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Abstract

Islamic Financing refers to the financing activity that complies with Islamic law and its practical application through the
development of Islamic economics. It is one of the fastest-growing sectors in the world. The activities of Islamic Financial
Institutions are found in all over the globe. In Sri Lanka, Islamic banking was introduced by Amana investment in 1997. Started
primarily to cater for the Muslim community as a private operation, it had become to be one of the growing financial sectors in
Sri Lanka. More than 19 financial institutions offer Islamic finance services in Sri Lanka, including one fully-fledged Islamic
bank and seven Islamic banking window operations. Overall, the performance of Islamic banking services has been identified
by researchers as steady but slow compared to the growth of conventional finance. There is a huge potential for the Islamic
banking and finance industry to grow and reap its full potential with proper regulatory and institutional support. Islamic finance
had been used by Muslims and non-Muslim customers in the country irrespective of religious influence. There had been valid
concerns over this burgeoning industry in Sri Lanka that need to analyze in detail. Therefore, this research aims to determine
the awareness level of non-Muslims of Ampara district in Sri Lanka about Islamic financial institutions and identify whether
they realize the existing difference between Islamic financial institutions and conventional financial institutions in Sri Lanka.
This study had been carried out using quantitative methods. For this study, primary data were collected through the
questionnaire. Questions were distributed to all the respondents through Google Forms, and data was obtained. Among the
selected sample size of 200 respondents, only 165 questionnaires were valid and used for the data analysis. The questionnaire
consists of two parts: the first part requires the details of the respondents, and the second part deals with the awareness level
regarding financial institutions. Collected primary data was analyzed through Microsoft Excel and presented through the tables
and figures. Secondary sources were collected through academic journals, books, research articles, and thesis and website
articles. According to the findings, even if non-Muslims are as aware of Islamic financial institutions as conventional financial
institutions, their engagement level in Islamic financial institutions is very low.

Keywords: Awareness; Islamic Financial Institutions; Non-Muslims; Sri Lanka; Islamic Finance; Islamic Law
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1. Introduction

Islamic finance is a term that reflects a financial business that is not contradictory to the principles of the Shari’ah. Islamic
finance refers to how businesses and individuals raise capital through Islamic Shari’ah. Islamic finance demands the avoidance
of Riba (usury) and Gharar (ambiguity or deception) (Ilma et al., 2022; Ross, 2022; Trokic, 2017; Rahmani & Avdukic, 2022).
Islamic finance or Shari’ah compliant financing (SCF) is one of the fastest growing segments of the global financial system,
with an estimated compound annual growth rate of 17% since 2009. The Islamic finance sector continues to grow, expanding
to new jurisdictions and maintaining momentum in countries with a well-established presence (Islamic Finance, n.d.; Omoruyi
& Osaigbovo, 2022). The activities of Islamic Financial Institutions are found all over the globe. According to the Sri Lankan
context, Islamic banking was first introduced by Amana Investment in 1997. Started primarily to cater for the Muslim
community as a private operation, it had become to be one of the growing financial sectors in Sri Lanka. Currently, there are
more than 19 Islamic financial institutions that have been continuing their activities (Fawzer, 2016; Hilmy et al., 2021). In
particular, Islamic banks, Islamic insurance companies, Islamic leasing companies and many other institutions provide services
(Zaki & Hussainey, 2015). Islamic finance has emerged as an effective tool for financing development worldwide, including
in non-Muslim countries (Kaadi, 2023; The World Bank, 2015). In this regard, Sri Lanka is also a non-Muslim country which
provides Islamic financing services. As this, 90.2% of the population is non-Muslims as Buddhist, Hindus and Christianity
(U.S. Department of State, 2021). Furthermore, services of Islamic banking and finance are not just for Muslims but also for
non-Muslims (Sajith et al., 2021). According to Nairoos et al. (2019), most non-Muslims are less aware of Islamic financial
concepts, products, services and features. This study was done in 2018 and 2019 based in Sungawila, Sri Lanka. Moreover,
Abdullah et al. (2012) indicate in their study that non-Muslims are eager to learn about Islamic finance. This study investigates
the relationships and perceptions about the Islamic banking and finance system among non-Muslim undergraduates at the South
Eastern University of Sri Lanka. But our study has done in 2022 and 2023 based on the data collected from the non-Muslims
of Ampara District, Sri Lanka. Therefore, this study is conducted to identify the level of awareness of Islamic Financial
Institutions among the Non-Muslims in Ampara District. Ampara district consists majority of non-Muslims. Almost 60% of
non-Muslims live there. Therefore, these non-Muslims can be involved in the Islamic banking and finance sector due to the
awareness of Islamic banking to the non-Muslims who live with 40% Muslims.

