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Abstract

Islamic Banking is any banking activity performed on the basis of Islamic laws of jurisprudence. The two
fundamental sources of Islamic law are the Quran, (which is the Holy Book of Muslims) and the Sunnah, (which
are the Traditions of the final Prophet Muhammad (Peace Be upon Him)). Islamic methods of finance revolve
around a few basic concepts, the most important of which is the prohibition of ‘Riba’ or interest. Although this
concept is relatively new in the Indian context, the Islamic financial world is now a global force to reckon with
and India might miss out if the opportunity is not capitalized. It is worth mentioning that the total value of
Islamic business stands at $6.7 trillion and is growing at a rate of 16-20% a year. Also, the fact that many
non-Muslim countries like UK have opened full-fledged Islamic banks point to the fact that Islamic finance or
Islamic banking is not limited to Muslims alone. Therefore, India’s ambitions of becoming an Asian financial
hub cannot be met without capitalizing into the pool of Islamic Finance. The purpose of this paper is to study the
level of awareness of students of private universities in Chennai and to study the cross cultural patronage factors
towards Islamic Banking. The findings reveal that the respondents have a positive and favorable patronage
towards Islamic Banking due to their perception about its success in other parts of the world.

Keywords: Islamic Banking, Islamic finance, patronage, interest-free banking, patronage across cultures
1. Introduction
1.1 Background

Islamic Banking is any banking activity in a financial institution which operates on the basis of and conforms to
the principles of Islamic law (Shariah). Hence, Islamic Banking, which is a part of Islamic Economics, is
centered on the principle of the prohibition of interest. In addition to this no-interest rule, it also revolves around
certain other principles-the prohibition of high risk ventures, gambling, speculative transactions and dealing in
certain forbidden commodities (like pork, alcohol, arms and ammunition), and investing only in a social
responsible way. The Islamic methods of finance are therefore socio-economic in nature, as it not only takes care
of making profits but also addresses social responsibility. Since these aspects are equally applicable for Muslims
and non-Muslims, it becomes clear that Islamic banking, and therefore its benefits, are not restricted to Muslims
alone but are applicable to the whole of the humanity in general. This is why many a non-Muslim country like
US, UK, France and Malaysia have shown keen interest in adopting Islamic Methods of finance. India nurtures
the ambition of becoming an Asian financial hub. This ambition cannot materialize if it cannot tap the pool of
Islamic Finance. Therefore, this study which is aimed assessing the patronage levels towards Islamic banking
among the students of private universities assumes significance.

1.2 Definition of Islamic Finance

Islamic Finance is any finance activity which is carried out within the stipulated principles of Islamic law. The
two basic and fundamental sources of Islamic law are the Quran, the holy Book of Muslims and the Sunnah, the
Traditions of Prophet Muhammad (Peace and Blessings of Allah be upon Him). In Islam, money is not
recognized as a subject-matter of trade, except in some special cases. Money has no intrinsic utility; it is only a
medium of exchange. Therefore, there is no room for making profits through the exchange of these units, inter se.
Profit is generated when something having intrinsic utility is sold for money or when different currencies are
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exchanged, one for another. The profit earned through dealing in money of the same currency or the papers
representing them is interest and hence prohibited. Therefore, unlike conventional finance, Islamic finance is
always based on illiquid assets which create real assets and inventories. (Usmani M. T, An Introduction to Islamic
Finance, Idara Publications, 2008).

1.3 Relevance of Islamic Banking to the Indian Context

Although Islamic banking has got a religious connotation, it is a myth that must be dispelled. It is not in any
respect restricted to the Muslim community alone. This is why in countries like Malaysia and UK, where Islamic
banks are operational over the last few decades, two out of every five retail customers are non-Muslims. Also
there are many countries, like France, Germany and Malaysia, in which Muslims are not a majority, where
Islamic banks have been introduced or at least there exists an Islamic banking window in a conventional bank.
This is not only because it acts as a tool for financial inclusion but also because it makes business sense, as its
principles prohibit highly risky financial products like derivative contracts, which was the root-cause of the
recent sub-prime crisis. India would do well to capitalize on the Islamic financial world and attract a lot of
foreign remittances especially from GCC countries.

