CHAPTER 2

LITERATURE REVIEW q

2.1 Introduction
According to Jesson et al. (2011), a literature review issused,to demonstrate

interpretation and point out inconsistencies and difference in?ﬂshed information.

The study explains the powerful information to pro n cﬁ\erfa\ or fresh
viewpoint that makes a distinct contribution using t; literature revie ovVe)@','the

study participant should be mindful of the study's tives al}d surg that ‘t%nalysis

meets those objectives. q
For this study, the first explanati(%wﬁ B

organisation that implicates the performanceras a-ban

simultaneously that also focuses % caairh ect
ecove

N

as t ﬁm or business

wha@ns do, especially in the

q <{-
condition of financial crisis a ry pr A%
| | " }SSJ S o
The review co nuWh the business @theory, which discusses how
financial crises, such as the }C aq% f&@)he success of Bank Islam and other

banks. It should @th tlhis research jégan by collecting information that was
N
relevant at th@hvft AF }b ses. This made the feasibility analysis of

this study because it/relates e current situation, in which changes in Bank
4
Islam mccur during tH'; fi{/ﬁﬁ%ial crisis. The discovery of some public records
% &
re\% any cases of chang}s in the business cycle at Bank Islam. According to

m (2009), the researcher’s flexibility in construing the issue and related questions

Oermines the congruence between documentation and the research problem.



Qualitative studies, by their very nature, are emergent in design and inductive in

interpretation, so this viewpoint is particularly appropriate. Documents of all kin

aid the researcher in deciphering meaning, gaining comprehension, and gai |\|ghts

into the research issue. A

The next subtopic of Minsky’s Financial Instability Hypothesis 1s discussed,
such as qualitative studies of economic developments and lite tmiew on signs of
distress and turnaround strategies. Sign of distress is an ortant index to display

transformation success for a profitable company into a lo akin siWhe firm’s
L

a turnaro sfaﬁ@vl_;oth

n%

r
measures and the study’s intent. Each was W d in!x‘ept i chagéggat follow.
\3 &)
2.2 Theory of Firm c) \T ,<\

N
Banks’ performance ha%@rtan role i the eqo?&?mic growth of a country.
According to Dermine (200 %is tT ith p@ assets from financial claims

issued by borrowers,% h cdrpeae firms, government, or other

o
subordinateij oan capital ,oréqtt't}// ares. Other functions are carried out by the
bank, s [

condary claims to be sold for capital
- -\- - - - - - -
jmanc@? innovations, like introducing various credit

plan and action to rebound from a market crisis is kno

of these theories were explored further in order ersra\ngrng of the

3

ins -related activities, Qﬁﬂetters of credit, note issuance facilities, credit

ﬁi/es or introducing contingent claims or financial derivatives, such as forwards,
& ns or swaps, and the payoffs, which are related to movements in interest rates,
change rates, equity or commaodity prices. As stated by Ahmad (2014), the banking

33



system has assisted countries by formulating monetary and fiscal policies to monitor the
financial transactions of the society. According to Hart (2011), the firm is |
manager who has the overall authority to operate on behalf of the owngr er a
perfect market competition.

The analysis describes firm because it is the most fundamentaldunit of study in

strategy. Becerra (2009) describes a firm in a way that has i (Mmplications for

how management researched them and, ultimately, the sYof re]commendations
management makes to top executives about how to imp thei che. There
L

are many different approaches to considering the ess

f a compa edcrl\@hich

It% is n(&fiversally

mething to ribute to the

focuses on a different aspect of what compani

agreed or formal definition of strategy, thw

2
(¢}
g

analysis of how businesses competes erarms. é

According to Bogner et al. (%cons@?or jzﬁ‘e\/olution and function
,%» a 2

of the strategic group concept

human, physical, relational hﬁell:lt not only

strategic group concep%t concept of he'finbs a collection of resources (e.g.,
4

human, physical, refational, a

examined sepa{ W Ind
3 ‘

é&l scientists argue that a complete

!

comprehens ifsti@?c?ns) necessitates analysis of their genesis,
% N

evolution, andwworks(Els rl%&&anglois, 1986; Ullmann-Margalit, 1978). The

oriqﬁﬁ the resource-based\(%dncept and the strategic community concept are

@hd in depth. An evolutionary-functional argument elucidates the processes that
t

ain a concept once it has been developed and also the concept’s usefulness

antion). To use Kaplan’s (1964) terminology, investigating both the logic-in-use (idle
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logic of concept formation, i.e., its origin) and the reconstructed logic of a concept is
needed to fully comprehend it (the logic of justification, i.e., its function). T

