-ul-wujoohahkhthe partners have no investment at all. All tHeyis that
they purchase the commodities on a deferred pmcesall them al spot. The profit so earned is ithisted
between them at an agreed ratio.

Mugarada

Mugarada (bonds) allows a bank to issue Islamicdboto finance a specific project. Investors who buy
mugarada bonds take a share of the profits genkbgtéhe project as well as assuming the riskessgds.

Salam

Salam literally means ‘futures’. A buyer pays invadce for a designated quantity and quality of dage
commodity to be delivered at a certain agreed dateprice. It is limited to fungible commoditiesdais mostly
used for the purpose of agricultural products lywjgling needed capital prior to delivery.

Istisnaa: Istisnaa is a contract in which a party demandsptioeluction of a commaodity according to certain
specifications and then the delivery of it from #mew party, with payment dates and price specifiedhe
contract.

Customer awareness and customer satisfaction adlaatic banking is depends upon the knowledge promi
and performance of Islamic banking products.

The main purpose of this research is to understandval and growth of Islamic banking in Pakist&he main
objectives of this study is to measure the custoaweareness of the people towards Islamic Bankitsg,
products, services, its objectives, compliance wiShariah, financial services and customer servaed
customer attitude based on this awareness.
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Lecturereview

The main objective of Islamic law is to promote tielfare of mankind, justices, protection of redigs life and
prosperity. Islamic system provides the facility goomote the Islamic finance and financial marketabib
Ahmad 2006). The all form of interest are totallplpbited in Islam and Muslim are more eager talldzeir
lives according to Islamic laws. The interest basgstem is leading the economy to the path ofsasid also
effect the whole society. (Ahmad 2008). The basippse of the Islamic banking to promote the Istawzilue
not only profit maximization. And promote the sdgiés the better way to investment and generatehtbh
profits. (Frooq .al .all 2010). 21st century hasmtprmany opportunities as well as many threatsHersector of
banking because of the inception of practices lafm& banking in many countries of the world likekistan,
Bahrain, Malaysia and in Bangladesh and aroundhellnon-Muslim part of the world. Before 1970, isla
banking was almost unknown, in early years of tydimst century Islamic banking has become a redliat
cannot be ignored and by the end of 2004 the dizslamic banking industry reached to a billion.eTtotal
value of shari'ah compliant accounts worldwide ahmost us dollar 500 billion and is growing at arage
rate of 10-15%. Islamic banks are trying to makemasny customer as possible in order to compete thith
interest base conventional banks therefore thepma@ucing the wide range of the products as theytlse best
substitute against the products which the convaatibanks provide. In Pakistan, Islamic banks ptiog many
services and product so as to compete with the erdgional banks and to attract the future custonmel a
potential customer (Persurman, 1985). Islamic benkased on Shariah law whereas conventional bgnki
based on profit maximization, lending and borrowifigdings revealed that in term of cost efficienagd
Islamic bank performs better than conventional bahkre as in terms of technical efficiency convemai bank
give tough time to Islamic bank Shahid et al. (20Ithe comparison of Islamic banking and converagion
banking system in Pakistan showed that conventibaaks are on declining stage due to the finamriaés at
global level. Whereas Islamic banking has emerged atrong financial system then conventional bankin
the basis of assets, financing, profitability arfficeency etc and maintain consistent growth, Aw@009).
Keeping in view the growth, development and protpetIslamic banking of Pakistan in terms of asskinds
and deposits, Islamic banking with the efforts ahk in Pakistan (SBP) is also playing an active mwith the
banks which deals with corporate social respongibiRkram, Rafique and Alam (2011). Islamic barkiis
rapidly getting recognition in financial market apdople are adopting it because it is accordingstamic
shariah rules and regulations. Manzoor, Ageel abduh Sattar (2010) investigated motivational, ecoit
socio- psychological and religious factors thatr¢hare greater opportunities in Pakistan for dgualent and
growth of Islamic banking system. With an impregsgrowth of Islamic banking in this contemporaryrido
how Islamic banking compete with conventional baimkeegard of customer attitudes and products, Aasaah
Bukhari (2011). Khattak and Kashif-Ur-Rehman (20&8@amined the degree of satisfaction and customer’s
awareness towards the products and services ahitslbanking of Pakistan and people are not wellraved
some specific Islamic financial products i.e. Mwahd, ljara etc. The root of Shariah corporate gwauere
comes from Islamic banking and finance. Resultsehanoved that entity in any sector especially inshu
countries have to follow Shariah corporate govecedior their long term sustainability, Muneeza dtessan
(2011).