According to a report of Reserve Bank of India, a whopping US $1.5trillion as interests accrued on deposits of
Muslims are lying unclaimed in different banks in India. This is because an overwhelming majority of Muslims
do not want to avail of it, due to the strong religious implications. Such a huge sum of money is lying idle and is
not ploughed back into the economy of the country. Therefore, the Finance ministry and Reserve Bank of India
need to re-examine the stand on Islamic finance and create a conducive environment for the Indian Muslim
populace to contribute to the growth of this great country.

2. Review of Literature

Although the concept and practice of Islamic Finance has been in vogue as early as the time of Prophet
Muhammad (PBUH), the first formal Islamic banking transaction was conducted in Mit Ghamr in Egypt as late
as in 1963 only. Islamic Banking is a banking activity carried out based on the principles laid out in Shariah i.e.
the laws of Islamic jurisprudence. Since Muslims cannot receive or pay interest, they are unable to conduct
business with conventional banks. (Gerrard & Cunningham, 1997).

Globally there have been studies carried out in this field and the earliest studies were carried out by Erol and
El-Bdour in 1989. Gait and Worthington (2009) investigated the attitudes, perception and motivation towards IF
among 385 Libyan retail customers using factor analysis and discriminant analysis. They both found that most
respondents were potential users of Islamic finance at the retail level and concluded that religion and community
service are the most important factors determining the same.

Muhammad ZMamun (2011) investigated 100 responses each from 11 Islamic banks and 13 banks which offer
dual-both Islamic and Conventional banking-system in Bangladesh to study prospects and problems of Islamic
banking and found that the foremost factor making Islamic banking attractive to customers is the adherence to
the rules of Shariah.

Perception towards Islamic banking among 134 respondents of the people of Gambia LGA by Fada and Bundi
Wabekwa (2012) revealed that Islamic banking is popular among young and educated people and majority of the
respondents have heard of Islamic Banking.

In an exploratory research among 103 expatriate workers in Saudi Arabia of whom majority were Indians, the
Perception of non-Muslims towards Islamic banking, was studied by Sultan Emir Hidayat and Nouf K Al
Baward (2012), it was found that a majority of non-Muslim customers perceive Islamic banking as diverse and
suitable in satisfying their banking needs.

Dineshwar Ramdhony (2013) investigated the awareness about Islamic Banking terms and preference for
investment among 232 Muslims and non-Muslims from Mauritius and found that more than half of the
respondents have heard about the terms and concluded that Islamic banks cannot target Muslims alone to
prosper.

A lot of studies have been carried out among the Malaysians. Mark Loo (2010) studied the differences in attitude
and perception towards Islamic banking between Muslims and non-Muslims by taking a sample of 200
Malaysians-100 Muslims and 100 non-Muslims in Klang valley of Malaysia and found that Muslims are
supportive of Islamic banking while non-Muslims view Islamic banking as relevant primarily to Muslims.

Ahsanul Haque (2010) conducted a face to face interview of 473 Malaysian customers to study the attitudinal
difference of Malaysian customers about Islamic banking and found Malaysian consumers have positive attitude
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towards Islamic banking and a significant attitudinal difference exists only between Malay & Chinese and
between Chinese & Indian, while the overall attitudes of all three races were positive towards Islamic banking.

