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Abstract  

Islamic banking initially established to cater for the needs of Muslims customers, as Muslims are obliged to obey 
the Shari’ah principles (Islamic Jurisprudence) in all aspects of life. However, the number of non-muslims 
involved in Islamic banking is increasing. In the case of Malaysia, the contributions of non-Muslims towards the 
development of Islamic banking have been remarkable, as some banks report that more than half of their Islamic 
financial products is by non-Muslim customers. It is argued that Muslims patronize Islamic banking due to 
religious consideration however, it is not clear why the non-Muslims patronize Islamic banking. Hence, the study 
aims to examine critical criteria for Islamic banks selection. The findings from the literature show that there are 
six main reasons why customers prefer Islamic banking, namely understanding of Islamic banking concept, 
Shari’ah compliance, religious contradiction, quality and attractiveness of offerings, willingness to deal with 
Islamic banks and prospect and potentials of Islamic banking.  
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1. Introduction 

Islamic banks operate worldwide in over 75 countries mostly in Middle East and Southeast Asia, with Bahrain 
and Malaysia as the biggest hubs. Islamic banking has established itself as a choice of banking alongside the 
conventional interest-based banking, and it has been expanding rapidly over the last two decades in both Muslim 
and non-Muslim countries. As it is expanding from its niche, the Islamic banking industry is becoming a market 
that could rival the conventional sector in many countries. Dusuki and Abdullah (2006) described Islamic 
banking as no longer a business entity operated only to fulfill the religious obligations of the Muslim community, 
but more significantly, it is striving to fulfill the needs and demands of new customers as well (as cited in 
Wilson, 1995).  

The growth of Islamic banking continues to attract and draw the attention of several institutions all over the 
world. Almost 25 percent of Islamic financial institutions now operate in countries that do not have Muslim 
majorities, while interest-based banks have opened up “Islamic windows” to attract the growing number of 
Muslims living in Europe and North America (Pollard & Samers, 2007). The first attempt of Islamic bank in the 
Western world represent by the Islamic Finance House, established in Luxembourg in l978. There is also the 
Islamic Bank International of Denmark in Copenhagen, and the Islamic Investment Company in Melbourne, 
Australia. According to Shanmugam, Perumal, and Ridzwa (2004), there was tremendous movement of Islamic 
banking into Western countries, especially in the United Kingdom, Australia and the United States. Meanwhile, 
in non-Western countries where Muslims are the minority, such as India, the proliferation of Islamic financial 
institutions as interest-free savings and loans began during the seventies (Siddiqi, l988).  

Islamic banking in Malaysia has emerged as one of the important components of the overall financial system and 
contributes to the growth and development of the economy since its establishment in 1983. Malaysia is perhaps 
the only country with a complete Islamic banking system as it has surpassed other Muslim countries in terms of 
market infrastructure in the Islamic finance industry. According to Aziz (2006), the Islamic banking industry in 
Malaysia has been growing in terms of assets at an average rate of 18 percent per annum since 2000. In the first 
seven months of 2011, Islamic banking assets in Malaysia rose 15 percent to 389.3 billion ringgit (USD$123 
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billion), strengthening the country’s position as the global hub for Shari’ah-compliant financing (Business Week, 
2011). Presently, Malaysia has the most established Shari’ah regulatory and legal infrastructure in the world, and 
the Islamic capital market now exceeds $1 trillion ringgit and is growing as rapidly as the conventional capital 
market (Ministry of Finance: 2011-2012 Economic Report). 

A report by Malaysia International Islamic Financial Centre (2012) stated that there were several factors 
contributed to the strong growth of Islamic banking in Malaysia. These factors include the continuous products 
innovation, a wide range of innovative Islamic financial products, a large and diverse pool of Islamic finance 
talent, diversity of financial institutions, a comprehensive Islamic financial infrastructure as well as adoption of 
global regulatory, legal and Shari’ah best practice, alongside the unwavering support by the government in 
providing the impetus for growth of the local Islamic financial services industry. All these factors enabled 
Malaysia to grow into one of the most dynamic business environments in South East Asia. Currently, there are 
27 banking institutions consisting of 9 fully fledged Islamic banks and 18 conventional banking institutions 
offering Islamic banking products and services under the Islamic Banking Scheme (IBS) (Bank Negara, 2006). 
The Islamic finance infrastructure is strengthen with the involvement of the Malaysian Central Bank by 
providing guidelines to institutions to operate IBS in line with Shari’ah principles (Rosly & Abu Bakar, 2003). 