Sample

In the study the sample size was 100. For the stueyhave targeted respondents from Punjab Province
Pakistan. This Province was selected for the daltaation due to certain reasons. Here we have aasgss to
people from different parts of the Punjab, easdygéted different income group respondent. Theetarg
respondents were the account holders of the Islamdcconventional banks. We have targeted respofficen
different class of income. In the respondents west# males and 36 femald$ie questioner was formed in the
light of two research paper, one was the JordalsEmic banking customer’s satisfaction level naseal.
(1999) and the second study was conduct on Turkidamic banking customer satisfaction level
saduman(2005). The questioner was structured intpasts. First part includes the demographic infation of

the respondent (age, gender, academic qualifigaticome, occupation). Second part of the questiomdudes

the information about the respondent select thé&ibgrsystem (Islamic bank, conventional bank, bsthmic

and conventional bank). The third part of the goest includes checking the customer knowledge &bou
different product of Islamic banking. The forth fsaincludes the checking the respondent reasombetgaling
with the Islamic banking. The fifth parts includeetchecking the respondent awareness level ablaunits
banking system. The last parts includes the chegcltie respondent satisfaction level about Islansinking
system. The questioner was filled by the accooiddr of different Islamic and conventional bankke basic
query that was tried to be resolved was “to knowutlthe awareness level, satisfaction level of aasr
reasons behind dealing with the Islamic bankingt fEsolve this query a survey was conducted in the
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Pakistan’s city by distributing and filling quegtier from the respondent. In this study checkingah&tomer’'s
awareness level, reasons behind dealing with Isldranking and satisfaction level of customer’s talgathe
Islamic banking products and its services.For phigpose check the reliability of the data by apmpdyCronbach
alpha. We found out the relationship between deapttc variables and the customer satisfaction levéhe
reason behind dealing with the Islamic banking aystWe first checked the normality of the data ésting
their skewness. We got the data was not normalyes@pplied Kruskal-Wallis One-way ANOVA. The same
methodology was adopted by Naser et al. (1999)henJbrdanian customer’s perception towards thenisla
banking system.

Data analysis and discussion

In this study, customer awareness, customer’sfaetiisn level and the reason behind dealing with Iglamic
banking system checked. When we check the reliplmfi the data, we applied descriptive statistizgistic on
the data, the result was discussed below.

Respondent profile

The personal profile of the respondent show thetimosspondent belong to the age group of aboveezg.
Mostly people are belonging to the private sediwore respondent are the highly educated.

Variable Frequency Percentage Variable Frequency  Percentage ‘
Age Profession
Lessthan 22 year 17 17.9 Student 25 26.3
22-29 year 39 411 Govt.Employee 25 26.3
Above 29 year 39 411 Pvt.Employee 34 35.8
Self Business 11 11.6
Gender
Male 59 62.1
Female 36 37.9
Income Academic
Qualification
5001-10000 22 23.2 Intermediate 14 14.7
10001-15000 19 20 Graduate 39 41.1
15001-20000 9 9.5 Master 42 44.2
20001-25000 11 11.6
M ore than 25000 14 14.7

Type of banking services use by customer

The selection of banking system is important. Mogttople are using the different banking systemoun
article the mostly respondent are using the boghlstamic and conventional banking system. And #ratthe
42%.

Value Frequency Per centage
Islamic banking only 21 22.1
Conventional Banking only 34 35.8
Both Islamic and Conventional Banking 40 42.1
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Reason behind dealing with both banking system

They were some option given to the respondentleztieg the banking system. The facilities offetsdislamic
banks, the investment diversification opportunjtisetwork reason etc. mostly of the respondent eagied
strongly that the Islamic banking provide the widege of services and the network are the sole retroimg
with the conventional banks. The table 3 showsé¢kalts.

SAgree Agree Neutral Disagree S.Disagree
Values

Frq % Frq. % Frq. % Frg. | % Frq %
Limited banking
facilities 29 30.5 39 41.1 10 105 14 147 3 3.2
offered by IBS
Wide range of services
offered by IBS 16 16.8 43 45.3 16 16.8| 12 12.4 8 8.4
Investment
diversification 20 21.1 38 40 19 20 13 137 4 4.2
Opportunity
Network reason 12 126 | 33 347 | 29 305 15| 158 6 6.3
Low investment
opportunities 13 13.7 30 31.6 18 18.9 26 274 8 8.4
offered by IBS

Customer reasons dealing with Islamic banking system

Why customer are dealing with the Islamic bankipstem. Mostly are the respondent agree and stragylye
that use of Islamic bank due to religious. And ryoste using due to other factor of e.g. servicearges,
effectiveness in transaction, provision of invegttr@pportunities, loan availability.

