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CONVENTIONAL VERSUS ISLAMIC FINANCE:
STUDENT KNOWLEDGE AND PERCEPTION
IN THE UNITED ARAB EMIRATES

JorgBley and Kermit Kuehn

Thisresearch investigatesthe relationship between university student knowledge of relevant
financial concepts and terms in conventional and Islamic banking, the impact of religion
and language, and other individual variables on preferences for financial services. Data
from a university graduate and undergraduate business students (n = 667) from the United
Arab Emirateswasused to investigate therole of financial knowledge, religion, and language
on self-reported attitudes and preferences for financial services. Results suggest that
knowledge of conventional banking terms and concepts was higher among these students
than was Islamic banking terminology. Arabiclanguagewasthe primary predictor of higher
Idamic banking knowledge, as well as a significant, though weaker, predictor of lower
conventional banking knowedge. The more education completed tended to improve financial
knowledge of both conventional and Islamic finance. Finance students tended to have
higher overall knowedge of both financial systems. Further, religious sincerity, not better
knowledge, was the strongest predictor of preference for Islamic banking services.
Implications of the research are discussed.

Introduction

Theldamic financial services sector isestimated to be growing at double digit rates, involving over 200
financial institutions with assets estimated to exceed US$200 hillion (Al-Dhahiri, Al-Khamiri, and
Al-Hamli, 2003). Whilethe growth hasbeen most noticeable inArab Mudim markets, the potential has
impact beyond thesefertile marketsto non-Arab Muslim and non-Mudim consumersand businesses as
well. Yet, our knowledge of consumer motivationsfor choosing Islamic versus conventional banking
servicesismodest and theresearchto dateislimited and ambiguousonthesekey issues. TheUAE isa
dynamic and growing market for business, particularly in financial services. Globd aswell asloca banks
haveflourishedinrecent yearsinthisrelatively progressive and vibrant economy.

Islamic Banking within the UAE

The United Arab Emirates (UAE) enjoysthe highest economic growth ratesin the Arab world, with
emirate of Dubai’s6.2 percent GDPgrowthin 2003 taking thefirst place among the seven emirates of the
UAE. The average GDP growth was an impressive 4.6 percent over thelast ten years. The country’s
investment rating index in 2002 has surpassed even Kuwait and Bahrain.* Theindex measuresacountry’s
investment climate based on political, economic, and financial risk criteria. Overal, the UAE wasrated a
“very lowrisk” country.
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The banking community inthe UAE comprises46 banks, thelargest inthe GCC after Saudi Arabia. The
year 2003, was arecord year for UAE banks, with an average net profit growth rate of about 16 percent.
According to the Centra Bank, aggregate net profits of the 21 national and 25 foreign banksinthe UAE
amountedto DH5.67 hillion ($1.54 billion). Of the 21 nationa banks, 3 areldamic finance ingtitutionswith
combined assetstotaling DH29.93 billion ($8.14 hillion), which isthe equivalent of about 9.5 percent of
thetotal assetsheld inthe UAE by all 46 banks.? Thefirst ISamic commercial bank was established in
Dubai in1974 and anintergovernmentd | damic bank sarted itsfunctionsin 1976 astheldamic Development
Bank.

Growthrateswithin the banking sector, however, are not homogenous. Idamicfinanceingtitutions have
produced growth rates of 15-18 percent; twicethe average growth rate of conventional banks.® Not only
do Idamic banksgrow faster thantheir conventional counterparts, but their numbers seemto beincreasing
rapidly aswell. Inthe past two years, two conventional financia institutions have converted to Iamic
principles and another, Middle East Bank, is preparing to do so by June 2004. While the multinational
Hong Kong Shanghai Banking Corporation (HSBC) isexpanding itsIdamic finance operations, othersare
contemplating joining thelucrative | damic finance market through the offering of 1 damic Finance products.

The relativesuccess of |damic banksisimpressive and abetter understanding asto the underlying factors
for thelr popularity isimportant to gauging thelong-term prospectsof theindustry. Thisstudy examinesthe
impact of consumer knowledge and attitudestowards I damic versus conventional banking productsand
services, aswell as selected demographic factors, on preferencesfor Ilamic productsand services.

