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Abstract

The main purpose of this research paper is to measure the level of satisfaction of an individual toward
Islamic and conventional banking in Pakistan. Pakistan’s banking sector includes commercial banks,
Islamic bank’s micro finance banks and industrial banks etc. This is a descriptive research, and we have
some questions for interviews that are relevant to our research. Population that is used in this research is
taken from conventional banks as well as Islamic banks in Pakistan. For this research sample of 80 people
is selected. We use two group of banks, Islamic and conventional banks. Simple random sampling is used
from each group of banks to evaluate responses. Through personal contact collect responses from
respondents. Cities that were used for data collection is Okara. Data were collected from these banks,
Dubai Islamic bank, Meezan bank, Burj bank, Dawood Islamic bank, bank Islamia and AL Baraka bank
Islamic bank limited. Habib bank, national bank, Muslim commercial bank, Askari bank and bank Alfalah.
Questions were asked from respondents relevant to service quality of these banks. Correlation and
regression are used as statistical tool to prove variables. Software; SPSS (statistical package for social
sciences) was used for data analysis. Through analysis it was found that Islamic banking and conventional
banking has a strong positive relationship between customer satisfactions.
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Introduction

The existence of Islamic banking system is now a days becoming a reality. There is no need to discuss
about the feasibility and about the earning of financial institutions that are working purely on profit and loss
basis, and there is no concept of interest. The concept of interest free banking having attraction for bankers,
financial analyst, expert of economist and businessman. The reason behind this scenario is that of the
expansion of Islamic banking system worldwide. Approximately, in more than 75 countries 400 Islamic
banks perform their services globally as interest free banking and asset possessed by Islamic banks are $1.1
trillion in 2012 and growth is more than 20% globally (Rahman, 2013).

The main purpose of this research paper is to measure the level of satisfaction of an individual toward
Islamic and conventional banking in Pakistan. Pakistan’s banking sector includes commercial banks,
Islamic bank’s micro finance banks and industrial banks etc. The concept of Islamic banking is based on
Islamic believes, rules and regulation, introduced by Islam. Islamic banking follow Islamic law that is
called Shariah. Islamic banks worked with in the limitation of Islamic law. In Islamic banking system all
dealing, transactions, products, service and features are according to Sariah law. It shares risk between
investor and entrepreneur that is called Mudarba. In other case equally contribution from both parties
involved profitability or any loss is increased is called Musharaka. Islamic banking also against the
production of goods and services of (Haram). Zakat is an important Islamic value. Islamic banking system
promotes this aspect of zakat because through this there is help for needy people. Islamic banking is
promoting day by day in Pakistan because Pakistan is an Islamic country. Almost five Islamic banks are
currently operating in Pakistan that are operating there activities according to Islamic Shariah monitored by
state bank of Pakistan (Riaz, 2012).

Principal of Islamic banking are, avoidance of Riba that is usury also called interest, and removal of debt-
base financing. Removal of Gharar, means fully disclosure of information, asymmetric information is
prohibited in contract. Financing in those activities that are sinful like gambling, alcohol and pork. Islam
emphasizes on risk-sharing activities between fund provider and entrepreneur in the form of profit or
losses. Consideration of justice, mean in no exploitation of any party to the transaction (Alsadek, 2007). On
the other side conventional banking is based on debtor and creditor relationship. Interest is determined by
the price of credit, reflecting opportunity cost of money. In this there is no concept of Zakat. They charge
additional money as a penalty or compound interest in case of default. Conventional banks provides service
to their customer such as bank draft, bill of exchange and letter of credit etc. almost thirty five banks are
working in Pakistan (Shafii, 2013).

In conventional banking system, in capitalist society the reward for using money is interest. So, the main
source of revenue generation for a conventional bank is to charge interest through lending and accepting
deposits respectively. Conventional banks also provides other service such as guarantees, funds transfer,
and safety of wealth and transfer of funds to other countries. These services are provided by conventional
bank for reward. Conventional banks are basically established under the principal of capitalism and transact
by charging interest that is prohibited in Islamic sharia. So, there is no other choice for Muslims to establish
their own bank that operates business activities according to Islamic rules and regulation. To achieve this in
1973 in conference of foreign minister of muslin countries, established Islamic financial institutions, called
Islamic Development Bank (IDB) (Hanif, 2011).