Values SAgree Agree Neutral Disagree S.Disagree
Frqg % Frq. % Frq. % Frg. | % Frq %

Religious 46 48.4 39 41.1 7 7.4 3 3.2 0 0
Profitability 28 29.5 38 40 21 221 5 5.3 3 3.2
Feasible location 21 22.1 27 28.4 31 32(6 12 126 4/ 4.2
Services charges 32 33.7 16 16.4 33 347 1 18.7 1.1
Effectiveness n 9 05 |44 | 463 | 25 | 263 13| 137 4| 42
Wide services range 9 9.5 33 34.7 25 26.3 19 2( 9 9
Bank reputation 22 23.2 31 32.6 24 253 14 147 4, 2 4
fg‘ggi’:‘gce rules 35 33.7 | 35 36.8 | 11 116 9 95| 8 8.4
Eg‘;"iSiO” ofinvestment 1, | 147 |10 | 20 | 32 | 337 19| 20| 11| 11
Credit card provision 35 36.8 17 17.9 29 305 9 955 5.3
Loan availability 12 12.6 44 46.3 24 253 11 116 41 4.2
Privacy/confidentiality | 31 32.6 23 24.2 25 263 11116 | 5 5.3
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Customer awar eness level about 1slamic banking

In this variable we check the customer awarenegs &bout Islamic banking system. This study wasdcet in
the Islamic country and the many of the peoplenateknown about the Islamic banking products likedaraba,
musharaka, ijara, salam etc. in our result mostiyhe respondent are not known about the Islamitking
products. Mostly are known about the current actdime deposit account but not aware about thearadsh,

musharaga, etc.

Not awar e of it Awar e but not use Awareand useit
Values

Frq % Frq. % Frq. %
Current account 34 35.8 17 17.9 44 46.3
Time deposit A/C 31 32.6 41 43.2 23 24.2
Mudarabah 41 43.2 47 49.5 7 7.4
Musharakah 34 35.8 57 60 4 4.2
ljara financing 39 411 45 47.4 11 11.6
Traveler's cheques 32 33.7 46 48.4 17 17.9
Overdraft 48 50.5 34 35.8 13 13.7
Letter of credit 35 36.8 46 48.4 14 14.7
Murabaha financing 26 27.4 49 51.6 20 21.1

Customer satisfaction toward Idamic banking system

In this study, different aspects of customer satién level are explored, by providing differenition to
customers to respond, by this we are able to gefctlstomer satisfaction level toward the Islamiokiag
system. Mostly are the people are agree and siyratgke with the management proficiency and thieieffcy
in the transaction. Working hours of the Islamiakiag are the not the satisfied with the customer.

SAgree Agree Neutral Disagree S.Disagree
Values

Frq % Frq. % Frqg. % Frg. | % Frq | %
Management 27 284 | 45 | 474 | 14 147 7 74| 2 2.1
proficiency
Bank’s personaj g 95 | 47 | 495 | 28 | 205 o 95| 2 2.1
knowledge
Cost of services 15 15.8 25 26.3 37 38|9 16 16.8 2121
Efficiency ol 10 105 | 35 36.8 | 29 305 18| 189 3 3.7
transactions
Facilities of parking 11 11.6 33 34.7 30 316 13| .713 8 8.4
Advertising campaign 10 10.5 22 23.2 28 295 22 223.13 13.7
Working hours 10 10.5 37 38.9 22 232 19 20 7 74
Financial counseling 12 12.6 25 26.3 34 358 16 8164.8 8.4

Therelationship between the customer satisfaction and the demographic variable

In order to find out the relationship between d#f& independent variables, first the normalitytref data was
checked when it was confirmed that the data is abrtmen we applied respective non-parametric a&t.
adopted Kruskal-Wills test. The result show that #ignificance relationship between the qualifmatiof
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respondent and efficiency in transactions and didugg campaign. The other all demographic varidilike age,
gender, income, education and qualification ardrthignificance relationship with the managemeiwfiprency,

bank’s personal knowledge, cost of services, tadliof parking, working hours, financial counsglin

values Gender Age Education Income Profession

_ X? sg | X? Sig | X? Sig | X? Sig | X? Sig
Management proficiency | sn5 | 5g1| 2705/ 259 1.84| .39y 4580 432 218 535
Bank’s Personal 53 | 501| 1.143| 565 442 | 80P 5354 253 1.90 [59
knowledge
Cost of services 710 | .400| 1.322| 516 7.22| .02r 2.718 .607 .689 [376
Efficiency of transactions | n93 | 760| 2.340| .310 4.708 095 5.000L .287 17.291 |0
Facilities of parking 2788 | 095| 4793| 001 1243 537 884D 065 10.9M2
Advertising campaign 2.258 .133 1.084 590 1.75%1 17.4 10.261| .036 16.64 .001L
Working hours 011 | .017| 840 | 657 2025 368 569 223 2.82 k2
Financial counseling 228 | 633| 4468| 107 7471 o024 353  dse 1.66 645

Therelationship between the reason behind dealing with the Islamic banking and demographic variable

To find out the relationship between the demographriable and the customer reason behind dealitigtie
Islamic banks. To find out the relationship we gpphe Kruskal-Wills test. The results show thatais
insignificance relation between the different agaug of people with the religion, profitability,dsible location,
wide services range, bank reputation. This meaasthie different age group people have the diffeogmion.
And the different income group of people has théedint opinion about the reason behind dealindh whie

Islamic banks.