Norafifah Ahmad and Sudin Haron (2011) studied customer perception of Islamic banking products and services
among 45 corporate respondents from Kuala Lumpur and concluded that Islamic banking system had good
potential as an alternative to the conventional system. Abdul Aziz Abdullah, et al., (2012) studied the perception
of non-Muslims towards Islamic banks among 152 customers of Kuwait Finance House, Kuala Lumpur,
Malaysia and concluded that Islamic banking services are making headway among non-Muslims. Norma Md.
Saad (2012) compared the customer satisfaction of Islamic and Conventional Banks in Malaysia and also
investigated the relationship between different demographic variables and the satisfaction of customers. A large
sample of 1153 respondents used in this study revealed that the customer satisfaction of a particular bank often
depends on the quality of services offered.

In Turkey, H. Saduman Okumus and Elif Generen Genc (2013) did a random sampling of 281 customers of
banks in Turkey to study Customers’ awareness and bank selection criteria and found that most of the
respondents give the highest importance to religious beliefs as a major factor for selection of bank. Ramana
Sheikh and Mohammad Faisal Ahammad (2013) studied the feasibility of establishing Islamic Banks in UK by
obtaining responses from both Muslims and non-Muslims and found that there is a lack of awareness and
understanding of the alternative banking system. Hence, it was suggested that Islamic banks in UK undertake
more aggressive marketing and promotion of its services in order to increase awareness among potential
customers.

In the Indian context, a few studies have been done in this regard. A study by Urvi Amin (2012) using a
non-probability sampling of 100 respondents from the district of Ahmedabad, Gujarat showed that Gujarati
Muslims are not inclined towards following the principles of Shariah while investing. Yet they showed interest in
Islamic financial products, if made available to them. Nissar Ahmed Yatoo and S. Sudalai Muthu (2013)
analysed the demographic variables on attitude towards Islamic Banking by carrying out an empirical study
based on primary data collected from 6 states in India and found that despite global success, Muslims in India
are not aware of the facts, issues and practices of Islamic banking and finance. In a similar study carried out by
Md. Faisal, Asif Akhtar and Asad Rahman, across four class B cities of North India, they found that both
Muslims and non-Muslims showed a positive attitude towards Islamic banking. Nissar Ahmed Yatoo and S.
Sudalai Muthu (2013), in another research, studied the impact of demographic variables on the opinion about the
nature and purpose of Islamic methods of finance among 609Indians and found that Muslims in India connote
religious value rather than commercial value to Islamic finance. Sajeevan Rao and Sharma (2010) conducted an
empirical analysis to find out the bank selection criteria among 312 MBA students in Delhi and concluded that
reliability is an important choice criterion. Yet another study carried out by Shanmugam Muniswamy, et al.,
(2013), among 150 teachers from 10 colleges in Chennai city, revealed that significant difference exists between
Muslims and non-Muslims in their willingness to accept Islamic finance.

3. Research Methodology
3.1 Procedure

For the purpose of this study, three reputed private universities in Chennai were selected. These three
Universities were SRM University, B. S. Abdur Rahman University and Sathyabama University. The students
admitted in these institutions of higher education are in the faculty of (i) Engineering & Technology, (ii) Science
and Humanities, (iii) Medical and Paramedical and (iv) Management. The reason why these Universities were
chosen is because these three private universities attract student population not only from different states in the
country but also from abroad from countries like Nigeria, Afghanistan, Somalia, Egypt, Eriteria etc. Majority of
the students have bank accounts and are aware of the basic aspects of finance and the risks associated with it.
The students were selected from all these different faculty of study depending on the convenience of the
researcher.

3.2 Sample

A pilot study was initially conducted to test the validity of the questionnaire. After determining the sample size
based on the pilot study, the sample size was fixed at 280. Therefore, 350 questionnaires were sent out. Out of
this, 150 responses were received. On scrutiny of the sample, incomplete and dual entry questionnaires were
removed and for the analysis, 140 questionnaires were considered suitable for analysis and discussion.

3.3 Instrument

The data required for the study is collected through a structured questionnaire which was tested through pilot
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study and a reliability test. A modified version of the questionnaire was used for the final study. The reliability
(Cronbach’s) alpha is found at 0.786 and therefore considered reliable.

