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INTEREST-FREE BANKING IN TURKEY: A STUDY OF
CUSTOMER SATISFACTION AND BANK SELECTION
CRITERIA

H. Saduman Okumyl

A secular Muslim country, Turkey made a partici@#ort in the early 1980s
to encourage capital inflow from the MENA (Middle& and North Africa)
region. To achieve this, interest-free financiatitutions were introduced to
the financial markets in 1985 and the Special FBraHouses (SFHs) were
established to offer interest-free products andvieses. Though the
introduction of such financial institutions to tharkish financial markets was
considered at the time a political strategy rathan a religious move, they
have succeeded in attracting funds from certainggoDespite the legislative
advantages given to conventional banks, the SFHg-oviding financial
products and services based on Islamic principkge-tsince their inception
gained on average 2 and 4 per cent market sharegaindeposit and loan
markets respectively. The interest-free bankingreff by the SFHs has not
yet become the major or one of the major segmentseoTurkish financial
system.

This research is a study of the theoretical andtjwa aspects of interest-free
banking in Turkey. In particular, it attempts tsess the degree of customer
awareness and satisfaction with this type of banlas well as defining the
customer profile of the SFHs. Based on a sampld6df respondents, the
analysis reveals a certain degree of satisfactiih the SFH products and
services. The respondents expressed their dissdiesi with some of the
SFH facilities. Despite being aware of a numberspécific products and
services such amudarabahand musharakathey indicated that they did not
deal with them.

1. INTRODUCTION

The Quran (Koran), the Muslims’ Holy Book, expligi deals with
economic-related matters and how they apply imisl&@he Sharia, the
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Islamic law of human conduct, is derived from ther@n. TheSharia
prohibits the so-calledRibd (i.e. payment over and above what has
been lent—-which causes the payment of interessoryuto be wrong).
Because oRiba the banks which have been aiming to operate baised
Sharia had to develop financial products and services #na not in
conflict with the Islamic principles. As such, inést-free banking as a
concept was developed as a result of the religmosibition of the
payment or receipt of interest. The experimentntérest-free banking
started in the mid-1960s, and proved that Islamathods of banking
were practical and relevant for a banking systelbeiawith some
refinements. The idea continued to develop themalyi until 1975
when the Islamic Development Bank (IDB) was essdigdd as an
international financial institution to foster econic cooperation and
social progress in its member countries and sthemgteconomic
cooperation among them. This was followed by maaykis all over the
world, particularly in the Middle East region. Sinthen, interest-free
banking or Islamic banking has become a vibraneraditive to
conventional banking in the world. It has growrsire and number both
in the Muslim and non-Muslim worlds. In the Repuliif Iran, Pakistan
and Sudan, all banks and financial institutionsehadopted Islamic
banking principles since the early 1980s. Otherntes such as
Malaysia, Indonesia, Bangladesh, Jordan, EgyptTamkey operate the
financial institutions based on interest-free ppieEs alongside
conventional banks. Financial institutions origingt not only from
Islamic countries but also of Western origin offierancial services on
interest-free basis on a worldwide scale. NumerauKinational banks
have opened separate divisions, commonly known bsaniic
windows”! In order to boost the interest-free financial eect
worldwide, some Western financial institutions hawlocated
significant amounts of funds to this kind of finéalcactivity. For
instance, Dawnay Day Global Investments UK hascatied USD450
million to the interest-free banking programme (C@R00). It is also
important to note that the Dow Jones Islamic Matkdex was created
for people who wish to invest according to Islamiovestment

1 Among the most active western banks in this maaketCitibank, JP Morgan/Chase,
Goldman Sachs, American Express, Bank of Americ&8B®, Barclays Capital,
ANZ Grindlays, ABN Amro, BNP Paribas, Société Gébér Royal Bank of
Canada, Germany’'s Commerzbank and Deutsche Bang, WBrburg and Japan’s
Nomura Securities.
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guidelines. Today, the market size of interest-tvraaking is estimated
to be growing at the rate of 15% per annum. Islab@oks currently
operate in approximately 75 countries and the ittgusas reached a
market size of USD200-230 billion (Bahrain Moneté&gency (BMA),
2002).

Following the liberalisation process of the Turkistonomy in the
early 1980s, the financial sector was restructtineasugh a deregulation
that also brought in innovations to those markktsthis context, the
Special Finance Houses (SFHs), providing finangabducts and
services based on Islamic principles, were intreduto the Turkish
financial markets and started their operations9851 This constituted a
“dual banking” system in Turkey in which interestded banking and
interest-free banking run their operations sidesije. Although the
introduction of such financial instruments to therkish financial
markets was considered at the time a politicaltesgsa rather than a
religious move, they have succeeded in attractingd$ from certain
groups.

Turkey has a developing economy that can be clarset by on-
going macroeconomic problems and fragile finanomdrkets. It has
experienced several financial crises, such asrke m 1994, November
2000 and February 2001. In such an economic envieoi, there have
been five SFHs operating alongside their 54 coneeal partners.
Those SFHs are Albaraka Turkish Finance House, Kuvarkish
Finance House, Asya Finance House, Anadolu Finafhgese and
Family Finance House. They are the only providersinterest-free
financial services to the Turkish people. The caomabitotal assets of the
SFHs were TL 3.841.937 billion in 2002 which is eppmately 1.40
per cent of the total assets of the banking ingusturthermore, the total
deposits of those five SFHs, for the same periogkewlL 3.207.714
billion, which represents about 2 per cent of tb&ltdeposits of the
whole banking industry in Turkey. The share of 8tH invested funds
(loans) in relation to that of the conventional kewas about 4 per cent
as of December 2002 (Banks Association of Turked032. Despite
Turkey’s Muslim identity and willingnedgo play a major role in the

2 Turkey was also one of the Muslim countries tasig1997 the agreement forming
the D-8 whose aim is to promote mutual economicpeaation, build a common
market and develop capital markets among Islamiots.
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worldwide interest-free financial system, theseuf@s indicate that
interest-free banking has not yet become the n@jamne the primary
segments of the Turkish financial system. More irtgdly, the
practices of such institutions have raised somebtdoun religious
peoples’ minds in relation to whether they are ompliance with
Islamic principles.

In this study, an attempt is made to evaluate dwrek of awareness
and satisfaction with the SFHs in Turkey. Sectionpi2zsents an
overview of the historical and operational aspeotsinterest-free
banking in Turkey. Section 3 provides a literatuegiew. Section 4
describes the methodology adopted for the currerdysas well as the
findings. Lastly, Section 5 presents the main aasiohs drawn from the
study.

2. AN OVERVIEW OF INTEREST-FREE BANKING IN TURKEY
2.1. Historical Background of Interest-free Banking

After 1980, Turkey, which had been employing impsubstituting
economic policies, decided to integrate into theernmational markets
and consequently implement export-oriented policiesparallel with
the restructuring of the Turkish economy in the lyeat980s, a
liberalisation process was also initiated in theaficial sector. The
latter was reformed through deregulation. Furtheen@asing entry
into the financial sector encouraged competitiomohg the financial
reform novelties initiated over the period 1980-A%®re the abolition
of interest-rate ceilings on time deposits and $pdhe introduction of
Certificates of Deposit, the implementation of a@ating foreign
exchange policy, the establishment of the Capitarkdt Board, the
introduction of the “Savings Deposit Insurance Furle re-opening
of the Istanbul Stock Exchange, the introductioraofew banking law
and the implementation of the amendment of rule B®.on the
“Protection of the Value of the Turkish Currencyiyhereby all
restrictions on foreign exchange trading and chpitavements are
lifted.

During the early 1980s, the Turkish government atsale particular
efforts to encourage capital flow from the Easob itite Turkish financial
markets. At that time, Turkey was already a memifethe Islamic
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Development Bank that became operational in 197% ctommonly
believed that the gist of this effort was to prdageEurope that Turkey
could easily turn her face towards the East if asar/. Some politicians
also claimed that this was a form of retaliatioraiagt the European
Union’s (EV) attitude towards Turkéy.

