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Abstract:

The purpose of this paper is to find out the impact of non-shariah compliance
(NSC) of Islamic banks on the commitment of the customers and the role of
trust as a mediator. The paper uses a quantitative approach by using surveys to
collect data from 276 respondents. Smart PLS was used to run the analysis.
Non-compliance of Islamic financial institutions with shari’ah principles
significantly affects the commitment of the customers. Results of this showed
that trust significantly impacts the commitment of the customers, study also
indicated that trust mediates the relationship between the commitment and no-
shari’ah compliance.
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Introduction

Non-compliance to shariah (NCS) principles by Islamic financial institutions significantly
impacts customer’s commitment. The belief of a customer to find services from a provider is
what defines trust. In Islamic financial institutions, trust constitutes a belief that the banks are
managed according to sharia principles and are different from the regular banks. Clients decide
to use Islamic banks due to their need to undertake economic activities based on shariah
principles. Islamic banks provide an opportunity for the public to undertake banking activities
based on shariah principles which advocate for zero usury, free uncertainty, and no gambling
(Maghfuriyah et al., 2019). In Pakistan, Islamic financial institutions are rapidly growing, with
a share capital of 18.1% of the overall banking industry in the country (Shaikh, 2018).
However, clients’ commitments to the Islamic banks are impacted by the enterprise's inability
to comply with sharia principles. Trust as a variable mediates the impact of non-sharia
compliance of Islamic financial enterprises on customer’s commitments.

Literature Review

Non-shariah Compliance
Any activity/operation which is against/violates shariah principles set by the shari’ah
committee is considered as “non-shari’ah compliance” (NSC).
“An institution shall at all times ensure that its aims and operations, business, affairs,
and activities are in compliance with Shariah.” (IFSA 2013)

As a result, the IFI must adhere to Shariah law in all of its operations, activities, transactions,
and action by adhering to the Shariah committee and its Shariah standards, ensuring internal
policies and processes are Shariah-compliant, and establishing a Shariah audit function.
(Mohamad Akram Laldin and Hafas Furgani 2018). However, it cannot be ignored that IFIs
are constantly exposed to Shariah non-compliant circumstances, which have failed to meet
duties or satisfy Shariah requirements as stipulated in the relevant jurisdiction's standards
(Romzie Rosman, Anna Che Azmi, Siti Noraini Amin, 2017). According to the Tabrani, Amin,
and Nizam (2018) trust leads to a high degree of commitment; the more and more consumers
trust, the more dedicated they are. Within the context of IB, most studies find that customers
trust Islamic banks because they are committed to putting their principles into practice (Houjeir
& Brennan, 2017; Usman et al., 2017)

Commitment

The concept of commitment, which has played an important part in service marketing, is
heavily reliant on the relationship between the company and its customers (Chai, Malhotra, &
Dash, 2015; Fullerton, 2003; Garbarino & Johnson, 1999; Moorman, Deshpande, & Zaltman,
1993; Moorman, Zaltman, & Deshpande, 1992; Morgan & Hunt, 1994). Commitment and trust
are two essential elements in the development of a relationship. According to the Morgan and
Hunt (1994), commitment is defined as "an exchange partner who feels that their ongoing
connection with another is valuable enough to justify their best efforts to sustain it.". On the
other hand, Moorman et al. (1992), defines Commitment as “a continuing desire to maintain
valued relationships with their clients”. These definitions fundamentally include an emotional
bond (Moorman et al., 1992; Morgan & Hunt, 1994) which also include an expectation to
receive a bigger advantage in case of maintaining a relationship (Chenet, Dagger, & O'Sullivan,
2010; Geyskens, Steenkamp, Scheer, & Kumar, 1996). Anderson and Weitz (1992); (Curras-

Perez & Sanchez-Garcia, 2016) concluded that a firm must establish a mutual commitment and
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must concentrate on maintaining the relationship with customers so that firms shared values
may develop.

Commitment is a key component in establishing a long-term partnership between parties.
According to Revilla-Camacho, Cosso-Silva, and Palacios-Florencio (2017), it is advantageous
to the company because customers have a high degree of loyalty, consider themselves to be
business partners, and are thus encouraged to maintain a close partnership with the firm for a
longer period of time. However, most of them suggested to quantify both definitions as
unidimensional owing to the difficulties in recognising the theoretical basis of these two main
concepts (trust and commitment) (Andaleeb, Rashid, & Rahman, 2016; Dwyer, Schurr, & Oh,
1987; Ganesan, 1994; Martn, Gutierrez, & Camarero, 2004; Morgan & Hunt, 1994). This
research takes a one-dimensional view to the idea of dedication, which is reinforced by the
literature (Anderson & Weitz, 1992; Brock & Zhou, 2012; Garbarino & Johnson, 1999;
Hennig-Thurau, Gwinner, & Gremler, 2002; Ponder et al., 2016).