Gender Age Education Income Profession
Values X2 Sig | X* Sig | X? Sig | X? Sig | X* Sig
Religious 230 | .632| 2.002| 367 3.94| .13 3.00L §5 524 M55
Profitability 2913 | 088 3.1200 209 1.95| 376 1.38 .84 3522 [318
Feasible location 232 | 630| 2.183 .33 .017| 991 1522 .g23 .91 82
Services charges 5.128 | .024| 25 287| 404 | 817 5.99 200 2.39 49
Effectiveness in transaction 40> | s26| 1.77 | .412| .374| .83| 3951 413 6.94 .p74
Wide services range 711 399 .85 .65 .821 .66  83.14.533| 2.11 | .54
Bank reputation 6.47 | .011| 1.69 | 42| .775| .679 5424 246 826 .pal
Shariah rules obedience | oo | 34 | 241 | 299 1.337] 512 3019 55 2115 .49
Provision of investment opp 59 | goo| 261 | 270 .981| .612 5005 278 8.264 (.41
Credit card provision 2573 | .100| 4389 111 296| .86p 13.359 .010 13029
Loan availability 808 | .360| 1.448 .485 1.614 .44 1.46p 833 4.59 4 |20
Privacy/confidentiality 607 | .436| 471 | 790 .470| 791 7.682 104 856 836
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Therelationship between the awareness level of customer and the demographic variable

In order to find out the relationship between tieendgraphic variable and the awareness level ofdiseomer,
firstly the normality of the data was checked artbwit was confirms that the data are normal. Twerapply
the respective non-parametric test. We select theskal-wills test. The result shows that the thée
insignificance relationship between the gender, ggelification, income, profession with the cutrascount,
time deposit account, mudaraba, musharaka, ijagnding, murabaha financing. The awareness levéhef
customer shows the insignificance relationship keetwthe demographic variable.

Gender Age Income Education Profession
Values

X2 sg | X? sg | X? sg | X? Sig | X? Sig
Current account 1.180 | .277| 4.230| .121] 11.254 024 .72 .704 9.0G®8
Time deposit A/C 2004 | .148| 850 | 654 9694 046 1.011 .603 34526 |3
Mudarabah 149 | 699 2081 358 7.070 182 554 Jog®2 | .923
Musharakah 1978 | .160| .144 | 930 2.990 559 .199 905 .1p0 (984
ljara financing 2368 | .124| 2.144| 342 2519 641 387 424 188 7 [o8
Traveler's cheques 4.073 | 044| 221 | 895 7.893 096 917 632 355 314
Overdraft 017 | .896| 574 | .750| 9.004| .061 .146 .930 3.728 []292
Letter of credit 336 | 562| 504 | .777| 8990 .061 1.369 504 2.0061 |53
Murabaha financing 280 | 596| 1.685| .431 2120 714 1684 442 50452 |1
Conclusion

This study conducted in order to get the informatabout the Islamic banking customer their usagé an
awareness of different products and services of Ish@mic banking system. And to check the customer
satisfaction level towards the Islamic banking sgstThe study shows that the respondent of thetiqnes are
highly educated. The age group of the respondeB®ito above 30 years and there are belong to ttdlen
income level. Our finding suggest that most ofristabanking customer have adopted the both bardgstem,
Islamic and conventional banking. Our study conetuthat the customer’s awareness level towardsisla
banking products is not good. Some people knownifathe current account, time deposit account butrob
the people are not known about the major Islamiokivey products like mudaraba, musharaka, ijara etc.
regarding the Islamic banking selection criteriasimof the customer have adopted Islamic bankingtduée
religious, but there are some other factor thativatd the customers for the adoption of Islamickixag system.
The result shows that the overall Islamic bankingtemers are mostly satisfied with the bankingisess The
study shows that most of the customers are noteawhthe different Islamic banking products suchjas
financing, Murabaha financing. It is having the mieg that Islamic banking industry has to give d¢desation

to providing awareness to their customers. Theyehavarrange certain seminars and talk shows derelft
televisions to inform the IBS customers about défe products and services. Most of the customess h
adopted both banking system. That is because tBed® not provide as much efficient products forirthe
customers as the conventional banking system peevid its customers. So they must have to considehe
product provision to its customers. Another reasahe network of the Islamic banking system thatthave to
give more consideration on their network and manketf Islamic banking products.
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