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Abstract: Family Takaful is one of the services sectors that continue to play an important role
in supporting economic and social development of Malaysia. It is disclosed that the
performance of Takaful industry in Malaysia has strongly contributed by family Takaful
business rather than general Takaful business. This can be concluded that family Takaful
business remained the major income generator for Takaful industry in Malaysia. It is believed
albeit macro-level aspects such as the nation’s economy, gross domestic products and so
forth may lead to this result; other micro-level aspects at the individual level make
contributions as well. Therefore, this study requires further examinations of participant
loyalty in family Takaful from an innovation and fairness perspective. In additon, it also
explores the mediating effects of relationship commitment-trust to explain the factors
influencing participant loyalty in family Takaful. This study employs an extensive search for
past literatures on the subject. The findings are expected to make a contribution in terms of
understanding the factors that could contribute to the loyalty in family Takaful by Malaysian
participants.

Keywords: Family Takaful, Loyalty, Innovation, Fairness, Relationship Commitment- Trust,
and Malaysia.
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INTRODUCTION

Over the past two decades, the Takaful industry have established itself worldwide, both in
Muslim and non-Muslim countries. This industry has experienced a significant development
as it is one of the substantial components in the Islamic finance system. The report showed
that overall global gross Takaful contribution is estimated to reach US$14 billion in 2014 from
an estimated USS$12.3 billion in 2013 (Rashid, Asfthanorhan, Johari, Hamid, Yazid, Salleh,
Abdullah, Ismail, Rasit, et al., 2018). Besides, the gross Takaful contribution in GCC region is
accounted around USS$8.9 billion in 2014 from an estimated US$7.9 billion in 2013. Within the
Gulf region, the total gross Takaful contribution for Saudi Arabia was at 77%, followed by UAE,
which accounts for 15%. The rest of the Gulf countries account is just 8% of gross Takaful
contribution. In addition to this, the gross Takaful contribution in the ASEAN market is
accounted for USS 4.2 billion in 2014 from an estimated USS 3.5 billion in 2013. Within ASEAN,
Malaysia and Indonesia have reported with nearly three-quarters share which is 71% and 23%
of total gross contribution. Meanwhile, the rest of ASEAN countries accounted for only 6% of
gross Takaful contributions.

In Malaysia, there are two types of Takaful businesses namely family Takaful and
general Takaful. Basically the growth of these businesses can be seen through its businesses
performance over the last 5 years as shown in the Table 1 below (Aziz et al., 2018). From the
table, the total of Takaful business performance in terms of gross contribution increased from
RMS5, 857 million in 2012 to RM7, 520 million in 2016. It can be seen that for family Takaful
business, the gross contribution increased from RM4, 575 million in 2012 to RM5, 742 million
in 2016. Similarly for general Takaful business, the gross contribution also increased, albeit
only at a slower pace which was from RM1, 282 million in 2012 to RM1, 778 million in 2016.
In short, it has to be stressed that the performance of Takaful industry in Malaysia has strongly
contributed by family Takaful business rather than general Takaful business which finally
remained the major income generator for the Takaful industry in Malaysia.

Through the pattern of gross contribution from the table seems to indicate that family
Takaful become a form of savings instrument that is popular especially among Malaysian
Muslims in general and has its appeal due toits shari‘ah compliant attributes (Alfadhli, Rashid,
& Yaakub, 2018). It is evidenced that Malaysia remains predominantly with family Takaful by
making up over 75% of total global Takaful contributions (Mansor, Akmal, Rashid, Ibrahim, &
Bakar, 2018). The domination of family Takaful business showed how importance it is as a
tool for long-term savings and investment, whilst protecting against financial vulnerabilities
arising from critical illness, death, disability or unemployment, or providing for children’s
education.
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Table 1.1:
Takaful Business Performance in 2012 to 2016
Year Family Takaful General Takaful Total
RM Growth RM Growth RM Growth
million million million
2012 4,575 23.5% 1,282 17.6% 5,857 41.1%
2013 4,807 5.1% 1,390 8.4% 6,197 13.5%
2014 4,787 -0.35% 1,467 5.5% 6,254 5.15%
2015 5,104 6.6% 1,671 13.9% 6,775 20.5%
2016 5,742 12.5% 1,778 6.4% 7,520 18.9%