Trust

Trust is a dynamic concept that has been conceptualized in various ways (Amin, Isa, &
Fontaine, 2013; Lu, Fan, & Zhou, 2016), resulting in much debate about its dimensions,
antecedents, and consequences in business relationships (Toufaily & Pons, 2017; Baumann &
Le Meunier-FitzHugh, 2014). Moorman et al. (1993) define trust as the willingness to put one's
confidence in an exchange partner in whom one has confidence. Martin, K.D. and Murphy,
P.E. (2017) see trust as a vital component in the interaction between people, organizations, and
an individual and an organization. Previous research has looked into trust as an essential factor
in determining the strength of a relationship (Baumann and Le Meunier-FitzHugh, 2014;
Martin and Murphy, 2017; Ponder et al., 2016). Despite the fact that there is no consensus in
the literature on the relationship between trust and commitment, several studies have found that
trust is important in increasing customer commitment (Kassim and Abdulla, 2006; Moorman
etal., 1992, 1993; Sharma et al., 2015; Shukla et al., 2016). Boateng and Narteh (2016), Cho
and Hu (2009), Montazemi and Qahri-Saremi (2015), for example, state that when consumers
engage in partnerships with their banks, they must trust them before committing to them.

Morgan and Hunt (1994) believe that commitment and trust are essential components of a
strong partnership. Commitment and trust are two crucial components in developing a
partnership. Morgan and Hunt (1994) describe commitment as “an exchange partner who
believes that their continuing partnership with another is significant enough to justify their best
efforts to sustain it.” Commitment, on the other hand, is described by Moorman et al. (1992)
as "a continuing commitment to establish cherished relationships with their clients." These
meanings primarily involve relational bonds (Moorman et al., 1992; Morgan & Hunt, 1994),
as well as the hope of receiving a greater benefit if the partnership is maintained (Chenet,
Dagger, & O'Sullivan, 2010; Geyskens, Steenkamp, Scheer, & Kumar, 1996). In order for a
firm's common values to grow, Anderson and Weitz (1992); (Curras-Perez & Sanchez-Garcia,
2016) concluded that a company must build a reciprocal interest and focus on retaining
relationships with customers.

Methodology
Quantitative data for this research is obtained through a survey method in Pakistan. The area
is chosen because of the rapid growth of Islamic banks. Pakistan has 21 total and fully-fledged

Islamic banks providing services based on Islamic financial institutions (Shaikh, 2018).
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According to Shaikh (2018), the total assets of Islamic banks in Pakistan have indicated a
growth of up to Rs. Two thousand eighty-three billion, thus showing an 11.7% quarterly
increase.

The participants provided with survey questionnaires were 276 and mostly clients to the Islamic
banks nearby. The number of males was 153, with 123 female participants. The participants
selected were elderly, 45 years and above. The selection in age criteria was due to the need to
get Islamic bank enterprises customers used to shariah compliance and are mature in religion.

The number of samples used for analysis was 205 from complete survey questionnaires filled
by the customers, with 29 indicators as shown in Fig 1 below. The survey questions answer
whether the non-compliance to sharia principles by Islamic banks impacts customers'
commitment. The other question answered the impact of non-sharia compliance by Islamic
banks to trust. The last question answers the possibility of trust to mediates the impact of non-
sharia compliance on customers' commitment. Hypothetical questions result in the survey were
analyzed with SmartPLS 3 software.
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Figure 1: SmartPLS Processing Path Diagram of Each Variant and Indicator.
Results

Description of Respondents

The respondents in the study were Islamic bank customers in Pakistan, totaling 276, but the
sample used for analysis was 205. The respondents were different in gender, with more males
as compared to females. The respondents were Muslim, and therefore they were aware of
shariah principle compliance. In addition, the respondents were 45 years and above; hence they
were old and mature clients who are aware of what was going on.
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Validity And Reliability of The Outer Model

The amount of factor loading indicator to construct variables is used to test convergent validity.
More than 0.7 AVE (average variant extracted) factor is considered acceptable, but 0.4 to 0.7
is still countable (Wahyoedi et al., 2021). Convergent validity is established from average
extracted variant values. Analysis with SmartPLS shows that variables met the criteria for
convergent test validity, as indicated in Table 1 below.

Table 1: Variables Met Convergent Test Validity After Smartpls Processing

Cronbach's Alpha Composite Reliability  Average Variance Extracted (AVE)
Cemmitrnent 0.581 0.781 0.544
Sharia (Nen-Cempliance) 0.594 0.787 0.533
Trust 0.563 0.773 0.532

The precision and accuracy of measurements were also established after several measurement
subjects were tested and consistently got similar results. The internal reliability test result of
Cronbach's and Composite are displayed in Table 1 above. The Composite reliability results
were above 0.7, and Cronbach's were above 0.5 in the reliability test as recommended by Hair
(2017) hence attaining good consistency.

Inner Model

The coefficient of determination is commonly used to evaluate a structural model with R square
values in the range of 0 to 1. The highest level resembles a higher accuracy, and a weaker value
indicates a weak prediction. Hair (2017) states that values between 0 to 0.5 are weak, and values
above 0.5 are stronger.