Customer satisfaction is most important for a bank to stay competitive because customer are the main
source for any organization to earn revenue. Islamic banking and conventional banking are main rival of
reach other in same industry. Profit and loss sharing whereas conventional base on interest rate.
Conventional bank were established under much earlier as compared to Islamic banks in Pakistan (Saad,
2012). An important factor that is perceived, whether a customer is satisfied or not m whether he will retain
or leave the bank. Every bank have to know how they can retain their customer even they are satisfied. In
banking sector competition is increasing as compared to last few years, and every bank provides
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comparatively better services so that is precious to know about the need of satisfaction of customer (Bashir,
2013).

Customer satisfaction regarded as a basic determined of long term consumer behavior. The term
“’satisfaction’” refers to the act of satisfaction on the state of being satisfied, satisfaction of desires.
Individual satisfaction means individual happiness and fulfillment of desires (Sabir, 2014). Traditionally
customer satisfaction is treated as a basic determinant of long-term consumer behavior. And research focus
on relationship between satisfaction and retention (Cooil, 2007). In this research we examine the individual
satisfaction from an Islamic and conventional banking in Pakistan. For their purpose we choose five
Islamic and five conventional bank.

Identification of Problem

Motive of Islamic banking system is to offer product and services that are interest free but on the other
hand conventional banking system offer activities with predetermined rate of return and aim is to maximize
profit even at the cost of stakeholders. Banking sector of the financial sector and banking sector reflect over
all trends of sector. There are many conventional banks in Pakistan that provides lot of product and services
to their customer but these products are interest base which are against of Shariah.

For economic development Islamic banks play an important role by mobilizing money from saver to
entrepreneur. It helps to minimize to exploitation of interested parties created by interest base banking
system. It encourage and promote business projects with more profit and leads the society to improve the
quality of life. Islamic bank provides an opportunities to Muslim to deposit there saving and earn halal
according to Islamic sharia. Islamic banking system is equally famous and beneficial for Muslim as well as
non-Muslim society and promote brotherhood and cooperation in society. Islamic bank play an important
role for the promotion of productive activity and become reason to enhance growth and prosperity in
society. Islamic banking system ensure that strong economy, equal distribution of wealth , enhance justice ,
sharing of risk , no financial crises and provide facilities to enhance business activities . Past studies also
state that product and services involving no interest is superior as compare to interest based system
(Hamzah, 2015).

Services quality includes behave with customer, respect, courtesy, trust and confidence, efficiency and
effectiveness for recording transaction and provide solution related to product and services of Islamic bank.
And other studies reviews that services problem having impact on customer satisfaction and cause for
customer to switch another bank (Ahmad, 2006).

Islamic banks approximately working all over the world and their performance through service quality and
customer responses. An empirical study was conducted to analyze customer awareness and customer

satisfaction using sample size of 206 respondents toward Islamic banking. It is analyze that having
awareness about some services are said to be dissatisfied (Ahmad, 2010).

Problem Statement
To identified the impact of Islamic banking and conventional banking on customer satisfaction.

Objective of the Study
To investigate the relationship between Islamic banking and customer satisfaction.

To find out relationship between conventional banking and customer satisfaction.
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Research Question

What is the relationship between Islamic banking and customer satisfaction?
What is the relationship between conventional banking and customer satisfaction?

Significance of Study

This study is helpful for providing information about conventional banking services through the
identification of those factors which has immediate relationship to customer satisfaction of Islamic banking
operating in Pakistan for many years. This study find out the relationship between Islamic and commercial
bank in Pakistan. At present research prove that Islamic banking system purely working on interest free
basis and according to Shariah rules and regulation but conventional banking is working on interest basis.
Islamic banking takes step to introduce Islamic modes of financing and prohibit from Riba. As Riba is
haram in Islam and Islamic teaching tells us to avoid from such type of things. Islamic teaching tells us
about the concept of Mudarba, which one party provide funds and other party provides services but profit
sharing is equal. In Musharka both parties contribute equally, contribution of efforts are also equally and
profit and loss sharing ratio is also equal. Islam also tells us about ljarah an also about Qarz-e-Hasna etc.
this principal of Islamic finance are beneficial for Muslims as well as for non-Muslims. But customer of
both Islamic as well as conventional from the services provided by both banking system.

Islamic financial system is more important for any economy. Islamic banks are working on the basis of
Islamic financial system. Islamic financial system gives the concept of sharing profit and loss but
conventional banking system provides fixed amount of interest. Islamic banks gibes indirect financial
assistant in form of investment on the basis of profit and loss. But when conventional banks provide
finance to a business they charge interest, whether business bear loss or enjoy profit. Islamic banking
encourage business but conventional banks encourage interest that is harmful for any economy. Islamic
banks share risk when they finance to an individual or a company.