Literature Review

Inasurvey conducted inthe UK, Omer (1992) found ahighlevel of ignorance among the 300 interviewed
Mudimswithregardto what congtitutes acceptable | damic finance principles. Hereported that the higher
thereligious commitment and the lower the level of general education, the stronger the preferencefor
Idamic over conventional finance. However, Haron, Ahmad and Planisek (1994) found that the selection
criteriaof Muslim bank customersin Mdaysiawaslargely based on non-religious aspects, suchasservice
efficiency, transaction speed, and the friendliness of bank personndl. Evenwith these results, some 40% of
therespondentsindicated that religionwasaprimereason for usng Idamic banking services. They noted
that dthough therewasahigh level of awarenessof Idamic products, there wasapoor understanding of
the differences between I damic and conventiona banking, aswell asweak knowledge regarding Ilamic
productsand services.

Nasser, Jamd, and Al-Khatib (1999), surveying 206 bank customers on Jordan, added abank’sreputation
and perceived level of confidentiality to thislist of salection criterianoted inthe Haron et al (1994) study.
Again, asinthe earlier case, the researchers noted ahigh level of ignoranceregarding specific Iamic
products, with 70% of the respondents stating that religion wasavery important reason for themto select
anldamic bank.

Similarly, Gerrard and Cunningham (1997) found no difference between Mudimsand non-Mudimson
bank selection criteria. They do note, however, that nearly 25% of the respondentsindicated that religion
wasto the solebasisfor choosing an Idamic bank. Theseprimary findingsarein contrast to Metawaand
Almossawi (1998) who interviewed 100 Idamic bank customersin Bahrainand found that the single most
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important factor for the selection of an Islamic bank is the Sharia-based principlesthat govern these
financia ingtitutions

Hamid and Nordin (2001) surveyed Maaysian commercial bank customers, finding aahigh awvareness of
Idamic banking but poor sdlf-reported knowledge of specific Idamic products, including poor understanding
of the difference between Idamic and conventional banking. 1nanother sudy of Malaysian commercia
customersand their views of Idamic financia services, Ahmad and Haron (2002) noted that 65% of the
respondentsadmitted to having limited knowledge of Idamic banking, whileat the sametimeindicating that
they believed the concept had good potential inthe Malaysian market.

Whiletheliteratureavailable inthisareaisstill developing, it doesreveal that the underlying drivers of
preferencesinfinancial services are far fromclear, for both individual and commercia customers. The
strong growthintheldamic financia service sector suggest that agreater understanding of the factorsthat
influence these choices can only benefit thedevelopment of appropriate strategiesto addressthe growing
appetitefor theseproducts and services. Two thingsseem clear fromasurvey of theliterature: (1) thelevel
of knowledge of Idamic products seemsweak across studiesthat measured such knowledge and (2) the
atitudestoward Idamicfinancia servicesisat least partly influenced by religiousfactorsand perhaps other
individual characterigticsof the consumer.

Thisstudy seeksto add to thisliterature by examining more carefully the relationship between knowledge
of financial concepts (conventional and Idamic), preferencesfor either conventional or Ilamic financia
services, and certainindividua characteristicsof theraters. Oneof the driving motivationsfor this study
wasthe belief that the lack of knowledge of specific |damic productswasin part attributableto the Arabic
vocabulary used to identify Idamic financia products. Asmost of theworld isnot even minimaly fluent in
Arabic, andthisistrueinthe Mudimworld aswell, the use of Arabic hinders understanding of what these
Idamic productsredly are. Addto thisthereative newness of the productsoffered, the market isgenerally
ignorant of these products.

Hypotheses

The poor knowledge of 1damic finance principleshas been one areaof concerninthisliterature for over
tenyears(Omer 1992). Add to thistheincreaseinthe number of 1damic banking termshasbeen consderable
over thisperiod. But in spiteof the growing interest inthefield of Idamic finance, ahighlevel of awareness
of theldamic banks (Haron et al 1994) and the growing interest in the use of Ilamic banks (Al Ahmed
1996), no generd educationa initiative has beenlaunched by either government or thefinancia ingtitutions
(Hamid and Nordin 2001) to addressthislack of basic product knowledge. Conventiond banking concepts,
onthe other hand, are covered inthe curriculaof most businessoriented universitiesand even high schools.
We wanted to compare knowledge among thisrelatively dlite population. Consequently, we hypothesize
thet:

H, = Knowledge of conventional banking termsand conceptsisgenerally higher than knowledge
of Islamic banking terms and concepts.

