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Abstract: [slamic banking in Malaysia has been operating in parallel to conventional banking since the
establishment of the first Islamic bank in the country in 1983. Thus, Islamic banking in Malaysia has been facing
stiff competition against traditional banking in the country with a mixed population of Muslims and non-
Muslims. It is crucial to identify the factors that may impact the performance of Islamic banking in the country.
Therefore, this research aims to explore the factors that could affect Islamic banking performance in Malaysia.
This research presents a conceptual framework on the effects of product features, brand image, and service
quality on Islamic banking performance, based on the review of past research. Research hypotheses are
proposed based on the theorised relationship among the variables in this research. Significant effects are
expected between product features, brand image, service quality, and Islamic banking performance. This
research highlights the importance of Islamic banks to manage their product features, brand image, and service
quality to enhance their performance in the highly competitive banking industry.

Keywords: Islamic Banking, Product Features, Brand Image, Service Quality, Islamic Banking Performance.

1. Introduction

The Malaysian banking landscape consists of both the Islamic banking system and the conventional banking
system, which operate in parallel to one another. Islamic banking in Malaysia began in 1967 with the
establishment of Lembaga Tabung Haji (Muslim Pilgrimage Fund Board) to accept savings from Muslims for
hajj purposes (Bank Negara Malaysia, 2023a). Subsequently, the first Islamic bank in Malaysia, Bank Islam
Malaysia Berhad, was established in 1983 to serve the needs of Muslims in the country for banking products
and services that comply with Islamic law or Shariah (Bank Islam Malaysia Berhad, n.d.). Islamic banking in
Malaysia has been facing very stiff competition from conventional banking despite the dominance of Muslims
in the country. As of December 2024, assets of the Islamic banking system of the country were recorded at
USD260 billion, representing 43% of loans and financing of the Malaysian banking industry (FitchRatings,
2025). The report by Fitch Ratings (2025) also pointed out that the growth of Islamic banking deposits has
fallen short of the financing growth since 2020. The report by Fitch Ratings (2025) also indicated the lower
proportion of the low-cost current account savings account (CASA) Islamic deposits compared to the
conventional banking deposit, thus proving the stiff competition faced by Islamic banking from its competitor,
conventional banking. Consequently, Islamic banking needs to improve its performance compared to
conventional banking. Islamic banking can leverage its product features, brand image, and service quality to
improve its performance. Therefore, it is crucial to study the effects of product features, brand image, and
service quality on the Islamic banking market performance. This research has the following objectives:

Research objective 1: To identify the relationship between product features and Islamic banking performance.
Research objective 2: To identify the relationship between brand image and Islamic banking performance.
Research objective 3: To identify the relationship between service quality and Islamic banking performance.

2. Literature Review and Hypotheses Development

Theory of Social Exchange

Social Exchange Theory pointed out that relationships are developed through mutual exchange, whereby
individuals try to strike a balance between rewards and costs. The theory proposed trust, commitment, and
satisfaction as the factors influencing a bank-customer relationship. Trust is considered crucial for the Islamic
banking business. Banks are expected to fully comply with Shariah requirements and avoid involving
themselves with prohibited activities, including interest, gambling, and excessive uncertainty. Dedication to
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ethics in line with Shariah requirements will reinforce morality among customers, and consequently enhance
trust and satisfaction (Raza et al., 2023). An Islamic bank and its customers can be involved in a relationship
that provides benefits to both parties. Through the provision of equitable, ethical, and transparent services,
Islamic banks can fulfill the expectations of customers and consequently gain loyalty from customers. The
relationship between bank and customer can be strengthened, and consequently lead to customer retention as
the customer perceives value from such a relationship.

