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Abstract 
To sustain a competitive advantage, organisations should procure resources and use it 
towards this objective, which would ultimately lead to superior performance. Academics and 
business professionals consider the most valuable resources of an organisation are good 
reputation. Performance of infaq receive by private Islamic schools is closely related to the 
donating behaviour of the donors. In today’s highly competitive and resource-scarce 
environment, the private Islamic schools as non-profit organisations must create a positive 
image and reputation to gain the public's favour and trust and consequently, more donations. 
As the number of private Islamic schools increased yearly, each school needs to identify its 
competitive advantage in order to be more attractive in the eye of the stakeholders. Using a 
cross sectional survey design, this study intended to explore the relationship of reputation 
and competitive advantage to the financial performance of infaq received by private Islamic 
schools in Malaysia. The SmartPLS (v. 3.2.9) software was used to run the Structural Equation 
Modelling (SEM) technique and the findings showed that the competitive advantage is 
influenced by reputation, however the competitive advantage does not lead to superior 
performance of infaq received by private Islamic schools in Malaysia. It is hoped that future 
studies focus on separate studies involving pondok institution, tahfiz schools as well as SRI 
and SMI to obtain more comprehensive results. 
Keywords: Reputation, Competitive Advantage, Performance, Donation, Private Islamic 
Schools. 

 
Introduction 
Non-profit organisations generally receive contributions from the general public, 
corporations or other stakeholders. Donations from various stakeholders are an important 
source of funding since these organisations depend on it to run their organisations and carry 
out their responsibilities. As a non-profit organisation, most private Islamic schools in 
Malaysia depend on public donations to finance their operations since students’ fees alone 
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are not enough to cover operating and development costs. The financial performance of infaq 
received by private Islamic schools is closely related to the giving behaviour of donors and 
other stakeholders. In today’s highly competitive and resource-scarce environment, non-
profit organisations must create a positive image and reputation to gain the public's favour 
and trust and consequently, more donations, since the image and reputation of these 
organisations is critical to influence a donor’s behaviour (Huang & Ku, 2016). However, the 
growing number of negative issues faced by private Islamic schools in Malaysia, as reported 
in the local media, might have tarnished the reputation of these schools. This situation has 
raised public concern over the operation and existence of these schools (Andres, 2017; Aziz, 
2018; Bernama, 2018; Ying, 2018). Furthermore, as the number of private Islamic schools 
increased yearly (Ambotang & Majuleka, 2018; Ibrahim et al., 2005; Ismail, 2016), this 
situation had forced schools to compete with other schools for the pool of resources. In order 
to survive the competition, each school needs to identify its competitive advantage and 
perform better than other schools. Each school must have the capability to attain and sustain 
its advantage over its competitors in order to be more attractive in the eye of the 
stakeholders. 

Therefore, to establish a good reputation is the key concern of the private Islamic 
school’s management is in order to attract more students to study at their institution as well 
as to gain the support of potential donors. Good reputation could pave the way for these 
private Islamic schools to be competitive in the market, which could then influence 
stakeholders to consistently contribute funds to these schools. Thus, this study attempts to 
unravel the issue by exploring the relationship between reputation, competitive advantage 
and the financial performance of infaq received by private Islamic schools in Malaysia. 

The study consists of four parts. Firstly, this study discuss on the overview of 
reputation and competitive advantage.  Secondly the literature review and past studies 
related to reputation, competitive advantage and financial performance, as well as the 
research framework and hypothesis will be described and explained. Thirdly, the method of 
the study is presented. Finally, the results of the study are presented, analysed and discussed, 
followed by conclusion including managerial implications concerning reputation will be 
provided. 
 