Whether religiousaspectsarethe deciding factor of bank patronageis il in dispute. Contrary to Omer
(1992) and Metawa and Almossawi (1998), Erol and EI-Bdour (1989) argue that other factorssuch as
return expectationsaremoreimportant than Idamic finance principlesand that cusomersin Idamic countries
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would not differentiate between the servicesoffered by conventional and I lamic banks (Erol et a 1990).
We believe, however, that religionisastrong driver of individual preferences of consumers. Thewhole
Idlamic financial system exists because of ardligion-based interpretation of economics. Thiswould be
expected to apped to areligiouscommunity onthat bass. Consequently, wetest the hypothesisthat:

H,= The preferencefor Isamic banking isprimarily driven by religious beliefs, not financial
knowledge. That is, the stronger the religious commitment the more preference for Ilamic
banking services.

Al Ahmed (1996) suggested that thelevel of education had animpact on bank patronage. Onthe other
hand, Hamid and Nordin (2001) found that 1slamic banksIabel their products*“ambiguously, causing
misunderstandings not only among non-Mudims. As some bank customersfind these termstoo difficult to
learn, they smply stay away. Consequently, we hypothesizethat:

H,= Theknowedge of banking terms and concepts drives students’ perception of bank products
and services.

Cultural differences seemto exist that determine banking perceptions and preferences. Tan and Chua
(1986) arguethat, inan orienta culture, aclosereationship and interaction with the bank personnel isone
of themost important bank selection criteria. These bank selection criteriavary from country to country
and are subject to demographic determinants such as gender, age, and educational background (Kaynak,
Kucukemiroglu, and Odabasi, 1991). Specificdly, prior research reveded that age, income and education
play important rolesindistinguishing preferences. Asindicated earlier, dueto the naming of Idamic products
being tranditerationsfromArabic, we expected that Arabic language fluency would be adistinguishing
characterigtic, aswell asreligious background:

H,= Demographic variables will affect Isiamic banking knowledge and perceptions of and
preferencesfor financial productsand services. Specifically,

(a) Those more fluent in Arabic will be more knowedgeable of 1slamic financial concepts
and products than those weak in fluency, but not be a factor in conventional banking
knowledge.

(b) Finance studentswill be more knowl edgeabl e of both systemsthan non-finance students.

(c) Mudlim students will be more knowedgeable of Idamic financial concepts than non-
Musdlim, and show stronger preference for this system.

(d) Male and female students will be equally knowledgeable of Islamic financial concepts.
Sample and Methodology

Usable data (n=667) wascollected from of asurvey of 700 graduate and undergraduate students of the
School of Business and Management at the American University of Sharjah, UAE. Thedecisionto survey
university sudentswasmainly based onthreefactors: First, we could gauge the knowledge of aportion of
the country’sintellectua elite. Asawell-recognized, regiond, private universiy, it attractsacademicaly a
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stronger student body. We focused on business students asthey should have aparticular interest inand
better understanding of finance related matters. Second, we could avoid some of the introduction of
sample biasthat tendsto confound resultsof field studies, aparticular probleminthisliterature. And, third,
universty sudentscan easly be surveyed in amore controlled research environment, alowing for astronger
research design.

To get arepresentative cross-section of thebusiness sudents, aset of ten courses, most with multiple class
sections, weresurveyed. The survey wastakenin acontrolled classroom environment; specifically, course
instructors read a standard set of instructions to the class, informing them of the survey purpose and
conditions. Studentswere given gpproximately 25 minutesto complete the survey. Eachinstructor of the
section being surveyed was given astandard set of instructionsto beread to theclass. Instructorswere
not to answer any content related questionsand prevented the students from communicating with each
other while the survey wasin progress. A total of 33 surveyswere not completed properly and were
excluded fromthe subsequent analysis, leaving the samplesize at 667. The sample breakdownis presented
inTable 1.

The sample survey consisted of threesections. Thefirst section conssted of 24 statementspertaining to the
perception of conventiona and I damic banking productsand services and the underlying conceptsaswell
as personal banking preferences. The statements had to be rated on a 1-7 scale (from 1 = “strongly
disagree”’ to 7 ="“strongly agree”). The statements were grouped into five aspects: (1) Perception of
|damic Banking Productsand Services, (2) Perception of |lamic Banking Concepts, (3) Perception of
Ilamic Banking Terms, (4) Personal Banking Preferences, and (5) Religiousaspects. Thefive aspects
werederived usng aprincipa componentsandysiswith an Oblimin rotation, which explained approximeately
47.9% of thetotal variance. For each aspect, mean scoreswere computed for every completed survey.
The descriptive Satisticsfor each aspect are shownin Table 2.