There is some meaning of strategic groups. According to McGee@, the
strategic group concept serves as a connection between market structu irm-level
strategy. Meanwhile, Bogner et al. (1993) argue that the strategic ‘group concept’s

evolution and application should be defined as one of “dual ci imM.” The strategic
;al

group definition has enriched both industry-level and firm ys"s, and it has the

ability to explain and forecast both conduct (strategy) an formancesStrategic group
"By
terns of emefgeht @egies

g, 1978 represéntation of

analysis appeals to strategists due to its emphasis 0
across industries (Bogner & Thomas, 1994;

firm-level activity among close rivals (Bogm@ asi 1994, CoolgMintzberg,

1978). Firms can be mapped in a @ space | S @%Evel of strategy,
components of strategy (e.g., scop(ﬁ reso@;n%it @ and time span, and
using the dimensions strateg hersohave pplie@ the basic concepts of
heterogeneity in a sector (Eiggenbaum omas, 1 . Bogner et al. (1993) agree
that, under certain der% ditior}slcoll s‘i'\/e b@viour combined with sunk cost
investments is appropkiate for it te.group <"\/bers to achieve superior efficiency,

and that intend %olis i

' tiortﬁ's&fot needed to maintain superior strategic
¢
group profit %The rategi€ infen (f?ommunity members does not always decide

N
the long:ter, fitabili }strategl?group. The argument is a derivative of the works

Y-
of m&ayek (1978) and I\/@erg (1978). While the creation of frameworks for
c%\hg strategic group dynamics and models to provide the required and appropriate
0

itions for strategic group effects on performance are current areas of strategy

Omtivity, these do not explain how strategic groups shape, according to Bogner et al.
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(1993). Indeed, authors such as Barney & Hoskisson (1990), Hatten & Hatten (1987),
and others question the existence of strategic groups. The evolution and implem

of the strategic group definition include economic, behavioural, a@ltive

approaches, according to the response established in this section (Tﬁ'& Thomas,
1992; Thomas & Carroll, 1994). T

The definition of strategic groups focuses on both usiw and firm-level
analyses, in order to clarify and forecast both conduct and 0 ancr by mapping in
a strategic space in terms of level of strategy, componen stra gWe period.
Using the dimensions strategy, researchers have applied to the clcc@ts of
heterogeneity in a field. In Table 2.1, there are mﬂRfo egi%mps from

{\T

different researchers’ perspectives.

4
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Table 2.1: The Evolution of Strategic Group--,‘

Organization

University of Pennsylvania,
Almarin Phillips and Oliver
Williamson

Williamson (1986, p. xiv).
Williamson (1975, 1985)
does not follow either party
line (i.e., Harvard or
Chicago)

Almarin Phillips and Oliver Williamson “shaped an

[industrial organization] curriculum that had
somewhat non-standard features”.

Williamson: In some areas, there is a close
alignment to Chicago School efficiency arguments
(e.g., efficiencies of vertical contracts and vertical
mergers), while in other areas Harvard School
views are supported (e.g., capital market

imperfections induce organizational responses, such

as the M-form).

Phillips (1970) questions the theoretical
underpinnings of the Harvard S-C-P paradigm.

No Theory Originating Mentioned Resources
Origins of the Strategic Group Concept
1 The Structure- Harvard School of industrial The S-C-P paradigm posits a causal relationship . Bain, J. S. (1956). Barriers to New Competition
Conduct- economics (Bain, 1956, wherein an exogenous industry structure determines Cambridge. Mass.: Harvard University Press.
Performance 1968; Mason, 1957) firm strategy or “conduct”, which, in turn, . Bain, J. S. (1968). Industrial Organization. New
(S-C-P) Approach determines performance. Industry. York: John Wiley.
Deserves The . Mason, E. S. (1957). Economic Concentration and
Designation of a the Monopoly Problem Harvard University Press.
Paradigm.
2 Industrial Began to raise doubts about  Stigler (1968) emphasis on the applied price theory 1. Stigler, G. (1968). The Organization of Industry
Organization the that gradually gained the upper hand in industrial Chicago, IL: University of Chicago Press.
S-C-P paradigm. organization (1.0.) research and developed a new . Coase, R. H. (1937). The Nature of the Firm.
theoretical perspective (Demsetz, 1974) Economica 4: 386-405.
In the 1950s the Chicago . Coase, R. H. (1960). The Problem of Social Cost.
School. (Stigler, 1968), Coase (1937, 1960) Journal of Law and Economics. 3: 1-44. Collis,
(Demsetz, 1974). (Coase, Instead, the principal object of management may . Demsetz, H. (1974). Two Systems of Belief about
1937, 1960) have been (cost-saving) efficiencies. Monopoly. In H. J. Goldschmid, H. Mann, and J.,
. F. Weston (eds.). Industrial Concentration: the
New Learning. (pp. 164-184). Boston: Little,
Brown. Dess.
3 Industrial For example, at the For example, at the University of Pennsylvania, . Williamson, O. E. (1975). Markets and

Hierarchies: Analysis and Antitrust Implications. A
Study in the Economics of Internal Organization.
New York: Free Press.

