ISLAMIC CREDIT CARD USERS’
SATISFACTION: A COMPARATIVE STUDY

Nuradli Ridzwan Shah Bin Mohd Dali

A Thesis Submitted in Fulfilment of the Requirements for the Degree of Doctor of
Philosophy
Cardiff University

Marketing and Strategy Section
Cardiff Business School, Cardiff University, UK

July 2014



In the name of God, the Merciful, the
Compassionate. (1)

Praise be to Allah, the Lord of the Worlds (2)
The Merciful, The Compassionate. (3)
Master of the Day of Judgment. (4)

You alone do we worship and You alone we seek
for help (5)

Guide us to the Straight Path. (6)

The path of those upon whom You have
bestowed Your blessings, those whose (portion)
IS not wrath, nor of those who have gone astray.
(7)

(Al Quran- Al Fatiha:1-7)



ABSTRACT

Customer satisfaction (CS) is critical to success in banking. However, there is little agreement
on which antecedents can be employed to achieve it. Moreover, in the context of Islamic
banking, religiosity plays a major role in affecting customers’ choice of bank and banking
satisfaction. In response, this thesis developed an Islamic religiosity scale measurement and
an integrated model of customer satisfaction for Islamic credit-card users. In particular, this
thesis sought to investigate the role of religiosity and antecedents of Islamic credit-card users’
satisfaction. Furthermore, it presented and discussed empirical findings from mixed methods
approach employing semi-structured interviews of seven respondents and an online survey
of 560 credit-card users in Malaysia. The study used confirmatory and structural equation
modelling to examine the survey data. The findings of this thesis largely support the
hypothesised relationships proposed in the theoretical model. Specifically, the results
revealed that the functional service quality (FSQ), technical service quality (TSQ) and the
religious and ethical service quality (RESQ) are crucial and differ in affecting customer
satisfaction. The results also provide strong evidence that religiosity moderates between the
antecedents and customer satisfaction. Most importantly, Shari’ah compliance and ethical
dimensions (constructs in RESQ) are necessary determinants of Islamic credit-card users’
satisfaction. This thesis contributes to the existing theoretical and practical knowledge by
providing, for the first time, an Islamic religiosity scale measurement. Secondly, evidence is
presented that religiosity plays a significant contribution towards the customer satisfaction
model. Thirdly, the integration of FSQ, TSQ and RESQ creates a comprehensive Islamic
customer satisfaction model. Fourthly, since the integrated model involves religious factors
(i.e. Shari’ah compliance), religiosity contributes to the variation of customer satisfaction.
The inclusion of Shari’ah compliance, ethical dimensions, technology and communication
as first order constructs and FSQ, TSQ and RESQ as second order constructs contribute to
the body of customer satisfaction and Islamic banking literature. The findings imply the need
for the banks to lever on the key antecedents of customer satisfaction, which include Shari ah
compliance and ethical dimensions.

Keywords: Islamic Banking, Islamic Credit Cards, Customer Satisfaction, Religiosity,
Functional Service Quality, Technical Service Quality, Religious and Ethical Service
Quality, Shari’ah Compliance
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CHAPTER 1:INTRODUCTION

Serving your customers’ needs is meeting your customers’ expectations (Parasuraman et

al. 1988)

1. INTRODUCTION

Islamic Banking and Finance (IBF)! have been rising forces in global circles since their
inception in the 1960s and 70s (Haron et al. 1994; Igbal et al. 1998; Igbal and Mirakhor
2007). It has become an alternative to the conventional banking system (Ariff 1989). The
global total Shari’ah? compliant assets in the Islamic financial services market (comprising
the total assets in IB, takaful®and sukuk®) have increased by 25% from $758 billion in 2007
to $951 billion in 2008. In 2008, the bulk (84%) of these IBF assets is held in commercial
(74%) and investment (10%) banks (McKenzie 2010). IB assets alone were expected to reach
$1.3 trillion by the end of 2012 (Mubasher 2013). These figures suggest that 1B, which started

as an experiment, has grown itself into a powerful and promising force globally.

Malaysia’s position in the global economy was ranked at eighteenth in the year 2012 in the
overall financial development index (World Economic Forum 2012). The positive economic
indicators offered an excellent opportunity for IBF to prosper in Malaysia, attracting
investment from across the world and especially from the Middle East®. Moreover, local
higher education institutions have been supplying talented and highly skilled human capital
workforce for the banking industry, well equipped with the requisite skills and
knowledgeable in IBF and conventional banking. Linked to this workforce, Malaysia has
become one of the most developed IBF markets in the world. This thesis, however, will focus

on one component of IBF; that is Islamic banking; specifically the Islamic credit card (ICC).

" Combination of IB, Islamic capital and Zakafu/ matket.

2 Islamic canonical law based on the teachings of the .A/~Quran and the traditions of the Prophet Muhammad p.b.u.h.
(Hadith and Sunnah), prescribing both religious and secular duties and sometimes retributive penalties for law
breaking.

3 A scheme of mutual support, which offers insurance to people against the dangers of falling into unexpected and
dire need.

4 Similar characteristics to that of a conventional bond, but it is asset backed.

5 Kuo (2009) refers the Middle Eastern investors as petrodollar investors.

1


http://www.encyclopedia.com/topic/Quran.aspx

Ultimately, this thesis aims to empirically investigate; 1) whether the Islamic banking
complies with the Shari’ah law as perceived by the customers; 2) whether religion has a
significant impact on the perception of customers on IB; 3) whether customers’ perceptions
of IB’s compliance with Shari’ah will have an impact on customer satisfaction; and 4)
whether a comprehensive customer satisfaction model, integrating service quality
dimensions and religious and ethical service quality dimensions, can be developed. This
chapter aims to provide an introduction to the research context of Islamic banking, ICC and
customer satisfaction in banking and the skeleton of the study. This chapter discusses the

rationale for the study and concludes by indicating the direction of the overall thesis.

1.1 RESEARCH CONTEXT

This section will explain the present study context of Islamic banking, credit card

(conventional and Islamic) and customer satisfaction.

1.1.1 Research Context of Islamic Banking (1B)

IB has spread not only in Malaysia but to most parts of the globe and has been widely
accepted by Muslims and non-Muslims alike (Dusuki and Abdullah 2007; Keong et al. 2012).
As IB is growing in the financial world, there is also a growing need for an in-depth
understanding of the system itself. There has been variation in the definition of IB (Igbal and
Mirakhor 2011). Even though many consumers consider IB as interest-free banking, it is but
one of the many distinctive elements of Islamic banks. This is mainly due to the extensive
debate over an accepted universal definition that gives the general idea that Islamic banking

is all about operating without charging any interest.

This is perhaps, the reason why several authors pointed out that it led to misconceptions,
especially when the public awareness about Islamic banking remains relatively low (EI-
Gamal 2000; Ahmad and Haron 2002). This section contributes in attempting to reconcile
the differences of definitions given by scholars and as a humble effort to provide acceptable
definitions in Islamic banks and Islamic banking. A list of definitions of Islamic banks from

the Islamic banking literature are given in Appendix 2, p.324.



The Islamic Banking Act 1983 of Malaysia defines Islamic banks as any company that carries
Islamic banking business. The Organisation of Islamic Countries (OIC) defines Islamic banks
as those focussing on adhering to Shari’ah rules and regulations and avoiding interest.
However, Ahmad and Hassan (2007) do not emphasis on the prohibition of interest in their
definition of Islamic banks and instead stress on the adherence to Shari’ah in general. While
Haque (2010) emphasises on the implementation and materialisation of the economic and
financial principles of Islam.

However, there have been misconceptions among the public, due to incomplete and often
distorted knowledge (Ahmad 2006), that any loans given by the Islamic banks must be
interest-free and that the Islamic banks are social or non-profit organisations/banks and that
they are not allowed to make any profit. In reality, Islamic banks do aim for profit as long as
the profit does not come from a loan or Shari’ah-prohibited transactions (Zaher and Kabir
Hassan 2001). One unique characteristic of Islamic banks is the integration of ethical and
moral values (Ahamed et al. 2013). It is also interesting to note the differences between
Islamic banks and Islamic banking. Appendix 3, p. 324 provides several definitions of IB

systems.

The definitions of the IB system are too broad and it is apparent to see that they might be
creating misconceptions. However, two principal common components can be discerned
from the definitions: that the 1B system must conform to Shari’ah law and principles, and
that it must avoid interest in any of its transactions. Some authors also argued that the
foundations of IB is in fact guided by Islamic economics (Nasser and Muhammed 2013). The
interpretation of Shari’ah requirements in muamalah® has been translated into 1B operations
and there are some basic guidelines, which Islamic banks must adhere to. Citing EI Hawary
et al. (2004, p. 5) as quoted by Khan (2010) defines IB as a system that observes four

principles, which are as follows:

1) Risk sharing: the banks and all the participants in a financial transaction must share
the risk. This is associated with the prohibition of interest from lending, whether
excessive or small, compounding interest or simple interest, or variable or fixed, as

promulgated from Shari’ah perspectives.

6 Commercial transactions.



2) Materiality: This is associated with the financial transactions of the Islamic banks to
be backed by assets.

3) No parties involved in IB should be exploited.

4) Prohibited products and sinful activities must not be funded by Islamic banks, such
as involvement in companies producing alcohol, pork products, or companies related

to gambling activities. Islamic banks can only finance lawful (halal”) things.

Therefore, the prohibition of interest is only one of several key elements of IB. Equally
important are the Islamic spirit of helping, justice, fairness, and sharing, which must all be
present at all operational levels of IB, in addition to a strict adherence to other prohibitions
such as those towards uncertainty, gambling and dealing with banned products.

Based on the evaluation of previous definitions and the basic guidelines provided by El-
Hawary et al. (2004), the following definitions of Islamic banks and Islamic banking are

developed for the present study:

The definition of an Islamic bank:

“An Islamic bank is a business organisation that offers financial products,
which are in accordance with the Shari’ah whereby a given risk is shared
between the said organisation and its customers with the aim to promote
cooperation, fairness and justice and characterised with the ethical values
and social commitment as promulgated by Islam.”
The above definition would be the ideal state of any Islamic bank. In order to achieve the
ideal state, Islamic banks must operate in a system that can accommodate its operation,

which is defined as follows:

The definition of an Islamic banking (IB):

“Islamic banking (IB) is a Shari’ah-compliant banking system practised by

conventional banks (offering IB products) and Islamic banks.”
The inclusion of conventional banks in the Islamic banking system is to reflect the IB system
in Malaysia that allows conventional banks to participate in offering 1B products. The above
definitions will be used throughout the thesis by which they define the ideal state of an
Islamic bank, and the banking system needed for one to operate.

7 Permissible or not prohibited according to Islamic law.
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A close examination of the definitions of Islamic banks in the literature revealed that Islamic
banking system is religiously motivated. Moreover, in the context of Islamic banking,

religiosity plays a major role in affecting customers’ choice of bank and banking satisfaction.

The selection of IB literature revealed that Islamic banks market their products and services
based on consumers’ motivation and value expressive attitudes and knowledge of the Islamic
religion. Some Muslim consumers only consider their religious values as their main
motivation factor in selecting a bank (Haron et al. 1994), while others consider other
motivation factors too when selecting banking products and services (Dusuki and Abdullah
2007).