The positive perception of customers especially among non-Muslims towards Islamic banking in Malaysia is far 
more crucial to be examined, especially due to the fact that Islamic banks have to compete with conventional 
banks that have long existed in the dual banking system. In its initial years, the response to Islamic banking was 
mainly from a market segment of Muslims who were concerned about practicing Islamic principles in all spheres 
including banking whilst notable efforts were made to market the Islamic banking products to the non-Muslims. 
Apparently, in recent years, non-Muslims have become the major users of Islamic banking products and services. 
Husin (2008) reported that non-Muslims have gradually become the major users of Islamic banking in Malaysia, 
indicated by the banks such as the Hong Leong Islamic Bank, Oversea-Chinese Banking Corporation (OCBC) 
and even the Malaysian Cooperative Bank (Bank Rakyat) have reported a 70 per cent uptake of Islamic financial 
products by Chinese customers. This indicates the degree of acceptance of Islamic banking among the Chinese 
community in Malaysia as their choice in banking transactions.  

The main aim of this study is to examine several critical factors in selecting Islamic banks. This subject is 
considered very timely with the development of Islamic banking in this country. Furthermore, there is not much 
research that has been done in this specific issue, hence the study could add to the existing knowledge in this 
field. The rest of this study is organized as follows. Section 2 discusses the categorization of perceptions towards 
Islamic banking. Section 3 provides literature review on the related work in this field. Section 4 provides criteria 
of Islamic bank selection from customers’ perspective and Section 5 is the conclusion.  

2. Categorization of Perception towards Islamic Banking 

Previous studies on perceptions of Islamic banking customers can be categorized into four. The first category is 
studies on perception towards Islamic banking that have been conducted in either predominantly Muslim 
countries such as Pakistan or predominantly non-Muslim countries such as Singapore. The second group of 
studies has focused on Islamic banking customer in general without separating them by religious affiliations such 
as Muslims and non-Muslim. The third category is a comparative study on customers of Islamic and 
conventional banking. The final category which has relation to the present studies conducted on non-Muslim 
customers of Islamic banking.  

These studies show that countries specifics have influences in the outcome of findings as people’s worldview in 
particular country is shaped by legal, social, religious and economic setting. For example, respondents from 
predominantly Muslim countries such as Pakistan, Bangladesh and Bahrain indicate a better understanding of 
Islamic banking as compared to respondents from predominantly non-Muslim countries such as Singapore and 
United Kingdom (Hassan, 2007; Bley & Kuehn, 2004; Khan et al., 2008; Metawa & Al-Mossawi, 1998; Gerrard 
& Cunningham, 1997; Rammal & Zurbruegg, 2007).  

A comparative study on customers of both Islamic and conventional banking moreover provides an indicator to 
examine the selection criteria of banking among non-Muslim customers (Ahmad & Harun, 2002; Khan et al., 
2008; Zainol & Shaari, 2008; Haque et al., 2009). It is because previous studies indicated some reasons to be the 
same patronage factors among customers, but they were not consensus on which factor is more important than 
others. 

3. Literature Review  

Previous studies acted as an indicator to determine customers’ perception towards Islamic banking. For instance, 
Hassan (2007) studied customers’ perception towards Islamic banking in Pakistan. His study examined several 
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important dimensions including knowledge, socio-religious context, Shari’ah compliances, willingness to deal 
with Islamic banks, and quality and attractiveness of offerings. This study found a positive perception of all 
dimensions investigated with customers indicating overall high satisfaction towards products and services of 
Islamic banks as compared to conventional banks.  

Rashid, Hassan and Ahmad (2010) conducted a study on perception of customers towards domestic Islamic 
banks in Bangladesh. They examined six critical elements, namely corporate efficiency, compliance with Islamic 
rules, convenience, core banking, confidence, and cost benefit. This study found that customers are highly 
satisfied with corporate efficiency and compliance with Islamic rules as substantial factors for them to choose 
their intended service. In the case of Malaysia, Dusuki and Abdullah (2006) studied several critical reasons why 
Malaysian customers patronize Islamic banks and measured the elements of reputation, service delivery, product 
price, and social responsibility of Islamic banks. The study found that a combination of Islamic and financial 
reputation and service quality are the main patronage factors.  