. Williamson, O. E. (1985). The Economic

Institutions of Capitalism. New York: Free Press.
Firms, markets, relational.

. Williamson, O. E. (1986). Economic organization

New York University Press. Firms, Markets and
Policy Control. New York.

. Phillips, A. (1970). Structure, Conduct and

Performance and Performance, Conduct and
Structure? In J. Markham and G. Papanek (Eds.),
Essays in Industrial Organization and Economic
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Instead of structure determining strategy, Phillips
(1970) suggests strategy (conduct) can determine
industry structure, and this insight could be applied
to a variety of structural variables well established
in the S-C-P paradigm. Auerbach summarizes and
extends Phillips’s critique of S-C-P suggesting that:
“The behavior of participants in a market can never
be determined exclusively by a set of market
parameters which are exogenous to this behaviour”
(1988: 46).

Development in Honor of R S. Mason (pp. 26-37).
Boston: Houghton-Mifflin.

Observation of
Persistent Strategic
+ Structural and
Strategic
(Behavioral)
Variables

Hunt’s (1972) observation
of persistent strategic, firm-
level heterogeneity in the
home appliance industry.

Combining structural and
strategic (behavioral)
variables (Caves

& Porter,1977). Thus, Edith
Tilton Penrose 1959.

Thus, the strategic group concept may be
understood as an adaptive response by Harvard
School industrial organization economists to the
growing dissatisfaction with the S-C-P paradigm.

. Hunt, M. S. (1972). Competition in the Major Home

Appliance  Industry ~ 1960-1970.  Doctoral
Dissertation. Harvard University. Unpublished,
Itami

. Caves, R. E., & Porter, M. E. (1977). From Entry

Barriers to Mobility Barriers: Conjectural.
Decisions and Contrived Deterrence to New
Competition. Quarterly Journal of Economics 91:
241-2
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Table 2.1: The Evolution of Strategic Group-

Development In

Strategic

Management (The
Strategic Group)

linkage between industry structure and firm-level strategy. The strategic group
concept has enriched both industry-level analysis and firm-level analysis, and
the concept can provide explanatory and predictive power for both conduct
(strategy) and performance

No Theory Originating Mentioned Resources
Origins of the Resource-based Concept
1 Neoclassical Theory Edith Tilton Penrose provided a new conceptual schema for the firm as "both Penrose, E. T. (1959). The
Of Firm an administrative organization and as a collection of resources” (1959: 31). Theory of the Growth of the Firm
Penrose (1959) noted that the neoclassical theory of the firm is a conceptual New York: John Wiley & Sons,
schema designed for the theory of price determination and resource allocation  Inc.
but she insisted that it is "inappropriate to try to reconcile [the neoclassical
theory of the firm] with ‘organization theory™ (1959: 14). In particular,
Penrose makes explicit that the resource-based perspective is a distinct
conceptual schema to understand the process of growth.
The Evolution and Function of the Strategic Group Concept and Resource-Based Theory of Firm
1 Evolutionary Change  Porter (1980) Porter (1980), following Phillips (1970), essentially rewrote the structure- Porter, M. E. (1980). Competitive
Of S-C-P conduct-performance chain as conduct (strategy)-structure-performance. Porter ~ Strategy New York: Free Press.
(1980: 129) also proposed the strategic group concept for explaining and
predicting firm conduct and performance. Porter's (1980) perspective
represents an evolutionary change of S-C-P concepts since Mason (1957)-Bain
(1968) and marks the beginning of an identifiable paradigm shift in the
industry and strategic group analysis.
2 The Conceptual McGee (1985) McGee (1985) asserts that the strategic group concept provides a bridgeanda  McGee, J. (1985). Strategic

Groups: A Bridge Between
Industry Structure and Strategic
Management. In H. Thomas and
D. Gardner (eds.), Strategic
Marketing and Management. New
York: John Wiley &Sons. (pp.
293-313).
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Table 2.1: The Evolution of Strategic Group-

No Theory Originating Mentioned Resources
The Evolution and Function of the Strategic Group Concept and Resource-Based Theory of Firm

3 Firm As The Rumelt (1984, 1. Rumelt, R. P. (1984). Toward a Strategic Theory of
Basic Unit 1991) the Firm. In R. Lamb (Ed.) Competitive Strategic
of Analysis Management (pp. 556-570). Engiewood Cliffs, NJ:

Prentice-Hall.
2. Rumelt, R. P. (1991). How Much Does Industry
Matter? Strategic Management Journal. 185.