In line with these developments, the Turkish gowegnt approved,
on both economic and political grounds, the intithn of interest-
free financial products and services in 1983. Wit very personal
efforts of President Turgut Ozal, the first Turkifshancial institution
operating on interest-free basis was establishd®&5. The institution
known as Al Baraka Turkish Finance House was eistadd with
capital contribution from Saudi Arabia (Moore, 1990t was
suggested at that time that the introduction oénest-free financial
products and services to the Turkish financial ratgkwvas more of a
political strategy rather than an economic or ielig move (Special
Finance Houses, 2003). Established to provide dntgrest-free
financial products and services in Turkey, thesaritial institutions
were given the name “Special Finance Houses”. Egallfoundation
for the SFHs was set by the Council of Ministerg&cke dated
December 16, 1983 (No. 831/7506). The Decree exeni SFHs
from the provisions of the banking law that regegatonventional
banks operating in Turkey. As such, the SFHs emjogempetitive
advantages over the conventional banks (Al BaraR&8y7). Until they
became subject to the Banking Law in 1999, thevdiets of the SFHs
were conducted by the decrees of the Council ofidtns on the one
hand and the directives of the Central Bank (Ma&&ti1984) and the
Undersecretariat of Treasury (February 25, 1984}thenother. From
December 1999, however, the SFHs became subjetttet@Banking
Law No. 4389. Basically, they were brought undex §ame body of
legislation as the conventional banks. According tlee new
requirements, the SFHs are required to hold 6 ahdodr cent of
reserve ratio for deposits in Turkish Lira (TL) afateign currency
respectively (http://www.tcmb.gov.tr/yeni/bgm/dingdonibilite.html).

% Itis worth noting that the Turkish governmentsaeted a plan to revise the terms of
the Association Agreement between Turkey and tharE1D78. However, this was
seen by the EU at that time as a step by Turkefye®ze the terms of the said
Agreement and hence to decelerate progress toatdaembership. This led to a
cooling off of Turkish-EU relations over the giveariod. For more on those issues,
see Ozal (1991), McGhee (1990), Redmond (1993) adtbw (1994).
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Nevertheless, conventional banks are required 1d hdditional
percentages of liquidity, namely 4 and 1 per cemtdeposits in TL
and foreign currency respectively which is over aablove the
proportions held by the SFHs
(http://www.tcmb.gov.tr/yeni/bgm/dim/disponibiliteml). These
additional percentages are maintained in the fdrifreasury bills that
are not considered to be compliant with Islamicngples and,
therefore, not applicable to deposits held by tfeHS It is worth
noting here that profit and loss participation agus are classified as
capital and, hence, are not defined as deposithencalculation of
reserve requirements for the SFHs. Furthermorepsiep with the
SFHs became subject to insurance covered. Thia ié with the
“Assurance Fund” Decree of May 2001. Accordinghe said Decree,
current accounts and profit/loss participation acte of natural
persons are defined as deposits to be insured.r@iheval of major
legislative differences between the conventionalkisaand the SFHs
has theoretically brought them in line with eachest supposingly
causing competition between the two types of fimanastitutions. As
such, the competitive advantage enjoyed by the SEidse their
inception in 1985 is slowly diminishing. Despiteetfact that they are
entirely subject to the requirements of the BanKiagy, their interest-
free nature remained intact along with their titie special finance
house.

2.2. Interest-free Financial Products Offered by tle SFHs

As financial institutions, the SFHs act as finahdrdermediaries not
unlike conventional banks. Theoretically, both camvonal banks and
SFHs collect funds and channel them to the reakosedence
facilitating the development of the economy. Befpreceeding to the
analysis of the customer awareness and selecti@ni@rof interest-free
products and services in Turkey, it is essential tio examine in brief
the most important interest-free banking productd services offered
by the SFHs in Turkey.

The SFHs collect funds through two accounts, namely rfént
Accounts” and “Profit/Loss Participation Account@&rticles 18 & 19,
Regulation of SFHs). The Islamic principle appliedcurrent accounts
is the principle oMWadiah These deposit accounts may be withdrawn in
whole or in part whenever requested by the depssitnd are opened in
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either Turkish Lira (TL) or foreign currency. Holde of current
accounts are not paid interest, profit or any sfimnaney. A number of
banking services such as money transfers, collectiof
cheque/promissory notes and provision of chequebaeo& offered to
holders of current accounts. “The Assurance Funwntioned earlier,
underwrites current accounts of natural personk b#lances up to TL
50 billion.

The Mudarabah principle is applied to the profit and loss
participation accounts at the SFHs. These accarrt®pened with the
understanding that investors participate in thefipar loss resulting
from the management of their funds by the SFHawf receiving a
predetermined return on their deposits.

The SFHs collect deposits in TL and foreign curresdlargely
USD and Euro). Participation accounts opened irifor exchange are
paid back together with their profit shares in slene currency in which
they were opened. The Assurance Fund providesassiup to TL 50
billion for savings of natural persons holding th@ccounts at the SFHs
(Article 20, Bank Act). It is vital to reiterate @h current deposit
accounts and profit/loss participation accountsexygicitly guaranteed
by the government and that may remove the senafesed by the
SFHs away from the ideal version of Islamic bankiviterein risk is to
be shared between investor and investee (Sundamai@jd Errico
(2002).

Investors can also open a profit and loss partipaaccount
through branches of domestic conventional bankscany out interest-
free financial transactions. Moreover, depositarsnf outside Turkey
may open participation accounts through correspaindanks such as
Citibank and The Bank of New York. Weekly returmsrofit and loss
participation accounts are calculated at the enlousfness each Friday.
The rates are announced in the daily newspaperdanki branches at
the beginning of each week. In other words, the ddtreturn obtained
in the previous period is announced and can be asedreference point
for future returns.

In conventional banking, a good part of a bank’sibess is in
making loans and earning interest on them. Howerstead of making
loans in the same way as its conventional partaerSFH takes an
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equity position through the credit it advances. réhare several modes
of lending offered by the SFHs. These are “IndigldWConsumer
Finance”, “Financial Support for Business”, “Leagirand “Profit and
Loss Participation Investments” (Article 21, Rediga of SFHs).

Under the scheme “Individual Consumer Finance”, Sidrchase
goods in advance and add a certain profit margiarbeselling them to
customers on an instalment basis. These transacao& performed
according to the principles of interest-free financlhe assets are
considered as collateral until the clearance ofctietomer’s debt. It can
therefore be said that SFHs do not undertake aky and guarantee
themselves against default. In other words, unicgytas eliminated in
this form of financing which may not be regardedcaspliant with
Islamic principles. This has been argued as anothstance of
divergence from the ideal version of Islamic Bagk(®undararajan and
Errico, 2002).

The SFHSs also provide “Financial Support for Busges” under the
principle ofMurabaha.They once again purchase any goods in advance
and resell them to those business customers omstalment basis.
Another facility provided by SFHs is leasing. Aadimg to the “Turkish
Financial Leasing Law” No. 3226, fixed assets whaie subject to
depreciation can be leased to investors on the itomdthat the
ownership of the leased items belongs to the legsiothe end of the
leasing period, the leased equipment is transfaordige lessee at a price
stipulated in the agreemerfara Wa Igtina is the Islamic principle
applied by the SFHs for leasing operations in Turke

“Profit and Loss Participation Investments” are austrated
according to thé/ludarabahprinciple. This is a type of financing that is
provided for customers who need funds for shoraterojects such as
importing or domestic purchase of marketable godde transaction
commences with the signing of a contract betweenSkH and the
customer, called “Profit and Loss Sharing InvestmAgreement”,
which includes the feasibility of the project ahe tagreed rates of profit
and loss sharing between the parties. The collatkan by the SFH is
also mentioned in the Agreement. At the end of pmeject, the
generated profit or loss is distributed between pheties as per the
Agreement and the project is concluded. The SFHs fahance long-
term business investments as capital providersy Haé in accordance
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with the principle ofMusharakaand therefore become partners in the
given investment. The SFHs and their business @artshare profit or
loss in accordance with their respective capitaiticoution. That is
indicated in the Profit and Loss Sharing Agreemsigned by the
investment partners.