Literature Review

The objective of this study is to examine the relationship between customer satisfaction and banking
services provided by conventional and Islamic banking system. Islamic banking system is growing rapidly
in Muslims countries as well as non- Muslims. 49 questioner are used to collect data and with two variables
that is Islamic and conventional banking in Pakistan. Study shows that the customer of both banks are
satisfied with services provided by banks but customer are not well aware about Islamic banking (Raza,
2014).

Since 1990’s foreign banks are enter to our country and there is competitive environment between Islamic
and conventional banking is based on service quality provided by banks to its customers to attract more and
more customers. Statistical methods that are used to prove this study is t-test and correlation. The study
prove that through improve quality of services provided by both banks customer may be attracted (Rasheed
W. A, 2012).

This study revels customer preference with respect to customer satisfaction in Oman. Conventional banks
having dominant position but having some disadvantage and due to this customer preference to doing
transaction through Islamic banking. This study all about level of satisfaction and motivational factor
provided by banks (Begum, 2014). For the purpose of fulfillment of people economics as well as religious
needs and wants in 1970 firstly the concept of Islamic banking system introduced and, in 1980 various
steps was taken to change banking ordinance BCO1962. This change was required for the purpose of
interest-free transaction through Islamic banking system. Different problems are facing by Islamic banks
but growing continuously. In this study dependent variables is customer satisfaction and independent
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variables are Islamic banking and conventional banking. 1950 sample size is used including males and
females and by using descriptive and correlative analysis (Ali, 2013).

The purpose of study is to find out whether customer are satisfied and gave preference to Islamic banking
or conventional banking. Questioner is used to collect data and SPSS software is used to processes data.
Results indicate that customer having awareness about Islamic product and services (Barathy, 2011). Level
of awareness by customer and satisfaction by the use of services that are offered by Kuwait financial house.
For this purpose questioner is uses to collect data and to find out reason behind that is the main cause of
dealing with KFH. 650 questioner was filled from respondents. Results of questioner revealed that many
customer of KFH unaware from product and service. But mostly of respondent are fully satisfied with
product and services but there is need to improve the appearance, design and furniture of the bank.
Respondent identified that they gave preference to hold account in commercial and Islamic banks because
they want to diversity their investment (Naser, 2013).

The main purpose of this study that to measure service quality in retail banking. Data is collected through
questioner and sample size is 120 that is collected from Quatrain banks. Banks should have to provide high
level of service quality for the purpose of achieving highest level of service quality in retail banking.
Customer perception are more in infrastructure facilities, timing of banks returns that are provided by banks
on deposits (Hossain, 2009).

This study is based on awareness of customer and perception of customer toward Islamic banking product
and services, Islamic principles that are related to Riba and profit awareness of customer about Shariah
complain. This is a qualitative study and for this purpose interviews are conducted from customers of
Islamic banks. Snowball sampling technique is used as a sample. Finally is that awareness about Islamic
product and service may be improved by the publication of books and distribution of broachers and
different paid organizations should be used to spread awareness (Masood, 2014).

There is a string competition in banking industry. Customer satisfaction is the main concern of banks in
late. Banks trying their best to provide quality service to customer and as well as want to retain existing
customer. This study is all about the comparison of perception of customer regarding is quality of service
provided by banks in Ghana and Spain. In both countries from 25 communities data is collected and sample
size is 1400. Data is collected by simple questioner (Abormapah, 2010).

Study explore these factors that are directly connected with customer satisfaction and relationship between
factors and satisfaction. To find out customer response a structured questioner is developed. To find out
relationship between variable correlation t-test is used. And study find out a positive relation between
customer satisfactions a stated factor such as service quality and product quality etc. mostly people uses
conventional banking services, Islamic banking services provide Islamic banking services but people are
less aware about Islamic banking services. The study suggest to create awareness by Islamic banks to
compete with conventional banks (Raza, 2012). This study shows the relationship between service quality
and satisfaction of customer of Islamic banks as well as conventional banks in Pakistan. It also examine
how service quality affect satisfaction of customer. Using stratified random sampling data were collected
from 720 respondents. For data analysis SPSS software is used. Results shows that there is positive
relationship between service quality and customer satisfaction I Islamic as well as conventional banks.

This study is conducted to testing the quality of services in banking sector. Past study indicate that
customer satisfaction is not enough to retain them in high rate. Many customer having problem related to
know how about financial products and thus ultimate focus on brand name, that is built on quality services.

Banks are very important element of financial and economic system of any country. Banking industry of
Pakistan is too old as the inception of the Pakistan itself, because during the period of many change are
occurred including commercial banking national banking, deregulation and privatization and combination
of Islamic and conventional banks. Late from 1990 when foreign banks enter in Pakistan, create an
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environment of competition is too important for attracting more customer. In this study t-test is used and
correlation and show a positive relationship between customer satisfaction on banking products and
services. Results of study reveals that quality of customer services and product innovation enhance level of
satisfaction of customer (Rasheed, 2012).