The second sectiongaugesthe students' knowledge of conventional and Idamic financid. Sevenfinancial
definitions had to be matched with the corresponding conventiona and Idamic terms. An additional four
multiple-choice questionsregarding conventional and | damic conceptshad to be answered. One point for
each of the seven matching definitionsand two correct conceptiona answerswould result inamaximum
score of nine in each individual segment, the conventiona (CB score) and the |damic segment (1B score).
Thus, the maximum overall score (OV score), asthe sum of the individual segment results, would be
eighteen. Thefrequency distribution of dl threescoresisin Table 3. Thethird section was comprised of
severa demographic variables.

Results

It was hypothesized that students’ knowledge of conventional finance terms and concepts was more
developed than the knowledge of Islamic finance terms and concepts. H, was supported. The mean
CBscore (conventional finance) was 2.32 compared to amean |Bscore (Islamic finance) of 1.67. The
paired samplest-test statistic determined sgnificanceat the 1%-level (see Table 3).

To shed morelight onthe question of what affectsthelevel of sudents' financial knowledge, the CBscore
and the | Bscorewere separately regressed on aset of ten demographic variables (see Table4). To identify
the regresson model with the highest explanatory power, astepwiseregression procedure using forward
selection was applied. Forward variable selection entersthe variables of the set one at atime based on
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entry criteria. Stepwise variable entry and removal examinesthe variables of the set at each step for entry
or removal. All variablesmust passthetolerance criterion (0.0001) to be entered in the equation. Also, a
variableisnot entered if it would cause the tolerance of another variable already inthe model to drop
below thetolerancecriterion. All independent variables selected are added to asingle regression model.
The minimum significancelevel chosenis5 percent.

Conventional Banking Knowledge

The stepwise regression procedure yielded thefollowing four-factor model (each of the explanatory
variableswas statigtically significant at the 1 percent level):

(@] CBscore = a +b, Credits+b, Language+ b, Study +b, GPA +e

where,

CBscore = A student’ stota scoreinthe conventional finance segment, consisting of seven
meatching definitionsand two correct conceptiond answerswithamaximum score
of nine.

a = theintercept term

Credits = adummy variable set equd to oneif the student has completed 60 or more credit
hours, zero otherwise.

Language = adummy variableset equd to oneif the primary languageisArabic, zero otherwise.

Sudy = adummy variable set equd to oneif the student’sarea of sudy isfinance, zero
otherwise.

GPA = adummy variable set equal to oneif the cumulative grade point averageisgreater
or equa to 3.0, zero otherwise.

B.—B, = the correlation coefficients associated with the four explanatory variables.
€ = therandomerror term

Number of university credits completed

Significancetedsindicatethat the singlemost important explanatory variablefor the CBscoreisthe number
of university creditscompleted. In other words, asthe student proceedsto higher educationd levels, their
understanding of conventiona finance termsand concepts increases. Anindependent samplestest reveds
that themean CBscore of graduate studentsis 1.02 pointshigher than that of undergraduate sudents. The
mean differenceissignificant at the 1 percent level.

Theother three variablesidentified to have asignificant impact on the CBscore are: primary language, area
of study, and the cumulative grade point average.
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Primary language

Thenegative correlation coefficient suggeststhat students, whose primary languageisArabic, tend to have
poorer knowledge of conventional banking concepts and terms than non-Arabic language students.
According to the results of an independent samplestest, the mean differencein CBscoresis0.98 points
(dgnificant at the 1 percent levd).

Area of study

Asexpected, finance mgjorsgenerdly display ahigher level of knowledge regarding conventiona finance
conceptsthan finance mgors, asindicated by the positive correlation coefficient. The mean differencein
CBscoresis0.63, whichissignificant at the 1 percent level.

Cumulative grade point average

The moresuccessful astudent isacademically, the higher his’her overdl level of knowledgeand, thus, the
expected CBscore. The postive correlation coefficient supportsthis hypothess. A cross-sectiona analysis
reveals that students with a GPA €” 3.0 have a mean CBscore that is 0.47 points higher than that of
sudentswith alower GPA (significant at the 1 percent leve).

