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ABSTRACT 

One of the most challenging issues facing the conversion of conventional banks to 
Islamic banks in Libya is identifying the factors that ensure the successful 
implementation of this conversion process. This study investigates the determinants of 
employees' readiness to convert to Islamic banking in the Libyan commercial banking 
sector. To address the above, this study adopts the organisational change theory, in 
particular, the climate of change combined with personal values theory as the guiding 
theories of the research. The study encompasses nine determinants as independent 
variables. These are general support by supervision, trust in leadership, participatory 
management, cohesion and politicking, involvement in the change, ability of 
management to lead change, attitude of top management toward the change and 
openness to change whereas Readiness for change is the dependent variable. Two more 
variables ( openness to change and nature of change) were inserted to test their 
moderating effect between two independent variables (involvement and openness) 
respectively and the dependent variables. To analyse these relationships, the study 
adopted a quantitative approach using Structural Equation Modelling (SEM). The study 
adopted a self-administered questionnaire survey where a total of 482 surveys were 
distributed of which 316 were useable. The findings of this research revealed that 
general supp011 by supervisors, involvement in the change process as well as openness 
to change have a positive and significant impact on employees" readiness for conversion 
to Islamic banking. Furthennore, the findings showed that trust in leadership, 
paiiicipatory management, attitude of top management are statistically insignificant. 
Lastly, the study found a significant full moderation effect of openness to change on the 
relationship between involvement in the conversion process and employees' readiness 
to convert to Islamic banking. Moreover, a partial significant moderation effect was also 
found for the nature of change (imposed and voluntary) with negative direction between 
openness to change and employees' readiness for conversion. This means that imposed 
change does not affect employees' readiness for the conversion regardless of the 
openness level of employees whether high or low. In addition, the findings also 
indicated that the applied theories using the (OCQ-C, P, R) and (PVQ) instruments are 
valid for predicting employees' readiness to convert to Islamic banking in Libya. 
Recommendations of the study will assist bank managers, regulators, and the Central 
Bank of Libya to identify the obstacles related to human factor that hinder the 
conversion process. The study concludes that the positive impact ofleaders' supportive 
climate, openness values and engaging employees in the conversion process for the 
successful and smooth transfonnation process will have a long-lasting effect to solve 
problems resulting from the lack of employees' readiness to convert and hence reducing 
employees' resistance to change. 
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1.lBACKGROUND 

CHAPTER ONE 

INTRODUCTION 

Currently, there is a significant increase in the demand for Islamic banking products 

and services globally. Globally, banks compete to introduce Islamic products in their 

respective jurisdictions. Outside of establishing a full-fledged Islamic bank, introducing 

Islamic products takes various forms because some banks open windows or subsidiaries 

while others prefer to open separate branches to offer Islamic products. However, the 

ideal model is to convert to an Islamic bank from a conventional bank according to the 

Accounting and Auditing Organisation for Islamic Financial Institutions (AAOIFI) 

(Yaquby, 2005). 

In recent decades, converting conventional banks to Islamic banks has become 

a popular approach including in Libya. For instance, Libya, where almost the entire 

population is Muslim, the government has striven to convert the entire banking system 

to an Islamic system including the country's regulatory bodies. Nevertheless, this 

process continues to face several obstacles that hinder the conversion process. 

Apart from Libya's case, many efforts in the context of converting to Islamic 

banking reported the progress in the change process of an institution rather than 

analysing employees' readiness for change, e.g., Al-Atyat (2007), Abdalla, Aziz, and 

Johari (2015a & 2015b ), Abdalla, Ridhwan, and 3 (2015), Abdalla, Ridhwan, Johari, 

and Musbah (2015), Ahmed and Hussainey (2015), Butt et al. (2011), Hassan and 

Bashir, n.d.; Rafay and Sadiq (2015), Saaid, Shafii, and Shahimi (2016). This is despite 

growing consensus among change scientists that a critical factor in determining the 

success of any organisational change involves employees' acceptance of it ( e.g., 



Armenakis & Bedeian, 1999; Bouckenooghe et al., 2008; Holt & Vardaman, 2013; 

Bartunek et al., 2006; Oreg & Berson, 2011). Before discussing the process of 

converting to Islamic banking in Libya, there is a need to highlight Libya's geographical 

location, economy, and banking system structure. 