3. LITERATURE REVIEW

Customer satisfaction has increasingly been resednas an important
component of contemporary marketing thought, paldity in the case
of service industries (Bejou et. al., 1998). lgm=nerally argued that if
customers are satisfied with the product and/oricereceived after its
use, then it is likely that they would engage irepeat purchase and try
line extension. In other words, it is the feelingattitude of a customer
toward a product and/or service after it has besedu(Wells and
Prensky, 1996). A satisfied customer will also anpositive messages
about it to others. A dissatisfied customer, ondtieer hand, is likely to
switch to a substitute product and/or service tie time when he/she
feels the same need. The same customer will algagenin a negative
word of mouth, causing a serious damaging effectthan business
(Naser et. al.,, 1999; Metawa and Almossawi, 1998)is “market
damage” can be subtle but extensive, underminiegbiést intentions
and the strongest marketing campaigns (Bielski4200herefore, it is
vital that companies make sure their customerssatisfied with the
products/services they offer. This has led to aneiase in the popularity
of measuring customer satisfaction in recent ygawledge, 1996).

Banking is one of those sectors in which custonagisfaction has
drawn a great deal of attention by many researahassthe last decade
(Naser et. al., 1999; Metawa and Almossawi, 1998ymBet. al., 1994;
Levesque and McDougall, 1996; Haron et.al., 1994rr&d and
Cunningham, 1997; Othman and Owen, 2003; Anders@h.,e1997;
Athanassopoulos and Labroukos, 1999; Kennington Ra#owska,
1996; Yava et. al., 1997; Polaglu and Ekin, 2001; Jamal and Naser
2002; Gounaris et. al., 2003; Yavat. al., 2004; Bielski, 2004). One of
the reasons for this is that the banking indussy increasingly
experiencing a growing level of competition and sobanks consider
customer satisfaction as a chief element of theirketing strategies.
Consequently, many financial institutions are nowcusing on
increasing customer satisfaction and customer tietenthrough
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improving the quality of their service so that thesired growth can be
secured (Jones, 2004). Customer satisfaction bomdis to a good
customer-organisation relationship, thereby undeipg the latter's
development. It is therefore related to the ruditmeni the relationship.
Parasuraman et. al. (1988) use their service gUEBERVQUAL)
instrument to operationalise customer satisfactidthh service quality
by depicting the said satisfaction as a five-fadtucture construct,
comprising tangibles, responsiveness, empathy, ahiéty and
assurance. Their instruments have been used tdautedpperceived
customer satisfaction with functional and technigaality (Grénroos,
1990).

As in many other service businesses, the intaniyilaf the services
in the banking sector highlights the importancewstomer relationship
management. Furthermore, the economic benefits ciassd with
customer satisfaction are well-grounded. Thus, #swshown that
customers who have been with their banks for fivarg are much more
profitable then those in the first year of the ftielaship. Therefore,
longer customer relationships are more worthy @ llank than new
ones: more established customers have higher accbalances,
relatively lower account costs and are more likelyuse other bank
products and services (Liang and Wang, 2004)

Despite the advent of technology into the bankiegta—with
ATMs, call centres and internet banking—most peeydeld still prefer
to do their banking face-to-face with a teller ab@al branch. According
to a survey carried out by Lorien Consumer Focu€H)L most
customers used an average of three channels to goicee with their
bank over the preceding six months. These methoelsaa Visiting a
cashier (87%), b) Visiting an ATM (83%), c) Call @ee (40%), d) the
Internet (26%), e) Post (20%) and f) E-mail (3%MheTindings of the
survey indicate that of those who visited a casaies bank branch, 35
per cent said that this was their preferred comoaiitin channel. Bank
call centres were the poorest performing commuigicathannel in
terms of customer service satisfaction (Managen8arvices, 2003).
Rexha et.al. (2003) reveal that the satisfactionasporate clients with
their bank does not directly affect their propengit use electronic
banking. However, satisfaction does have a sigmitidmpact on trust
and commitment, both of which do affect the likelid that corporate
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clients will use electronic banking. Satisfactiomeriefore indirectly
affects the customer’s inclination to use electrdranking. Yavaet. al.
(1997) examined the determinants of customer satish for the
Turkish banking sector. The study points out tha relationship
between customer and bank employees is the maia dfithe Turkish
customers’ satisfaction. Polga and Ekin (2001) investigated the
Turkish customers’ acceptance of internet bankieryises based on
empirical data gathered from a survey conductedngnaoprivate bank’s
customers. The findings of the research discloge ithportance of
satisfaction in terms of reliability, access andsgs.

The above discussion highlights the importance abtamer
satisfaction that is thought to be the cornersteameconstructing
strategies of financial institutions such as thttee# engage in interest-
free finance. The study of Erol and El-Bdour (198@)als with the
attitude of Jordanian people towards interest-fraeking. For this aim,
the authors designed nine questions and/or statsmémat were
published in the appendix of their article. It agrsefrom the said study
that religiosity was not the main determinant oflbaelection whereas
the level of profitability (return from investmehtwas one of the main
factors in Jordan. In addition, the authors makeftiiowing comments:
There was a belief that Islamic banks were not rivfée sufficient
interest-free loans which could contribute to swvi community
problems in a just and efficient manner and thatelmination of pre-
determined interest rates on loans would benefitoaers, especially
the needy and the poor. Erol and his co-researdd®&9 and 1990)
sought to establish and compare the bank selectitaria of customers
of conventional and Islamic banks in Jordan. Theesuquestionnaire
contained twenty items for bank selection criteff@r those who
patronised Islamic banks alone, the three most itapbbank selection
criteria were: “the provision of a fast and efficieservice”, “the bank’s
reputation and image”, and “confidentiality of thenk”. Hegazy (1995)
investigated bank selection criteria for both Isanbanks and
conventional banks located in Egypt. He concludeat the selection
attributes for the first are different from thosar the latter. For the
Islamic banks, it was found that the most importéatdtor was the
advice and recommendations made by relatives aridnds.
Convenience of the location, friendliness of pemsrand the bank’s
vision of serving the community regardless of tkpeeted profitability,
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timeliness and efficiency also appeared, amongrsthe be important
drives.

Sudin et. al. (1994) undertook a study to deterntime factors
considered important by customers in selecting rthiéancial
institutions as well as other things. They usedrape of Muslims and
non-Muslims living in three medium-sized towns iralslysia. The three
most important criteria in bank selection for Muossi were: “the
provision of a fast and efficient service”; “theeggl of the transaction”;
and “the reputation and image of the bank”. Inghaly by Metawa and
Almossawi (1998), the banking behaviour of Islaf&nk customers in
Bahrain was investigated with a sample of 300 custs. It reveals that
there are two most important bank selection ceteadherence to the
Islamic principles and the rate of return. Naset ahal. (1999) found
out that the most important bank selection critefir the customers of
Islamic banks was “the image of the bank”, followmsdcompliance to
Islamic principles.

4. METHODOLOGY

The gist of this study is to reveal the degree s and awareness of
interest-free products and services provided by $ftdHs and the
degree of customer satisfaction in a sample of el customers. The
study focuses in particular on seeking answers h® following
guestions:

 What are the main drives of customers for choosing
deal with an SFH?

+ What are the main drives that make SFH customers

choose to deal with a conventional bank as welamas
SFH?

* To what extent are SFH customers aware of andhgse t
interest-free products and services provided by the
SFHs?

* What is the degree of customer satisfaction withoues
aspects of the SFHs?
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4.1. Data Collection

This study aims to reveal the level of customerrawass, customer use
of interest-free products and customer satisfactidh the practices of
the SFHs in Turkey. To answer the above questianssurvey
guestionnaire in Turkish was designed with a sefu#stions that are
mainly derived from the literature, as well as tigh consulting key
officials working in the SFHs. The Turkish versiohthe questionnaire
was then translated into English.