Literature Review 
Financial Performance 
Roberts and Dowling (2002) posited that organisations with priceless, rare, and inimitable 
assets like a good reputation and competitive advantage can attain a sustained superior 
financial performance. Reputation is of immense significance as it increases an entity’s value, 
which hampers other competitors from competing with these entities and their values. 
Financial performance can be measured by using several means. Numerous studies have 
adopted subjective approaches to measure financial performance for several reasons. 
According to Man (2011), as quoted by Agyemang and Ansong (2017), another method for 
evaluating an organisation’s financial performance is to use scales instead of using actual 
figures as the reluctance to divulge confidential facts and figures is prevalent among some 
owner/managers. Generally, managers will be unwilling to reveal the actual performance 
data if it is considered commercially sensitive or confidential. Due to the public unavailability 
of financial information regarding private Islamic schools and the possibility of school 
managers unwilling to disclose sensitive information, hence, this study adopted the subjective 
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approach of measuring financial performance and adapting the measurement used by Suomi 
(2015), which looks at the sufficiency of funds received. 
 
Competitive Advantage 
Generally, competitive advantage is viewed as how organisations can perform better than 
their competitors in the same industry. Competitive advantage is a factor for a long-term 
success and a determinant of survival and development. Barney (1991) highlighted that when 
an organisation possessed several unique resources and capabilities which competitors find 
unmatchable then it is called competitive advantage. Non-profit organisations are often 
competing for a small pool of resources comprising the same money, volunteers, and 
sometimes the same grants. A good reputation is, by definition, a strategic resource as it 
exhibits the competitive status of the organisation compared to its rivals. An organisation with 
favourable organisational reputation has a competitive edge over its rivals (Carmeli & Tishler, 
2005). In a private Islamic school setting, competitiveness of these schools as a non-profit 
organisation is described as achieving and maintaining an advantage over other schools 
where they are given the opportunity to display a comparatively competitive model to the 
industry. This allows the element of competitiveness to be evaluated and assessed by the 
pertinent parties through determining factors of their competitive advantage. Competitive 
advantage aims to shine in the eyes of stakeholders compared to other organisations in the 
same industry. When a particular private Islamic school gains a competitive advantage, it 
means that the school has something that others do not have, and it perform better than 
others or does something that the other schools cannot do. 
 
Reputation 
Reputation refers to the perception of stakeholders regarding the capacity of an organisation 
to create value relative to their rivals (Rindova et al., 2005). Hall (1993) suggested that 
reputation is a critical source of competitive advantage where organisation’s management 
should pay serious attention to this sensitive resource. Some of the characteristics of 
reputation are that it is built over time, money cannot buy it and it can be easily damaged. A 
positive or good reputation bestows firms with innumerable benefits, but the most important 
would be overwhelming long-term profits (Roberts & Dowling, 2002). For non-profit 
organisations, reputation is crucial as it influences donors’ behaviour and enhances the 
organisation’s competitiveness in the case of fund raising (Bennett & Gabriel, 2003). An 
organisation with a good reputation is expected by the general public to behave positively 
which affects their willingness to contribute to charitable donations. In addition, the 
education sector has adopted the idea of corporate reputation with the assumption that 
reputable school will receive the same positive effects (Skallerud, 2011). 
 
Hypothesis 

H1: Reputation has a significant positive relationship with competitive advantage 
H2: Competitive advantage has a significant positive relationship with financial 

performance of infaq received 
H3: Competitive advantage mediates the relationship between reputation and 

financial performance of infaq received 
Based on the discussion above, conceptual research model can be described as in Fig. 1 
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Figure 1: Conceptual Model 
 
 
Methodology 
Population and Sample Size 
Presently, there are 1148 registered private Islamic schools listed by JAKIM. However, this 
study will only include private Islamic schools that have been established for more than five 
since new organizations need time to establish themselves with donors and achieve 
recognition. List of the schools is obtained from JAKIM’s portal as well as from the list provided 
by State Islamic Religious Councils (SIRC). Due to incomplete data provided by JAKIM and SIRC 
regarding the year of establishment, this study’s population only comprised 345 schools. The 
complete number of private Islamic schools in Malaysia according to the numerous categories 
of schools is shown in Table 1. 

 
Table 1 
Distribution of Population According to School Categories for 2019 

 
Sources: Department of Islamic Development Malaysia (JAKIM) and State Religious Councils 

 
Data Collection Method 
A total of 200 questionnaires were distributed to the respective private Islamic schools. In 
order to enhance the response rate and gather personal experience and observation, the 
questionnaires were delivered by the researcher and enumerators appointed by the 
researcher through personal visit. Phone calls were made before visiting the respective 
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schools for seeking their permission and setting an appointment. Besides that, some 
questionnaires were also emailed to schools that have not been covered by personal visits. 
The schools were asked to complete the self-administered questionnaire in Google form and 
return the answer online. 
 