Overdl, the CBscore tendsto bethe highest for non-native Arabic speakerswith aconcentration in the
areaof financewho arefairly advanced in their program and have ahigh level of academic success.

Islamic Banking Knowledge

For the IBscore, the stepwise regression procedure yielded a model consisting of seven explanatory
variables, withthefirst four variables (Arabic spoken fluency, number of university credits completed,
Rdigion, and thecumulative grade point average) statisticaly sgnificant at the 1%-level and threevariables
(gender, primary language, and the areaof study) satisticaly sgnificant at the 5%-level. Thefinal mode is

showninTableb5.
IBscore =a +b, SFluency+b, Credits+ b, Religion+b, GPA

@ +b. Gender + b, Language+b, Sudy +e

where,

IBscore = A student’stotal scorein thel damic finance segment, congsting of seven matching
definitionsand two correct conceptiona answerswith amaximum score of nine.

a = theintercept term

SFluency = adummy variable set equa to oneif thelevel of Arabic spokenfluencyisvery
fluent or fluent, zero otherwise.

Credits = adummy variable set equd to oneif the student has completed 60 or more credit
hours, zero otherwise.
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Rdigion = adummy variableset equal to oneif the student is of non-Musdlimfaith, zero
otherwise.
GPA = adummy variable set equal to oneif the cumulative grade point averageisgreater
or equa to 3.0, zero otherwise.
Gender = adummy variable set equal to oneif the student isfemale, zero otherwise.
Language = adummy variableset equd to oneif the primary languageisArabic, zero otherwise.
Sudy = adummy variable set equd to oneif the student’sarea of sudy isfinance, zero
otherwise.
B.—5, = the correlation coefficients associated with the seven explanatory variables.
€ = therandomerror term

Arabic spoken fluency

Significancetestsindicate that the singlemost important explanatory variablefor thelBscoreistheArabic
spokenfluency level. Theresultssuggest that the understanding of |damic finance conceptslargely depends
ontraditional Arabic terminology which, inturn, requiresacertainlevel of familiarity and fluency. Theses
results are supported by thefindings of the subsequent independent samplestest. Compared to sudents
with limited fluency inArabic, thel Bscore means of studentswith fluency or reasonably fluency in spoken
Arabicandinwritten Arabic were 1.46 pointsand 1.17 points higher, respectively, than their non-fluent
counterparts. Both mean differences are significant at the 1 percent level. Thisprovides specific support
for hypothesisH,, .

Number of university credits completed

The postive coefficient suggeststhat as sudentsproceed through their four-year university program, they
become more knowledgeablein businessingeneral, and finance in particular, including understanding of
| damic finance termsand concepts. Supporting thesefindings, anindependent samplestest reveasthat the
mean | Bscore of graduate sudentsiseven 0.68 points higher than that of undergraduate students. The
mean differenceissignificant at the 1 percent level.

Religion

AsMudimswould generaly be expected to be morefamiliar with theteaching codified inthe Sharia, which
inturnisthebasisfor Idamic finance concepts, they would be expected to be moreknowledgeableinthe
areaof Idamicfinance thantheir fellow non-Mudimstudents. Infact, the negative coefficient indicatesthat
being anon-Mudim hasanegativeimpact on astudent’s|Bscore. Supporting thefindingsof Haron et &
(1994), the subsequent t-test for equality of means determined the mean differencein | Bscores between
Mudimand non-Mudim studentsto be 1.28 points. Thisresult isstatistically significant at the 1 percent
level, supporting hypothesisH, .
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Cross-sectional analysisfurther reveded that theinterest inthe field of Idamic financeisgeneraly lessin
the non-Mudim community. Only 44.1% of the non-Mudlim students areinterested intaking acoursein
Ilamic finance, compared to 85.2% of their fellow Mudim students. Thus, knowledge of and interest in
|damic finance differssgnificantly between therdligious groups.

Cumulative grade point average

The moresuccessful astudent isacademically, the higher hisTher overdl level of knowledgeand, thus, the
expected | Bscore. The postive correlation coefficient supportsthisexpectation. Again, top students seem
to generate a premium IBscore. Students with a GPA €’ 3.5 have a 0.59 point higher I1Bscore than
sudentswith aGPA between 3.0—3.49. Thismean differenceissignificant at the 1 percent level.