1.1.1 An Overview of Libya 

As a populated Muslim country, Libyan people, in general, expect that the government 

should adopt the Islamic philosophy of economics which is based upon justice, equity 

and the prohibition of usurious transactions that involve gambling and excessive 

speculation (Gath, 2009). This expectation was emphasised by studies that report that 

the majority of Libyans are willing to deal with Islamic solutions to economic and 

financial activity (Humaira & Iswusi, 201 O; Kumati, 2008). 

1.1.1.1 Location and Country Characteristic 

Libya is a developing Arab country located in North Africa. It has an area of 1.8 million 

square kilometres and a population of 6,411,776. The majority of the population are 

Muslim (Libyan General Information Authority, 2013 1). Libya has an attractive 

geographical location which is surrounded by African countries such as Egypt from the 

east and Sudan from the south-east, Chad and Niger from the south and Tunisia and 

Algieri from the west. Among these countries, Egypt, Sudan and recently Tunisia and 

Algieri are already practising Islamic methods of finance. This geographical location 

makes the country commercially and economically viable, given the trade link between 

these countries. Libya is now seeking to adopt a free-market system to encourage 

investment, especially after the Arab revolution in 2011. This means opening the door 

1 This is the latest statistic collected by the General Information Authority. 
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for Islamic banks worldwide, especially from neighbouring countries to establish new 

branches in Libya (Gait, 2009). 

1.1.1.2 Eco11omic Structure 

Briefly speaking, the Libyan economy, like most other Arab countries, is dominated by 

the oil sector. According to the last annual report issued by Central Bank of Libya, the 

oil industry accounts for more than 60% of GDP which represents approximately two­

thirds (Central Bank of Libya, 2014a). Moreover, the oil sector contributes around 96% 

of government revenue, and hence it covers almost all its trade and foreign exchange 

earnings. The service sector contributes most of the remaining third of GDP (CBL, 

2020). 

The contribution of agriculture has remained negligible despite government 

efforts through its development plans (73-75) (76-80) (81-85) (86-90) (91-95) and 

(2001-2005) to promote this sector and achieve self-sufficiency in food production. 

Thus, diversifying income sources and reducing dependence on the oil industry. 

However, to date, Libya has failed to reach that target (Muktad, 2011; Research 

Statistics Department CBL, 2017). 

Historically, the heavy dependence on the oil industry in addition to socialist 

policies affected the economy of the country adversely. The policies virtually made all 

services under state-ownership including the banking sector. With this, the Central Bank 

exerts full control over the banking sector with an ownership stake in a significant 

number of the state-owned banks, making up to 85% of Libya's banking assets 

(Dempsey, 2013). This ownership also created several issues such as independence 

issues between CBL and banks, introducing low-quality products and services and 

nurturing a dependency between commercial banks and CBL during the implementation 
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of the conversion process, such that each party is accusing the other of the failure of the 

conversion process. 2 

1.1.1.3 Banking System Structure 

The Libyan banking system is dominated by the Central Bank of Libya (CBL) which is 

the nation's monetary authority. Seventeen commercial banks are operating under the 

monetary authority, with the ownership varied between state, private and mixed 

ownership. As depicted below, Jomhoryia, National Commercial Bank, Al-Wahda Al­

Sahara, North Africa and Al-Waha Banks are state-owned with a small percentage from 

the private sector. Two banks are owned equally by Qatar and the UAE, whereas the 

remainder are private or partially private-owned. There are four specialised banks, 

namely the Agriculture Bank, Saving and Real Estate Investment Bank, Development 

Bank and Rural Bank (Research Statistics Department CBL, 2016). The state-owned 

banks, especially the former four, are driving the market and possess some 85% of the 

banking assets (Research Statistics Department CBL, 2016). Another four specialised 

banks are operating under the national government. The Central Bank of Libya (CBL) 

is the monetary authority in the country and regulates the Libyan financial system. The 

bank has complete control over the banking sector with an empowering stake in a 

significant number of state-owned banks (Dempsey, 2013 )-

Although Libya is not entirely practising Islamic banking and finance, the CBL, 

in 2009, issued a guideline numbered A.R.N.M. No. 9 of2009 which allowed the banks 

to introduce what was called the alternative products (i.e., Islamic banking products) 

and Jomhouria Bank was the pioneer in this regard (Ajaj, 2019). To date, these Islamic 

2 Fathi Aqub is the consultant of the CBL's governor for Islamic banking affairs. He explained that in an 
interview conducted in 2016 with him by the researcher on issues relating to conversion to Islamic 
banking in Libya. 
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