Previous studies in IB have shown a trend that the studies are progressively moving from 1B
selection behaviours towards customer satisfaction. However, there is still a limited amount
of prior research on customer satisfaction and loyalty (post-purchase behaviour) specifically

in relation to IB.

For instance, some authors have highlighted that there is a lack of post-purchase behavioural
research looking at customer loyalty (Crosby and Stephens 1987; Cronin and Taylor 1992;
Jones and Sasser 1995), in which loyalty is the outcome of customer satisfaction (Jagersma
2003; Hassan et al. 2008) or loyalty is based on satisfaction as the foundation (Evans et al.
2009).

Loyalty levels can be different from one customer to another depending on their share of
profit/benefits with the company. There are six loyalty levels, which are known as: suspects,
prospects, customers, clients, advocates and partners (Hill 1996, p. 61). The lowest level of

loyalty is suspect and they move upwards to partners.

However, the highest level of loyalty through profit-sharing between customers and banks
will only start whenever the level of customer satisfaction is higher. This thesis, in particular,
Is interested to study the post-behaviour of Islamic banking customers for a specific Islamic
banking product, which is the ICC.



1.1.2 The Context of Credit Cards

The modern society uses credit card as a payment system. Physically it is a rectangle-shaped
card with a capability to store data (Ahmed et al. 2010). There are three major types of
payment system using cards i.e. credit, debit and charge cards. Credit cards allow debt
accumulation and do not require deposits, unlike debit cards. Consumers need to deposit fund

in their accounts with the bank prior to using the debit card.

In contrast, the charge card is a hybrid of both the credit and debit card. It requires the balance
to be paid in full each month but no prior deposits are required. The unique feature of the
credit card is that it allows the consumer to buy on credit and thus allows consumers to spend
over any temporary liquidity shortfalls, at the cost of accepting a higher interest charge
(Hamilton and Khan 2001; Bertaut and Haliassos 2005; Abdul-Muhmin and Umar 2007;
Sprenger and Stavins 2008; Zinman 2009).

The credit card was first introduced in 1950 by Diners Club that allowed its cardholders to
purchase goods and services from many different merchants. In the late 1950s, Bank of
America began offering the first widely available general purpose credit card (Wood 2006).
Evolving since the last five decades, the credit card is an essential mode of payment in
modern societies. Islamic Banking, on the other hand, is relatively new in the credit card
industry; having started offering the Islamic equivalent in the past ten years compared to the

half a century old conventional banking credit card industry.

Conventional banks were the first to introduce credit cards to the customers. As their nature
of business is interest-based, it allows any kind of transactions so long the business is legal.
Unlike conventional banks, Islamic banks are not allowed to deal with interest or to engage
in any business or trade of prohibited products such as liquor and pork. Credit card is defined

throughout the chapters as:

“A document that its issuer (issuing bank) gives to a natural or legal person (card
bearer) according to a contract between them. The card bearer becomes able, by
virtue of this arrangement, to purchase goods or services from those who
recognize the card without immediate payment of the price as commitment will

thus fall on the issuer. Payment is made from the account of the issuer who will
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afterwards charge the card bearer at regular time intervals. Some issuers used
to impose usurious interest on the total outstanding balance that the bearers owe

to them, after due date of payment, while others do not.
(Islamic_Figh_Academy 2000)

This definition of credit card (Resolution No. 63/1/7 ) was used as the basis for the Council
of the Islamic Figh Academy of the Organization of the Islamic Conference to issue a decree

on whether the credit cards are permissible for usage or not.

The Resolution No. 108 (2/12) On "Credit Cards™ by The Council of the Islamic Figh
Academy of the Organization of the Islamic Conference held from 23 to 28" September
2000 has issued the decree that the usage of the conventional credit cards is not permissible.
The extraction of the council decisions is as follows:

Firstly: Itis impermissible in Shari 'ah to issue a Credit Card or use it if its conditions include
imposition of usurious interest. This is so even if the card bearer has the intention to pay

within the moratorium period that precedes imposition of interest.

Secondly: It is permissible in Shari ‘ah to issue Credit Cards that do not carry a condition
of imposing interest on the debt. Permissibility of this deal entails also two further

considerations:

A) Permissibility for the issuer to take from the bearer a specific amount of money at the time
of issuing or renewal of the Card. Such amount constitutes the actual fee that the issuer

deserves according to the services it provides to the bearer.

B) Permissibility for the issuer to take a commission on the goods or services purchased by
the bearer, provided that such goods or services are sold at the same price whether in

cash or credit.

Thirdly: Using credit cards for cash drawing results in a loan from the issuer to the bearer
and is permissible if it does not entail payment of usurious interest. The fixed amount of
money to be taken by the issuer as a fee for the actual services, and has nothing to do with

the loan amount or duration is not considered as usurious. However, any charge over and



above this fixed amount is impermissible because it is usurious as indicated in Resolutions
No. 13 (10/2) and 13 (1/3) of the Academy.

Fourthly: It is impermissible to use credit cards for purchasing gold, silver or currencies
(Islamic_Figh_Academy 2000).

Instead of giving out loans and charging interests, the Islamic banks’ practices are sales and
purchase, profit-sharing, profit and loss contract, leasing or a combination of these contracts.
These contracts are different from the conventional lending contracts. Despite the differences
in the contracts used, the Islamic banking is still able to serve the consumer needs similar to

what the conventional bank are currently offering, including the credit card facilities.

The development of Islamic credit cards industry is fast growing. The Eastern school of
Islamic banking uses Bai al Inah principles in two separate contracts namely Bai al Mutlak
and Bai Bithaman Ajil. The Bank Islam incorporates the Qardul Hassan principle in its Bank
Islam Card (BIC) along with the Bai al Inah. The middle-eastern school of Islamic banking
develops the credit cards contrary to the Eastern school of Islamic banking whereby Ujrah
and Tawarruq are used as the basic principles instead of Bay al Inah. The following sub-

sections will discuss the credit card industry followed by the ICC industry in Malaysia.

1.1.2.1 Credit Card Industry in Malaysia

In Malaysia, credit card issuers can be categorised into banks and non-banks. There are 25
credit card issuers in Malaysia. A majority of the credit cards are issued by local and foreign
banks (88%) while other institutions (12%) offer the remainder. The credit card industry has
so far shown a steady growth in Malaysia (Kang and Ma 2007). Statistics gathered from the
Central Bank of Malaysia have revealed that the amount of credit lines approved for credit
cards was RM125 billion since 1999 and that 325 million transactions were conducted in
2012 (Bank Negara Malaysia 2012).

The total amount of credit card purchases was RM98.3 billion and RM3.45 billion cash
advance withdrawals were conducted (Bank Negara Malaysia 2012). The current outstanding
balances for the year ending in 2012 was RM28 billion and 9.2% of this was overdue (Bank

Negara Malaysia 2012). The total number of credit cards in circulation in 2012 was 7.5



million for principal cards and 1.0 million for supplementary cards (The total Malaysian

population was 29.24 million in 2012, according to the World Bank).

It is fair to claim that the evidence presented above gives some indication that credit cards
are popular among Malaysian consumers. Despite this popularity, an important question that
needs to be asked is whether consumers will behave differently in the market place on how
they spend if they have a credit card together with the religious factors. In addition, the OIC

Figh® Academy?® has passed a decree® disallowing the usage and issuance of CCCs.

However, an ICC can only be issued if it adheres to certain rules (See Appendix 4 for details
of the ICC issuance rules) such as the issuers are entitled to charge membership fees, renewal
fees and replacement fees, as long as they do not involve interests and many more (AAOIFI
2010). Therefore, this study is interested in a specific sector, which is new in the credit card

industry, and is a new phenomenon relevant to a specific faith market, i.e. the ICC.

1.1.2.2 Figh Issues on Islamic Credit Cards

Several issues could be discussed pertaining to the application of credit cards from the
Islamic perspectives such as whether the Islamic banks could issue conventional credit cards

and whether the Muslim consumers could use conventional credit cards.

1.1.2.2.1 Majority Opinions Disallowing IB to Issue CCCs

The use of conventional credit cards is not acceptable by the consensus of Shari’ah scholars
as per the Resolution No. 108 (2/12) On "Credit Cards" by The Council of the Islamic Figh
Academy of the Organization of the Islamic Conference (OIC) held from 23" to 28"
September 2000. The council has issued the decree that the usage of the conventional credit
cards is not permissible. Based on the decree above, the conventional credit cards are not
allowed because they involve a condition of interest to be charged even though the consumers
have the intention to pay all the outstanding in order to benefit from interest free period.

The reason being, in the initial agreement between the bank and the customer, the customer
must agree to pay interest if there is any unpaid balance. This clause is not acceptable by the

8 Islamic jurisprudence.
9 A council of Islamic scholars who sit in a round discussion table to issue decree relating to Shari’ah.
10 See resolution number 108 (2/12) on credit catds by The Council of the Islamic Figh Academy.
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Shari’ah scholars. Another reason is due to the provision that in the event a customer use
cash advances, they will have to pay interest on the cash advances; and this is not permitted
by Shari’ah as well. However, if the banks manage to eliminate these two elements, the

issuance of such credit cards is therefore permitted.

The Islamic credit cards can be at a disadvantage since there are scholars who permit the use
of credit card as long as it does not involve the element of usury and contravene with principle
of Shari’ah and furthermore the conventional credit cards have set foot in the industry for
almost more than half a century. In regard to this, Mohd Dali & Abdul Hamid (2007) argued
that if the credit card serves as a charge card, in which the holders only pay the principle
amount plus the service charges, the transaction is permitted because it does not involve any

element of usury.

However, a majority of the Islamic scholars disapproved the use of conventional credit cards;
and this has indirectly promoted the development of the Islamic credit cards industry. The
development of the Islamic credit cards however can be divided into geographical areas
which are influenced by the four Islamic schools of thoughts. For example, most of the
Malaysian Islamic scholars follow the Shafii’s'! school of thought, while most of the Middle
Eastern Islamic scholars follow the Hambali’s, Hanafi’s and Maliki’s school of thoughts.
This will affect the interpretation of Islamic rulings and in turn, will affect the contracts used
in the development of Islamic banking products.

1.1.2.2.2 Minority Opinions Allowing Consumers to Use CCCs

Other than disallowing Islamic banks to offer conventional credit cards, the decree above
also prohibits Muslim consumers from using conventional credit cards for the same reasons.
However, there are individual decree such as the one from Kahf (2002) that is in favour of
credit cards, thus permitting Muslim to use them on a condition that the credit cards are paid
in full, to avoid any interest payments. His opinion is based on the arguments that credit cards
offer benefits to users such as the facility for payment of large purchases, they allow people
who do not carry cash to buy things, and they are useful in Internet purchases and car rental

collateral.