Specifically, among corporate customers, Ahmad and Harun (2002) conducted a study to examine their 
perception towards Islamic banking in Malaysia. They examined factors such as the usage of banking facilities, 
respondents’ understanding of Islamic banking concept and practices, and personal opinions towards Islamic 
banking. They found that cost of the products and services is the most important factor perceived by corporate 
customers in selecting their banks. Similarly, Rustam et al. (2011) discussed three main parameters to determine 
the perception of corporate customers towards Islamic banking in Pakistan. They examined factors such as the 
usage of conventional and Islamic banking facilities, respondents’ understanding of Islamic banking system, and 
their personal opinion on various aspects of Islamic banking products like economic and religious view. They 
found that the Islamic banking industry has good potential within the Pakistani corporate sector. 

Instead of the Islamic banks’ customers, few studies conducted to determine perception of bankers and students 
towards Islamic banking. For example, a research conducted by Zainol and Shaari (2008) on bankers’ perception 
towards Islamic banking in both Islamic and conventional banks. In their study, they have included several 
critical factors, namely Islamic products and services, the training and experience, and the potential of Islamic 
banking in Malaysia. The result revealed that bankers in Islamic banks have more positive perceptions towards 
Islamic banking as compared to bankers in conventional banks.  

Bley and Kuehn (2004) focused on students’ knowledge and perception towards conventional and Islamic 
finance in United Arab Emirates (UAE). This study investigated the elements of financial knowledge, religion 
and language on self-reported attitudes and preferences for financial services and found that students’ knowledge 
on conventional banking terms and concepts was higher than Islamic banking terminology. However, students 
with higher academic achievement showed a better response towards understanding Islamic banking concepts 
and practices. 

Razak and Mohammed (2008) conducted a study on the acceptance of Muslim and non-Muslim customers on 
Islamic banking in Malaysia towards the features and operation of a specific product of Islamic banking, which 
is Bai Bithaman Ajil (BBA). This study found a high level of dissatisfaction among customers as evidenced by 
their low intention to use BBA, which the researchers then suggested, is replaced with Musyarakah Mutanakisah 
Partnership (MMP). 

In case of retail banking, Thambiah et al. (2011) studied customers’ perception and preference on Islamic Retail 
Banking (IRB). They examined the difference in terms of awareness, perception, and preferences on IRB 
between the urban and rural banking customers of Malaysia. The study found that there is a significant difference 
in terms of awareness and on perceived complexity, uncertainty, and observability. There also seem to be some 
variations for returns, loan repayment period, service charges, and overdraft facilities. 

Comparing Muslims to non-Muslims, Loo (2010) conducted a study in Malaysia to gauge the different attitudes 
and perception towards Islamic banking. He examined the elements of knowledge, understanding of Islamic 
banking concepts, conflict with religious beliefs, together with the other elements of attractiveness of Islamic 
banking, disadvantages of Islamic banking, promotional influence, prospects of Islamic banking, and willingness 
to do business with Islamic banking. This study found that Muslims are supportive of Islamic banking while 
non-Muslims perceived Islamic banking as relevant mainly to Muslims.  

A study conducted on the perception of non-Muslims towards Islamic banking by Mahamad and Tahir (2010) in 
Kuala Terengganu, examined the perception of users and non-users of Islamic banking from two elements, 
namely understanding of Islamic banking concept and practices, and bank selection criteria. They found low 
confidence among non-Muslims on the ability of Islamic banks to effectively compete with conventional banks, 
while non-users indicated a low willingness to deal with Islamic banks. This study also found that high return on 
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investment is the most important criteria for banking selection among non-Muslims. In Kuala Lumpur, a recent 
study conducted by Abdullah, Sidek and Adnan (2012) on perception of non-Muslim customers towards Islamic 
banks in Malaysia revealed that Islamic banking services are making headway among non-Muslims in Kuala 
Lumpur, by observing the knowledge and understanding of Islamic banking among respondents, bank selection 
criteria, general perception of customers, among others. 

