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ABSTRACT

Islamic banks play a major role in solving many financial and social problems.
Corporate Social Responsibility (CSR) has become a very important concept that is
practiced by Islamic banks worldwide to show better corporate image. The current
study focuses on the CSR disclosures of Islamic banks operating in Palestine, and
customers’ perception with CSR practices of these banks. The study has three main
objectives. Firstly, it aims to measure the quality of Corporate Social Responsibility
Disclosure (CSRD) of Islamic banks in Palestine within 2008-2013. Secondly, to
measure the level of customers’ perception of CSR practices of Islamic banks in
Palestine. And finally, to explain the differences between Palestinian Islamic banks'
CSRD and the customers’ perception of CSR practices. The data was based on
secondary data (using annual reports of Islamic banks during 2008-2013) and primary
data (i.e. questionnaires and interviews). The study used mixed methodology. Content
analysis was used to measure the quality and trend of CSRD, while questionnaires
were used to measure customers perception, and finally interviews were conducted to
further enhance the discussion of the results from the analysis. The study found that
overall; CSRD improved between 2008 and 2013. This was true for five out of the
seven dimensions of CSRD (i.e. Environment, Corporate Governance, Stakeholders
engagement, research and development, and Products and services). The results also
revealed that customers were moderately satisfied (3.97) with CSR practices of
Islamic banks in Palestine. The demographics of questionnaire respondents showed
mixed results. Age, years of experience, level of education, bank type, and customer
income had no differences, whereas gender and bank name affected customer’
perception on CSR practices in the area of products and services. The findings also
showed that Islamic banks and customers have to work together to promote awareness
about CSR in general, and that Islamic banks need to promote Shari'ah compliance
and charity among stakeholders in order to gain an edge over competitors within the
financial sector. The findings also showed that mandatory CSRD did not significantly
improve during 2008-2013, whereas it significantly improved for voluntary CSRD.
The current study suggested increasing CSRD, which are more relevant to customers,
such as products and services, research and development, and corporate governance.
The study also encouraged future research in Palestine using larger data sources in
order to gain a comprehensive view of the topic, as the industry is young and small
compared to similar industries in other countries.
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CHAPTER ONE
INTRODUCTION

1.1 BACKGROUND OF THE RESEARCH

Many studies have tried to explain a 'socially responsible organization’, while others
are more content to move the application of Corporate Social Responsibility (CSR)
into different industries, such as Islamic Financial Institutions (IFI's). These studies
have focused on disclosure levels, the marketing perspective of developing a social
image, and the standards governing the area of CSR disclosure in general. There is
also work being done on the existence of a linkage between CSR practices and
stakeholders' attitudes towards dealing with different organizations (Lodhi et al.,
2012; Stewert et al., 2011). As a result of the above, CSR practices and stakeholders’
perceptions are increasingly being discussed, as customers and professionals are
considered the major stakeholders in the services industry.

This study focuses on measuring the quality of Corporate Social Responsibility
Disclosures (CSRD) and customers' perception of CSR practices, and the reasons for
the differences between these. The current study used a mixed methodology based on
gathering both qualitative and quantitative data. There are 3 main aspects to the study:
the desirable CSRD, the desired CSR, and the actual CSRD. The study firstly
develops an index for CSRD, which is currently partially mandatory in Palestine (for
example, on Zakat), the index developed constitute the desirable CSRD. It then
measures the actual level of disclosure during the six years (2008-2013). This
constitutes the actual CSRD. It goes on to ask customers about their perception of the

CSR practices of Islamic banks. This constitutes the desired CSR as perception of
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customers on CSR practices may point to what customers actually would like banks to
practise and subsequently disclose. Finally, it asks professionals at Islamic banks to
explain the reasons for any differences that might exist between the desirable CSRD
and the actual CSRD at their bank, as well as any differences that exist between the
actual CSRD and the desired practices of CSR of these banks, and how these affect
customers’ perceptions.l.

In order to understand the objectives of Islamic banks, Muslims have to realize
that Islamic banks were established based on the objectives of Shari‘ah. Imam Ghazali
said, (as stated by Zubairu et al., 2011):

“The objective of the Shari'ah is to promote the well-being of all
mankind, which lies in safeguarding their faith (din), their human self
(nafs), their intellect (agl), their posterity (nasl) and their wealth (mal).
Whatever ensures the safety of these five serves public interest and is
desirable”.

Thus, Islamic banks (as quoted by Zubairu et al., 2011) have to advocate social
well-being by helping individuals develop themselves, and protect and enhance their
wealth (Lodhi et al., 2012; Stewert et al., 2011).