11 One of the four school of thoughts of Islamic jurisprudence
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The problem with conventional credit cards however, it is unacceptable on religious grounds
because there will be an interest payments charged when the outstanding balance is not paid
in full as stipulated in the credit card terms and condition. In religious terms, the consumers
and the banks will be colluding in the commitment of sin, as the contract in paying interest
is signed wherein a Muslim agrees to pay riba in the case of non-payment of the balance.
However, the decree allowing the usage of credit cards by Kahf was intended for consumers
who do not have any other alternative to credit cards.

For example, if there is no Shari’ah compliant credit cards being offered and available in a
given country during a particular time and at that same time, Muslim consumers need to use
credit cards to purchase products that require a substantial amount of money or to purchase
products via the Internet, the Muslim consumers are then allowed to subscribe to
conventional credit cards. Therefore, allowing the use of conventional credit cards at that
particular time and place is justified as long as the consumers pay all of the stipulated balance

on time in order to avoid interest charges.

However, cash advance facilities from conventional credit cards are not allowed as they
involve interest charges once a withdrawal is made and there is no apparent way to avoid
getting involved with such charges. Apart from that, the extension of credit with the purpose
of making profit is not a gardhul hasan'? loan, thus it is unacceptable in religious terms for
both the creditor as well as the borrower. Therefore, Kahf (2002; 2003) only allows the usage
of conventional credit cards under the condition that the purchase is settled in full, similar to

a charge card.

Usmani (Undated) supports Kahf with the decree that the interest charged on card users upon
a late payment is non-Islamic. The interest charged on a late payment constitutes riba, and if
this element is taken out, then the card becomes Islamic. In contrary, ‘Uthaymeen (2002)
argues that a contract of this type is not permissible because it involves riba and it also means
committing to paying interest if payment is delayed. Usmani quoted in Bakshi (2006) permits
the use of credit card by a purchaser and declares that it is allowed by Shari’ah; however, the
following actions must be taken by the consumers in order to avoid interest payment (Bakhshi
2006):

12 Qardhul Hasan refers to benevolence loans where no interest will be charged on the principal.
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1) Authorize the card issuer to directly debit your bank account for payments to avoid
the possibility of default which may, in some cases, carry the risk of interest;

ii) If the system of direct debit is not arranged, one must always be careful to pay the
bills within the stipulated time without fail, so that the interest may not be imposed;

iii) The annual fee paid by a cardholder to the card issuing company is not considered as
interest; rather it is a fee charged for certain services rendered by the company for the
benefit of the cardholder. This would explain why it is charged regardless of the actual

amount spent by the cardholder.

Without being affected by the debates about the permissibility of the credit cards, the
researcher has developed a moderate opinion over the issue, in that the usage of the
conventional credit cards should be allowed for consumers if there is no alternative (no
Islamic credit cards offered). In addition, if the necessary actions are taken to ensure the
outstanding balance is fully paid to avoid any interest payment either by instructing direct

debit by the respective bank or making the payment manually.

However, if there are alternatives where the Islamic credit cards are available, the permission
to use conventional credit cards is uplifted. The Muslim consumers must subscribe to the
Islamic credit cards instead of the conventional credit cards since there is a guarantee that the
Islamic credit cards are free from the elements of interest. Ideally, the researcher believes
that the Islamic credit cards can fulfil the same services as the conventional credit cards;
therefore, a stricter point of view (i.e. disallowing the usage of conventional credit cards) can
be applied.

On the supply side, the researcher disapproves if the Islamic banks are to offer conventional
credit cards since it will involve interest elements revolving balance and cash advances. Thus,
the Islamic banks will have to offer credit cards, which are free from these two problems by
creatively creating contracts, which are based on sales and purchase, agency fee, guarantee
fee or the combination of the contracts. As long as the contracts used for the credit cards are
not based on lending and borrowing contracts, which entail interests, the credit card will be
acceptable by Shari’ah.
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As in the case of Malaysia, AmBank Al-Taslif Credit Card, which was introduced on 30%
September 1996 was initially formulated based on the Shari’ah principle of bai’ bithaman
ajil** (Borhan 2006). Later, the Ambank changed the Shari’ah principle to bai' al-inah4,
which governs instalment payments over a fixed period. According to al-Zuhayli (1997), Bai’
bithaman ajil is also known as Bai’ al-Nasiah® and bai’ al- ‘inah as they share a common

element, i.e. deferment of payment.

On the other hand, BIC also claimed to be the first Islamic credit card, which is purely based
on Shari’ah contract, to be offered to Muslims and non-Muslims beginning 2002. The BIC
asserted itself to be completely free from any riba'® or gharar'’. It was also the first credit
card in Malaysia to use the SMART chip technology that adopts an optimum security level
in a credit card. In the operations of BIC, there are three main Shari’ah contracts being used,
namely Bai’ al Inah'®, Wadiah?® and gardhul hassan? (Yassin 1997). However, Bai’ al Inah
contracts used in the Islamic credit cards was abandoned by Bank Islam since 2010 as a

response to minimise these contracts in banking products.
1.1.2.3 Islamic Credit Card Industry in Malaysia

The emergence of ICCs in Malaysia started in 1996. A bank named AmBank Malaysia
Berhad was the first to introduce an alternative credit card in 1996. Bank Islam Malaysia
Berhad later followed suit in 2002. Bank Simpanan Nasional (BSN) then introduced its ICC
in 2006 and followed by Maybank Islamic, CIMB Islamic Bank, Bank Rakyat, HSBC

13 Bai bithaman ajil is referring to the sale of goods on a deferred payment basis at a price, which includes a
profit margin agreed to by both parties

14 A contract which involves sell and buy back transactions of an asset by a seller to the customer. The seller
will sell the asset on cash basis but the customer will buy back the asset on deferred payment at a price higher
than the cash price

15 Bai al-Nasiah refers to credit sales.

16 Riba means interest

17 Gharar means the uncertainty and ambiguity in transactions, which comes from events whose happening or
not happening, is subject to chance and as a result is unknown to the parties of a transaction at the time of the
contract.

18 Bai al Inah refers to an instantaneous sales and purchase conducted by two parties. The bank will sell a
product to a customer on credit and buy back the product instantaneously with cash at a lower price.

19 Wadiah refers to a contract of safekeeping and in the Islamic bank operation; customer will deposit their
money in the bank for safekeeping. The bank do not have to pay any interest for the deposit however the bank
has the option to give hiba (undetermined gift)

20 A loan extended on a goodwill basis and the borrower is only required to repay the principal amount
borrowed. However, he may pay an extra amount at his absolute discretion, as a token of appreciation
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Amanah in 2008 and RHB Islamic in 2010. By January 2011, eight Islamic banks were
offering ICCs, as shown in the following table.

Table 1-1: The Establishment of ICC in Malaysia

No Islamic Banks Year
" Offering ICC
1 Amlslamic Bank 1996
2 Bank Islam 2002
3 BSN 2006
4 Maybank Islamic 2008
5 CIMB Islamic Bank 2008
6 Bank Rakyat 2008
7 HSBC Amanah 2008
8 RHB Islamic Bank 2010

The trend in the ICC issuance shows that Islamic banks are too cautious in offering ICCs to
their consumers. The majority of Islamic banks issued ICCs in 2008, which is more than 10
years after the introduction of the first ICC in Malaysia. Prior to 2008, two banks, namely
Ambank and Bank Islam dominated the ICC industry. The reason for the late entrance of
other Islamic banks into the ICC market was probably the complexity of the formulation of
ICC products and the reservations felt by the Shari’ah committees of the respective banks

towards the consumption of debt-based products.

The introduction of the ICC system in Malaysia in the last decade has created a niche market
in the credit card industry. Even though it is still a relatively small market compared to
conventional credit cards (CCCs), it has attracted the attention of banks, consumers and
researchers (Jamshidi and Hussin 2012; Amin et al. 2013; Jamshidi and Hussin 2013).

However, the introduction of these cards has led to many questions on why banks need to
issue them in the first place, and why should consumers use an ICC instead of the existing
CCC? How do ICCs operate? What are the differences between ICC and CCC? Why do
Malaysian customers favour one over the other? Are ICCs specially designed to target
religious consumers only? Does religion have any effect on the selection of ICCs? Is the

consumer aware of ICCs? Finally, are the users of ICCs satisfied with the services rendered?

Although there are many questions that need to be answered, there is little empirical research

in customer satisfaction of ICC holders’ satisfaction, either from the perspective of the banks
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or from that of the consumers in a Malaysian context. In addition, the study also embarks to
identify if different levels of religiosity have different impacts towards satisfaction. This will
be one of the study’s contributions in providing first contextual study that take into

consideration customers’ satisfaction and religious factors in the banking sector.

1.1.3 The Context of Customer Satisfaction in Banking

Customer satisfaction is one of the prerequisites for the sustenance and growth of firms and
for success in the business world (Jun and Cai 2001). A successful marketing strategy must
be consumer-oriented (Cleveland et al. 2011), focusing on the family as the basic economic
unit as well as being market-oriented in its pricing, evaluating individual customer and
customer segment needs. Banks, which apply successful consumer-oriented marketing
strategies within an Islamic environment, will survive (Shook and Hassan 1988; Obaidullah
2005).

Competing banks might offer the same types of products or services, but all these banks
cannot provide the same quality of services (Berry et al. 1988). If an Islamic bank wants to
achieve the benefits resulting from good customer-satisfaction practices, the bank needs to
understand how customers are satisfied and how customers assess the bank’s performance.
Moreover, with prior knowledge of the nature of customer assessment, the bank can focus its

efforts on the factors that affect customer satisfaction.

Apart from the challenge of knowing how the customers assess their services, the bank needs
to perform in accordance with these better than its competitors (Fornell 2007; Hassan et al.
2008). Wining customers’ hearts via customer satisfaction and service quality must be at the
top of banks’ priorities. These are the two biggest challenges in order to understand customer
satisfaction in the context of the IB industry. Firstly, knowing customers’ assessment of

satisfaction and secondly, to perform better than the competitors in the said assessment.

However, it is difficult to understand in what ways and how customers become satisfied,

since the service industry is intangible, [showing] heterogeneity, perishability and

inseparability of production and consumption (Parasuraman et al. 1985; Parasuraman et al.

1988; Arasli et al. 2005a). An examination of the existing customer satisfaction models

enables us to understand and comprehend these existing models, which are currently
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available, their antecedents and the measurement used, so that this study can then fill any
gaps identified. There are also a number of studies in the banking and marketing literature
that attempted to understand customer satisfaction (Naser et al. 1999; Muslim and Zaidi
2008; Masood et al. 2009; Osman et al. 2009; Haque 2010a; Khattak and Rehman 2010;
Sadek et al. 2010).

Customer satisfaction studies started in the early 80s and have continued up until the present
time, and are not obsolete because of the dynamic nature of the banking industry and
consumers (Erol and EI-Bdour 1989; Muda and Jalil 2007). The dynamic evolution of the
banking system and consumers consumption culture affects customer-satisfaction research,
which is evolving too (Malhotra et al. 2005). A considerable amount of literature has been
published on customer satisfaction in the context of banking (Amin et al. 2013; Salma and
Shahneaz 2013; Vijay Anand and Selvaraj 2013). A list of studies on customer satisfaction
Is presented in Appendix 5, p. 326.