4. Selection Criteria for Islamic Banks from Customers’ Perspective  

Different researchers have set different criteria for the measurement of customers’ perception as reviewed in the 
literatures, whereby various studies have shown that several criteria normally influence customer perception 
towards their choices of banking. Thus, from a comprehensive literature review this study identified six common 
criteria for Islamic banks selection. These elements are the understanding of Islamic banking concepts, Shari’ah 
compliance, religious contradiction, quality and effectiveness of offerings, willingness to deal with Islamic 
banks, and prospect and potentials of Islamic banking. 

4.1 Understanding of Islamic Banking Concepts 

In predominantly non-Muslim countries, a study conducted by Gerrard and Cunningham (1997) in Singapore 
found there is no difference of understanding on Islamic banking concepts between Muslims and non-Muslims. 
They revealed that out of 190 respondents, a very low percentage of respondents understood basic Islamic 
banking terms. Only 6 percent of respondents knew about riba, while only 2 percent knew what Shari’ah is. 
Similarly, a study conducted by Rammal and Zurbruegg (2007) among Muslims in Australia found only 55.7 
percent of respondents were aware of the existence of Islamic banking. 

On the contrary, respondents from a country with predominantly Muslims showed a good understanding on 
Islamic banking influence Islamic banks selection. Metawa and Al-Mossawi (1998) conducted a study in Bahrain 
and found that 70% of respondents were aware about the existence of Islamic banking scheme. Kuehn and Bley 
(2004) studied the perception and knowledge of students towards Islamic banking in UAE. They tested 
hypotheses on lack of basic Islamic product knowledge, aspect of religion, and cultural differences to determine 
students’ perception towards the Islamic financial system. Language barriers prevented students from learning 
the Islamic financial system, but students with good academic achievement showed a good understanding of 
Islamic banking concepts. 

In Pakistan and Bangladesh, studies showed that people possessed a good understanding of Islamic banking 
concepts. Hassan (2007) conducted a research on understanding of Pakistanis towards Islamic banking and found 
90% of respondents understood Islamic banking terms such as ‘riba’. Similarly, Khan et al. (2008) found 92% of 
respondents in Bangladesh were aware with the existence of Mudarabah (profit sharing) saving account and 
82% aware with the existence of Wadiah current account. 

In Malaysia, Mahamad and Tahir (2010) conducted a study on the perception of non-Muslim towards Islamic 
banking in Kuala Terengganu and found that 54 percent of non-Muslim customers possess a moderate 
understanding of Islamic banking by which they were able to define correctly the meaning of Islamic banking. In 
an urban city of Malaysia, Kuala Lumpur, a study by Abdullah et al. (2012) revealed that non-Muslims at young 
age and with higher academic qualification possessed better knowledge and understanding of Islamic banking 
concepts. 

Two studies conducted in Kuala Lumpur to examine people’s understanding on Islamic banking without 
distinguishing between Muslims and non-Muslims. Hamid and Nordin (2001) conducted a study among bank 
customers in Kuala Lumpur and found that customers possessed very limited knowledge of Islamic banking. 
Even though 48 percent of the respondents claimed that there were familiar with the Islamic banking financial 
products, but only 15 percent were able to correctly describe the products once they were asked. Surprisingly, 60 
percent of the respondents could not differentiate between Islamic banking products and conventional banking 
products. Similarly, a study conducted by Marimuthu et al. (2010) on the factors that determine acceptance of 
Islamic banking in Klang Valley found that among all of the 240 respondents, 57.6 percent indicated that they 
have limited knowledge on Islamic banking. Only 6.2 percent of respondents possessed good knowledge on the 
products and facilities offered by Islamic banks and 7.6 percent seemed to have some knowledge about the 
differences of Islamic banking products.  

4.2 Shari’ah Compliance 

Some studies have suggested that customers choose Islamic banks mainly on religious grounds. Thus, customers 
in Islamic banks seriously consider whether the bank complies with Shari’ah rules in all stages of banking 
activities (Haron et al., 1994; Metawa & Al-Mossawi, 1998; Ahmad & Haron, 2002; Khan, Hassan & Shahid, 
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2007). The variables deemed important under religious (Islamic) construct which include compliance to Shari’ah 
rules, offerings of Shari’ah compliant services, and offering interest free loans, among others. 