Data Analysis 
This study used two statistical analysis techniques, which are the Statistic Package for Social 
Science (SPSS) and SmartPLS (PLS-SEM) version 3.2.9. SPSS were employed to analyse the 
sample’s basic statistics. Meanwhile, the confirmatory factor analysis and hypothesis testing 
were performed using SmartLPS. 
 
Results of Findings and Discussion 
Response Rate 
A total of 200 questionnaires were distributed to the respective private Islamic schools. Out 
of 200 questionnaires, 148 were completed and returned, which is equivalent to a response 
rate of 74 %. However, two questionnaires were excluded because the respondents provided 
similar responses (straight lining) to all questions in the survey, resulting in 146 usable 
completed surveys (73 % usable response rate).  
 
Table 2 
Response rate 

School 
Category 

Number of 
Schools 

Questionnaires 
Distributed 

Response 
Received 

Valid 

Primary School 70 40 31 31 
Secondary School 25 14 9 9 
Tahfiz School 189 110 85 83 
Pondok/Madrasah 61 36 23 23 

Total 345 200 148 146 

 
Descriptive Analysis 
Table 3 present the school background. Based on the table, the highest number of 
respondents was from Tahfiz schools, followed by primary schools, Pondok/ Madrasah and 
secondary schools. Majority of the schools were located in the Northern Region, however 
Selangor recorded the highest number of respondents. A majority of private Islamic schools 
involved in this study have contributed towards education service operations for between 5-
10 years while 4 schools were established more than 50 years ago. In terms of the number of 
employees, most schools reported that they have between 2-20 employees. Majority of 
schools involved in this study had more than 100 students with the largest number of students 
recorded at 1,248. In terms of the fees charged to students, 4.8% of schools did not charge 
any fee or have no fixed charges. This means that students pay their fees based on their 
parent’s affordability. Majority of the schools charge tuition fees from RM 151 – RM 250 per 
month.  
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Table 3 
School background information 

 
 
Measurement of Reliability and Validity 
The Composite Reliability (CR) coefficient was used to access the internal consistency and 
stability of the measurement items (Chin, 2010; Hair et al., 2011).  In addition, Hazen et al., 
(2015) suggested that in order to provide evidence of reliability, two measures are routinely 
used, such as Cronbach’s Alpha for item or indicator reliability and CR for internal consistency 
reliability. Therefore, these two sets of reliability measurement models were used. In 
addition, to evaluate convergent validity of reflective constructs, studies consider the outer 
loadings of the indicators and the average variance extracted (AVE) (Hair et.al, 2017). A 
common rule of thumb is that the standardized outer loadings should be 0.708 or higher (Hair 
et al., 2017). However, according to Hair et al. (2014), items with moderate loadings between 
0.5 to 0.7 can be retained as long as the Average Variance Extracted (AVE) for latent variables 
is above 0.5. In order to retain an AVE of above 0.50, some items with weaker outer loadings 
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(below 0.708) were removed. Table 4 shows the results for measurement of reliability and 
convergent validity. 
 
Table 4 
Results of measurement reliability and convergent validity 

Construct 
Loading 
Range 

Composite 
Reliability (CR) 

Cronbach's 
Alpha 

AVE 

FP 0.911-0.951 0.95 0.924 0.865 

CA 0.708-0.849 0.835 0.704 0.63 

IC 0.733-0.847 0.892 0.848 0.624 
SN 0.804-0.850 0.894 0.841 0.677 

SC 0.708-0.804 0.855 0.774 0.596 
LS 0.743-0.864 0.94 0.927 0.662 

WC 0.768-0.832 0.871 0.803 0.629 
CS 0.759-0.926 0.917 0.877 0.734 
IO 0.804-0.852 0.919 0.89 0.694 

Note:  FP=Financial Performance;  CA=Competitive Advantage;  IC=Intellectual Capital;  
SN=School Networking;  SC=Student Competency;  LS=Leadership;  WC=Workplace Climate;    
CS= Citizenship;  IO=Innovation 
 
Discriminant Validity 
Discriminant validity determines which construct is truly distinct from other constructs by 
empirical standards. The cross-loadings, Fornell-Larcker criterion, especially the heterotrait-
monotrait (HTMT) ratio of correlations, can be used to examine discriminant validity. This 
study only used the HTMT approach for discriminant validity. As shown in Table 5, the HTMT 
for all constructs is below 0.90, which demonstrates adequate discriminant validity. 
 