The review of the customer satisfaction literature in the context of the banking industry
suggests four main implications for future research. They are in terms of the research
intensity between conventional and Islamic banking, the measurement models used, the
competing models preferred and the inclusion of Compliance with Shari’ah dimension to
determine whether the Islamic banks are able to fulfil the Shari’ah requirements from the

customers’ perspectives.

1) Most studies in the field of customer satisfaction only focus on conventional banking.
Studies in the context of 1B are limited to eight (Naser et al. 1999; Muslim and Zaidi
2008; Masood et al. 2009; Osman et al. 2009; Haque 2010a; Khattak and Rehman
2010; Sadek et al. 2010). This provides evidence that the Islamic banking context is

under-researched in customer satisfaction literature.

2) To date, various methods have been developed and introduced to measure customer
satisfaction involving functional service quality (FSQ) and technical service quality
(TSQ) which will be discussed in detail in chapter two. A majority of the studies
employed Servqual (functional service quality) or modified Servqual to measure

banking service-quality (Newman and Cowling 1996; Han and Baek 2004; Arasli et
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al. 2005a; Muslim and Zaidi 2008; Wong et al. 2008; Kanning and Bergmann 2009;
Kumar et al. 2009; Ladhari 2009; Osman et al. 2009; Sadek et al. 2010).

However, criticism of Servqual (Blanchard and Galloway 1994b; Gounaris 2005) has led to
the creation of alternative models. Examples of the models are Servperf (Cronin and Taylor
1992; Angur et al. 1999; Abdullah et al. 2004), Bankserv (Avkiran 1994) and other models
(Levesque and McDougall 1996; Stafford 1996; Johnston 1997; Bahia and Nantes 2000;
Lassar et al. 2000; Aldlaigan and Buttle 2002; Cui et al. 2003; Malhotra et al. 2005;
Mukherjee and Nath 2005; Petridou et al. 2007; Guo et al. 2008).

In addition, Gro"nroos (1982) developed a two-dimensional model in which he included
technical quality (Gro"nroos 1982, 1990) and functional quality. This thesis integrates these
two service quality dimensions in the overall model developed in chapter four. In order to
accommodate all possible service quality dimensions, a specific discussion on all possible

service quality dimensions is provided in chapter two.

3) One criticism, which is evident in much of the literature on Servqual, is that Servperf
is claimed to be superior only where the performance of the service quality is
measured (Cronin and Taylor 1992; Angur et al. 1999; Abdullah et al. 2004; Osman
et al. 2009). This thesis employed the performance measurement as suggested by
Cronin & Taylor (1992).

4) The generalisation of much of the published research on the use of the Servqual model
is problematic in the context of IB. As a result, the Carter model is gaining acceptance
in the measurement of customer satisfaction in IB as it incorporates an additional
dimension, Compliance with Shari’ah, to Servqual’s five dimensions (Muslim and
Zaidi 2008; Osman et al. 2009; Haque 2010a; Sadek et al. 2010).

As Compliance with Shari’ah is a religious requirement, this thesis seeks to identify if
different religiosity levels will have different impacts towards Compliance with Shari’ah and
finally towards satisfaction as well. The discussion of religiosity in consumer behaviour
literature is presented in chapter three while the religiosity scale development for the IB
context is explained in chapter five. The development of Islamic religiosity for the 1B
industry will be also one of the key contributions of this thesis.
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It is important to highlight that none of the studies mentioned above were conducted in the
context of ICC especially its possible antecedents of satisfaction and its relationship with
religiosity, warranting a comprehensive ICC satisfaction model integrating all service quality
dimensions to be developed. Therefore, it provides a strong rationale for this study to be
conducted.

1.2 RATIONALE FOR THE STUDY

All service providers that provide high service quality are deemed to have certain
characteristics in common. Examples of the characteristics are high staff morale, low staff
turnover, high repeat purchase levels, long customer retention levels, relatively low cost of
sales, high numbers of referrals and recommendations and middle to high processes
compared to their competitors, and relatively high profit levels (Daffy 2001, p. 5; Transit
Cooperative Research Program 1999). These can only be attained if customers are satisfied

with the company’s exceptional customer service (Shamma and Hassan 2013).

In addition, satisfied customers are likely to become repeat customers who will spread
positive word of mouth and be willing to try other product lines (Naser et al. 1999). This
section provides evidence that even though customer satisfaction research is important, yet
it is under-researched and should be the utmost priority in the Malaysian 1B industry and thus
provide a strong rationale for this study to be conducted. Descriptive statistics in the area of

customer satisfaction are given to support the arguments in the published papers.

1.2.1 Customer Satisfaction is Under-Researched in the Malaysian Banking Industry

Previous studies in marketing and service literature have proven that service quality and
customer satisfaction are important for organisation competitiveness, and are essential
determinants in allowing an organisation to differentiate itself from competitors (Gounaris et
al. 2003). A report published by the Malaysian Investment Development Authority (MIDA)
in 2011 stated that the banking industry attracted the largest amount of investment (RM2.3
billion) in the financial sector, followed by the capital and insurance sectors. As customer
satisfaction research in the banking industry is important as a significant marketing agenda,

it is also beneficial to see whether it has received adequate attention in the Malaysian banking
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industry. Appendix 6 provides the number of studies conducted in different countries,

showing that customer satisfaction research is indeed important in several countries.

The table in Appendix 5 summarises customer satisfaction research conducted in 31 countries
in which a majority of the studies were conducted in the United States, the United Kingdom
and Canada comprising of 19, 10 and 7 studies respectively, involving more than 100,000
respondents. This shows that developed countries place an emphasis on customer satisfaction
in the service industry. As for Malaysia, only four studies have been conducted thus far,

accumulated a mere 889 respondents.

This further implies that in certain countries, such as Malaysia, customer satisfaction studies
have been under-researched. Furthermore, the models used in developed countries cannot be
directly replicated considering the differences in culture, politics and the surrounding

environment of the respective countries (Sangeetha and Mahalingam 2011).

1.2.2 Customer Satisfaction Research is the Utmost Priority in IB Industry

This research is likely to be beneficial to IB institutions, to banking and marketing literature
and to consumers. For instance, IB institutions can use this research to help identify their
customers’ priorities, their customers’ tolerance bands, their banks’ performance in
comparison to customers’ priorities and competitors’ performance in terms of continuous
growth (Hill 1996, p. 21). The ability to measure what the customer wants will enable banks
to retain satisfied customers, promote their credit card products and gain higher levels of

income.

An increase in customer satisfaction is also important for the economic growth of a country,
as it will facilitate the nation’s production and investment due to an increase in consumption
(Fornell 2007). Reichheld and Sasser, quoted in Levesque (1996), conducted a study in a
retail bank in 1990, which revealed that an increase in customer satisfaction by 5% increased
the retail bank’s profit by 85%.

In addition, a satisfactory service experience/service quality appears to be one requirement
for the continued interest in a product that leads to loyalty (Aldlaigan and Buttle 2002;
Baumann et al. 2007). The implications of low customer satisfaction in the buyers’ market

can be devastating to companies. Customers switch banks or defect if they are not satisfied
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(Foscht et al. 2009). Furthermore, the cost of retaining a loyal customer is cheaper than
finding a new one (Jones and Sasser 1995; Timm, 2005); in fact, it has been calculated to be
five or six times cheaper than finding a new customer (Timm, 2005).

The Malaysian investment performance 2011 report, published by MIDA, also revealed that
IB was a major contributor to investments in banking, amounting to RM1.9 billion. This is
approximately 91% of the total amount invested in the banking sector in 2011 (MIDA 2011).
However, the ratio of customer satisfaction studies between conventional banks and Islamic
banks revealed a pressing need to contribute to the contextual gap. The breakdown of studies
and the number of samples studied in the banking context are shown in Appendix 6:

One-third of customer satisfaction studies were conducted in the banking context, and the
number of samples studied in the conventional banking was high compared to the total
number of samples (approximately 63%). However, the number of studies on IB - represented
by 1722 samples - was very low in comparison to conventional banking (approximately 1.8%
only). Therefore, it is vitally important for a bank to direct its efforts towards customer
satisfaction. This creates an opportunity for this research to fill in the contextual gap.

However, to do so, there are two main challenges that need to be addressed.

1.2.3 Deepening the Understanding of the Customer Satisfaction Concept for ICC

There have been only a few studies, which investigated the factors contributing to customers’
satisfaction of both conventional and ICC users. Nevertheless, there are several studies that
have conducted research into ICCs. For instance, Choo, Lim and Sanusi (2005) studied
consumers’ selection of ICCs among public and private employees. Mansor and Nordin
(2004) addressed the relationship between demographic factors and the usage of Islamic
credit cards. Even though these studies have contributed in providing basic knowledge on
ICCs, more thorough and in-depth studies are required, especially in the area of customer

satisfaction and that includes religious elements (Sureshchandar et al. 2002).

1.2.4 Development of an Integrated Customer Satisfaction Measurement Tool for the
IB Industry

There is no specific tool or guidance for measuring customer satisfaction and religiosity,

especially in IB, except for Carter’s model, which includes the compliance with Shari’ah
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dimension in addition to Servqual’s five dimensions. Carter shows that compliance with
Shari’ah has a significant positive impact on customer satisfaction (Muslim and Zaidi 2008;
Osman et al. 2009). Thus, there is a need to develop a comprehensive model of consumer
satisfaction that will include functional, technical and religious elements. However, as was
mentioned earlier, the mixed findings evident in prior studies regarding the impact of religion
on bank selection has led to the question of whether a different level of religious commitment
has a different impact on customer satisfaction.

1.2.5 Religious Obligations

The primary objective in the development of suitable banking products is to deliver, elevate
and satisfy basic human needs (Hassan et al. 2008). Customer satisfaction is seen as the
equivalent of an investment of future assets where in the long run it will increase sales and
profit (McQuitty et al. 2000). In most customer evaluations of retail banking services, the
focus has been on the service expectations versus perceived service performance. Above all,

IB has an additional, important sacred task, which is to satisfy God.

A venerable Islamic scholar, Imam al-Haddad, wrote regarding attaining God’s satisfaction
in the year of 1069 AH (1658 C.E) in one of the two treaties compiled and translated by Al-
Badawi (2002) in which God’s satisfaction is derived from being obedient to Him and His
wrath to being disobedient. Those who obey are promised the gardens of heaven and those
who disobey are to be cast into Hellfire.

1.3 RESEARCH OBJECTIVES

As the IB sector is emerging in Malaysia, the competition between credit card issuers in
securing customers is becoming increasingly intense. Thus, it is vitally important for a bank
to direct its efforts towards customer satisfaction. However, in the context of IB, customer
satisfaction research is limited because it is a new concept in the banking industry and the
system is complex because it involves notions of individual religiousness. In addition, there
is also the persistent issue concerning different Islamic scholars that either disapprove or

allow the use of credit cards.

Therefore, in order to understand the reasons why credit-card users would be satisfied with

Islamic or conventional credit card issuers, a comparison of customer satisfaction models
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should be identified and assessed. This study therefore has two main objectives. Firstly, it
aims to develop a religiosity measurement for IB and an integrated model for ICC users’
satisfaction. Secondly, the study aims to analyse the impact of customers’ religiosity on their

satisfaction in the context of the Malaysian ICC industry.