Khan et al. (2007) conducted a study on banking behavior of Islamic bank customers in Bangladesh found that 
religious principles was the key bank selection criterion of the Islamic bank customers. They found that among 
all variables measured, only the element of religious principles showed an above-average preference among the 
customers. Similarly, Rashid and Hassan (2008) found compliance to Shari’ah law is one of influential factor for 
banking selection among customers in Bangladesh. This study thus supports the previous study by Metawa and 
Al-Mossawi (1998). According to Rashid and Hassan (2008) religious principles remain at the heart of people’s 
preference for Islamic banks, which indicates that the banks should remain highly dedicated to Islamic 
principles. 

However, in the case of Malaysia with the existence of multi religious society, the issue of Shari’ah compliance 
perceived to be important for Muslim customers, but not to non-Muslims, and it is closely relate to their 
understanding of Islamic banking itself. Razak and Mohammed (2008) conducted a research to examine the 
customers’ acceptance on Islamic Home Financing (BBA) found high level of dissatisfaction among Muslim 
customers is due to inability of BBA to fulfill broad objectives of justice, equality and societal well being. 
Non-Muslim customers however seem to have greater beliefs in BBA and its ability to fulfill socially desirable 
objectives. This study however focused on specific product of Islamic banking which was Bai Bithaman Ajil, 
rather than to bring out the general issue of Shari’ah compliance of Islamic banking in general. 

4.3 Religious Contradiction 

Studies on religious issue as banking selection criteria showed different findings as it perceived to be the most 
important criteria especially among Muslims, while not to non-Muslims. Some studies showed religious issues 
as not to be the most important factor of banking selection. For example, Metawa and Al-Mosawwi (1998) found 
religion as the main factor for banking selection among respondents in Bahrain. It is supported by a study 
conducted by Bley and Kuehn (2004) among Muslims in UAE that the preference for Islamic banking was 
primarily driven by religious beliefs, not financial knowledge. That is, the stronger the religious commitment, the 
greater preference for Islamic banking services. Accordingly, Khan et al. (2008) also examined the criteria of 
banking selection among customers in Bangladesh found religion as the main factor attracted respondents to 
patronize Islamic banks. However, Naser et al., (1999) found that religious issue to be the second important 
factor of banking selection in Jordan. Similarly, when comparing Islamic and conventional bank customers in 
Jordon, Erol and El-Bdour (1989) found that profitability was the key motivation for the customers to deal with 
the banks. Religious motivation according to them was not a primary criterion.  

Consequently, a study conducted by Dusuki and Abdullah (2007) in Malaysia found that religious factor is not 
the main criteria for banking selection. They found that competent and knowledgable personnels, followed by 
friendly personnel and service quality as their main patronage factors. However, Haque (2009) examined factors 
attracted 168 bank customers in Malaysia to deal with Islamic banks and found that religious perspective as one 
of the factors that positively influenced respondent in banking selection together with service quality, 
confidentiality, social perspective and variety of offerings. 

In comparing between Muslims and non-Muslims in banking selection criteria, Loo (2010) found that Muslims 
were attracted to Islamic banking because of religion factor, while non-Muslims ranked religion as the last place 
out of five factors measured. On the other hand, among non-Muslims customers of Islamic bank in Kuala 
Lumpur, a study conducted by Abdullah et al. (2012) found the relationship between the religion with perception 
towards Islamic bank did exist.  

In case of country with predominantly non-Muslims, a study conducted by Gerrard and Cunningham (1997) in 
Singapore found bank selection was not influence by religious factor when compared between Muslims and 
non-Muslims. For both Muslims and non-Muslims, profitable return on investment were the key motivator in 
choosing Islamic bank but not religion. 

4.4 Quality and Attractiveness of Offerings 

Although the religious dimension plays an important role in banking selection, quality and attractiveness of 
offerings is also perceived as significantly important for the customers to patronize Islamic banking. Since some 
previous research indicated that religion is no longer the main factor in attracting customers, Islamic banks 
should recognize that customers view them just like any other commercial bank (Haron et al., 1994). Thus the 
quality of service and the products and services offered must be comparable with those offered by the 
commercial banks. 
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Mokhlis, Nik Mat and Salleh (2008) studied on the commercial bank selection among undergraduate students in 
Malaysia found the secure feelings as the most important factor to patronize bank, followed by ATM services, 
financial benefit, service provision, proximity and the branch location. Non-people influential, attractiveness and 
people influence considered to be not significant factors in influencing their decision in selecting bank. However, 
Kaynak and Whiteley (1999) stressed on interaction orientation such as fast and efficient service to be the major 
factor of customers’ patronization.  