2. Literature review

Many studies have been conducted on awareness of Islamic financial institutions among non-Muslims in the global level and
local level. Studies under-taken by several researchers to investigate the awareness level of non-Muslims on Islamic financial
institutions locally and globally and their findings are being discussed below. The research entitled "Perception of Non-Muslims
Customers towards Islamic Banks in Malaysia" Abdullah et al. (2012) is examine non-Muslim customers’ perception of Islamic
banking products and services in Malaysia. The result of this study showed that Islamic banking services are making headway
among non-Muslims in Kuala Lumpur. Another study entitled, "Non-Muslims’ Perceptions toward Islamic Banking Services"
have been written by Hidayat & Al-Bawardi (2012) in Saudi Arabia. For this study data have been gathered through self-
administered questionnaires from non-Muslim expatriate bank customers in Saudi Arabia. Results of the study indicate that all
the respondents are aware of and have or had prior Islamic banking exposures. Furthermore, the findings indicate that majority
of non-Muslim customers in Saudi Arabia perceive current Islamic banking services as diverse and suitable in satisfying their
banking needs. Research of Sayilir & Soud (2017) explains that there a significant difference between perceptions of Muslims
and non-Muslims with respect to Islamic banking in Tanzania. Furthermore, with respect to level of awareness of Islamic
banking the findings reveal that nearly two thirds of Muslim respondents are aware of Islamic banking whereas only one third
of non-Muslim citizens are aware of Islamic banking. Respondents claim that they learn about Islamic banking products and
services mostly through friends or Islamic banks. Moreover, Muslim and non-Muslim citizens tend to have different factors
which may encourage or discourage them to use Islamic banking.
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Additionally, the research entitled "Perceptions of Islamic Banking among Muslim and Non-Muslim Citizens in Tanzania"
done by Soud & Sayilir (2017) is examining the awareness regarding Islamic banking products and services as well as the
factors which influence citizens of Tanzania in choosing Islamic banking. Snowball sampling technique and Chi-square test
have been used in this study. According to the findings, there is a significant difference between the perceptions of Muslims
and non-Muslims concerning Islamic banking in Tanzania. Furthermore, according to awareness of Islamic banking, nearly
two-thirds of Muslim respondents are aware of Islamic banking, and only one-third of non-Muslim respondents are aware of
Islamic banking. Pratiwi et al. (2019) studied "Perception of Non-Muslim Religious Leaders to Islamic Financial Institution".
This study aims to determine the perception of religious leaders regarding the existence of Islamic financial institutions. Data
for this study was obtained through interviews with religious leaders. The findings of this research showed that socialisation
efforts regarding the existence of Islamic financial institutions in the religious community were still needed so that the
actualization of the concept of Islam through inclusive financial institutions could be realized.

Sohail & Ahmed (2021) studied "Non-Muslims Attitude and Perception towards Islamic Banking: A Case of District
Peshawar". In this study, the factors that are being considered by the non-Muslims are found in the available literature. And
also, the relationship between the mentioned independent variables and the dependent variable, Acceptance of Islamic Banking
among non-Muslims, is checked through the SPSS. Based on the findings of this study, factors, cost/benefit analysis, the bank’s
reputation, and advertising are valued the most by non-Muslims in selecting an Islamic Bank. Furthermore, findings suggest
that non-Muslims value the factors, Religion, and Social Pressure the least in selecting an Islamic bank.

Another study was conducted by Nimsith et al. (2018) regarding Awareness of Islamic Banking Products and Services among
Non-Muslims in Sri Lanka. One of the main purposes of this study is to examine the level of awareness, understanding and
perceptions of non-Muslims in Sri Lanka of Islamic Banking products and services. And also, this study aims to identify if
there is any demographic influence on the awareness, understanding and perceptions of Islamic banking products and services
among non-Muslims in the Ampara district. 200 respondents from different areas in the Ampara district have been selected for
this study. According to the study's finding, non-Muslims’ understanding level towards Islamic banking concepts is average,
and their perceptions of non-Muslims towards Islamic banks vary among themselves. Safrin & Nairoos (2019) studied
"Attitudes of Non-Muslims on Islamic Financial Institutions: A Study based on Sungawila Area in Sri Lanka". The purpose of
this research is to identify the attitudes of non-Muslims toward Islamic Financial Institutions. A representative sample of 150
respondents is surveyed with the help of a structured questionnaire developed for this purpose. It is possible to see through this
study that the data were analyzed through SPSS. The finding of this study shows that the majority of non-Muslims are not
expected to view Islamic Financial Institutions only for Muslims' obligations on the other hand, they are less aware of Islamic
financial concepts, products, services, and features. And also, most of the non-Muslims are expected to see should open more
up branches and facilities of Islamic Financial Institutions.

Sulaitha & Mazahir (2018) conducted a study entitled "Awareness of non-Muslims about Islamic financial institutions in
Colombo district". The primary objective of this study is to determine the awareness level of non-Muslims in the Colombo
district about Islamic financial institutions. The secondary objective is identifying whether they realize the differences between
IFI and CFI. For this research, 200 questionnaires were distributed to non-Muslims in the Colombo district. The research
findings show that non-Muslims of the Colombo district have a general awareness level of Islamic financial institutions but
require further knowledge to better understand the difference between Islamic financial institutions and conventional financial
institutions. According to the study "The perception about Islamic banking and finance system among non-Muslim
undergraduates in South Eastern University of Sri Lanka" non-Muslim undergraduates have knowledge of Islamic banking &
finance. Although many non-Muslim undergraduates are aware of this, but they don't have much knowledge about it. This
finding is based on data obtained from 50 respondents (Ahamed et al., 2021). Islamic financial institutions face many
challenges. Particularly, Misconceptions about Islamic financial institutions are prevalent in countries with large numbers of
non-Muslim citizens. Non-Muslim citizens may perceive Islamic financial institutions negatively and think that Islamic
financial institutions are only for Muslim citizens (Soud & Sayilir, 2017). According to the previous study, majority of the non-
Muslims are not expected to view Islamic Financial Institutions are only for Muslims' obligations on other hand they are less
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