The questionnaire is designed in six sections: i@ect includes
demographic information on the customers of the SBiith as gender,
age, level of education, type of employee and jdars in the job,
monthly income and information on type of financiaktitution in
which respondents hold their accounts. In the valhgy section, the
main reasons behind not dealing solely with an &Fdassessed in ten
items. Section 3 comprises information on finangmbducts and
services (e.g. current accounts, P/L participatiooounts, time deposit
accounts, loans, etc.) utilised by the SFH custemdren they chose to
deal with an SFH and a conventional bank (if teahe case). In Section
4, ten items were selected to determine the SFlboess’ awareness
and their use of interest-free products and sesvipevided by the
SFHs. Section 5 engages in the reasons behinchdeaiih an SFH in
order to detect the selection criteria of the SRitamers by using
nineteen selection criteria. Section 6 evaluates $fFHs in eighteen
items in order to determine the main drives of 8fH customers’
satisfaction. The survey questionnaire uses théomes satisfaction
criteria and applies them to the SFHs operatinggampliance with
interest-free finance principles in Turkey.

In total, 94 items were selected to achieve thd gbthe study. All
items, except for those in Section 4, were measares five-point
Likert scale from 1 (Strongly agree/Very satisfieid) 5 (Strongly
disagree/Not satisfied at all). In Section 4, resjgmts are invited to
express their level of awareness and use of diftgpeoducts/services
on the basis of “Not aware of it”, “Aware and da mse it” and “Aware
and use it".

The questionnaire was pre-tested to check theiakohd logic of
the questions included in it. After assessing #exback from the pilot
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study (n=15), several changes were made beforgubstionnaire was
distributed.

The questionnaire in Turkish was randomly handrthisted to the
account holders in the branches of five Speciahi@e Houses. These
are Albaraka Turkish Finance House, Asya Financesdp Anadolu
Finance House, Kuwait Turkish Finance House and illyaRinance
House. The branches were selected in the area®wherin groups of
religious people and hence the branches of the SkElSlocated in
Istanbul. As the five SFHs have branches in thoseasa the
guestionnaire was distributed in almost all thenbrees located in them
to seek a wider representation of customers. Thexgss of data
collection continued for two months from May 200daugh June 2004.
Respondents were selected from SFH customersngsikie sampling
branches during the chosen time intervals in otdeeliminate the
sampling frame errors and ensure the representafidghe population
under study in the sample unit. Although 200 questaires were
distributed, the actual sample size (i.e. usabiermed and completed
guestionnaires) was 161 customers with a respatsef 81 per cent.

4.2. Findings
4.2.1. Respondents’ Profile

In order to carry out the data analysis, descrptstatistics were

employed. The questionnaire included a sectionustioeners’ profile to

be able to define the features of those who usedst-free products and
services in Turkey. In addition, since various dgraphic factors were
likely to influence the use of interest-free proguand services and
customer awareness of and degree of satisfactitintix@ products and
services offered by the SFHs, it is necessarywealkthe SFH customer
profile (Table 1).

The figures in Table 1 reveal that more than 65 gt of the
respondents are between 20 and 39 years of agasfBO per cent of
the respondents are males whereas females accauntorily
approximately 20 per cent. More than 75 per centhef respondents
consider themselves as partly fulfilling the requients of Islam. The
table also reveals that more than 40 per centeféspondents hold a
bachelor's degree and 42 per cent have at leagthasihool diploma.
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Table 1: Personal Background of the Respondents
Valid | Cumulative
Frequency | % % %
Age|
20-39 years old 106 65.8]| 65.8 65.8
40-60 years old 55 34.2]| 34.2 100.0
Gende]
Male 127 78.9] 78.9 78.9
Female 34 21.1) 21.1 100.0
Religion
Muslim 155 96.3] 96.3 96.3
Non-Muslim 6 3.7 3.7 100.0
Practicing Religio
Absolutely 34 21.1) 21.1 21.1
Partly 121 75.2] 75.2 96.3
None 6 3.7 3.7 100.0
Level of Educatio
Literate only 5 3.1) 3.1 3.1
Primary & Secondary School 23 14.3] 14.3 17.4
High School 68 42.2) 42.2 59.6
Bachelor's degree and + 65 40.4] 40.4 100.0
Type of Employers
Private 84 52.2) 52.2 52.2
State 14 8.7 87 60.9
Self-employed 47 29.2) 29.2 90.1
Retired 7 4.3 4.3 94.4
Student 9 5.6 5.6 100.0
Type of Business/ Jgb
Manufacturing 20 12.4] 12.4 12.4
Trade 53 32.9] 32.9 45.3
Agriculture 7 43| 4.3 49.7
Services 36 224 22.4 72.0
Food & Beverage 11 6.8 | 6.8 78.9
Construction 7 43] 43 83.2
Education 16 99| 9.9 93.2
Textile 11 6.8 6.8 100.0
Years in Business/ Jpb
Less than 5 years 40 24.8] 26.0 26.0
5 - 9 years 50 31.1) 32.5 58.4
10 - 14 years 26 16.1] 16.9 75.3
15 - 20 years 17 10.6) 11.0 86.4
More than 20 years 21 13.0f 13.6 100.0
Missing value 7 4.3 | 100.0
Monthly Net Incomg
Minimum Government Salary (MGS) 14 8.7 | 89 8.9
MGS - 1 billion TL 64 39.8] 40.5 49.4
1,000,000,001- TL - 2 billion TL 45 28.0) 28.5 77.8
2,000,000,001 billion TL - 3 billion TL 16 9.9 | 10.1 88.0
More than 3 billon TL 19 11.8] 12.0 100.0
Missing value 3 1.9 | 100.0
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More than 81 per cent of the respondents are egbfemployed or
working at privately owned firms, mostly engagedrade and services
sectors. More than 55 per cent of the respondeat® ta working
experience of less than 10 years and more thae6Zgnt earn between
the minimum government salary and TL 2 billion peonth.

4.2.2. Type and Duration of Banking

It was important to explore where the respondesetd their accounts
and what type of SFH interest-free services thdised. For example,
banking with an SFH as well as a conventional bamé&bles customers
to make useful comparisons while evaluating serguaality. Though
gathering information on whether the respondeniis decounts in SFHs
and conventional banks was useful, it was also rapoto explore the
types and durations of accounts and services helthd respondents
with SFHs as well as conventional banks. Detailshef respondents’
accounts and the services they utilise are repant&dbles Il and V.

Table 2: Type of Financial Institution in which Regpondents Hold
Their Accounts and Utilised Services
Value Labelled Frequency %
SFHs only 74 46.0
Conventional banks &
SEHs 87 54.0

According to Table 2, 46 per cent of the resporgléiid accounts
and/or utilise the services offered by the SFHsweler, 54 per cent
indicate that they bank in a conventional bank ekt as an SFH. At this
point, it was indicative to explore the main fastowhy the SFH
customers also choose to bank with a conventioaak loperating in
accordance with interest-based principles.