Maali et al. (2006) defined Islamic banks as ‘banks that follow Islamic
Shari‘ah in their business transactions’. Al-Kabisi, (2005) described Islamic banks as
those ‘Islamic organizations that interact in different businesses to build society and
benefit individuals based on Islamic principles’. The first Islamic bank (Mit Ghamr
Local Savings Bank) was established in Egypt in 1963, followed by the development
of similar banks in other Islamic countries, such as the Kingdom of Saudi Arabia,

United Arab Emirates, Sudan, Jordan, and others (Venardos, 2005). The fast

! What ought to be desired is (desirable), and what is actually desired (the desired), and what is actual
CSR practice (Kasim et al., 2009)
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expansion of Islamic banks all over the world gave rise to the need to study this
phenomenon from multiple perspectives (Hassan et al., 2011; Gao & Aribi, 2010).

Islamic banks have witnessed great expansion throughout the world. However,
recent research highlights the fact that Islamic banks might not be fulfilling their
social role in accordance with the Shari‘ah, as they disclose less CSR information than
was expected (Hassan et al., 2011; Gao & Aribi, 2010; Harahap & Hassan, 2010;
Haniffa & Hudaib, 2007).

Although much research has been done in this area (Alamer et al., 2015,
Belkacem and Ladraa, 2015; Hadi et al., 2012; Al-Qadi, 2012; Lodhi et al., 2012;
Stewert et al., 2011; Zubairu et al., 2011; Hassan et al., 2011; Harahap & Hassan,
2010; Gao & Aribi, 2010; Abd Rahman et al., 2010; Haron et al., 2009; Siwar &
Hossian, 2008; Haniffa & Hudaib, 2007; Lanis & Farook, 2007; Maali, et al., 2006), it
is still quite unclear how it can all be incorporated into a body of knowledge that could
help impose these criteria for Islamic banks’ disclosures. The literature also suggests
that it is impossible to have the same criteria imposed on all Islamic banks everywhere
in the world, as there are still differences in culture, attitudes, and even expectations of
Islamic banks, along with differences in what they offer to a community (Gao &
Aribi, 2010; Haron et al., 2009).

This research asks professionals working in Islamic banks their opinion. While
CSRD focuses on presenting all practices relating to the social role played by an
organization within a certain community through annual reports and other publications
(Hadi et al., 2012; Haron et al., 2009; Haniffa & Hudaib, 2007), customer perception
focuses on the attitudes of customers towards different CSR practices and products
and services offered by the banks (Dent et al., 2011; Waemusor, 2010). Customers’

attitude may be positive or negative; this is based on the level of reward (satisfaction)
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they receive from consuming a certain product or service (financial satisfaction,
emotional satisfaction, and overall social welfare) (Khattak et al., 2010; Amin & lIsa,
2008). As a result of gaining the emotional satisfaction of being Shari‘ah compliant
and a good Muslim, customers express satisfaction with Islamic banks (Hadi et al.,
2012).

The current study focuses on three areas which have not been adequately
addressed in previous studies. Firstly, previous research in the area of CSR disclosure
has lacks recognition of the need to incorporate some services' perspective and the
social role of the bank within the CSRD indices developed in Palestine thus far.
Secondly, insufficient attention has been given to customers’ evaluation of the degree
to which Islamic banks comply with Shari'ah in terms of the actual impact of the
services they provide (Bukhari & Awan, 2011), which is one of the main determinants
for customer satisfaction within the financial industry. Thirdly, previous research has
established the differences between Islamic and conventional banks but not the
differences between Islamic banks themselves. In examining these inadequately
researched areas, this current study uses mixed methodology rather than either
questionnaires or content analysis. It investigates how demographics of customers
affect their opinions about different areas of CSR. Findings from this investigation
may help Islamic banks’ top management focus on relevant and pertinent social
practices of the other customer groups. Finally, the study specifically focus on
Palestine, as research here is limited and the Islamic finance industry is relatively
young (just over 20 years). It is hoped that the results will assist in expanding the

Islamic financial sector in Palestine and improving the social role of Islamic banks.
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1.2 STATEMENT OF THE PROBLEM

Many studies have investigated the quality of CSRD for Islamic banks worldwide.
Most of these studies reported fluctuating disclosure performance of banks under
different categories, including Shari'ah compliance, environment, and Corporate
Governance (AlQadi, 2012; Zubairu et al, 2011; Haniffa & Hudaib, 2007). This is
somewhat surprising, as many regulating bodies are working to advance CSR
governance in this area in different parts of the world (Belkacem & Ladraa, 2015;
Lanis & Farook, 2007; Dusuki & Abdullah, 2006). This lack of consistency in
disclosure practices is particularly worrying, as Islamic banks are experiencing
consistent growth and are regarded as one of the main pillars of economic
development in many Muslim and non-Muslim countries (Lanis & Farook, 2007). It
also raises the question of whether CSRD for Islamic Financial Institutions (IFIs) in
general, and Islamic banks in particular, should remain partially voluntary or be fully
regulated (Zubairu et al., 2011; Hasan et al., 2010).