Source: Takaful Annual Report and Statistics (2012-2016), Bank Negara

Literature Review

Nowadays, the family Takaful industry is considered a growing industry with significant
progress and continues to play an important socioeconomic role within the economy. Due to
this favorable condition for family Takaful development, many of professional belief on
retaining the customers by increasing the customer satisfaction and customer loyalty as core
marketing strategy (Rashid, Zainol, Salleh, Endut, Yaakub, Ghazali, Afthanorhan, Rashid, &
Daud, 2018). As a result, customer loyalty can be used as a surrogate for market penetration
as it creates a stable pool of customers for a firm’s product or service (Masud, Daud, Zainol,
Rashid, & Afthanorhan, 2018). Moreover, the customer retention becomes a challenge for all
the organizations including family Takaful industry. There are many challenges of keeping
customers loyal to a bank in the banking industry (Jamal, Daud, Zainol, Rashid, & Afthanorhan,
2018). Such challenges consist of stiff competition from other banks, cost of keeping a
customer loyal is high, customer needs keep on changing, customer becoming over
demanding, lack of clear customer loyalty policies, and lack of knowledge and skills necessary
in maintaining customer loyalty.

However, it is importance to retain the existing customers rather than getting a new
one as it costs five times more to find the new customers (Rashid, Daud, Zainol, Salleh, Yazid,
Endut, Yaakub, Ghazali, Afthanorhan, et al., 2018b). If the loyalty of customers can be raised
by 5 %, a corporation can obtain 25% to 85% more profit (Rashid, Daud, Zainol, Salleh, Yazid,
Endut, Yaakub, Ghazali, Afthanorhan, et al.,, 2018a). Thus, identifying the elements that
influence customer loyalty represents a thorough process which involves a series of
customer’s perception that stem from the product and service evaluations. It is clearly stated
that keeping the customers is crucial for life insurer as a long —lasting association with the
customers result in greater instances of cross-selling and positive recommendation intentions
(Musibau et al., 2018). The long term relationship between a customer and a firm makes that
firm is worth as it helps improved the firm’s image, increase the profit margin of the firm as
well as improved the quality of services. For instance, in the case of insurance sector, it is also
stated that long term customers can purchase other policies more, take less of a company’s
time, less sensitive to price, and bring in new customers (Ali, Abdullah, & Rashid, 2018).

It is noted the number of empirical studies focused on customer loyalty in the
insurance industry is limited (Masud, Daud, Zainol, Rashid, & Asyraf, 2018a). This is similar
when it comes to the context of studies in Islamic insurance or knows as Takaful, particularly
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in family Takaful. Even though substantial studies have been conducted on Takaful as well as
in family Takaful but there is still limited studies focused on loyalty (Mahmod et al., 2018).
This can be concluded that very little is known how the participants’s loyalty toward family
Takaful could be maintained. Insight into these matters, the Takaful operators should give
emphasis to retain the participants in family Takaful and make them loyal to the Takaful
operator for survive and prosperity. Hence, the family Takaful industry need to come up with
unique strategies to attract and retain their participants or policyholder so that they are not
tempted to move to other conventional insurance company.

Therefore, in order to fill the research gap, the researcher has proposed multiple
variables which were drawn from innovation diffusion theory, equity theory and relationship
commitment-trust theory. By providing these multiple variables, it also provides a clearer
representation of the relationships postulated in the present study. Even better it provides a
broader explanation about the factors that affects the participants’ loyalty in family Takaful.