4 Aggregated  Cool & Schendel 1. Cool, K., & Schendel, D. (1988). Performance
Firms Into (1988) Differences among Strategic Group Members.
Strategic Strategic Management Journal. 9: 207-223.
Groups Hatten & 2. Hatten, K., & Schendel, D. (1977). Heterogeneity

Schendel(1977) withir_l an Industry: Firm conduct in the U.S. _
Brewing Industry: 1952-1971. Journal of Industrial
. Economics. 26: 97-113.
_'I:_fgﬁ]r;za(lirggg‘) 3. Fiegenbaum, A., & Thomas, H. (1990). Strategic
Groups and performance: The U.S. Insurance,
Industry, 1970-1984. Strategic Management Journal
11. (pp. 197-215.)
5 Strategic Hunt (1972) Describe strategic groups as an amalgam of (1) volitional, Hunt, M. S. (1972). Competition in the Major Home
Group behavioral, and strategic factors (as the name “strategic groups” Appliance Industry 1960-1970. Doctoral dissertation.
suggests, pp. 249-257), (2) structural factors derived from the S-C-  Harvard University.
P tradition (e.g., degree of vertical integration; and level of product
differentiation, p. 251), and (3) imperfect capital markets
(following the Harvard School 1.0. tradition, pp. 246-247). Thus in
the 1.0. view, strategic groups, supported by their mobility barriers,
are partly structural and partly endogenous (p. 241). Or put
differently, strategic groups are determined partly by the
competitive environment and partly by strategic choice.

6 Strategic Bogner & Strategic group analysis appeals to strategists because of its focus 1. Bogner, W. C, & Thomas, H. (1994). Core
Group Thomas (1994) on the patterns of emergent strategies across an industry (Bogner & Competence and Competitive Advantage: A Model
Analysis Thomas, 1994; Mintzberg, 1978) and the representation of term- and Illustrated Evidence from the Pharmaceutical

Industry. Forthcoming in G. Hamel and A. Heene.
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Mintzberg
(1978)

Cool (1985)

Fiegenbaum &
Thomas (1990)

level interaction among close rivals (Cool, 1985). With the
dimensions strategy researchers have added to the basic concepts

of heterogeneity in an industry, firms may be mapped in strategic 2.
space in terms of the level of strategy, components of strategy

(e.g., scope and resource commitment), and the time (Fiegenbaum

& Thomas, 1990).

(eds.), Competence-Based Competition. New
York: John Wiley & Sons.

Cool, K. (1985). Strategic Group Formulation and
Strategic Group Shift: A Longitudinal Analysis of
the U.S. Pharmaceutical Industry. 1963-1982.
Unpublished Doctoral Dissertation, Purdue
University, West Lafayette, Indiana.

Fiegenbaum, A., & Thomas, H. (1990). Strategic
Groups and Performance: The U.S. Insurance
Industry, 1970-1984. Strategic Management
Journal 11. (pp. 197-215).
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Bogner et al. (1993) avow that the first introduction of the concept of

organizational structure is in the framework of structure-conduct-performance IT)

(¢

paradigm as pioneered by Bain (1956, 1968) and Mason (1957), who are @to b
economic experts from Harvard. Martin (2005) states that the SCP igm is the
analytical framework developed in the 1930s and it is based on a mathematical formula
to calculate the imperfect pricing in competitive markets fWrial economics.
According to Lee (2007), the SCP paradigm was spearhe mv’ard Mason, the
Harvard Economist in the 1930s. Mason’s idea gave inSpitation fto Hi e‘nt (Joe S
production Ii}ie&@?big
39)e\£p i tha{JFe market
pol'nT'es prod@;{. The 1930s
ine@(t‘pricing policy for
A

the firm’s items, which are: 0) >\y3 A
N,

1. Theoretical approach; Iigop% markets to reduce the

Bain) who learned about the determination of price

companies). Lee (2007), further states that M

production and pricin OIT'
r

vation bes@n prices and economic variables
' g

4
to repre Wi f@ str@

Weiss (2979)disclo ain of the SCP paradigm by Joe Bain is to

2. Empirical for ob

!
¢
explain the %atio of pride that ieJ‘r-a?sed above the minimum average cost, which
% NN
is due tofei ighert mal its or increased costs. Lee (2007), also explains
L
the re-conduct-perform@parad|gm as follows:

%\ Structure refers to a market that describes seller concentration, the level of
Q differential product, and the market barrier. This variable is broken down
into two classes, namely:
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e Intrinsic structural variables which are categorized by product nature, the

availability of product and technology for marketing. YV

e Derived structural variables that are categorized by the_fikm” and

government circumstances, such as barriers to enter ﬂ*rket, the
concentrate of the buyers and sellers, and the variety ofw:cts.