3.4 Research Gap

From the review of literature, it becomes clear that there has been no study conducted in the Indian context with
specific reference to the student community. The student community is chosen as respondents because they are
the future of the nation and would be involved in financial decision making process once they are employed.
Therefore, this study assumes significance.

3.5 Analysis
The following objectives were framed in order to undertake the study.

1) To understand the level of awareness about Islamic banking among the students in selected private
universities in Chennai.

2) To analyze the factors (i.e. nationality, faculty and university of study) affecting the patronage towards Islamic
banks in India.

With the above objectives in mind, the following three hypotheses were framed.

a) Hy;: There is no significant difference between the perceptions of Indian and foreign students and their
patronage towards Islamic banking in India.

b) Hoy: There is no significant relationship between the perception of the students of different faculty of study
and the patronage towards Islamic banking in India.

c¢) Hos: There is no significant relationship between the perception of the students of different universities and
their patronage of Islamic banking in India.

3.6 Tools Used

In order to carry out the above study, percentage analysis, t- test and ANOVA were used. The above tests were
carried out using SPSS version 20.

4. Data Analysis and Discussion
4.1 Profile of the Respondents

Table 1. Distribution of sample on the basis of key demographical variables

Description N % Description N %
University of study: Religion:
SRM 79 564 Hindu 46 329
BSA 48 343  Muslim 67 479
Sathyabama 13 93 Christian 27 193
Total 140 100.0 Total 140 100.0
Gender: Basic awareness status:
Male 119 85.0  Aware 79 564
Female 21 15.0 Not Aware 61 436
Total 140 100.0 Total 140 100.0
Faculty of study: Reasons to prefer Islamic banks:
i‘%ﬁ;ﬁgﬁi , 72 514  Religious Reason 53 379
Science and Humanities 3 2.1 Socially Responsible investing 11 79
Medical 11 7.9 Success story in the rest of the world 39 279
Management 54  38.6  Sustainability of profit-loss sharing model 6 4.3
Total 140 100.0 Recommendation from family/friends 9 6.4
Nationality Attrz_lctiveness of the various financial Products and 12 86
services
Indian 116 829 Immediate Vicinity 6 7.2
Foreign 24 17.1  Other reasons 4 2.9
Total 140 100.0 Total 140 100.0
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It is observed from Table 1 that 85% of the respondents were male while the rest were female. Most of the
respondents (51.4%) were from the faculty of Engineering and Technology and a significant part (38.6%) were
from the Faculty of Management. While 82.9% of them were from India, the rest are other nationals.
Respondents from SRM University formed 56.4% while those from B. S. Abdur Rahman University were 34.3%
and those from Sathyabama University constituted 9.3%. More than half of the respondents (56.4%) are aware of
the concept of Islamic banking. and the reasons why they would prefer Islamic banking is not only because of
religiosity but also because of the success of Islamic banks in the rest of the world. This assumes significance for
the study because more than half of the respondents (52.2%) are not Muslims. i.e. Hindus and Christians. This
concurs well with the findings of Ahsanul Haque (2010).

4.2 Descriptive Statistics

Table 2. Perceptions on future prospects of Islamic Banking in India

Future prospects of Islamic banks Frequency Percentage
Very Strong 35 25.0

Strong 48 343
Average 48 343

Weak 6 4.3

Very Weak 3 2.1

Total 140 100.0

Table 3. Differences between the perceptions of Indian and foreign students and their patronage towards Islamic
banks