1.4 RESEARCH QUESTIONS

Six research questions will be handled with great interest. Research questions 1, 2 and 3 must
be answered to achieve research objective 1, while research questions 4, 5 and 6 must be

answered to achieve research objective 2.

Research Question 1: What are the current issues in the ICC industry in Malaysia?

Research Question 2: What are the antecedents to customer satisfaction in the context

of ICC users? What are the existing models available to measure customer satisfaction?

Research Question 3: How does religion affect consumer behaviour? How is
religiosity connected to customer satisfaction? How do we measure someone’s

religious devoutness? What is the existing religiosity/devoutness scale available?

Research Question 4: What are the credit card users’ perceptions of the ability of their

banks to comply with Shari’ah?

Research Question 5: Does religiosity has a significant impact on the perceptions of

credit card issuers?

Research Question 6: Can Shari’ah compliance affect customer satisfaction?

In achieving its research objectives and answering the research questions, this study has
employed a mixed method methodology. The research methodology will be explained in the

following section.

1.5 RESEARCH METHODOLOGY

This study is not a simple study because customer satisfaction does not arise from service
quality alone; but it also deals with religious factors. Indeed, the subject area becomes more
complex when integrating market perspectives and religious factors. This study has

employed mixed methods comprising both qualitative and quantitative strands. Specifically,
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a sequential mixed model design is chosen whereby the qualitative method will become an
indicator that religion plays an important factor in affecting customer satisfaction. The
quantitative method will follow this idea through.

This research has a theoretical lens (its research framework) which overlays the two strands.
The two strands are initiated by semi-structured interviews and then followed by an online
survey. In the first strand (qualitative), semi-structured interviews were conducted with ICC
users to investigate and to provide an indication as to whether religion affects credit card

users’ satisfaction.

In the second strand (quantitative), two surveys were developed (religiosity scale and
integrated customer satisfaction model). The integrated customer satisfaction model survey
obtained a sample of credit card users in order to rate the performance of their credit card
issuers. This type of survey is known as a market standing survey (Hill 1996, p. 26; Hill and
Alexander 2006). Emails and messages via online social media were sent to respondents
redirecting them to an online survey. Respondents are selected only if they own a credit card.
The survey was conducted over a period of four weeks, commencing on the 7th of November
2011 and lasting until the 8th of December 2011.

The data from the survey is analysed using descriptive analysis, confirmatory factor analysis
(CFA) and structural equation modelling (SEM). Descriptive analysis is used to give the
overall picture of the respondents’ demographic profiles. Confirmatory factor analysis (CFA)
is conducted to evaluate whether the sub scales actually fall into the right group. This is to
address the construct validity issue of a good scale measurement. Cronbach alpha tests are
also conducted to address the issue of the reliability of the scale measurement. The final
analysis involves Structural Equation Modelling, which aims to identify the interrelations

between the latent variables.

Moreover, a cross-group comparison between the Islamic credit card users and conventional
credit card users is conducted to identify the major differences between the ICC and the CCC
users. Firstly, it would be beneficial if the service quality dimensions that affect their
customer satisfaction could be identified to prioritise the most significant antecedents of

customer satisfaction according to their credit card possession. Moreover, the banks could
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strategise their marketing and promotional activities targeting to their customers’ needs and

expectations.

Secondly, the group comparison should be able to identify if religiosity has any significant
impact towards different credit card users groups. The results from the group comparison
will provide a big contribution to knowledge, industry and the policy makers in regulating

the financial industry involving Islamic banking and conventional banking.

1.6 CONTRIBUTIONS OF THE PRESENT RESEARCH

This study intends to contribute to both the theory and practice by providing a thorough
comparison analysis of CCC and ICC customers’ satisfaction in a specific context (i.e.

Malaysia). In particular, the present study:

1. Expands the limited existing research of ICC customer satisfaction in a new context

(i.e. Malaysia is using a dual banking system).

2. The Development of Two New Models

a. Contributes to the religiosity literature by developing a measurement scale to

measure Islamic religiosity in Islamic Banking context.

b. Develops a comprehensive ICC customer satisfaction model and make an
important contribution to the limited literature on ICC satisfaction by integrating
new dimensions and variables into well-accepted general models (i.e. Servqual and
Technical models) and applying them in a new context. This study has successfully
integrated three different models assessing different aspects of service quality, i.e.
functional (process), technical (outcome) and religious and ethical service quality
dimensions.

3. Determines whether Islamic Banks Complies with Shari’ah law and its Relationships

with Satisfaction.

a. Examines whether different types of credit card users have different perceptions
of satisfaction.
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b. Examines whether different religious groups will also have a different

perception of satisfaction.

c. Compares whether Shari’ah compliance will have a significant impact on
satisfaction for ICC and CCC products.

4. Determines whether Religion Has a Significant Impact on IB.

a. Demonstrates that religion plays a significant role whereby highly religious

people will prefer ICC (pre-purchase behaviour).

b. Demonstrates that religion plays a significant role whereby the ability of the
banks to comply to Shari’ah is positively affecting customer satisfaction (post-

purchase behaviour).

5. Customers’ Perceptions of IB Complying With Shari’ah and Customer Satisfaction.

a. Demonstrates that different groups of credit card users (ICC, CCC and
customers who have both types of credit cards) have different perceptions of the
banks’ ability to fulfil Shari’ah rules and regulations.

b. Demonstrates that different levels of religiosity also play an important role in
influencing customers’ perceptions of the ability of the banks to fulfil Shari’ah

rules and regulations, which in turn positively affects customer satisfaction.

1.7 THE OVERALL THESIS STRUCTURE

Chapter two presents the readers with an overview of customer satisfaction in the study’s
context that is ICCs. A discussion on the underpinning theories of customer satisfaction,
service quality and customer satisfaction and its conceptual operational research are offered
in the same chapter. The study adds several dimensions to the customer satisfaction model
to the chapter. In chapter three, the roles of religion in consumer behaviour literature are
examined with religiosity. Chapter four exhibits the overall operational model in context.
Chapter five demonstrates the research design and methodology. The study employed a
sequential mixed methods research design. Chapter five also reveals the qualitative findings

from semi-structured interviews, which provide an early indicator that religion affects the
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behaviours of credit card users. Chapter six describes the profile analysis of the respondents.
Chapter seven reports the findings from the quantitative analysis using confirmatory factor
analysis and structural equation modelling. The final chapter eight ends with the thesis’s
conclusion and suggestions for future research. The thesis layout is depicted in Figure 1.1,
below.

Figure 1-1: Thesis Layout
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1.8 CHAPTER SUMMARY

This chapter has given an explanation of Islamic banking, ICC and customer satisfaction
contexts and the rationale why this study are important to be conducted. This chapter has also
provided the overall thesis direction by providing its research objectives, research questions
and methodology being employed. Customer satisfaction is vitally important for the Islamic
banks as they can be used to attract new customers and to retain existing customers. However,

there is a gap in the existing marketing and banking literature.

Currently, it does not indicate that the consumers perceived that 1B complies with Shari’ah.
Secondly, there is a gap in the literature on whether religion has a significant impact on the
perception of customers on the IB. Thirdly, it does not provide an answer on whether
customers’ perceptions of IB’s compliance with Shari’ah will have an impact on customer
satisfaction. Lastly, it does not provide a comprehensive customer satisfaction measurement
regarding compliance with Shari’ah and religiosity, or their relationships with satisfaction in
the context of the IB industry.

Instead of looking at IB products as a whole, this research suggests the use of a specific 1B
product as the focus of research. This research has chosen ICCs because there are a limited
number of studies in this area. Furthermore, the demand for credit cards is high in comparison

to other products, such as home financing, overdrafts and personal financing.

Islamic banks could focus on several factors, which are influencing the choice of credit cards
by ensuring that the customers are satisfied. In the following chapter, a comprehensive review
of the antecedents to customer satisfaction will be presented, and the models used by previous
scholars will be discussed further.
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CHAPTER 2: LITERATURE REVIEW ON
CUSTOMER SATISFACTION

For Islamic banks it not so much a matter of competing on price, but rather in stressing the

unique quality of the services they provide (Wilson 2002).
2. INTRODUCTION

With respect to the first research objective of this thesis of developing a comprehensive
Islamic Credit Cards (ICC) customer satisfaction model, this chapter attempts to answer as
well as to provide an understanding about customer satisfaction. The aim is to identify the
existing customer satisfaction models available in the literature and to identify the
antecedents to customer satisfaction in the context of ICC. In order to assist readers in
understanding the concepts related to customer satisfaction, the first objective of this chapter
is to introduce the subject of customer satisfaction in the context of present study by analysing
and dissecting the underpinning theory of customer satisfaction. This will be explained in
sections two and three of the chapter. The second objective of this chapter is to highlight and
clarify issues related to problems in measuring levels of customer satisfaction faced by

researchers.

Two main issues that remain elusive are the possible antecedents of customer satisfaction
and disconcerted methodological issues as discussed in chapter three, especially when
dealing with an Islamic banking context. This chapter aims to connect the missing links
between these issues so that the proposed customer satisfaction model used by the study is
logical and coherent in answering the research questions. These will be explained in section
four. A review of the generic models used to measure customer satisfaction in different
contextual settings is presented in section five. The operationalisation of the three factors,
which are functional service quality (FSQ), technical service quality (TSQ) and religious and
ethical service quality (RESQ), will be explained in section six. Moreover, a snapshot of the
development of the three factors is explained in Figure 2.6 to fit the study’s context. The
ultimate success of this thesis will be evident if the integrated model developed by the study
can be systematically tested. These three factors are expected to cover in detail the
factors/antecedents that influence Islamic banking customers’ satisfaction in general and ICC

users’ satisfaction in particular.
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2.1 CUSTOMER SATISFACTION IN THE STUDY’S CONTEXT

The literature on customer satisfaction flourishes and practitioners make considerable
progress in dissecting customer databases to find less or more favourable customers.
However, the expected customer defection rates, as customers switch to other competitors,
remain an elusive goal. The severity of this reality is underscored by anecdotal and empirical

evidence suggesting that many apparently satisfied customers still switch to a competitor.

In the context of the banking industry in Malaysia, satisfied customers of Islamic banks can
easily switch to conventional banks if not all importunate customer satisfaction variables are
taken into account. Previous studies have suggested that customer satisfaction is an industry-
specific and culture-specific concept (Gounaris et al. 2003). A theory across cultures can only
be generalised if the model has undergone appropriate adjustments of its parameters

according to the research contexts (Farley and Lehmann 1994).

Measuring satisfaction in general seems impossible because fulfilling or meeting one’s desire
without specifying or attaching it to a reference or context means that it is potentially infinite
(Fornell, 2007). Thus, the validity of the approach of replicating the existing customer
satisfaction model in the ICC context necessitates careful examination.