In another study by Ahmed, Rehman and Safwan (2010) found service quality has significant influences on 
customer satisfaction in the case of Islamic and conventional banking, while the magnitude of effect is greater in 
Islamic banking as compared to conventional banking. Their study on the perception of satisfaction among bank 
customers with the existence of two banking systems in Pakistan found that customers of Islamic banks were 
more satisfied as compared to customers of conventional banks. A study conducted by Metawa and Almossawi 
(1998) on banking behavior of Islamic banking customers and found that most customers were highly satisfied 
with the products and services of Islamic banks. The researchers then suggested that bankers should develop 
professionalism and competency to maintain profitable relations with customers. 

In Malaysia, a study conducted among commercial banks customers by Haron et al. (1994) found three critical 
factors that influence customers’ bank selection. These factors are fast and efficient service, speed of transaction, 
and friendly bank personnel. Similarly, Dusuki and Abdullah (2006) determined the importance of service 
quality to attract more customers and they explained that Islamic banks can no longer depend on promoting the 
Islamic factor but also service quality. They ranked knowledgeable and competent personnel as the most 
important factor for banking selection criteria of Islamic bank, followed by friendly personnel, customer service 
quality, Islamic reputation and image, and Islamic reputation. 

Among Muslim customers of Islamic bank, Rashid et al. (2008) found the higher demand of Islamic banking 
products and services requires existence of superior quality in service, beside the efficiency in system, strict 
compliance to Shari`ah and satisfactory community service through job creation and ensuring consistency in 
service provisions. The study further demonstrated that faster transaction system, less cost of banking, and 
efficient counter management can add value to everyday volume of transactions and simultaneously increase 
customer satisfaction. Similarly, Erol and El-Bdour (1989) identified three key selection criteria perceived as 
important while selecting Islamic banks among Muslim customers were fast and efficient services, reputation 
and confidentiality. 

Among corporate customers, Rustam et al. (2011) argued that majority of them perceived both religion and 
economics as the patronage factors in Islamic bank selection. This particular study showed that factors such as 
cost and benefit to the company, quality of service delivery, size and reputation of the bank, convenience, and 
friendliness of bank personnel were considered critical for bank selection.  

In another study on determinants of bank selection showed that high return to deposit holders as the most 
important criteria of banking selection, followed by quality of service, availability of ATM machine, diversity of 
loan facilities, confidentiality, fast and efficient service and variety of products offered (Mahamad & Tahir, 
2010). On the contrary, a study conducted by Abdullah et al. (2012) showed the hesitancy of non-Muslim 
customers on the ability of Islamic banks to improve banking facilities and products, due to lack of information 
provided by the banking fraternity to the public. 

In summary, previous studies show that the element of quality, confidentiality, reputation, speed of transaction, 
cost-benefit, consistency, competency and professionalism are considered critical factors on Islamic banks 
selection.  

4.5 Prospect and Potentials of Islamic banking 

Rashid et al. (2011) conducted a study on the prospect and growth potentials of Islamic banks in Bangladesh 
from both Islamic and conventional bankers’ perspective. They found that conventional bankers believe that 
Islamic banks only claim but do not actually follow the true Shari’ah based system of banking. For them, the 
conventional system of banking is more lucrative and it stands as an honest method of banking as opposed to 
Islamic banking, which they feel is only profitable as a Strategic Business Unit (SBU). In contrast, Islamic 
bankers endorse the view of risk minimization by zero interest rate, while conventional banks do not reinforce 
this claim. However, Islamic bankers believed that Islamic banks in Bangladesh have a greater social and moral 
motive to fulfill, even at the expense of reduced profit.  

In Malaysia, with the high prospect and potentials of Islamic banking as opined by some great scholars, there is a 
need to examine how non-Muslim customers perceived the prospect and potentials of Islamic banking. A study 
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conducted by Loo (2010) found that non-Muslims viewed the prospect and potentials of Islamic banking as 
average, compared to Muslims who believed a strong prospect and potentials of Islamic banking in Malaysia. 
For non-Muslims, the Baby Boomers see the stronger prospect and potentials of Islamic banking compared to 
X-Generation.  