Theremaining threevarigbles(gender, primary language, and the areaof gudy) werestatistically sgnificant
at the 5%-level.

Gender

Theregression result suggeststhat male studentstend to score higher on Islamic financeissues. At a5
percent level of satistica significance, the subsequent t-test for equality of meansdetermined the mean
differencein | Bscores between male and female studentsto be 0.24 points.

Primary language

Contrary to the CBscore, whichislower for studentswhose primary languageisArabic, the | Bscoretends
to be higher for Arabic speaking students. According to the results of anindependent samplestest, the
mean differencein CBscoresis0.98 points (significant at the 1 percent level). Thisprovides additional
support for hypothessH, , whereArabic language fluency was expected to be related to knowledge of
Idamic financial termsand concepts.

Area of study

Similar to the CBscore, the | Bscoreispositively related to the ssudent’ sareaof study. Specificaly, finance
magorsgeneraly display ahigher level of knowledge regarding Islamic finance termsand conceptsthan
non-finance majors. However, theresultsare not quite asstrong asthey were when looking at the results
for CBscore. The mean differencein I Bscoresisamere 0.21 points versusthe CBscore mean difference
of 0.63 points. This provides support for hypothesisH, , wherefinance students would tend to score
higher ontests of knowledge of both systems.

4’

Overall, theIBscoretendsto bethe highest for male Mudim studentswith ahigh level of Arabic fluency,
who arefairly advanced in their programand have a high level of academic success, regardless of their
business concentration.

Banking Preferences

HypothesisH, stated that students' preference for Islamic banking was primarily the result of religious
beliefs. Table 6 shows the results of the independent samples test. The mean difference in the score
Aspect4, which measures personal banking preferences, between groups of studentswith high (Aspect5
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score€” 5.0) versuslow level of religious sincerity (Aspect5 scored” 3.0), was computed to be 1.23
(significant at the 1 percent level). Theseresults suggest that the preference for Idamicbanking islargely
based on religiousaspects. Thesignificancelevel of 1 percent suggests accepting hypothesisH..

How studentsperceive conventiona versusldamic banking productsand servicesis arguably ameatter of
perceived product and service characteristics. To understand whether perception of |damic products and
services (Aspectl) isinfluenced by religiousbeliefsrather than knowledge of the productsthemselves, we
regressed Aspect1 onAspect5, the CBscore, and the IBscore. Theregression resultsindicate that while
thedegree of religious sincerity hasasgnificant impact onthe desirability of Idamic productsand services
(at the 1 percent level), knowledge of these productsor servicesdoesnot appear to influence perceptions
or preferencesfor these products. Neither the coefficient associated with CBscore nor with |Bscorewas
sgnificant (Table7). We, therefore, fail to accept H..

Finally, hypothesis H, | suggested that Gender might not be a useful predictor in this study. Table 8
presentstheresults of corresponding independent samplestests. While male students displayed more
favorable perception of Idamic banking products and services than female students, they a'so have a
dightly higher IBscore. The mean differenceinBscoreis0.27 points, whichissignificant at the 5 percent
level. Thisissurprising inlight of ahigher female mean GPA (mean differenceis0.44 in favor of femae
students, significant at the 1 percent level). Consequently, wefall to accept H ..

Discussion

Thisresearchinvestigated the rdationship between university sudent knowledge of relevant financia concepts
and termsin conventional and | damic banking, theimpact of religion and language, and other individual
variables on perceptions of and preferences for financial services. Seven hundred graduate and
undergraduate students of the School of Businessand Management at the American University of Sharjah
were surveyed ontheir perceptionsand preferencesrelated to conventional and |damic banking products
and services, and their knowledge of the terms and concepts of each system. Our results suggest that
personal banking preferencesare largely based on students level of religious sincerity. In other words,
Mudim studentsin generd, and those sudentswho reported to take their religion very serioudy, perceived
Idamic finance morefavorably then conventional finance.

Overdl, students knowledge of conventional and Idamic financetermsand conceptswas surprisingly low.
In general, conventional finance knowledge wasthe highest for those students with poor to no Arabic
language fluency, who magjored in finance and who werefairly advanced in their programs and had ahigh
level of academic success. In contrast, thelevel of 1damic finance knowledge was generdly the highest for
maeMudim studentswith ahigh level of Arabic fluency, who arefairly advanced intheir programwitha
highleve of academic success, regardless of their business concentration.