Previous studies in the banking industry (Parasuraman et al. 1988; Yavas and Benkeinstein
2007; Poolthong and Mandhachitara 2009), in the hospitality sector (Tomes and Ng 1995;
Carman 1999; Sower et al. 2001; Mostafa 2005), in the auto industry (Bounman and van der
Wiele 1992), in the hotel and tourism industry (Knuston et al. 1990; Saleh and Ryan 1991,
Stevens et al. 1995; Frochot and Hughes 2000), and in the airline industry (Prayag 2007),
have produced examples where researchers have developed context-specific measurement

scales for understanding the concept of customer satisfaction in specific areas.

This is strengthened by the evidence presented by Donthu and Yoo (1998) in which they
applied Hofstede’s (1980) cultural dimensions to study the effect of culture on overall service
expectations. Verifying Gounaris’ (2003) statement above, the impacts of the cultural
dimensions were seen as significant for certain service quality expectations and the

dimensions affecting customers’ expectations vary considerably.
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Likewise, the findings in Lipin et al’s (1994) study also provided a strong indication of the
significant impact of national culture on credit card usage in different countries. They
discovered that American consumers were willing to pay more for the delayed payment
offered by credit cards. Unlike them, European consumers preferred debit cards to credit

cards, as they were not willing to pay extra money for their purchases.

Furthermore, the researchers realised that Asian consumers in Taiwan and Japan behave in
different ways. For instance, quite the opposite to Taiwanese consumers who spent heavily
with credit cards, most Japanese consumers had credit cards, but barely used them. These
two studies, by Donthy and Yoo (1998) and Lipin et al. (1994) corroborate the notion that

customer satisfaction is an industry-specific and culture-specific concept.

For this reason, customer satisfaction should be measured based specifically on industry or
culture specific factors and these differ from one nation to another. This implies that credit
card industry players such as banks, policy makers, central banks and merchants have to
measure credit card users’ satisfaction using a unique measurement according to the present

context.

Moreover, learning from the American credit card industry revealed that the intensity of
customer satisfaction can also vary across different types of credit card users and payment
behaviours (Chandrashekaran et al. 2007). For instance, JD Power and Associates, a global
marketing information services company, discovered in their six years of longitudinal credit
card studies (since 2006) that credit card users can be categorised into two distinct groups:
transactors and revolvers (Block 2007; JD_Power_& _Associates 2012).

The term transactors refers to credit card users who usually pay off their outstanding balance
each month while revolvers represents the credit card users who typically carry a credit
balance on their credit cards (J.D Power and Associate, 2010). They ascertained that
revolvers tend to be less satisfied than transactors are. This implies that the credit card users
can be categorised according to their payment behaviour in the context of the American credit
card industry - but would this apply in the context of Malaysia and ICCs as well? Likewise,

will belonging to different levels of religiosity groups affect customer satisfaction intensity?
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Given the contextual issues above, customer satisfaction is shown to be industry or culture
specific and its intensity differs according to different groups. Therefore, one can expect that
in the context of Islamic banking and specifically for 1CCs, the same issues would apply.
Customer satisfaction in the ICC context is unique because it is characterised by religious

and ethical factors (Sangeetha and Mahalingam 2011).

For instance, many verses in the Holy Quran?, specifically forbid Muslims to be involved
with any interest transactions. To some extent, we have understood the need for the
uniqueness of customer satisfaction models due to the influence of the prevalent industry,
religion and culture; and subsequently, this chapter will review the previous studies that have
taken the initiative to unravel the scientific issues related to customer satisfaction in the

context of ICCs.

2.1.1 Islamic Credit Card Research

A systematic search performed on the topic of ICC provides evidence that empirical studies
on ICC user satisfaction are very uncommon in the IB literature. A systematic database search
utilises five databases: Scopus, Web of Science, ProQuest, EBSCOhost and EconL.it, because
these databases are linked to the field of study. The search included articles available until
January 2011. Because the focus of this research is on ICCs, the terms Islamic or Shari’ah
credit cards were included in the title, summary, or keyword. More specifically, the central

search topics were credit card, credit card satisfaction, ICC, and Shari’ah credit card.

Table 2-1: Search Result of Credit Card, Credit Card Satisfaction, ICC, and Shari’ah Credit
Card in Five Databases.

Database Scopus W?b of ProQuest EBSCOHost EconLit

Science

# of articles

Credit card 2462 1083 19898 1086 348
Credit card 138 20 4893 . .
satisfaction
Islamic credit card 2 - 538 - 1
Shari’ah credit card - - 36 - -
Shariah credit card - - 18 - -
“Credit card” 2290 777 964 922 281
“Credit card i i 4 i i
satisfaction”
“Islamic credit card” - - 5 - 1

“Shari’ah credit - - - - -

9,? %6}2 é?fﬁ/? A/—Ré% Jigrse 39, Surah An-Nisaa’, verse 161, Surah Al-Bagarah, verse 188, Surah Al-Bagarah, verse 275
unti .
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Note: “-*“ means that no article was found

Table 2-1 represents the number of papers found according to the search terms in each
database. The searches using credit card as a keyword led to a plethora of studies on credit
cards but very few articles dealing specifically with ICCs, especially when the keywords
search for the last five rows were conditioned for exact matches. The figures in Table 2-1
reflect that there is a structural gap between the number of studies conducted for credit card

satisfaction and those studies dealing with conventional credit cards and with ICCs.

The researcher believes that there is one possible reason contributing to the lack of studies
conducted in this area. This is the lack of knowledge about the structure of ICCs. The ICC
product structure is complicated because the products underlying the contracts are a blend of
different, complicated contract structures such as wadiah??, kafalah®, ujrah®* and
tawarrug?®®. These complex product structures perhaps inhibit the participation of researchers

who generally have limited knowledge of Shari’ah to venture into an in-depth study of ICC.

Moreover, the ICC industry is novel because it was recently introduced less than a decade
ago compared to other IB products and CCCs and therefore most of the studies into ICCs
focus on product development and pre-purchase behaviours. Even though the structural
differences imply that ICCs have yet to catch the attention of researchers in the academic
industry, on the other hand, it also provides a vast area of scientific exploration opportunities.
Specifically, the topics found with the search term of ICC and cross referenced articles are:
ownership and behaviour (Abdul-Muhmin and Umar 2007; Abdul-Muhmin 2008),
instruments and structure (Noor and Azli 2009), mobile credit card (Amin 2007, 2008),
patronage factors (Amin 2012) and E-commerce (Zainul et al. 2004; Muhammad et al. 2011).

Because of the paucity of relevant literature, the researcher has to source customer
satisfaction and service quality literature from other contextual settings as a basis for
developing a customer satisfaction model for the ICC context. This is to ensure that the

measurement developed is established from a sound theoretical lens. A list of the customer

22 Safe keeping

2 Normally referred as Kafalah bi al-dayn, is a guarantee for a debt owed by a party.

24 Contracts that are based on fee based.

2 Buying a commodity with deferred payment and selling it to a person other than the buyer for a lower price with
immediate payment.
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satisfaction studies from other contextual settings consulted during this process is presented
in Appendix 8 (p. 335). The next section will discuss the basic theory of customer satisfaction
as well as introducing the reader to an alternative theory, which has been pioneered and

supported by Islamic economists.
2.2 UNDERPINNING THEORIES OF CUSTOMER SATISFACTION

The three major theories in customer satisfaction literature are: the disconfirmation paradigm
(Aldlaigan and Buttle 2002), attribution theory (Mizerski et al., 1979; Weiner, 2000), and
equity theory (Aldlaigan and Buttle 2002). The disconfirmation paradigm, advanced by
Engel, Kollat and Blackwell (1968) and Howard and Seth (1969) as a result of a seminal
laboratory study by Cardozo (1965), is a departure from the consistency theory.

According to Charles Osgood and Percy Tannenbaum's (1955) consistency theory, actual
product performance and expectations do not match, therefore customers will feel some
degree of tension. In order to relieve this tension, customers will make adjustments either to
their expectations or in their perceptions of the product's actual performance. Linked to

consistency theory, disconfirmation theory authors tied expectation to customer satisfaction.

Oliver (1981) was the first to introduce the expectancy-disconfirmation model for studies of
customer satisfaction in the context of the retail and service industry. This theory postulates
that customers achieve satisfaction as an outcome of subjective comparisons between their
perceptions and expectations. The customers are asked to compare between their perceptions
and expectations using a ‘worse than/better than expected’ scale. The resulting perceptions

are conceptualized as a psychological construct called subjective disconfirmation.

The expectancy disconfirmation model asserts that customer satisfaction is a direct function
of subjective disconfirmation. That is, the size and direction of the disconfirmation
determine, in part, the level of satisfaction. When confirmation occurs, customers are
believed to remain neither satisfied nor dissatisfied. Both expectations and perceptions also
have been found to influence customer satisfaction and subjective disconfirmation under

various circumstances (Churchill and Surprenant, 1982).
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Customer satisfaction will increase when the ratio of performance to expectation increases
(Evans et al. 2009, p. 130). Parasuraman et al. (1988) are considered to be the pioneers of the
Servqual model (Gap model) applying the disconfirmation theory and as such their work
became the root of a plethora of marketing studies in many different contexts and cultural
settings (Sureshchandar et al. 2002).

These concepts are primarily cognitive and interact with other cognitions of an emotional
nature (Oliver 1980; Oliver 1993). Cognition is an internal mental process explaining how
people perceive, think, remember, solve problems and speak (Feist and Rosenberg 2009).
However, some other researchers believe that customer satisfaction is an affective response

which deals with consumers’ feelings (Diane et al. 1994; Giese and Cote 2000).

Others combine both concepts, i.e. cognitive and affective. For example, disconfirmation
theory has been explicitly stated by Howard and Seth (1969, p. 147), where the notion of a
revised post-purchase attitude (emotional) is the difference in a cognitive comparison

between the received satisfaction and the anticipated satisfaction.

As for the attribution theory (Mizerski et al., 1979; Weiner, 2000), customers seek the causes
of outcomes (Evans et al. 2009, p. 131). According to this theory, customers feel satisfied
when they attribute favourable outcomes to themselves and negative ones to others (Oliver
1993). The customers’ attributions are based on three dimensions: focus, controllability, and
stability. On the other hand, Oliver (1997) stated that equity theory includes judgements of
fairness, rightness or deservingness that customers make in reference to what others received
(Jun and Cai 2001).

Customers are satisfied if they feel that they have received fair treatment in the exchange
process in terms of their inputs (time, effort and money) and outputs. The lower the ratio of
input to output, the more likely the customers will be satisfied. Nevertheless, the main
problem faced, as discussed in the previous section, is the importance of ensuring customer
satisfaction surveys are carried out according to industry and culturally specific contexts.
Closely akin to these, the basic theory of customer satisfaction must also reflect the context
within which it is applied. Therefore, the following section will explain how customer

satisfaction surveys should be articulated from the Islamic perspective.
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Unlike conventional theories, customer satisfaction in the Islamic perspective offers a
different point of view. Both modern and traditional Islamic theories of economics were put
forward challenging the existing capitalist theories such as the theory of rationality, profit
maximisation and others (Chapra 1974, 2000). Not only Islamic theorists, but Fornell (2007),
the founder of ACSI, went against traditional economic theory of firms, productivity,
economic assets and sellers’ power because the modern economy shifts according to the
relationships/alliances of customers’ demand and investors’ capital movements. The major
differences between conventional and Islamic economics are rooted in their theoretical

foundations and principles.