4.2.3. Main Drives Behind Dealing with ConventioBalnks as well as
SFHs

As mentioned above, an attempt was made to inastipe main drives
for the respondents’ choice to bank with a conwerati bank as well as
an SFH, and the related findings are reported iblel'd. In order to
specify these primary reasons, the respondentsahk with both types



Table 3: The Main Drives of the Respondents’ Choict Deal with Conventional Banks as well as SFHs

(n=87) Strongly agree Agree Disagree Strongly disagree No view Rank
Frequency| % |Frequency| % |Frequency| % |Frequency| % |Frequency| %
Some products not available at SFHs 9 10.3 30 84.5 26 29.9 12 13.8 10 11.5 2
Many products not available at SFHs 6 6.9 24 276 8 3| 43.7 8 9.2 11 12.6 3
Insufficient branch network 12 138 33 379 28 322 6 6.9 8 9.2 1
Lack of efficient & effective IT 1 1.1 15 17.2 40 64 20 23.0 11 12.4 5
Lack of financial counselling provided 3 34 11 126 43 494 20 230 10 115 4
by employees
Lack of short-term investment
d A

opportunities 3 34 27 31.0 26 29.9 11 1216 20 23.0 3
Lack of available credits with 6 6.9 15 17.2 38 428 8 0.2 21 241 4
favourable terms
Lack of fixed-income investment 8 9.2 22 253 13 14.9 5 5.7 39 448 3
opportunities
Higher commission and fee on 4 46| 12 | 138 40 | 460 10 | 115 21| 241 3
transactions
i.;(r:TI:Sof credit cards with favourable 4 46 17 19.5 22 o5 1 20 230 o4 216 y
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of financial institutions were invited to expreswir views on some
issues. It appears from the figures in Table 3 that respondents
(more than 51 per cent of them) choose to bank wittonventional
bank as well as SFHs since the latter do have matlaspread branch
network, andsomefinancial products and/or services offered by the
conventional banks are not available through theHsSSFThe
respondents pointed out that they choose to deél aviconventional
bank since the SFHs are lacking, in particularristeom and fixed-
income investment opportunities. It is also wontdicating here that
more than 44 per cent of the respondents have xyptessed any
views on fixed-income investment opportunities suabh sukuk
(equivalent to government fixed-income securities the interest-
based financial system). However, SFH customers empasitive
comments orthe financial counselling provided by the SFH staiti
the effective and efficient IBeing a degree of more than 72 per cent
and 69 per cent respectively. This simply implieattthe main reason
for dealing with a conventional bank as well as $ffH is mainly
product-related.

4.2.4. Customers’ Selection Criteria

The participants were invited to express the extériheir agreement
with a set of reasons that may explain their degaliith the SFHs. A
summary of their answers is given in Table 4.

According to Table 4, 77 per cent of the customagseed or
strongly agreedhatreligious reasons onlyvere a key factor in their
choice of an SFH while 67 per ceagreedor strongly agreedthat
they banked with an SFH sin&FHs offered the facilities which are
similar to those offered by conventional banks, they operate in
accordance with interest-free principleghis was followed by almost
64 per cent of those who agreed and strongly agtiesidthey chose
dealing with an SFH because staff friendliness Factors likehigh
return on investment&@lmost 25 per centjeligious and profitability
reasons for banking with an SF{Imost 32 per centidvice from
relatives and friendgalmost 34 per cengindresistance to economic
crises(almost 35 per cent) did not appear to play a meyte in the
banking choice of customers who used an SFH.wagh noting that
high return on investmentriteria ranked last out of 19 selection
criteria.



Table 4: Customers’ Selection Criteria for Dealingwith SFHs

(n=161) Strongly agree Agree Disagree Strongly disagree No view Rank(*)
Frequency| % [Frequency| % |Frequency| % |Frequency| % |Frequency| %

Religious reasons only 34 211 90 53.9 25 165 3 9L 9 5.6 1
High return on investments 13 8.1 26 16.1 68 Q2 1 1| 6.8 43 26.7 19
Staff friendliness 21 13.( 82 50/9 27 14.8 6 37 5 2155 3
Religious and profitability reasons 12 7.6 39 24.2 66 41.0 8 5.0 36 22.4 18
Advice from relatives & friends 10 6.2 44 27{3 59 6.68 7 4.3 41 25.5 17
Resistance to economic crises 14 8.7 42 6.1 5 8 B4. 4 2.5 45 28.0 16
Advertising and image of SFHs 16 9.0 54 33.5 42 146. 1 0.6 48 29.8 12
Efficiency and speed in completing g 5 9.3 81 50.3 28 174 1 0.6 36 214 4
transaction
Low service charges 10 6.2 63 39.1 35 2L.7 4 P.5 49 304 11
FC transactions with favourable terms 11 6.8 47 29.2 36 22 .4 4 2.5 63 39.1 1
Location of branch 9 5.6 72 447 34 211 2 142 44| 7.32 8
The interior design of the SFH 10 6.p 57 35.4 41 525 5 3.1 48 29.9 13
ﬁ;vrﬁ:?blhty of loans with favourable 10 6.2 57 35.4 31 104 2 19 61 319 14
Customer confidentiality 11 6.9 70 43|5 28 114 1 .6 ( 51 31.7 9
The wide range of the facilities 14 8.7 7 44.1 31 10. ) ) 45 2719 7
offered
EfflClenc_y and speed in inter-branch 10 6.2 76 479 o5 154 3 1.9 a7 3d.0 6
transactions
Financial counselling provided 12 7.5 81 5Q.3 21 .01B 2 1.2 45 27.9 5
SFHs offer the same facilities as
offered by a conven_tlonal ban but 16 9.9 92 57 1) 17 10. 2 19 34 2d.9 )
SFHs also operate in compliance with
Islamic Principles
The availability of the Assurance Fund 14 8.7 65 40.4 25 15.% 3 1.9 53 335 19

Note: (*) The highest number of respondents whioeeitrongly agreedr agreedis ranked number 1.



Table 5: Duration of the Account(s) and the ServicgUtilised

(n=161) Do not h_ave Ol | ess than 1 yeal 1-3years 3-5 years More than 5
not applicable years

Value label Frequency % |[Frequency| % |[Frequency| % |Frequency] % |Frequency| %
Islamic
Current (TL) Wadiah 22 137 29 18.0 46 28.6 36 22.4 28 17.4
Current (FC) Wadiah 82 5099 13 8.1 24 14.9 26 16.1 16 9.9
P/L Participation (TL) Mudarabah 116 72.0 18 11.2 12 7.5 8 5.0 7 4.3
P/L Participation (FC) Mudarabah 127 78.9 7 4.3 12 7.5 8 5.0 7 4.
Consumer Credit (TL) Murabaha 132 820 8 5.0 10 6.2 7 4.3 4 2.4
Consumer Credit (FC) Murabaha 143 88.8 2 1.2 6 3.7 5 3.1 5 3.]
Vehicle Credit (TL) Murabaha| 116 72|10 12 7.5 18 11.2 12 7.5 3 1.9
Vehicle Credit (FC) Murabahg 150 932 1 0.6 5 3.1 3 1.9 1.7
'(:T'rl‘_f)"“c'a' Support for BUSINESS |y, ahaha| 140 | 870 3 1.9 9 5.6 5 3.1 4 9
'(:F'”Ce;“c'a' Supportfor Business |, opaha| 143 | 888 2 12| 10 | 62 2 1.2 4 21
Leasing ljara 152 944 2 1.2 4 25 1 0.6 2 1.4
P/L Participation Investment (TL) Mudarabgh 151 93.8 3 1.9 4 25 1 0.6 2 1.3
P/L Participation Investment (FC) Mudarahah 150 93.2 4 2.5 1 0.6 2 1.2 4 2.3
Credit Card n.a. 74 460 12 7.5 37 23.0 23 14.3 15 9.3
International Foreign Business n.a. 143 88.8 4 2.5 6 3.7 5 3.1 3 1.9
Others n.a. 139 86 7 4.3 9 5.6 3 1.9 3 1.4
Conventional
Current (TL) 97 50.9 15 9.3 23 14.3 10 6.2 31 19.3
Current (FC) 128 795 5 3.1 9 5.6 3 1.9 16 9.
Time Deposit (TL) 143 88.8 3 1.9 7 4.3 3 1.9 5 3.]
Time Deposit (FC) 152 944 1 0.6 3 1.9 - - 5 3.1
Consumer Credit (TL) 148 919 1 0.6 6 3.7 3 1.9 3 1.9
Consumer Credit (FC) 156 9619 3 1.9 1 0.6 - - 1 0.6




Table 5: Duration of the Account

s) and the Servicge Utilised (Continued)

Do not have or

More than 5

(n=161) . Less than 1 yea 1-3years 3-5 years
not applicable years

Value label Frequency % |[Frequency| % |[Frequency| % |Frequency] % |Frequency| %