Table 5 
The HTMT Results 

 
 
Hypothesis Testing 
For this, the path analysis was used to test hypotheses generated from the research model. 
The R² for dependent variable (financial performance of infaq) is 0.031, meaning that only 
3.1% of the variance can be explained by reputation. This result is considered as weak. The R² 
for competitive advantage (0.216) can be considered as moderate.  This indicates that 21.6% 
of the variance in competitive advantage could be explained by reputation. Next, the f² is a 
complementary test for R², where changes to R² are observed with the omission of any 
selected exogenous variable from the model. Results of f² values for all combinations of 

Citizenship

Competitive 

Advantage

Financial 

Performance Innovation

Intellectual 

Capital Leadership Reputation

School 

Networking

Student 

Competency

Workplace 

Climate

Citizenship

Competitive Advantage 0.216

Financial Performance 0.077 0.052

Innovation 0.587 0.398 0.072

Intellectual Capital 0.478 0.417 0.112 0.518

Leadership 0.592 0.513 0.114 0.603 0.604

Reputation 0.771 0.54 0.129 0.818 0.845 0.9

School Networking 0.511 0.368 0.171 0.374 0.588 0.553 0.746

Student Competency 0.42 0.638 0.079 0.617 0.738 0.64 0.853 0.54

Workplace Climate 0.589 0.43 0.089 0.691 0.658 0.671 0.885 0.526 0.652
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endogenous constructs and corresponding exogenous constructs show that reputation has a 
medium effect on competitive advantage (0.14). On the other hand, competitive advantage 
was found to have no effect on financial performance (0.00). The effect of competitive 
advantage on financial performance is not significant (b path: β=0.05. t=0.023, p=0.491). 
Hence, it can be concluded that competitive advantage does not mediate reputation with 
financial performance 
 
Table 6 
Hypothesis testing 

 
 
 

 
 

Figure 2: Result of Mediation Relationship 
 
Discussion and Conclusion 
Findings of this study reveal a significant relationship between reputation and competitive 
advantage of private Islamic schools in Malaysia. Since the result indicate that reputation is 
significantly and positively related to competitive advantage, the propositions of this study 
confirm that reputation is the one of the most important internal resources that an 
organisation should consider in order to gain competitive advantage. The vast number of 
private Islamic schools in Malaysia makes it difficult for donors to decide which school they 
should donate to. In order to compete for the pool of financial resources, private Islamic 
schools should possess their own uniqueness and competitive advantage. A good reputation 
is a key driver for long-term competitive advantage and ensures long-term financial funding 
to non-profit organisations (Roberts & Dowling, 2002; Sarstedt & Schloderer, 2010; Tuckman, 
1998).   
 However, this study found that competitive advantage is insignificantly related to the 
financial performance of infaq, which means that competitive advantage does not influence 
the financial performance of infaq received by private Islamic schools in Malaysia. Hence, 
competitive advantage does not mediate the relationship between repitation and financial 

Hypothesis Relationship Beta Std Error T- Value P Values f² Decision

H1 Reputation -> Competitive Advantage 0.382 0.098 3.834** 0.000 0.141 Supported

H2 Competitive Advantage -> Financial Performance 0.005 0.092 0.023 0.491 0.000 Not supported
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performance of infaq received. Although some private Islamic schools can sustain competitive 
advantage over other schools, other factors should be considered when explaining why this 
competitive advantage does not lead to a better financial performance by infaq. Among the 
factors that should be considered are school location, effective communication, the role of 
Parent-Teacher Association and the amount of fees charge on each student.  
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