The Islamic economics puts much consideration onto spiritual aspects whereas conventional
economic systems mainly acknowledge monetary or material rationality. Even though there
are advocates of non-materialism in conventional economics, they tend to be marginalised.
Hence, the objective of conventional economics is profit maximisation while the objective
of Islamic economics is falah?® maximisation (Arif 1985) and for that reason, profit for a
company or cost for the consumer might be lower or higher in the Islamic economic system

in comparison to the conventional economic system.

This is because the time horizon for conventional economics is limited to one’s lifetime while
the Islamic economic time frame goes beyond into the afterlife in which sometimes costs can
be insignificant for the participants/consumers in the Islamic conception of economics
(Mersha 1992). As a consequence, a Muslim consumer is considered as irrational in a rational
market according to conventional economic theory (Kartajaya and Sula 2006). Instead, they
argue that the Muslims are a part of an emotional market because their consumption patterns
are not solely motivated by profit or cost motives.

Nevertheless, in contrast, Islamic theorists have argued that Muslim consumers are rational
because an Islamic utility model has two periods, i.e. during lifetime and after death.
Therefore, satisfaction is beyond only material expectations, and most importantly, Islamic
banks and their customers strive to achieve God’s satisfaction by being obedient to Him. In
the context of the banking industry, this could be done by avoiding interest as promulgated

in the divine revelations.

%6 Success in the world and the days hereafter by obeying the divine rules and regulations.
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Nevertheless, this is not a reason for Islamic banks to fail to deliver excellence in their service
quality and customer satisfaction. This is because customer satisfaction is not an alien
concept from the Islamic perspective - there are several verses in the Al-Quran, which relate

to the importance of Muslims to live in excellence?’.

Based on a number of verses in the Holy Quran verses, Islam indeed encouraged Muslims to
be preeminent in doing righteous deeds, and this can be translated into the 1B operational
system by providing high service quality to ensure customer satisfaction. The following
section will explain two important and related concepts, i.e. service quality and customer
satisfaction, and the definitions of both constructs will be examined as expressed in the

previous literature to harmonise them according to the present study’s context.
2.3 SERVICE QUALITY AND CUSTOMER SATISFACTION

In this section, the author attempts to group definitions of customer satisfaction and service
quality together in order to show the differences between these two concepts. This is
necessary to avoid confusion between consideration of these two concepts, which are
virtually and conceptually similar but are actually different in their methods and aims.
Therefore, the concept of service quality and that of customer satisfaction will be defined

according to the study’s context in order to set the limits and boundaries of the current study.

Customer satisfaction and service quality are two important concepts for banks to optimise
in order to achieve high profits (Naser et al. 1999; Muslim and Zaidi 2008). However, a range
of academics and practitioners understands these two concepts differently. For example,
although the expectancy model (customer satisfaction) and Servqual (service quality) employ
different measurement methods, their conceptual thesis is virtually identical (Giese and Cote
2000). However, customer satisfaction is the essential variable in the expectancy model,

while Servqual pursues service quality as its essential variable (Giese and Cote 2000).

Even though the differences have been identified conceptually and empirically (Parasuraman
et al. 1994; Dabholkar et al. 1996; Shemwell and Yavas 1999; Sureshchandar et al. 2002),

these two concepts will still need to be defined according to the study’s context because the

27 For example see Surah Al-Mulk, Verse 2 and Surah An-Nabl, Verse 128.
36



theoretical foundations of Islamic banking contest conventional theory, as discussed earlier
in the chapter. Thus, there is an exigency that the study defines these two concepts,
particularly in determining the line of differences in the formation of customer satisfaction
model in the specific context of the study. This will accommodate the religious factor that

influences Islamic banking customers’ satisfaction levels.

Moreover, some authors believe that customer satisfaction is a function of service quality
(Anderson and Sullivan 1993), while others believe the opposite, seeing service quality as a
function of customer satisfaction (Parasuraman et al. 1988). The implication of this is a wide
range of different definitions for both concepts and, if not taken seriously by researchers and
especially by practitioners, the situation can lead to misinterpretations, inaccuracy and lack

of precision in measurement.

Therefore, these two related concepts need to be understood beforehand in order to measure
customer satisfaction in the context of Islamic banking. The following sections elucidate the

concept of service quality followed by that of customer satisfaction.

2.3.1 The Concept of Service Quality

Prior to the growth of the service industries, the literature was devoted to the concept of the
quality of tangible goods (Fornell 2007). The definition of quality is in conformance to
manufacturing standards. However, in the modern world, where buyers have more power in
the market along with the growing importance of the services industries, one can erroneously
define quality as goodness, or luxury, or weight. The definition of service quality wallowed

in a sea of confusion in the 90s (Rust and Oliver 1994, p. 23).

This meant that ‘quality’ was used inconsistently in phrases such as good quality, bad quality,
or quality of life, which might not reflect the exact meaning of the phrases (Reeves and
Bednar 1994). As the word ‘quality’ is difficult to define (Reeves and Bednar 1994), the term
‘service quality’ can be even more difficult to define (Cronin and Taylor 1992; Jun and Cai
2001) and measure (Zeithaml 1988; Jun and Cai 2001). It is difficult to define for several
reasons especially when it has a relation with religion, in which judgements are dominated

by unique preferences (Reeves and Bednar 1994).
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Service quality is difficult to define because services are 1) intangibles and derive from
performance and experience rather than objects, 2) heterogeneous because their performance
varies and, 3) inseparable because the production and consumption of many services are
inseparable (Zeithaml et al. 1990, p. 16). Moreover, the definition of service quality is highly
related to industry or contextual specifics and in the case of Islamic banking, religion plays

a significant role which increases its abstractions.

Furthermore, the differences between goods quality and service quality mean that the former
commonly stems from management perspectives while the latter comes from customers’
perspectives (Lam and Zhang 1999). Therefore, this section attempts to provide a clear
understanding of service quality in the contextual setting because it is important to ensure
effective management (Rust and Oliver 1994). The various definitions of service quality

given in Table 2-2 suggest some commonalities.

Firstly, service quality is a derivative of customers’ perceptions and expectations regarding
a specific service over time (Lehtinen and Lehtinen 1982; Parasuraman et al. 1985). It is also
important to highlight that some authors have also used this as the expectancy
disconfirmation conceptualisation of customer satisfaction. Secondly, service quality is
multi-dimensional (Gro"nroos 1984). For example, some authors have divided service quality
into process and outcome (Blanchard and Galloway 1994b; McDougall and Levesque 1994;
Mentzer et al. 1999; Lassar et al. 2000; Kang and James 2004).

Process refers to how the service is being delivered to customers while outcome refers to the
actual service delivered to the customers. Other authors have categorised service quality as
functional and technical quality (Gro nroos 1984; Mentzer et al. 1999; Kang and James 2004;
Wisniewski and Wisniewski 2005). An examination of the terms used revealed that FSQ is
also referred to as the process and TSQ is referred to as the outcome of service quality. In
addition, there are other researchers who have categorised service quality into tangible and

intangible service quality (Tomes and Ng 1995).
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Table 2-2: Definitions of Service Quality

Authors

Definitions

Lehtinen & Lehtinen (1982) as
quoted in (Guo et al. 2008, p.
306)

Gro'nroos (1984, p. 37)

Montgomery as quoted in
Parasuraman et al. (1985, p. 42)

Parasuraman et al. (1985, p. 42)

Rust & Oliver (1994, p. 13)
Galloway & Wearn (1998)

quoted in (Sahney et al. 2004, p.

144)
Donthu and Yo (1998, p. 179)
Othman and Owen (2001, p. 2)

“Service quality stems from the comparison of what
consumers feel service firms should offer, to perceptions of
the performance of firms providing the services”.

“There are two distinct constituents of service quality,
technical and functional. Technical quality focuses on the
technical aspects of service and procedures while functional
quality focuses on the manner the services are being
delivered”.

“Is the extent to which products meet the requirements of
people who use them”.

“The degree and direction of discrepancy between customer’s
perceptions of service and expectation”.

“Affecting service satisfaction at the encounter-specific
level”.

“Is like beauty — it lies in the eyes of the beholder; in other
words, it is person-dependent and has different meaning for
different people”.

“The difference between perceived service performance and
expected service level”.

“What the customer says it is”.

Nevertheless, the practicality of the above definitions in the Islamic banking context was
called into question because of the non-inclusion of religious and ethical service quality
(RESQ). This is an implicitly new service quality construct, apart from the ordinary TSQ and
FSQ constructs and intangible in nature, which influences customer satisfaction. Therefore,
in consideration of the importance of RESQ in the Islamic banking industry (See the previous
discussion in chapter one), the incorporation of this construct is argued in this study to be a
contextual necessity and crucial in formulating an accurate conceptual definition of service
quality. The following section will provide a critical review of the customer satisfaction

concept in line with the present research context.

2.3.2 The Concept of Customer Satisfaction

The definition of customer satisfaction is closely related to the definition of service quality,
however they are different concepts (Parasuraman et al. 1994; Dabholkar et al. 1996;
Shemwell and Yavas 1999; Sureshchandar et al. 2002). For example, Kabodian (1996) has
obtained and compiled 153 answers from various perspectives, such as from entrepreneurs,
executive directors and business leaders, about what customer satisfaction is. It is interesting
to point out that they understand customer satisfaction concept differently based on their

individual experiences and the needs of their respective industries.
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Moreover, as mentioned earlier in the chapter, some authors believe that service quality is

mainly a cognitive concept, while customer satisfaction is a combination of both cognitive

and affective (Janda et al. 2002; Spreng et al. 2005). Therefore, this section aims to provide

a better understanding of the concept of customer satisfaction according to the study’s
context. Rust and Oliver (1994: p.11) stated that satisfaction:

“Is derived from the Latin satis, which means enough, and facere, which
means to do or make. A related word is satiation, which means enough or
enough to excess. These words imply that satisfaction is filling or

fulfilment”

Table 2-3: Definition of Customer Satisfaction

Authors

Definitions

Howard and Sheth (1969)
quoted in Bei and Chiao (2001,
p. 126)

Oliver (1980, p. 461)

Churchill and Suprenant
(1982, p. 493)

Johnson and Fornell (1991,
p.282)

Hill (1996, p. 2)

Levesque and McDougall
(1996, p. 13)

Oliver (1997, p.13)

Anderson and Fornell (1994, p.
245) quoted in (Barcellos
1998)

Naser et al. (1999, p. 134)
Bei and Chiao (2001, p. 126)

Timm (2005, p. 90)

“As a related psychological state to appraise the reasonableness between
what a consumer really get and gives”.

Is a summary of cognitive and affective reaction to service incident were
satisfaction or dissatisfaction results from experiencing a service quality
encounter and comparing that encounter with what was expected.
“Resulted from purchasing and consuming a product, which was made by
a consumer to compare the expected reward and the actual cost of
purchase”.

“Is normally achieved when the customers’ perceived performance is
greater than the customers’ expectation. If the customers’ perceived
performance is smaller than their expectation, the customers will end up
with dissatisfaction”.