Theoretical Background

Innovation Diffusion Theory (IDT)

Research on the diffusion of innovation has been widely applied in disciplines such as
education, sociology, communication, agriculture, marketing, information technology, and so
on (Masud, Daud, Zainol, Rashid, & Asyraf, 2018b). An innovation is “an idea, practice, or
object that is perceived as new by an individual or another unit of adoption” (Masud, Daud,
Zainol, Rashid, & Asyraf, 2018b). Meanwhile, diffusion is “the process by which an innovation
is communicated through certain channels over time among the members of a social system”
(Noor, Norhayate, Rashid, & Asyraf, 2018). The IDT argues that “potential users make
decisions to adopt or reject an innovation based on beliefs that they form about the
innovation” (Noor et al., 2018). As these innovations are communicated to individuals, each
individual will perceive the innovation differently. This theory suggested there are five
characteristics of an innovation namely relative advantage, compatibility, complexity,
trialability and observability (S. A. Ismail et al., 2016).

The main theoretical constructs in IDT studies usually focus on customers’ perception or
behavior prediction which finally derived any decision making, user acceptance and
innovation adoption (Shams et al., 2018). Consequently, the IDT offers an ideal framework for
applying in current study which seeks to expand this research area in a product and service
innovation context in which the innovation constructs can influence the acceptance and the
loyalty in family Takaful. Since family Takaful or Islamic life insurance is subject to an Islamic
insurance innovation, where it is an innovative way of conventional life insurance for most
people, therefore, it was appropriate to consider using these innovation characteristics from
IDT.

Equity Theory

Another theory used in this study is Equity Theory (Shams et al., 2018). This theory is based
on a principle that peoples' actions and motivations are guided by fairness and that
discrepancies in this fairness in an organization will spur them to try and redress it. This theory
also recognized that motivation can be affected through an individual's perception of fair
treatment in social exchanges. Besides, it postulated that individuals who are fairly rewarded
experience satisfaction and will be motivated to engage in a certain behaviour (Shams et al.,
2018). When compared to other people, individuals want to be compensated fairly for their
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contributions (the outcomes they experience match their input. A person's beliefs in regards
to what is fair and what is unfair can affect their motivation, attitudes, and behaviors.

As a part of process to develop the participant of family Takaful and Takaful operator
relations in this study, fairness can be positioned as a source of competitive advantage
(Rashid, Fara, Kamal, Hamid, Ghazali, Yusop, Zaid, Rashid, Fara, et al., 2018). In addition to
this, fairness is a multifaceted construct rooted in equity theory (Rashid et al., 2018). As a
concept fairness is characterised by a number of features and there are posited to be three
main dimensions of fairness, namely, distributive fairness, procedural fairness and
interactional fairness (Salleh, Noor, et al., 2018).

Relationship Commitment-Trust Theory

The Relationship Commitment-Trust Theory (Usop et al., 2018) also used in this study to
explain that successful relationship marketing requires the concepts of relationship
commitment and trust. The kernel of this theory is that relationship commitment and trust
are fundamental to successful relationship marketing and not the power. This central premise
of this theory is the simultaneous adoption of relationship commitment and trust as
inseparable critical factors for the forming and maintaining business relationships between
exchange parties. Consequently, relationship commitment and trust are key factors that
shape the behavioral patterns of exchanges between entities (Norliana, Fakhrul Anwar, Wan
Norhayate, Norfadzilah, & Asyraf, 2018). .Besides, this theory can be regarded as one of the
theoretical cornerstones of relationship marketing. It is widely applied and utilized in the
discipline of marketing (Zainol et al., 2018). It has thereafter also been successfully applied
within the context of finance and banking as well (Johari, Rashid, & Yazid, 2018).

The finance and banking literatures contains examples of using trust and commitment
as core concepts of the framework for the research model, rather than utilizing the theory as
such (Johari, Rashid, et al., 2018). There are a few study that also used key mediating variables
of commitment and trust to reach customer loyalty (M. Ismail et al., 2018). It was proved that
trustis able to convince Islamic banking customer to use its services and in fact provide a kind
of commitment for them (Johari, Rashid, et al., 2018). The same goes with the family Takaful
customers. It is clearly noted when customers have trust and commitment toward the
products and services, and merits provided by them can influence their motivation to use or
stick with this kind of services. As a result, the researcher applies the relationship
commitment-trust theory as key factors that influence customer’s loyalty in family Takaful.
These key factors consisted of relationship commitment and trust is used as key mediating
variable in this study.