Theory of Social Identity

Social psychologists Henri Tajfel and John Turner (Tajfel & Turner, 1979) created Social Identity Theory in the
late 1970s. According to the Social Identity Theory, the group to which an individual belongs has a profound
influence on their feelings. According to this theory, people divide themselves and others into social groups,
such as religious, professional, or cultural groups, and these classifications produce shared identities. In the
context of Islamic banking, this can be used to understand how customers might develop a sense of collective
identity through their relationship with a Shariah-compliant bank. Customers may see their involvement with
Islamic banks as an extension of their personal and social identity, especially if they respect religious principles
and ethical financial practices (Tajfel & Turner, 1979). Social identity focuses on three important psychological
processes that help people create and maintain their social identities, such as social categorization, social
identification, and social comparison. Social categorization involves putting people together to understand and
define social settings. Islamic banking customers support ethical and religious practices, in contrast to
conventional banking customers. Social identification enhances such a relationship by linking the customer's
identity with the Islamic banks. Such a link enhances customer loyalty and brand attachment as customers'
personal and social trust are strengthened upon using Shariah-compliant services (Tajfel & Turner, 1979).

Theory of Service Quality

"The difference between what is expected from each service dimension and what the consumer perceives he
receives from them" is a general definition of service quality (Shonk & Chelladurai, 2008). Analyzing consumer
perception and satisfaction requires an understanding of this gap. The SERVQUAL model, developed by
Parasuraman et al. (1988), is one of the fundamental frameworks in this discipline. It identifies five dimensions
of service quality: tangibility, assurance, responsiveness, empathy, and reliability. The term "tangible goods"
describes the actual building, furniture, and appearance of the staff. Reliability highlights a bank's ability to
consistently deliver on its promises. Responsiveness shows that you are eager to help customers and offer
timely service. Reassurance is associated with expertise, courtesy, and trustworthiness of employees, while
empathy emphasizes personal care. These characteristics are extended by Brady and Cronin's (2001)
hierarchical model of perceived service quality, which combines three main constructs, including outcome
quality, service environment quality, and interaction quality. The importance of customer service provider
relationships is underscored by the quality of interactions, where perceptions can be influenced by the service
delivery process as much as the final product. While outcome quality focuses on service advantages, service
environment quality highlights how the physical environment affects the customer experience (Chen et al,,
2012). Amirzadeh and Shoorvarzy (2013) found that in the context of Islamic banking, customers are often
more concerned with practical aspects such as reducing waiting time and ensuring reliable, polite employees
rather than complying with Islamic law. Although these services are based on adherence to Islamic principles,
customers are more likely to focus on the practical and human elements of service provision. To successfully
meet customer expectations, Islamic banks must strike a balance between operational effectiveness and their
ethical obligations. Service quality theory offers a systematic method for understanding and improving
customer experience. This framework helps Islamic banking organizations to improve customer satisfaction
and create lasting loyalty by filling service dimension gaps, streamlining interactions, and making practical
improvements a priority.

Islamic Banking Performance

Organizational performance is critical as it reflects the ability of an organization to achieve strategic goals,
maintain operational efficiency, as well as ensure sustainability and competitiveness in the industry. Islamic
banking market performance is defined as fulfilling the expectations of customers and matching market
demands in an Islamic way, which is by following the shariah guidelines (Dusuki & Abdullah, 2007). The
performance of Islamic banking is shown by the consistent growth and significant contribution to the overall
profitability of the Islamic banks (Bank Negara Malaysia, 2023b; Islamic Financial Services Board, 2023).
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Islamic banks provide various products, dominated by financing facilities as their income-generating products.
The biggest contributor of profits to the Islamic banks is the home financing portfolio as it accounts for more
than half of the financing profits of the Islamic banks (Amin et al., 2017). This market performance is supported
by the attraction of Shariah-compliant products, which attract both Muslim and non-Muslim consumers due to
their ethical and safe nature (Amin et al, 2017). Islamic banking performance can be assessed from the
perspective of economic, environmental, and social (Alsmadi et al., 2023), which means that the performance
can be measured in monetary terms or non-monetary terms (perceptions). Islamic banking performance
guarantees the sustainability of the Islamic banks. Strong financial performance is very important to guarantee
the sustainability and growth of Islamic banks, especially in the face of competition from conventional banks
and digital finance players. Islamic banks must show financial resilience and effectiveness to remain relevant
(Alietal., 2021). Unlike conventional banks, which only strive to make profits, the performance of Islamic banks
also covers the achievement of Islamic values such as social justice, community wellbeing, and transparency.
Therefore, Islamic banking performance includes financial and non-financial dimensions (Mohd Nor et al,,
2020). Good performance plays an important role in increasing customer and investor confidence in the
integrity and efficiency of Islamic banking institutions. This includes the ability of banks to comply with Shariah
principles while achieving competitive returns (Abdullah et al,, 2022). Performance is also used to assess the
success of Shariah governance implementation on the operations and reputation of Islamic banks (Rahman &
Majid, 2021). In a recent study by Alkindi and Utami (2025), it was shown that the profitability of Islamic banks
could be achieved by complying with Shariah and by being responsible towards the environment. They also
pointed out that Islamic banks’ policies and strategies must emphasize green practices as an important aspect
in strengthening financial performance, in line with the Sustainable Development Goals.