A study on perception of non-Muslims towards Islamic banking in Kuala Terengganu conducted by Mahamad 
and Tahir (2010) found low acceptance among the non-Muslim community towards Islamic banking as an 
alternative over conventional banking. They found that Islamic banking was able to attract more non-Muslim 
customers if Islamic banks can fulfill their selection criteria of banking, which was quality of services provided. 
Meanwhile, a study by Abdullah et al. (2012) indicated most of the respondents believe that Islamic banking will 
dominate the banking industry in Malaysia in the near future. This is in line with the government vision for 
Malaysia to be an international hub for Islamic banking and finance by 2020.  

4.6 Willingness to Deal with Islamic Banking 

In a country with predominantly non-Muslims such as Singapore, Gerrard and Cunningham (1997) conducted a 
study among both Muslim and non-Muslim respondents. This study found a low willingness of respondents to 
deal with Islamic bank with the majority of respondents regardless Muslims or non-Muslim would withdraw 
their deposits if no profit was distributed. This implies that customers give priority on attaining profit when they 
choose to put money in banks. 

In contrast, for the countries with predominantly Muslims, findings showed strong willingness of customers to 
deal with Islamic banks. For example, a study conducted by Khan et al. (2007) on banking behavior of Islamic 
bank customers in Bangladesh. Interestingly, this study revealed that about 70 percent of the customers had 
previous relationship with conventional banks. Therefore, Khan’s study indicated that Islamic banks have shown 
good progress in seizing customers from conventional banks and about half of the respondents have more than 4 
years relationship with Islamic banks. Such a long tenure of relationship signifies the ability of customer 
retention by Islamic banks as well as the customers’ loyalty to the banks’ products and services. 

In comparing between Muslims and non-Muslims’ willingness to deal with Islamic banks in Malaysia, Loo 
(2010) found that Muslims were supportive to Islamic banking, while non-Muslims viewed Islamic banking as 
relevant primarily only to Muslims. However, among non-Muslims, X-Generation has a more favorable 
perception towards Islamic banking than Baby Boomers. 

Another two studies conducted in Malaysia which includes commercial and corporate bank customers. Haron et 
al. (1994) conducted a study among commercial bank customers in Alor Setar, Sungai Petani and Kangar. 
Primary this study examined customers’ understanding on Islamic banking concepts. The study found that 99 
percent of Muslim while 70 per cent of the non-Muslim respondents were aware about the existence of the 
Islamic bank, while 12 percent of Muslims and 32 percent non-Muslims believed that the Islamic banking was 
relevant primarily to Muslims. This study also revealed the willingness of non-Muslims to establish a 
relationship with Islamic banks if they have a complete understanding about Islamic banking concepts. A study 
conducted by Ahmad and Haron (2002) on perceptions of Malaysian corporate customers towards Islamic 
banking surveyed 45 respondents comprising 20 percent Muslims and 80 percent non-Muslims. The finding 
however showed that Islamic banking products were not popular among corporate customers.  

5. Conclusion 

From a comprehensive review of literature, it is realized that it is very important to examine customers’ 
perception towards Islamic banking selection criteria. This is because, over the year, the trend, characteristics 
and preferences would be change as the banking industry is dynamic in nature, which could lead to different 
significant result. According to Holliday (1996), the importance of understanding customers’ perception in bank 
selection has become an enduring research agenda in banking. In order to penetrate and operate side by side with 
conventional banks, Islamic banks must be able to understand the people’s perceptions that their system is much 
better than the conventional system. Hence, owing to the highly competitive environment, Islamic banks need to 
study customer perceptions in bank selection to help them market their products effectively (Haron, Ahmad & 
Planisek, 1994; Dusuki & Abdullah, 2006). According to Rustam, Bibi, Zaman, Rustam and Zhid-ul-haq (2011). 
To summarise, a new conceptual model for Islamic banks selection criteria should include understanding of 
Islamic banking concept, Shari’ah compliance, religious contradiction, quality and attractiveness of offerings, 
prospect and potentials of Islamic banking, and willingness to deal with Islamic banks.  
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