“Customers’ perception that a supplier has met or exceeded their
expectation”.

“Is considered as a composite of overall customer attitudes towards the
service provider that incorporates a number of measures”.

”The consumer's fulfilment response. It is a judgment that a product or
service feature, or the product or service itself, provided (or is providing) a
pleasurable level of consumption-related fulfilment, including levels of
under - or over fulfilment”.

They categorised customer satisfaction into two different
conceptualisations, which are transaction specific or brand specific.
Transaction specific is related to customer experience in using a product
or service for a specific transaction while brand specific is related to the
customer continuous experience using a specific product or service in a
period.

“The full meeting of one's expectations”.

“Is a function of perceived service quality, product quality and perceived
price fairness”.

“Is like an election held every day, and the people vote with their feet. If
dissatisfied, they walk to another provider — a competitor”.

Most of the previous definitions treat customer satisfaction as meeting, fulfilling or exceeding

customers’ expectations (See Table 2-3 above). Specifically, customer expectations are
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compared with customers’ perceptions of the actual performance provided by the service
providers (Parasuraman et al. 1985).

In other words, customer satisfaction is the after-effect of the service provider’s ability to
deliver an excellent quality of service (Lam and Zhang 1999) within the concept of ideal
expectations where these are all in the customer’s mind, but are constrained to what the
customers believe is possible (Ennew et al. 1993). In short, some scholars believe that
customer satisfaction is a function of service quality measures (Anderson and Sullivan 1993;
Bei and Chiao 2001; Fornell 2007).

However, research also found that customer satisfaction does not entirely come from service
quality, but can also result from other aspects such as religious and ethical service quality
dimensions, customers’ lives, expectations, experience, culture, values and norms. This is
supported by Rust and Oliver (1994) who believe that customer satisfaction results from
perceived service quality, value, performance and non-quality dimensions, relevant prior

expectations and the disconfirmation of those relevant expectations (Tomes and Ng 1995).

On the other hand, Bitner (1990) postulates that service quality is a function of customer
satisfaction over time. However, ideally, higher service quality increases customer
satisfaction (Cronin and Taylor 1992; Anderson and Sullivan 1993; McDougall and
Levesque 1994; Rust and Oliver 1994; Etgar and Fuchs 2009). The ordering of customer
satisfaction precedes service quality (SQ => CS) thus nurturing a long-term relationship
between the customer and the service provider (Parasuraman et al. 1985; Parasuraman et al.
1988; Cronin and Taylor 1992; Anderson and Sullivan 1993; Oliver 1993; Jun and Cai 2001;
Spreng et al. 2005).

Giese and Cote (2000), in their comprehensive review of customer satisfaction definitions,
outlined two major characteristics of customer satisfaction as being: 1) an affective response
2) pertaining to a particular focal aspect of product acquisition by comparing performance to

a standard determined for a particular time-specific and limited duration.

In short, three facets repeatedly show up from the definitions provided by numerous authors.
Firstly, the most common had to do with the disconfirmation theory where a comparison is

made with prior expectations (Johnson and Fornell 1991; Hill 1996). Secondly, the idea of
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comparing with the ideal version of the service (Bei and Chiao 2001), and lastly the total
cumulative customers’ experience is taken into account (Levesque and McDougall 1996). A
comparison between the service quality concept and the definitions of customer satisfaction

above shows that they are virtually identical.

The difference between service quality and customer satisfaction can be simplified by
defining service quality as meeting customer expectations while customer satisfaction means
exceeding the customers’ expectations, affected by cognitive and affective responses

pertaining to a service received.

In an ideal Islamic banking situation, Muslim consumers will consider spiritual aspects as
distinguished from a monetary or material rationality context (Othman and Owen 2002;
Osman et al. 2009; Sadek et al. 2010). These consumers will perceive the ability of the
Islamic banks to adhere to Shari’ah rules and regulations as an important antecedent to
customer satisfaction (Amin et al. 2013). To ensure accurate and theoretically justified
assessment, the present study proposes the following definition of ICC customers’
satisfaction:

Customer satisfaction with Islamic credit cards is the cognitive and affective
response pertaining to the service and non-service qualities performance
provided by Islamic banks, which confirm their perceived expectations,
ideal performance and past experience in terms of technical (outcome),
functional (process) and religious and ethical service quality (religion and
ethical), and is determined at a specific time, but is not limited to a lifetime
duration.
With the conceptualisation of the customer satisfaction definition in the context of IB as a

guideline, a customer satisfaction model can be developed.
2.4 CUSTOMER SATISFACTION MEASUREMENT

It’s commonly said that you cannot manage what you do not measure (Lovelock 1996). This
is shown (in the area of service quality) by the foundations stated in the early conceptual
work of European researchers (e.g. Gro 'nroos, 1983; Lehtinen and Lehtinen, 1982). Oliver
(1980) also mentions it in the customer satisfaction theory. Most of the current studies of

service quality leading to customer satisfaction can be credited to Parasuraman et al. (1988)
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who pioneered the Gaps Model (Brown et al. 1994) utilising disconfirmation paradigm

theory.

Some of the models are standardised, unique and aimed at a specific context but their main
objective is to measure customer satisfaction (Bounman and van der Wiele 1992; Park and
Choi 1998; Mentzer et al. 1999; Shemwell and Yavas 1999; Prayag 2007). For instance,
Frochot and Hughes (2000, p. 166) state that a customer satisfaction model with reference to
Servqual in “its original form, cannot be replicated to service contexts other than the one

upon which it was developed”.

Furthermore, the measurement has to be compared to a standard in which the literature is
categorised into four different sub-standards. These comparison standards are a) expectation
(Servqual), b) product norms (Servperf), c) equity?® and d) ideally?® (Park and Choi 1998).
However, there are two elusive issues when dealing with measurement issues, which are

explained in the following section.
2.3.3 Issues in Measuring Customer Satisfaction.

Two main debates on the issues in measuring customer satisfaction were selected based on
their importance towards the present study. These are the possible antecedents of customer
satisfaction and methodological issues. There are also some other issues that were highlighted
by other studies that are worthwhile for research but they will not be touched in great detail
in this study in order to maintain a focused approach.

2.3.3.1 The Conceptualisation of Customer Satisfaction Antecedents

Firstly, the debate centres on the possible antecedents of the customer satisfaction model.
The implications of measuring the wrong antecedents for customer satisfaction provide
inaccurate results and reduce predictability. The consequences of this would be disastrous
for banks because they will have been measuring customer satisfaction in the wrong
directions. Therefore, all antecedents should be identified from initial encounters through to
the final consumption of the product by the customer (Oliva et al. 1992).

2828 Refers to a normative level of product performance given the price paid by consumers.
2 The optimal product performance a consumer would ideally hope for, or what is personally desired from a
product by a consumer.

43



For example, Gro'nroos (1984) argued that customer perceptions of service quality are
divided into dimensions (functional and technical quality). Lehtinen and Lehtinen (1991)
divided service quality into three-dimensions (physical, interactive and corporate).
Parasuraman et al. (1988) developed five dimensions of service quality (tangibility,
reliability, assurance, responsiveness and empathy). Lassar et al. (2000) treated satisfaction

as multidimensional (overall satisfaction, functional satisfaction and technical satisfaction).

Others also include religious and ethical service quality (RESQ) in assessing elements of
customer satisfaction such as religious needs (Rust and Oliver 1994; Tomes and Ng 1995).
Therefore, there is no consensus on the number or nature of the key antecedents. For instance,
some of the studies’ findings are against the Servqual five-factors structure in which some
have found 6, 7, 9, 10 and 12 factors (Engelland et al. 2000).

Customer satisfaction surveys conducted by the industry in the context of credit cards also
show that the antecedents that influence customer satisfaction are different across different
countries. For instance, J.D. Powers and Associates (2010) reported that there are six factors
that contribute to the satisfaction of card users in the USA. These factors are interaction,
benefits and features, rewards programmes, billing and payment processes, fees and rates and

problem resolutions.

In contrast, a study conducted in the Turkish Republic of Northern Cyprus (TRNC) in 2006
revealed the most important factors affecting satisfaction. They are high education levels, the
status of government workers, the opportunity of not carrying cash, spending money when
in need of cash, the banks consumers frequently work with and the payment in instalment

opportunities which the credit cards provide (VeliA Safakli 2006).

This study overcomes the problems of determining the factors affecting customer satisfaction
in the Islamic banking context by integrating all possible antecedents to customer satisfaction

including technical, functional and religious and ethical service quality dimensions.
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2.3.3.2 Servqual (P-E) or Servperf (P) Only?

The second debate is whether to use service quality disconfirmation®® or service quality
performance® for the banking context (Cronin and Taylor 1992; Cronin and Taylor 1994;
Carman 1999). Parasuraman et al. (1988) developed Servqual, which is based on
disconfirmation theory (P-E). Cronin and Taylor (1992) have offered to discard the
expectation in disconfirmation theory because, they argued, the result of performance

measurement is more reliable and valid. They named this new model Servperf.

Both research groups have argued for their perspectives (Cronin and Taylor 1994,
Parasuraman et al. 1994). Servperf was tested empirically and found to be superior to
Servqual in terms of its reliability (Al-Mutawa and Ibrahim 2013), convergent and
discriminant validity, but to be lacking in diagnosis ability (Fogarty et al. 2000; Brady et al.
2002; Jain and Gupta 2004). Nevertheless, many have also proven that Servqual (Muslim
and Zaidi 2008) or modified Servqual (Awan et al. 2011) in Islamic banking, are empirically
acceptable (Ladhari 2009).

As for the current research context, this study will employ Servperf after taking consideration
that the banking users’ might be having problems in differentiating the service quality

performance and expectation for the banking products and services such as credit cards.
2.4 CUSTOMER SATISFACTION MODELS IN REVIEW

This section highlights the dilemma involved in whether to use a measurement model based
on a national index of customer satisfaction. The alternative is brand / product specific. In
addition, the models used by previous researchers in the banking industry will be introduced.
It is crucial to have an accurate measurement of customer satisfaction. However, making the
measurement precise enough so that the outcomes can be used to improve customer

satisfaction is even more important (Mey and Mohamed 2010).

Given the cautions arising from the previous literature, this study conceptualises customer

satisfaction by reviewing the competing customer satisfaction models. In order to

30 P_F,
31 Without having to subtract the expectation.
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comprehend how the model in this study is developed, the conceptualisations of competing

models are categorised in their generic forms. Customer satisfaction models can be divided

into two major groups, which are:

1) The national customer satisfaction index models. The national customer satisfaction

index measures the customer satisfaction of a nation instead of a specific product or

transaction. It measures customer satisfaction across varieties of products and product

categories (Fornell, 2007).

2) The product or brand specific models. It focuses on a single brand or a single product in

an industry rather than comparing customer satisfaction across different products on a

national basis. In the banking context, there are approximately fourteen competing

customer satisfaction models (Sangeetha and Mahalingam 2011). These models are

listed as follows:

Vi.

Vil.

viil.

Xi.

Xii.

Xiil.

XiVv.

The Servqual model, developed by Parasuraman et al. (1985) and Carter model
developed by Othman and Owen (2001).

T