Product Features

Product features refer to the tactics used by content marketing to attract customers to buy the product, and it
is also a key to reducing environmental consequences while simultaneously presenting a competitive
advantage to potential customers a competitive advantage. Therefore, the product can be tangible or intangible
since the main purpose is to attract customers and satisfy their wants and needs. Product features in the
technology sector are characterized by unique characteristics and/or unidentified technologies that are
challenging to explain to a large audience (Chaffey, 2024; Corazza, 2018; Al-Malkawi et al., 2023; John et al,,
1999). Product features significantly influence performance in the banking market by shaping customer
experiences, meeting varied financial needs, and differentiating banks from competitors. Besides, the degree
to which a product's visual components are regarded as aesthetically pleasing is known as product features
(Shahid et al., 2022). Shahid et al. (2022) also highlighted that by offering Shariah-compliant products, Islamic
banks may increase their customer base and build Muslim community confidence. Development of Islamic
banking products is essential to the overall development and stability of the Islamic finance sector. Product
features and performance are regarded as the most significant components in developing a bank’s competitive
advantage. Furthermore, banks are continuously analyzing the features and performance of their current
products to determine whether other products with broader features and performance can help them gain a
competitive edge and improve their market position in high-technology markets that are always changing (Al-
Kwifi & McNaughton, 2013). Certain product features become appealing only when they contribute to excellent
performance in a way that differentiates them from other products in the market. In a recent study by Miah et
al. (2024), the use of electronic banking applications in serving customers, convenient locations of the bank
branches, favorable terms and conditions imposed on the products and services given by the bank, attractive
product packages and offerings by the bank, and awareness of the customers towards the Islamic banking
products were found to be the factors considered by the customers in choosing an Islamic bank. Based on the
above arguments, the following hypothesis is proposed:

Hi: There is a significant relationship between product features and Islamic banking performance.

Brand Image

Brand image refers to a variety of human characteristics related to the brand. However, it is also referred to as
a word, sign, symbol, or design, or an assortment of such things, that differentiates the products or services of
one seller or group of sellers from the products of competitors. From a different point of view, brand image is
also referred to as customers' overall opinion and sentiment about a business, which can affect their purchasing
decisions (Aaker, 1997; Zhang, 2015). Company brands or products in the market could become a company's
personality trait. This can be called brand image. These features are impacted by marketing, corporate social
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responsibility, and other methods that have been used by the company (Araujo et al., 2023; Rico et al,, 2023).
Islamic banks not only provide products and services, but they also have ethical aspects that emerge from the
Islamic laws, which differ from those of conventional banks. Therefore, the customers in the Islamic Bank
ecosystem identify with financial institutions that comply with the Islamic views (Albaity & Rahman, 2021).
The transparency of Islamic Banks that follow the Shariah guidelines and the ethics plays a big role in engaging
and connecting with their customers (Abbas et al., 2020). (Rohmad et al.,, 2022) stated that brand image has a
positive relationship with the Islamic Bank, as they follow the Shariah-compliant rules and help their customers
gain and boost their trust in them. With the increase of globalization, the banking sector has improved all kinds
of services that they had due to the need to continuously grow. In a recent study by Siyamto et al. (2025), it was
found that customers with a positive perception towards Islamic bank image tend to have trust in the
institution, and consequently enhance intention and decision in using the Islamic bank service. Siyamto et al.
(2025) had also suggested that the Islamic bank double its effort in improving its image by delivering Shariah
values consistently through all marketing channels, highlighting social responsibility and services based on
religion, and developing a reputation through customer testimony and Shariah recognition. Based on the above
arguments, the following hypothesis is proposed:

Hz: There is a significant relationship between brand image and Islamic banking performance.