Implications of This Research

The results of this study are based on self-reported ratings of university students and thus limit the
generalizability of our findings. However, seventy-five percent of the respondentsin thisstudy did have
bank accounts, over half with conventiona banks. Thus, most are consumersof thefinancial sysemand
have considerable credibility when it comesto communicating their perceptions of banking servicesand
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preferences. Asthese students comefromover 40 different nationalities, they provide asnapshot of the
knowledge and attitudes of thisrelatively diverse, young, educated consumer.

With thisrecognition, our findings provide aunique perspective of a population of new and potential
consumers of financial servicesintheregion and the challengestheat face financia service providersinthis
market. Fromthisresearch, we make anumber of observations.

Firgt, the use of Arabic language terminology in labeling Idamic finance products and services seemsto
hinder understanding for the vast number of non-Arabic language populations, whichincludesthe mgority
of Mudims. Theldamic financeindustry, and that includesthe regulatory bodiesthat determine suitability
of Idamic offerings, must decide what thereal definition of anldamicfinancia systemisand then permit the
packaging of theldamic productsand servicesto be made by the suppliersthemsalvesand that interms of
the marketsinwhich they compete. Thisapproach would alow suppliersof Idlamic financial servicesto
better communicate the value of their productsin the financial services market relative to conventional
financia systems.

Thisissueleadsto asecond observationfor Ilamic finance asamarket concept. Thisresearch supports
other studiesthat found that a primary reason for choosing Islamic financial service organizationsand
productsisreligiousin nature and not based on any specific understanding of the productsthemselves.
Add to thisthe perception among non-Muslim studentsisthat the concept of Idamicfinanceisinherently
appeding onlyto Mudims, asldamicfinancia service providersarenot perceived to offer superior products
or services. Findly, Kahf (2002) noted that bank personnel did not fully understand Shariah'srulingsand,
inturn, had difficulty advisng customersonthe characteristics of different typesof Idamicfinance products.

Fromall of this, we can concludethat theignoranceiswidespread. Thissuggeststhat consumersare
meaking their decisonsnot on knowledge of the quality and value of the productsand services offered, but
simply onreligious principle. Thisbasisfor consumer choice underminesthe principle of an informed
consumer, thevery foundation of afree-market economy.

Theimplications of thiswidespread ignorance along with apropensity to religious-based preferences
needs more careful analysisin future research, in order to determinetherisksto consumersand the potentia
abuse by suppliersinthese markets. As already suggested by Naser and Moutinho (1997), Idamic banks
need to improvetheir marketing effectiveness by addressing market ignorance of, evenindifferenceto
learning about, Idamic productsand services. Finaly, to raisethelevel of awareness, understanding, and,
most likely acceptance of 1damic finance among non-Arabic non-Mudim consumers, ageneraly accepted
trandation of the |damic finance and banking terms seems necessary.

Onefina observation, our resultsrevealed that sudents who had completed more education tended to
possessmore knowledge of both conventional and I damic financia concepts. Thissuggeststhat education
canassg inmaking people moreknowledgeable consumers of the productsbeing offered, thusthe potential
to make more educated decisions about the value and risksof their choices. Better consumer education
wasadvocated previoudy intheliterature (Hamid & Nordin, 2001).
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Conclusion

To ensurelong-termgrowth and prosperity of the | damic finance sector, overcoming widespread ignorance
of Idamicfinancia conceptsseemscrucia. Educating the market along with the selection of more market
friendly packaging of I damic productswould aidin the competitiveness of | damicfinancid productsreaive
to conventiona products. Facilitating the understanding of | damic products being offered and making the
comparability with smilar conventional productseasier, will help consumers make better choices. Thishas
the added benefit of insuring thet suppliersof financia productsand services, whether Idamic or conventiondl,
provide comparative valueto consumers. Thisseemsessential in anincreasingly competitive financial
services sector.

Notes

1.

Inter-Arab Investment Climate Report 2002, published by the Arab-1nvestment Guarantee
Corporation (IAIGC).

Source: Emirates BanksAssociation

According to Wasm Saifi, senior vice-presdent and head of corporate banking for Dubai [damic
Bank. Theinterview was published in Gulf News, February 25, 2004.
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