Satisfaction of customer is important for firms who provide services like banks. Quality of service has
become an important factor of customer satisfaction. It has been proved now a days that quality of services
is directly linked to customer satisfaction. This study shows the relationship of service quality on customer
satisfaction in banking sector of Kenya. For this a service is conducted and a questionnaire is used as a toll
to collect data with five liked scale. On convenient basis sample size that is chooses is 287. Finding reveals
that reliability, responsiveness, assurance, and empathy positively influenced customer attitude (Cheserek,
2013).

Top of the world organization know that success is achieved through customer. But those organizations
who don’t give value to customer they provide opportunity to competitor to serve those customer. Same
situation is applied in banking sector of Pakistan. This study indicate that the impact of service quality,
customer satisfaction on loyalty of customer of Pakistan’s banking sector. Questionnaire is used as a toll
and surveyed is conducted for data collection with sample size of 331 respondents having accounts in
different banks. Finding is that bank must focus on improving the service quality that cause customer
satisfaction (Hafeez, 2012).

Concept of Islamic banking is too old not new. Islamic banking having recognition in financial market of
the world. Conventional banking is a big competitor of Islamic banking. Islamic banking as a competitor
have to know about customer awareness and satisfaction. It shows the relationship between demographic
variables and satisfaction of customer. For this a sample of 156 customer from different places of Pakistan
was collected. ANOVA software was used to check relationship. Customer’s response like many services
and dislike few (Khattak, 2010).

Islamic banking achieving a large level growth now a days. Many conventional banks opening their
branches as Islamic banking that provides services according to Islamic sharia in Pakistan. Islamic banking
facing many difficulties but many well-known organizations used products and services of Islamic banking.
This act provides option to customer to choose Islamic banking or conventional banking. Sample of 341
respondents is used non probability convenience test tool is used. Questionnaire of 5 Likert scale is used as
a tool to collect data. Results indicate that many factor other than religious perception such as customer
interaction, financial benefits, and service also technology which are basic for customer to choose Islamic
banking or conventional banking (Quresh, 2012).

This study is conducted to reveals that risk management practices and procedures adopted conventional
banks in Peshawar region. In this study risk management is a dependent variable whereas risk assessment
and monitoring is independent variables. Questionnaire is used to collect data. Questionnaire is distributed
to 120 people and of which 100 respondent are received with positive response. Results shows that risk
assessment and analysis have significant impact on risk identification and monitoring (Khalil, 2015).

Satisfaction of customer is most important for success of firms that provides services like banks. Service
quality has become a very important for customer satisfaction. It has been proved that service quality is all
about customer satisfaction. This study is reveals the relationship between service quality and satisfaction
of customer in private banking sector of Pakistan. Tangibility, reliability, responsiveness, empathy and
assurance are determine (Karim, 2014).

Growth in banking services to people not include banking services in large corporation raising funds for
performing this activities, make the banking services. New technologies are introduced and there is fear of
uncertain economic conditions. Tough competition, increased demand for customer and change in weather
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conditions having the main challenges of this study is to explore the factor affecting satisfaction of
customer in banks (Mistry, 2013).

This study is conducted to testing the quality of services in banking sector. Previous study indicate that
customer satisfaction is not enough to retain them because in many industries customer may defect in high
rate. Most customer having problem related to know how about financial products and then ultimately
focus on brand name that is built on quality services (Quyet, 2015).

This study shows the relationship between service quality and satisfaction of customer of Islamic banks as
well as conventional banks in Pakistan. It also examine how service quality and satisfaction of customer.
Data were collected from 720 people. For data analysis SPSS 15.0 version is used. Results shows that there
is a positive relation between service quality and customer satisfaction in Islamic banking as well as
convention banks (Ahmad, 2010).

Research Model

Islamic Banking —

Customer
Satisfaction

Conventional Banking

Research Hypothesis

H1: There is a significant impact of Islamic banking on customer satisfaction.
H2: There is a significant impact of conventional banking on customer satisfaction.

Research Methodology

This study investigate the awareness about Islamic banking and level of satisfaction of the people about
services and products provided by these banks. This is a descriptive research, and we have some questions
for interviews that are relevant to our research. Population that is used in this research is taken from
conventional banks as well as Islamic banks in Pakistan. For this research sample of 80 people is selected.
We use two group of banks, Islamic and conventional banks. Simple random sampling is used from each
group of banks to evaluate responses. Through personal contact collect responses from respondents. Cities
that were used for data collection is Okara. Data were collected from these banks, Dubai Islamic bank,
Meezan bank, Burj bank, Dawood Islamic bank, bank Islamia and AL Baraka bank Islamic bank limited.
Habib bank, national bank, Muslim commercial bank, Askari bank and bank Alfalah. Questions were asked
from respondents relevant to service quality of these banks.