Determinants of Participants Loyalty in family Takaful

From a comprehensive literature review, this study comes out with multiple variables which
were drawn from a few theories in order to explain the participants’ loyalty in family Takaful.
These factors are highlighted and discussed in brief below.

Relative Advantage

It is defined as the degree to which the innovation is perceived as better than the idea it
supersedes [18]. For the purpose of this study, the relative advantage refers to the capacity
of the product to better compete when compared with conventional life insurance.
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Compatibility

It is also defined as the degree to which an innovation is perceived as consistent with the
existing values, past experiences and needs of potential adopters (Johari, Tarmizi, Mohd, &
Rashid, 2018). For the purpose of this study, compatibility is refers to the extent of the
product that is consistent and compatible with consumers’ need, beliefs, values, experiences,
and habits.

Complexity/Simplicity

This represent the end-users’ perceived level of difficulty in understanding innovations and
their ease of use (Salleh, Ibrahim, et al., 2018). There are a significant number of studies
found that complexity or ease of use (simplicity) has an important effect on attitude that lead
to behavioral intention or adoption (42,43, 41). However, many of previous researchers have
used the term simplicity so that the attributes would have the same directionality in terms of
their relationship with adoption [44, 45, and 46). Therefore, for the purpose of this study,
simplicity was defined to the extent to which the features of family Takaful was viewed as
easy to understand.

Trialability

It is defined as the degree to which an innovation could be tried out by people on a limited
basis (Salleh, Ibrahim, et al., 2018). Trialability would create a chance for customers to
evaluate an innovation benefits (Kolodinsky & Hogarth, 2001). For the purpose of this study,
the trialability refers to the degree to which the family Takaful may be experimented with on
a limited basis.

Observability:

It is defined as the degree to which outcome of an innovation could be visible to others (Ayers,
Jiang, & Laplante, 2009). For the purpose of this study, the observablity refers to the degree
to which the results or benefits of having family Takaful is visible to others.

Distributive Fairness

Distributive fairness refers as the tested partner’s perception of the dyad regarding the equal
proportion of the relationship outputs (profit, bonus) and the relationship inputs (investment,
effort) of both sides. For the purpose of this study, distributive fairness is refers to the feeling
of consumers that their invested efforts are fair in comparison with the final outcomes.

Procedural Fairness

Procedural fairness is not concerned with the outcome per se but the policies and procedures
through which the outcome is reached . For the purpose of this study, procedural fairness in
the context of their study is referred is refers to the fairness of policies and procedures
involved in the business transaction effort.

Interactional Fairness

Interactional fairness defined broadly to the fairness of the interpersonal treatment people
receive during the enactment of procedures. For the purpose of this study, interactional
fairness refers to the extent to which the individuals feel they have been treated fairly
regarding their personal interaction with Takaful’s staff throughout the transaction process.
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Relationship Commitment

It is defined as an exchange partner believing that an ongoing relationship with another is so
important as to warrant maximum efforts at maintaining it; that is, the committed party
believes the relationship is worth working on to ensure that it endures indefinitely. For the
purpose of this study, relationship commitment is refers to the willingness or intention to
continue maintaining the relationship in the future. Most of the studies discover that the
relationship commitment is one of the best factors to explain the consumer behavior. This is
supported that relationship commitment is the strongest predictor of members’ continuance
intention which can play a vital role in customer retention.

Trust

Trust exists when “one party has confidence in an exchange partner’s reliability and integrity”.
For the purpose of this study, trust is refers to the confidence that the policyholder have in
any of institution’s reliability and integrity. The past studies revealed that trust is the strongest
predictor of members’ continuance intention, adoption as well as customer retention (Johari,
Tarmizi, et al., 2018).

Conclusion

This paper proposes a set of determining factors that contribute to the
participants’ loyalty in family Takaful. From a comprehensive review of literature,
there are multiple variables come out from a few theories in this study. Further
empirical study is therefore needed to examine whether all of these factors
contribute significantly to the participant’s loyalty in family Takaful. The researcher
expects a positive relationship between the proposed factors with the participants’
loyalty in family Takaful
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