Vehicle Credit (TL) 146 90.6 2 1.2 7 4.3 2 1.2 4 2.5
Vehicle Credit (FC) 155 9%6p 2 1.2 2 1.2 1 0.6 1 0.4
Commercial Loan (TL) 147 9183 5 3.1 4 25 - - 5 3.1
Commercial Loan (FC) 157 97.64 1 0.6 2 1.2 - - 1 0.6
Government Bonds & Mutual 150 | 931 3 1.9 2 12| 2 | 12 a4 | 24
Credit Card 110 688 2 1.2 21 13.0 11 6.8 17 10.4
International Foreign Business 150 98.1 1 0.6 4 2.5 - 6 3.7
Others 154 95.4 2 1.2 1 0.6 1 0.6 3 1.9
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4.2.5. Customer Awareness and the Use of Intemestfroducts and
Services Offered by the SFHs

Table 5 reports findings in connection with theayf accounts held by
the respondents and the duration for which thed timéir accounts and
utilise the services offered. It indicates that entiran 68 per cent of the
respondents (in the case of SFHSs) held currentuatsqTL) with an
SFH for more than one year. However, only approiahyad0 per cent
of those kept up their relationship with an SFH foore than three
years. This might imply a low level of customeratty towards SFHSs.
It appears that more than half of the respondergteped holding a
current account denominated in foreign currencieseSFH. More than
54 per cent of the respondents held credit cardegiged by the SFHs.
Likewise, more than 31 per cent of the respondéats credit cards
provided by the conventional banks for the samégdeand almost 50
per cent of them held current accounts with corneeat banks. Less
than approximately 20 per cent of the respondetiliseuthe individual
finance products of the SFHs that are in the fofmebicle credits that
operate in compliance with the principle wfurabaha Furthermore,
more than 10 per cent of the respondents hold temwosit accounts
with conventional banks that basically gain interes

The figures in Table 5 also reveal that more thampé&r cent of the
respondents do not have a participation accouit &itSFH in the form
of profit and loss participation. In other wordssignificant majority of
the respondents who bank with an SFH do not shoseraand for
specific interest-free accounts likenudarabah and musharaka
Likewise, only approximately 7 per cent of the m@sgents borrowed
from the SFHs in the form of profit and loss papition. This outcome
needs to be assessed in connection with the folpwnalysis of the
degree of awareness among the respondents oftérestfree products
and services offered by the SFHs in Turkey.

It was expected that the Turkish customers weraewhthe basic
financial terms of interest-free banking in suclcauntry as Turkey
where almost 97 per cent of the population are MusThis study also
attempts to reveal the extent to which those prtsdand services were
actually used by the SFH customers. Therefore réspondents were
required to express the degree of their awarenks$iseoproducts and
services offered by the SFHs. Table 6 reports figsliregarding the
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customer awareness and the use of interest-frelipioand/or services
provided by the SFHs.

Table 6 clearly indicates that a high proportiontld respondents
are aware of and useirrent accountbased on thevadiahprinciple and
credit cardsprovided by the SFHs with a level of 78 per cerd &5 per
cent respectively. It is also clear, however, thaignificant number of
the respondents mention that they are not awatheo§pecific Islamic
terms of mudarabah, murabaha, musharalend ijara. In addition,
almost half of the respondents are aware of phefit and loss
participation accountsandfinancial support for businessased on the
interest-free principles ohudarabalandmurabaharespectively, but do
not use them. Other products operating in accoelarth the principle
of murabaha are known by the customer at a higkl Ibut are not

Table 6: Customer Awareness and Use of Products afodt Services
Provided by the SFHs in Turkey

(n=161) Not aware of it Awareuir;ditdo not Aware and use it
Frequency % Frequency % Frequency %
Current Account
(Wadiah) 8 5.0 27 16.8 126 78.3
P/L Participation Account
(Mudarabah) 30 18.6 72 44.7 59 36.6
Financial Support for Business 53 329 83 516 25 155
(Murabaha)
Housing Loan (Murabaha) 18 11.2 130 80.7 13 8.1
Individual Finance (Murabaha) 20 12.4 111 68.9 30 18.6
Vehicle Loan (Murabaha) 11 6.8 107 66.5 43 26.7
Credit Card 13 8.1 44 27.3 104 64.6
Leasing(ljara) 64 39.8 86 53.4 11 6.8
Joint Venture (Musharaka) 77 47.8 72 44.7 12 7.5
Aware of it Not aware of it
Coverage of the Accounts held
with SFHs by the Assurance 88 54.3 73 45.3
Fund

regarded as a preferable investment opportunitghEtmore, more than
47 per cent of the respondents are totally ignooAmusharaka Thus,
the findings illustrated in Table 6 may indicate tlact that though the
respondents have a considerable level of awaresfefesv of the SFH
products and services, a very limited number ofrtlieal with them. It
is important to note that only 54 per cent of tlspondents have
knowledge of the Assurance Fund whereas the réstally unaware of
its existence.



Table 7: Degree of SFH Customer Satisfaction

(n=161) Very satisfied Satisfied Not satisfied Not satisfiedt all No view Rank(*)
Frequency| % |Frequency| % |[Frequency| % |Frequency| % [Frequency| %

EfflClenc_y and speed of completing p 16 28.6 99 615 11 6.9 1 0.6 4 ols 1
transaction
Quality of advice offered by the SFH 36 224 92 5711 10 6. 1 0.6 22 116 o
personnel
Location of branch 23 14.3 83 51]6 19 11.8 5 3.1 31 194 6
The interior design of the SFH 19 1148 79 49.1 23| 4.31 2 1.2 38 23.6 11
Parking facilities provided to custonjer 11 6.8 24 14.9 53 32.9 18 1.p 55 34.1 1%
Staff sociability and friendliness 38 23|6 86 534 9 5.6 1 0.6 27 16.7 3
The SFHs' name and image 29 18.0 95 59.0 7 4.3 1 6 |0. 29 18.0 4
g\:?rlllsablllty of loans with favourable 15 93 72 44.7 8 5.0 1 0.4 65 40l4 11
Customer confidentiality 23 148 77 478 10 6].2 - - 51 31.7 7
Working Hours 28 17.4 91 56.5 5 3.1 1 0[6 36 2p.1
Internet facilities provided by the SHH 28 17.4 51 31.7 11 6.9 3 1.9 68 42.0 1
The wide range of the facilities o5 15.5 75 46.6 1 6.9 5 19 48 od g 8
offered
EfflClenc_y and speed in inter-branch o5 15.5 75 46.6 15 9.3 _ ) 16 2al6 9
transactions
Financial counselling provided 26 16(1 73 4%.3 12| 57 2 1.2 48 29.8 10
Advertising and informing of new 23 14.3 46 28.4 26 16.1 5 3.1 61 319 1}
products & services

Note: (*) The ranking which appears in this table is lbse the level of agreement expressed by the relgmts1 For example, the reason that received tteebi degree
of agreement (the highest number of respondentseither strongly agree or agree) is ranked number 1
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4.2.6. Customer Satisfaction with the ServicesRmdlucts Offered by
the SFHs

Various aspects of customer satisfaction with tR&lSin Turkey are
explored in this study. The customers of the SRHthe sample were
asked to express their degree of satisfaction watious aspects of the
products and services provided by the SFHs. Theoouts of this part
of the study are reported in Table 7.

It is clear from Table 7 that the vast majority@$pondents expressed
a considerably high level of satisfaction with eas aspects of the SFH
products and services. More than 90 per cent of there eithesatisfied
or very satisfiedwith efficiency and speed in completing a transaction at
the SFHs' branclthey deal with. This was followed by almost 80 pent
of respondents who expressed that they vsatesfiedor very satisfied
with the quality of advice offered by the SFH pewsel. Staff sociability
and friendliness also ranked third with a 77 pert ackegree of customer
satisfaction. As far as the performance of bankgrerel was concerned,
the majority of the respondents were satisfied withst aspects of
customer-client interaction. However, financial oselling provided by
the SFHs did not get a better response from custor@mly 61 per cent
of the respondents indicated that they wesey satisfiedand satisfied
with the SFHSs in terms of the financial advice tiyexe.