Variables for study Nationality N Mean SD t- value p-value
Awareness ;no(ile?gln ;‘1‘6 iizg 45‘42133 1.543 0.125
Religious Reasons ;I:)Clzlgln ;41‘6 Zg; ;2(5)? 0.323 0.747
Products and Services IFrﬁzzn ;6 34512 iigi 0.160 0.873
Vicinity/Ease of Access IF‘:?;‘;I] ;6 332 ;22; 0.840  0.402
Attractiveness IFI:)‘EI;H ;‘6 ;Z; ;:Z;‘; 0553 0581
T A
Cost/Benefit IF‘:?;‘;I] ;6 203 § g ;222 1823 0.071
Perception IFI:)‘EI;H ;‘6 ig:gi 3:322 2671 0.008%*
Motivation I;ﬁﬁgﬂ ;1‘6 iézg Z:;gi 2791 0.007+
Bottlenecks for Implementation gﬁiggln ;‘1‘6 igjé ;géz 0.063 0.950
Suggestions for Implementation ;I:)Clzlgln ;41‘6 iégﬁ gé;g 2.771 0.006%*
Overall Patronage towards Islamic Banking IFrﬁzzn ;6 122(5){7) 5(7)(2)% 2.120 0.036*

It is observed from Table 2 that the respondents perceived that the future prospects of Islamic banking in India to
be strong. This indicates that there is a need for the introduction of Islamic banks, at least in a phased manner.
This presents a new opportunity to the banks and the customers. The results of this study are similar to the study
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of Beng Soon Chong and Ming-Hua Liu (2009) in Malaysia.

4.3 Differences between the Perceptions of Indian and Foreign Students and Their Patronage towards Islamic
Banking in India

It is observed from Table 3 that the p value is less than 0.01 for the following variables, namely, reputation,
perception, motivation, and overall patronage towards Islamic banking. Therefore, the null hypothesis is rejected
at 1% level of significance for these variables. In other words, there is a highly significant difference between the
Indian and foreign students with respect to the above variables.

The respondents from nationalities other than India exhibited a high level of motivation (with mean value 26.33)
towards Islamic banking. This is because of the prior exposure of these respondents to Islamic banking practices
in their countries.

4.4 Relationship between the Perceptions of Students of Different Faculty of Study and Their Patronage towards
Islamic Banking in India

It is observed from Table 4 that the p value is less than 0.01 for the following variables, namely, awareness,
religious reasons, ease of access, attractiveness, reputation and motivation. Hence, the null hypothesis is rejected
at 1% level of significance. Stated differently, there is a highly significant relationship between the perceptions
of students of different faculty of study and their patronage towards Islamic banks in India.

Table 4. Relationship between the perceptions of students of different faculty of study and their patronage
towards Islamic banks in India

Faculty of Study F p

Variables for study E&T S&H MED MGMT value value

Awarencss Mean 2290 2933 2618 2260 .
W. . .
SD  (447) (231) (682) (3.62)

Relioions Reasons Mean 010 1333 955 793 . o
1210Uu . .
& SD (345 (2.89) (3.62) (2.18)

Mean 940  11.00 782  10.02
Products and Servi 1.906  .132
rocucts and services SD  (3.17) (1.73) (322) (2.85)

Vicinity/Ease of Access Mean 835 800 591 9.1 3507 017+
1INl . o
¥ SD  (326) (1.73) (295 (2.72)

. Mean 7.82 7.00 5.36 8.39
Attractiveness 3.651 014**
SD 3.12) (1.73) (1.57) (2.59)

Mean 938  9.67 845  10.74
Reputati 3406 .020%*
CpUtation SD  (291) (58 (2.84) (271

Cost/Benefit Mean 928 1033 1027 9.72 760 497
1 . .
SD  (246) (1.53) (332) (2.30)

Percention Mean 1689 2100 2027 1665 .
1 . .
P SD (555 (529) (4.80) (3.70)

Mean 2356 2733 2827 2231
Motivation ean 2356 2733 2827 2231y 00 goges
SD  (604) (551) (541) (469

Bottlenecks for Implementation Mean 16.92 1667 17.00 15.61 1.351 260
i ) .
P SD  (434) (3.51) (283) (2.97)

Suggestions for Implementation Mean 14.07 17.67 16.18 14.33 1.469 226
u i i } .
£8 P SD  (444) (2.08) (3.66) (3.82)