Service Quality

The capability of a service provider to effectively satisfy customers to improve market performance is referred
to as service quality. "Quality" is also a key factor in economic success in the service industry. Service quality
also refers to providing better or superior service in comparison to what the customer expects (Ramya et al,,
2019). Two components of the customer's perception of service quality include the process-related dimensions
and the technical or final dimension (Ramya et al., 2019). A good and stable market performance of Islamic
banking is influenced by the service quality. This can be shown by the customers who are loyal and satisfied
with the products and services that the bank offers (Afifah & Kurniawati, 2021; Ahmed et al., 2022). When the
customers are satisfied and happy, they will likely recommend it to others and make it more popular among
people, and develop more customers (Lee et al., 2020). This will indirectly increase the market performance of
the Islamic banking industry, and people will start to believe and try to involve themselves with Islamic banking
instead of conventional banking. Things are getting more challenging as technologies around the world are
continuously advancing. This will cause Islamic Banking and other sectors to have no option but to follow and
adapt to this digital age. However, most of the banks have similar features that make them look similar with no
differentiation, such as their online banking and mobile apps. Therefore, banks find out that the customers
prefer ‘high-touch’ interaction since it is more trusted (Grant Thornton, 2024). Banks need to give more focus
on ‘high-touch’ interaction instead of ‘high-tech’ interaction to maintain their market performance (Angur et
al,, 1999). Zeitun and Anam (2024) highlighted that service quality is important for Islamic banks as it is the
main driver in enhancing customer satisfaction, and consequently performance of the Islamic bank. Based on
the above arguments, the following hypothesis is proposed:

Hs: There is a significant relationship between service quality and Islamic banking performance.

Figure 1: Research Framework
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3. Research Design

The instrument to be used to gather data in the research is a questionnaire involving items or questions
adopted or adapted from previous studies. Responses will be gathered online through Google Forms, involving
closed-ended questions structured on a Likert scale, which require the respondents to evaluate each statement
onascale from 1 (strongly disagree) to 5 (strongly agree). Convenience sampling is chosen to collect data from
the population of Islamic banking customers in Malaysia, as it is impossible to obtain the list of Islamic banking
customers due to the secrecy of customer information. Convenience sampling is the simplest kind of non-
probability sampling, which seeks to get information from respondents who are "convenient" for the
researcher to contact. Researchers may choose individuals at random who are open to being approached and
taking part in the study using this convenience sample technique, rather than selecting them based on a
predetermined set of characteristics, also called a demographic. Descriptive and inferential statistical analyses
will be carried out on the data collected using Statistical Package for the Social Sciences (SPSS) software.
Descriptive statistics like means and standard deviation will be used to summarise and describe the
characteristics of the variables and provide an overview of the data that has been collected. Inferential statistics
will be produced using regression analysis on the data collected from the sample to describe and make
inferences about the population. The regression analysis is required to test the hypotheses on the effects of
product features, brand image, and service quality on the Islamic banking market performance.

4. Theoretical and Managerial Implications

Findings from this research contribute to the literature on Islamic banking management by proposing the
relationship between product features, brand image, service quality, and Islamic banking performance through
the integration with the Theory of Social Exchange, Theory of Social Identity, and Theory of Service Quality.
The relationship between product features, brand image, service quality, and Islamic banking performance is
established. Findings from this research highlight the importance of Islamic banks to carefully manage their
product features, brand image, and service quality, to enable them to enhance their performance in the highly
competitive market. Such actions must be considered in the banks’ strategies to remain relevant in the market
and survive the competition, not only against other Islamic banks but also against conventional banks.

Conclusion

Further studies are required to examine the effects of product features, brand image, and service quality on
Islamic banking performance. Hence, a questionnaire survey will be designed and distributed to empirically
examine these effects. Responses gathered will be analysed using SPSS in testing the research hypotheses. This
research is limited to the Malaysian context. Future researchers should consider testing the research
framework in other countries to increase the generalisability of the findings. We hope that the research findings
will help the Islamic banks in enhancing their performance. The results will also assist future researchers in
designing their studies on Islamic banking performance.
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