Only 22 per cent of the respondents expressed shésfaction with
parking facilities offered by the SFHs whereas 34 per cent were
dissatisfied with the given criteria. Furthermot per cent of the
respondents pointed out that they were not satisfigh their SFHs in
terms ofinforming customers about new products and senasesell as
the developments regarding interest-free banking Turkey. The
respondents also showed a degree of dissatisfautitin location of
branch (almost 15 per cent) andterior designof branch(almost 16 per
cent). Table 7 also highlights that many resporgdditt not comment on
several issues. For example, more than 40 per afetite respondents
chose not to give their view @vailability of loans with favourable terms

4.2.7. The Relationship between the SFH Custonlect®m Criteria
and Socio-demographic Factors

It is likely that the relative importance of thelesgion criteria was
influenced by the variation in some socio-demogmaéictors such as



Table 8: Relationship Between Reasons Behind Deadjnvith a SFH and Demographic Factors

Gender | Age Group Practising ReligionLevel of Education| Type of Employer§ Type of Business| Years on Busines Monthly Incom
N=161 , , , . . . . .
X 2 Sign. X 2 Sign. X 2 Sign. X 2 Sign. X 2 Sign. X 2 Sign. X 2 Sign. X 2 Sign.

Religious reasons only 204] 0727 3.2P6 05P1 15.63.048~ | 8.446| 0.749| 12.736  0.69 34583 0.184 420] 0.201 | 10.60]  0.833
High return on investments 5526 0233 1387 0.8#65.212 | 0.735| 12.60f 0.391 23.146  0.110 40.975 0.0p42.734| 0.692 | 15088  0.518
i’:‘]gmﬁi‘g%iggnk (interestfree  oe3 | 0930 | 5411 0248 14115 0079+ 19460 00877.870| 0332 | 33807 0207 13009 0671 16542 9.4
Fezl“sgo'ggs and profitability 9505 | 0.050* | 7.445| 0114 6.687 0571 11182 05132.188| 0731| 31578 0204 120841 0741  13[/86 0.5
[Advice from relatives&friends| 7.48  0.112] 0.844 39| 5193| 0.737| 18.41L 0104 27.762 0.034~ 55.46000™ | 18.399] 0.301 | 1415/  0.587
Sr?;f‘ance againsteconomic| 5226 | 9217 | 9.803| 0044t 7.76 0457 5465 00941 886 | 0.873 | 36.848 0122 12412 071§ 20429 0.2p2
Advertising and image of SFHs _ 9.8211 _ 0.044  65§8 162 | 8.228| 0412| 12.10p 0430 13.4pP7 0.641  68[398006™ | 15292| 0.503 | 17.248 _ 0.370
Efficiency and speed in 11.012| 0.026~ | 6.766| 0.159| 4.62 0797 12372 0.41@4.274| 0578 | 33.859 0206 16796  0.399 37170 2060
completing a transaction
Low service charges 6419 0170  3.269 0149 1503p059* | 10.207| 0.598| 13.774 0618 36877 0.r2 1Tbj8 0.407 | 15254 0.506
;Cmt]rsansacnons with favourable g 75 | oase | 2.835| 0514 4615 079 7.4%56  0.8267.321| 0.037*| 45.197] 0.021% 16.146  0.443| 23.869 092*
Location of Branch 3.795  0434] 2.77B 0586 13.470.108 | 10547] 0568] 18578  0.29] 50.1p3 0.00§*T¥1.895] 0.7/51 | 17140  0.376
[The interior design of the SFH__ 11.994 _ 0.017"" _ 0.5030.596 | 3.088| 0.858| 12.220 0.428 15086  05]8  28|906.417 | 23.102] _ 0.111 | 20.740 _ 0.18]
Availibility of loans with 4796 | 0309 | 3.995 0973 3968 0860 9951  0.620 08B0| 0.217 | 29.574 0.384| 7.88p 0.952 30115 o0.01f*
favourable terms
Customer confidentiality 525 0262 08dL 0447 596.] 0581 | 8.753] 0.724] 6866 007b 45433 0.04~ 840 0.820 | 11.818  0.756
Zg:r‘g('jde range of the fadilities s 504 | 0204 | 5080 0835 6182 0408 67p0 0668 1261 0518 | 34.611 00317  7.444 0.827| 14.385 0247
Efficiency and speed in Inter- | 13 65| g oggem | 2911| 0278 9781 0281 7.013  08519289| 0254 | 37242 0114 15192 0513 14820 0.5
branch transaction
Financial counselling provided  12.614 0.0137*  3.411 0.573 13.217| 0.105 9.57 0.65 19.128 0.262 49|@1008*** | 16.146 0.443 14.420 0.567]
SPHs offer the same facilities g, 60 | 154 | 1422 04920 6106 0635 8857 0714 1285 0516 | 36303 0135 12748  0.688  24.652 0.096*
offered by a convention
[he avallbilly ofthe Assurant 1 gs3| 0,018~ | 3.684| 0840( 362 092§ 12159 04830320 0849 | 56494 0001-21007| 0178 | 20214 0211

Notes:(*), (**) and (***) denote the significanceVel of 10 per cent, 5 per cent and 1 per cenentsly.

Sign.: Significance.
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age, gender, level of education etc. In order @mmare the relationship
between those factors and the SFH customer seledtii@ria, a number
of chi-square testsyd) were conducted and the related figures are
illustrated in Table 8. According to the reportgdigures, there is a
statistically significant relation between the wdte of gender and
efficiencyand speedn inter-branch facilities When the answers given
to this question by the respondents are examinéetil, it appears that
52 per cent of the males and 11 per cent of thelesnexpressed that
the given factor was the most important reasordéaling with an SFH.
Consequently, it can be said that among the otoffs, theefficiency
and speed in inter-branchransactionsfactor had priority for males
relative to females in choosing to deal with an SFH

The reportegifigures indicate that there is a statistically gigant
relation between the variable typpe of businesandadvice from friends
& relatives location of branch, financial counsellingrovided by the
SFHs andthe availability of the Assurance Funéurthermore, the
variable ofmonthly incomend the answers of the respondents in terms
of efficiency and speed in completing a transactampeared to be
related.The advice given by relatives and frievdsre considered more
important for those who engage in trade busineas tihose in the
service sector in the SFH selection criteria. Ipegrs thatdvertising
and image of SFHwas considered as an unimportant selection aiteri
for those who are in trade business at a rate gfe2&ent. In addition,
17 per cent of the respondents expressed andéogsirexpressed that
the availability of the Assurance Fund was not ohd¢he reasons for
which they deal with an SFH.

4.2.8. Relationship between Customer Satisfactiond aSocio-
demographic Factors

Table 9 represents the figures regardipgcomputed in order to
reveal the relation between customer satisfactr@haher factors such
as gender, age, level of education etc. It careba ¢ Table 9 that the
respondents, regardless of their age, gender,igiracteligion, level of
education, type of employers and business, exptessertain degree of
satisfaction with most aspects of the SFHs. ItIs® &lear that factors
such as years in business and monthly income didnaike up any
statistically significant relations in the degrelecostomer satisfaction
with the SFHs as reflected by the reportgdihe table reveals,