Data Analysis
Reliability Analysis

Reliability is the form of measure to check the validity of variables. The value of alpha is .873 which is
according to standard. It mean all 22 items are reliable and valid to measure customer satisfaction.
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Cronbach’s alpha is used to check internal consistency of variables. . Alpha for Islamic banking,
conventional banking and customer satisfaction is .873 which show the reliability of the investigation.

Reliability Statistics
Cronbach's Alpha N of Items
873 22

Correlation Analysis
Following are the results of correlation of variable.

Results of scatter plot shows that the linear relationship was among the Islamic banking, conventional
banking and customer satisfaction.so Pearson correlation co-co-efficient was calculated.

Correlations

Islamic banking| conventional customer
banking satisfaction

Pearson Correlation 1 725" 584"
Islamic banking Sig. (2-tailed) .000 .000

N 80 80 80

Pearson Correlation 725 1 .605
conventional banking  Sig. (2-tailed) .000 .000

N 80 80 80

Pearson Correlation .584 .605 1
customer satisfaction  Sig. (2-tailed) .000 .000

N 80 80 80

**_Correlation is significant at the 0.01 level (2-tailed).

Correlation analysis are shown in the form of table. The correlation analysis table indicate that how much
relationship of Islamic banking and customer satisfaction with each other. Islamic banking has significant
relationship with customer satisfaction at a value 0.019 which is less than 0.05. The conventional banking
has also significant relationship with customer satisfaction because of value less than 0.05 which is 0.003.

Regression Analysis

Regression analysis test is connected on information for getting the results.

Variables Entered/Removed
Variables Entered Variables Removed

Model Method

1 conventional banking, Islamic banking” [Enter

a. Dependent Variable: customer satisfaction
b. All requested variables entered.

Model Summary
Model R R Square Adjusted R Square
1 641° 410 .395
a. Predictors: (Constant), conventional banking, Islamic banking.

Std. Error of the Estimate
.50375
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The model show that the correlation between the independent and dependent variables represented as R is
0.641.The co-efficient of determination that show how the variables are deviated from the straight line
which has value of 0.410 represented as R square. The adjusted R square value is 0.395.

Hypothesis Results
H1: There is significant relationship among Islamic banking and Accepted
customer satisfaction.

H2: There is positive relationship between conventional banking and

customer satisfaction. Accepted
Anova®
Model Sum of df Mean Square F Sig.
Squares
Regression 13.601 2 6.800 26.798 .000°
1 Residual 19.540 77 .254
Total 33.141 79

a. Dependent Variable: customer satisfaction
b. Predictors: (Constant), conventional banking, Islamic banking

The results show that there is significant relationship between Islamic banking, conventional banking and
customer satisfaction.

Coefficients

Model Unstandardized Coefficients | Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) 1.286 315 4.081 .000
1 Islamic banking 243 101 .305 2.400 .019
conventional banking .380 126 .384 3.021 .003

a. Dependent Variable: customer satisfaction

The value of F must be greater than 5.In this study the value of F is 26.798 .Results for r analysis also
indicate a positive relationship (F=26.798, P<0.05) between independent variables with beta co-efficient for
Islamic banking (b=0.305) and for conventional banking (b=0.384).

The results of regression analysis indicate a positive relationship (F=26.798), p<0.05 among three variables
0.019 among Islamic banking and 0.003 among the conventional banking. The level of significance is
0.000 .The value of adjusted R square is 0.395.The results of the regression analysis are significant for
independent variables for Islamic banking and conventional banking 0.410.R square is 0.395.The
conventional banking is more significant relationship with beta co-efficient=0.384 and followed by Islamic
banking with beta co-efficient=0.305 .

Conclusion

The consequences of the paper indicate that the customer of Islamic banking as well as conventional
banking are both satisfied with the products and services offered by these banking system, but customer of
conventional banks were a bit more satisfied as compare to Islamic banking. It is proved through data
analysis that economic advantages received by customers, reputation of banks, interest received on deposits
these were the factors that motivate customers to give more preference to conventional banks. Profit and
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loss sharing, avoidance from interest, financial position of Islamic banks, Shariah and having known how
about Islamic teachings in the city, these are all factors that attract customers toward Islamic banking.
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