The problem that is receiving the most attention in the academic field is the
fact that although CSRD is improving, the Islamic banking sector still neglects the
role of customers in directing their CSR practices (Khattak et al., 2010). The studies
have focused primarily on the role of customers and professionals as they participate
and interact consistently within the services industry, and are considered the main
pillars for the financial sector in general, and the banking sector in particular (AlQadi,
2012; Bukhari & Awan, 2011; Dent et. al, 2011).

Consequently, this study focuses on both Corporate Social Responsibility
Disclosure (CSRD) of Islamic banks in Palestine, and customers’ perception of their
CSR practices. The CSR for Islamic banks comprises two important and interrelated

parts: (1) CSRD and (2) the CSR practices which are partially or fully reflected in the
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CSRD. More importantly, Professionals are able to help explain the reasons for the
differences that exist between these banks desirable and the actual CSRD. They will
also enhance our understanding on CSRD and customer satisfaction with CSR
practices of these banks. This will assist top management of Islamic banks to realize
the importance of reporting such practices, and how it correlates with their customers’
willingness to deal with them, as they become motivated by religion and Shari‘ah
compliance (Bukhari & Awan, 2011; Nejad et al., 2011, Alam & Hisham, 2011).

This approach is based on the works of Maali et al. (2006) and Haniffa and
Hudaib, (2007), who pioneered the understanding of CSRD while managing to
measure its level in different Islamic banks. Their work was also unique, as it revealed
the differences between Islamic banks in their reporting of social events, which was
not addressed in previous works on this topic. This is important, as it had the potential
to help these banks gain a competitive advantage over other banks, including
conventional banks (Lee & Shakir Ullah, 2011). The problem is investigated
thoroughly within the Palestinian context as Palestine still lacks studies that address
the issue in the Islamic banking sector of the country, as explained in the contributions

of the study later.

1.3 MOTIVATIONS OF THE RESEARCH

Firstly, many research work emphasize the need to standardize CSRD for Islamic
banks (Belkacem and Ladraa, 2015; Zubairu et al., 2011; Haniffa & Hudaib, 2007;
Maali et al., 2006). Maali et al. (2006) started the work on such standardization
through constructing an index of disclosure for Islamic banks. However, the work did
not account for the customers' perception of CSR practices. It also did not consider the

role that Islamic banks play in society in assisting to pave the way for customers to
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increase their wealth and achieve the important objective of to Shari'ah for safe-keep
the wealth (Mal) (Zubairu et al., 2011).

Secondly, the study highlights the need for extensive research in the area of
customer perception of Islamic banks’ social practices and the determinants of
customer behaviour towards these institutions (Khattak et al., 2010; Amin & Isa,
2008). One area of focus is the relationship between CSR practices and customer
satisfaction with the banks’ services from the social rather than the financial
perspective. Although customers seek banking services for different purposes, they
still seek the same services but on the concrete basis of being Shari‘ah compliant
(Bukhary et al., 2011; Khattak et al., 2010, Waemusor, 2010; Amin & Isa, 2008).
Also, the differences that exist among customers and how these affect their
satisfaction with CSR practices have not been examined in Palestine.

Lastly, the literature on Islamic banks in Palestine stresses the need for
detailed scientific research of this sector to promote its operations and customer
understanding of its services. The study stresses the fact that differences do exist
between what is being socially disclosed and what is being socially practised by
Islamic banks. This is explained and justified by the professionals working at senior
positions in these banks (Al-Shananeer, 2008; Ayub, 2007; Meqdad & Halas, 2005).
More importantly, the study focuses on the extent Islamic banks in Palestine are

socially responsible.

14 RESEARCH OBJECTIVES
This study investigates CSRD of Islamic banks and customer perception of Islamic
banks’ CSR practices. It uses literature to establish a measure for the CSRD of Islamic

banks, to examine the levels of customers’ perception associated with these CSR
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practices, and, finally, to examine the reason behind differences between content

analysis results and results of questionnaires on CSR practices of Islamic banks. The

overall objectives of this study are:

To measure the quality of CSRD of Islamic banks in Palestine within
2008-2013,

To measure the level of customers perception of Islamic banks’ CSR
practices in Palestine,

To explain the differences between Palestinian Islamic banks' CSRD and

the customers’ perception of CSR practices.

1.5 RESEARCH QUESTIONS

Based on the objectives of this study, the following questions are investigated:

What is the quality of CSRD for Islamic banks within between 2008-2013
in Palestine?

What is the customers’ perception of the Islamic banks CSR practices in
Palestine?

What are the main reasons for the differences between CSRD and

customers perception of CSR practices of Islamic banks in Palestine?

1.6 OVERVIEW OF THE RESEARCH METHODOLOGY

The current research uses a mixed-methods design via the collection and analysis of

primary and secondary data. Secondary data is collected through development of a

CSRD index and conducting content analysis for the annual reports of the three

Palestinian Islamic banks within 2008-2013, while the primary data is collected by

using a questionnaire distributed to 150 customers of the same three banks. The
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