Table 9: Relationship between Customer Satisfaction and Dermgoaphic Factors

N=161 Gender Age Group P’;e;ctglistl)r:]g Elai\(/:e;ti?)fn E;);Jﬁgygfrs Type of Business| Eﬁzirrs{e(;r; Monthly Income
x> | Sign.|| ¥? Sign. X2 Sign. X2 Sign. X2 Sign. X2 Sign. X2 Sign. X2 Sign.
Efficiency and speed in completing a transactipng41| 0.304| 6.349] 0.45| 12.726  0.12 9.684  0.648 19)6512360.| 26.097| 0.568 | 9.924| 0.871 16.459 0.42.
Quality of advice offered by SFHs' personnel | 6.975| 0.137| 5.971] 0.175| 40.983 0.0001*11.257| 0.507 | 37.717 0.002*} 46.026| 0.017** | 14.582| 0.555 14.637 0.55
Location of branch 5.838] 0.212| 5.081 0.201]| 23.047 0.0031*7.177 0.846 [ 16.76 0.40] 35.9010.145 11.166  0.799 7.536 0.96
The interior design of the SFH 1.786| 0.775| 3.311] 0.285| 8.77 0.362  14.9560.244 | 16.094 0.446| 27.515 0.49 | 16.960| 0.406 14.511 0.56
Parking facilities provided to customer 6.386] 0.172| 16.750 0.507 6.873 0.550 7.72% 0.80 19.504  0.243  24]946.631 16.489  0.419 14.924 0.53p
Staff sociability and friendliness 4.757| 0.313| 7.463| 0.002*%f 15.363| 0.052*| 28.0250.005***| 15.719| 0.473 | 42.63p0.038** | 16.205| 0.439 22.961 0.114
SFH's name and image 3.424| 0.490| 4.903 0.113| 22.048 0.005714.320| 0.281 | 34.013 0.005**F 45.188| 0.021** | 12.083| 0.439 15.856 0.464
Availibility of loans with favourable terms 6.152| 0.188| 1.466| 0.297| 6.69 0.57! 11.7340.467 | 10.314 0.850| 32.515 0.254 | 21.783 0.150 19.995] 0.2
Customer confidentiality 5.689| 0.128| 4.452 0.690| 17.638 0.007%**5.010 0.833 | 14.22 0.284 26.9730.172 10.029  0.613] 15.123 0.23p
Working Hours 3.173| 0.529| 1.176] 0.348| 36.063 0.000%10.744| 0.551 | 39.660 0.001**} 59.441|0.000*** | 13.295| 0.651 20.209 0.3171
Internet facilities provided by SFH 1.706| 0.790| 4.476| 0.882| 14.387 0.074* 12.15500.434 | 9.377| 0.897| 34.568 0.183 | 15.893 0.460 13.414 0.64
The wide range of the facilities offered 5.417| 0.247| 6.905| 0.345| 19.186 0.014}*7.908 | 0.792 | 21.39 0.164 31.8560.280 | 14.213 0.583 14.374 0.57
Efficiency and speed in Inter-branch transactiqssz47| 0.125| 8.543] 0.075*  3.595 0.73 6.327 0.707  18.390.104 | 34.490 0.032** | 9.135 0.691 13.987 0.307
Financial counselling provided 4.237| 0.375| 3.194| 0.074* 12.61p  0.12 5271  0.948 26/175052* | 36.785 0.124 | 13.97§ 0.600) 17.051 0.38
Advertising and informing new products&servicg9.371|0.052*| 4.121| 0.526 | 14.892 0.061f 9.756 0.637 23.335 0.0p23.725| 0.696 | 8.201| 0.943 19.535 0.24]

Notes: (*), (**) and (***) denote the significandevel of 10 per cent, 5 per cent and 1 per cempeas/ely.
Sign.: Significance.
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however, that there is a significant relation betwé¢he variables of the
age of the respondents and the level of educatimhthe degree of
satisfaction with staff sociability and friendlireeshe type of employer
variable also indicates a significant level of eiffnces between the
respondents on the degree of satisfaction with gality of advice
offered by the SFH staff, name, image and workiagrk. In addition,
the reportedz indicates a significant relation between type o$ibess
and working hours. Furthermore, the practising greti variable
registers significant differences as regards ttadityuof advice provided
by SFHs’ personnel, location of branch, SFHs name anage,
customer confidentiality and working hours of tHeHS.

The respondents in the 20-39 age group expressedhby were
satisfied with thefriendliness of the SFHs’ personnelth a degree of
69 per cent. The relevant rate for the respondents whole was 77 per
cent. It appears, however, that only 50 per cetbhase who aréterate
expressed their favourable view on staff friendsm&hereas more than
70 per cent of those who have had a universityaedegnd high school
diploma were satisfied with the attitude of thegoemel. As such, the
higher the level of education of SFH customers,higher becomes the
degree of satisfaction witktaff friendliness In comparison with the
respondents who are in the service business, thbeeare in the trade
business expressed that they were very satisfigtbasatisfied witlihe
operating hours of the SFHSs.

In order to test the reliability of the answers agiv by the
respondents to the questions in Sections 2, 4,d56arCronbah-alpha
coefficients were computed. The computed Cronbphadbr Section 2
was more than 60 per cent, being the lowest, aadjitlen coefficients
for Section 5 were more than 91 per cent, the lsighEhe alphas for
Sections 4 and 6 also represented a high degrediaiility, being 70
per cent and 90 per cent respectively. Thereforgn be indicated that
the answers of the respondents to the questiotieigiven sections are
consistent.

5. CONCLUSION

This study is designed to investigate the use arateness of customers
of interest-free products and services provided thg SFHs and
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customer satisfaction with the practices of sudaritial institutions in
Turkey.

Our findings indicate that the majority of the @mers are highly
well-educated, with more than 40 per cent holdingaahelor's degree
and above, and another 42 per cent holding a higbad diploma. In
addition, the results also show that about 65 pert ©of the SFH
customers fall between 20 and 39 years, engagibgsimesses of trade
and service. According to the results of the sureeyast majority of the
SFH customers have a low or middle income.

It appears from the figures that almost 55 per a#nthe SFH
customers also deal with a conventional bank a$ agehn SFH. This
appears to stem mainly from the fact that the Sé¢isot have a nation-
wide branch network and are not able to provideesointhe products
and services available through conventional banks ss fixed-income
and short-term investment opportunities.

The study results indicate that customer awareardsusage rates
are high for some of the products and services of the SFHSs.
Approximately 70 per cent of the customers hold/anirrent accounts
(wadiah), only 40 per cent of which have maintained atreteship with
their SFHs for more than three years. Almost hathe customers also
use thecredit cards provided by their SFHs. However, the findings of
the study points out that more than 70 per ceth®fSFH customers do
not hold an investment account in the form fofit and loss
participation account Furthermore, more than 47 per cent of those
customers are totally ignorant of timeusharakaequivalent of equity
partnership in interest-based finance system.

The results reported in the study indicate that SEldction criteria
by the customers are predominantdfigious-based decisions'These
are followed by Staff friendliness’ The factor of efficiency and speed
in completing a transaction’comes third “High rate of return”
received no support from the respondents and fasks

It also appears that the factor @bmpleting a transactionteceived
the highest satisfaction score by the SFH custgmieitowed by
“qguality of advice offered by the employees of f#id"S and ther'staff
friendliness” In the light of our findings, it may be suggesttut
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customers of the SFHs are not more likely to remath the same SFH
as the relationship established between an SFH isnadustomers
heavily relies on the efforts of the staff.

Our findings do highlight, however, some concemsthe SFHs in
Turkey. Since religion is the main factor in attrag customers, the
SFHs should recognise that customers do not vi@mtfust like any
other conventional bank operating in Turkey. Henttes quality of
service and the products and services offered fmeistompatible with
the principles of interest-free finance as wellgih the facilities of the
conventional banks. The opening of new branchesnse® be an
important factor in increasing the utilisation d¢fetfinancial products
and services provided by the SFHSs.

It is quite possible that all Muslims living in dslamic country are
unlikely to invest in every type of interest-freeogucts only because
they know that the latter exist. However, it is natlerstandable that the
vast majority of SFH customers are totally ignorahspecific interest-
free products to a great extent. It is worth notihgt convincing the
customers to use their specific interest-free sesviusing affordable
proportions is unlikely to facilitate the populgrigrowth of the SFH
interest-free financing facilities. Furthermoree tlesults of the customer
profile analysis revealed that the SFH customeesaaiite young and
have a low or middle income. These findings camuged as a basis for
savings and financing schemes that suit the soamegraphics of the
customers.
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