Table 2: SmartPLS Processing of R Square Adjustment

R Square R Square Adjusted
. Commitment 0.348 0.344 |
Trust 0.337 0.335

The values of 0.34 and 0.33 indicated in the table above are moving towards solid indicators
and, therefore, are still applicable for predicting trust and commitment impacts by non-
compliance to sharia principles by Islamic financial institutions (Wahyoedi et al., 2021). The
variations can be accounted for by the variables that are not examined in this study.

Hypothesis Testing
The hypothesis testing using the SmartPLS was conducted to establish the direct impact of non-
compliance of sharia principles by Islamic financial institutions on customer commitment and
when mediated by trust. The direct impact is represented in table 3, and the mediated is
indicated in table 4.
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Table 3: Direct Impacts of Hypothesis Tests Analysis with SmartPLS

Sample Mean (M) T Statistics (|O/STDEV]) P Values
Sharia (Mon-Compliance) -> Commitment 0.236 1.516 0.130
Sharia (Mon-Cempliance) -> Trust 0.785 17.384 0.000
Trust -= Commitment 0.551 351 0.000
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Figure 2: Path Diagram Representation of Hypotheses Test After SmartPLS
Processing.

Table 4: Mediating Impacts Hypothesis Test Result with SmartPLS.
Sample Mean (M) T Statistics (|O/5TDEV]) P Values

| Sharia (Non-Compliance) -> Trust -» Commitment 0435 3407 0.001 |

Testing of mediating impact was essential in establishing the effect that a variable can cause
after acting as a mediator on non-compliance of Islamic financial institutions to customers'
commitment. Trust variable was tested as the mediating factor to sharia non-compliance impact
of Islamic banks on customers commitment and result provided in table 4 above.

Discussion

Impacts of Shariah Non-Compliance on Commitment

Failure to comply with shariah principles by Islamic banks significantly impacts customers'
commitment to the financial institution as indicated in Table 3 by a coefficient ratio of 0.236
with a value of p as 0.130 which slightly exceeds the level of significance of 0.05. The statistics
indicate the positive effect that shariah principles compliance has on customers' loyalty to the
financial institutions. The shariah compliance principles impact the ability of customers to
remain committed to Islamic financial institutions. According to Wahyoedi et al. (2021),
Copyright © GLOBAL ACADEMIC EXCELLENCE (M) SDN BHD - All rights reserved
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customers of Islamic banks expect that these institutions will conduct their operations based on
Shariah principles failure to which they will divert their commitment to other financial
enterprises.

Impacts of Shariah Non-Compliance on Trust

Non-compliance to sharia principles by Islamic banks significantly impacts the trust of clients.
The non-shariah compliance's impact on trust is shown in Table 2 by a coefficient ratio of 0.785
with the value of p as 0.000. The statistical figure indicates that a client's trust in an Islamic
bank is impacted by the institution's inability to comply with shariah principles. A customer's
belief to find goods and services they want from a business entity is identified as trust
(Maghfuriyah et al., 2019). Trust in Islamic banks is the belief that they comply with shariah
standards hoping that they are not similarly managed as regular financial enterprises.

Impacts of Trust on Customer Commitment

The trust impact on customers' commitment due to non-shariah compliance of Islamic financial
institutions is represented in Table 3 by a coefficient ratio of 0.551 with the value of p indicated
as 0.000, which is lower than the level of significance at 0.05. This statistic is a clear indication
that trust issues significantly affect customer commitment to Islamic banks. The doubt posed
by clients on a bank due to their inability to conform to the sharia principle is significant as
they usually expect that banking with them is a way of promoting sharia compliance economic
activity (Wahyoedi et al., 2021). When customers have trust in financial institutions, they will
recommend customers to them and remain committed.

Impact Of Non-Shariah Compliance on Customer Commitment Mediated by Trust

The indirect effects of non-shariah compliance of Islamic banks on customer commitment
when trust mediates are shown in Table 3 by a coefficient ratio of 0.435 with the value of p as
0.001, which is below the significance level of 0.05. The impact of non-shariah compliance on
customer commitment to Islamic banks is significant when mediated by the trust, as indicated
in the statistical finding. A customer chooses a bank with an Islamic financial institution due
to their need to grow a shariah-compliant economic activity (Wahyoedi et al., 2021). Customers
decide to use Islamic financial institutions, hoping to undertake Islamic banking activities that
comply with shariah principles.

Conclusion

Non-shariah compliance of financial entities based on Islamic beliefs significantly affects a
client's commitment and trust. The impacts indicate that financial enterprises based on Muslim
beliefs should comply with shariah principles and morals in undertaking economic activities.
Trust significantly affects the commitments of Muslim clients to sharia non-compliant Islamic
financial institutions. The trust that customers have to mediate the impact of non-compliance
of Islamic financial institutions on their commitment to those banks. This study contributes to
the need for continuous education on banking services provided by Islamic financial
enterprises. This research further recommends studies on service quality, customer satisfaction,
and sharia non-compliance in Islamic banks.
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