Overall Patronage towards Islamic Mean 147.65 171.33 155.27 147.50

. 1.032 .380
Banking SD (29.26) (15.95) (25.53) (22.76)

The respondents belonging to the Faculty of Science and Humanities have shown a high level of awareness (with
mean value 29.33) while those of the Faculty of Management have placed a high level of importance for factors
such as reputation of the bank, ease of access and Attractiveness of the bank (with mean values 10.74,9.11,8.39
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respectively). This may be because the respondents belonging to Faculty of Science and Humanities and Faculty
of Management are better exposed to banking concepts, at least theoretically compared to their counterparts in
Medicine and Engineering & Technology.

4.5 Relationship between Perception of Students of Different Universities and the Patronage towards Islamic
Banking in India

It is observed from Table.5 that the p value is less than 0.05 for the following variables, namely, Awareness,
Religious reasons, Products and Services and hence the null hypothesis is rejected at 5% level of significance for
these variables. In other words, there is a significant relationship between the perception of students of different
Universities and their patronage of Islamic banking in India with regard to these variables.

Table 5. Relationship between the perception of students of different universities and their patronage towards
Islamic banks

Private Universities
Variables for study SRM BSA Sathvab F value P value
athyabama

Mean 22.37 24.42 23.92
Awareness 3.379 037*
SD (4.58) “4.71) (1.04)

Mean 8.10 9.75 9.23
Religious Reasons 4.525 013*
SD (2.79) (3.76) (44)

Mean 9.57 8.98 11.54
Products and Services 3.707 .027*
SD (3.07) (3.25) (97

Mean 8.87 7.90 7.85
Vicinity/Ease of Access 1.768 174
SD (2.85) (3.77)  (.55)

Mean 7.96 7.94 6.62
Attractiveness 1.279 282
SD (2.49) (3.68) (.96)

Mean 9.89 9.25 11.69
Reputation 1.279 282
SD (2.84) (3.13) (.63)

Mean 9.52 9.00 11.77
Cost/Benefit 3.857 .023
SD (2.43) (2.50) (.60)

Mean 17.42 16.73 17.08
Perception 7.086 001**
SD (4.33) (6.34) (.86)

Mean 23.70 23.92 21.08
Motivation 291 748
SD (549) (6.59) (.28)

Mean 15.84 17.23 16.92
Bottlenecks for Implementation 1.366 259
SD (3.35) (4.69) (.28)

Mean 14.29 14.10 16.31
Suggestions for Implementation 1.536 219
SD 379 (499 (1.97)

Mean 147.52 149.21 154.00
Overall Patronage towards Islamic Banking .345 .709
SD (24.03) (33.21) (2.35)

The respondents belonging to B. S. Abdur Rahman University showed a higher level of awareness (with a mean
value of 24.42). This is because it is a Muslim-run institution and it offers courses on Islamic finance to its
post-graduate management students.
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5. Conclusion
5.1 The Road Ahead

This study has drawn its sample from the student community among the three private universities in Chennai.
Therefore, in order to extend the findings of this study to the general populace would be inappropriate. However,
the findings of this research gain significance on account of the fact that this sample represents an educated
segment of the entire population and thus, act as a pre-cursor to a detailed study involving various other such
demographic denominations. The future directions for this research could be carried out by drawing such clusters
across the various demographic profiles of the Indian Population.

5.2 Suggestions

This study has revealed that Islamic banking has got a favorable patronage among the respondents. Although
more than half of the respondents are non-Muslims, they perceive that the future of Islamic banking in India is
bright, notwithstanding the regulatory and politico-social hurdles along the way of its implementation. As the
Islamic banking will bring about the financial inclusion of the marginal sections of the society, it has to be
implemented at least in a phased manner. This will not only help India attract foreign remittances especially from
GCC countries but also to realize its dream of becoming a financial hub. Thus, this calls for an unbiased look
into the various aspects of introducing Islamic financial services in India.
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