2. Conduct refers to the companies’ behavior, wh%n. des the pricing

strategy, collusion, marketing, R&D, and inves

3. Performance refers to the result of the e cy Mn used to

@ \Y-
measure the profitability and price-cost m : l _{‘)
Some firms have internal factors tha eekﬁn d by\t‘gg market

X
em@?ecmons), the

situation, such as the growth of corporate Bureaucraci

control of separate ownership, and the@f poli or @ﬁizations (Mason,

1939). He also explains that these Gﬁjs cannot*he™impa e@pon in a competitive
N

monopoly market. This is beca dﬂ'f

is difficul Met@%’ﬁeinaperfect market (or

monopolistic), because ther?\g)olj d gmeﬁr pricing in a perfect market,
resulting in buyers ano% delib ;t;tﬂe pb'e.

«Q

S
<
o

2

¢ &
NI
SCP paradigmuidentifi iliffere?}. elation that the market structure
determineéiwt and’be

2007)1% Structure —Conduct —Performance
BN

ers, however, poim@ée’s (2007) SCP paradigm relationship, which states
@ket structures are dictated by demand or supply factors. There is a counter-
@ ive effect in the causality between structure and actions, such as predatory
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behaviour or entry prevention in a firm's behaviour, which may result in the formation

of operating companies within the business structure. Yv

This implies that market structure is determined by endogenous factors, su%

Structure<» Conduct — Performance *

Another SCP model is about the gap in the relationship between behaviour and

efficiency, and how performance can influence conduct. It chummarised as

follows: Structure« Conduct < Performance '
According to Weiss (1979), Bain’s SCP analysis Teyeals (1) W)r explicit

“AX
entry barrie a’wc@irm's

assumptions about collusion concentration, and (2) pr

optimum price-cost margin.. The hypothesis o

(S-Cﬁ) ign\ig,g positive
\

ro abil&\yt is bas@.quantitative

research. P =f<CR, B, D> 64

iy e
Note: P is the measure of profitabili isam ij r)c@\h{ration, B is the size
of one or more barriers to entry, a resenits thejde ar;g\_)sonditions.
‘% e

postulate between industry concentration a

4]
Another viewpoint, de& y Alfre dler‘ﬁfﬁers somewhat from Bain's

N
in that the structure does not{decide \’e str, egy@ather the strategy defines the

structure. Chandler made igniﬁ@ trfB ion to the interpretation of company

bureaucratizatior@ng @Taylo@%). Chandler (1977) had previously

N
examined sor@\sﬁs predece s.’,l/ie(ugb}n structural-functional ideologies, such as

those of er;'TEI(yP scg}(a?ﬁd Neil Smeltzer, which later developed into

managerial™eapitalism. He ﬁ‘laQstaT greater focus on management hierarchies and
A 5

f::r&wa organisation as a sinaé enterprise with many operating units, and the division

nager salaries. He also states that bureaucratic frameworks serve specific

Oxctions, particularly in terms of maximising economic efficiencies for an increasing

economy, emerging technology, and increased sales.
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Chandler discovered that bureaucratization would take several different forms,
such as a divisional structure with various operations and procedures. As a )
middle managers should be familiar with the operations and procecﬁ%f the
department in which they serve, while senior managers should be desi plan and
top management should be aware of managers’ work in the business dfganizationn for
those enrolled in technical and nontechnical programmes. \)

Chandler avows that organization’s strength comes K‘.‘le rning path” that
began with individual entrepreneurs and evolved in rgani awlowledge,
ional know gd([ﬁ&é&zc:ion
him,dar hree\gmers that

S the.éﬁs; to gain a

according to Wheelen et al. (2012). Technical skills,

and marketing), and managerial expertise, acc

make up organisational knowledge. Th
competitive advantage over other busw )Iowing i cor@ arket leader.

According to Galbraith (ZQ% the tr\'ﬁogi ;@tture to become an
N,

organization consists of man%oces!' man amezQ hich is also related to

ivisi§} structure. Similarly, Kavale

evolution and diversificatiop stratégy i

(2012) cited Chandler% runner ’n the strategig=structure concept, claiming that

4 ’ &
Chandler's opinion e diveris \nﬂn stratg_mot only addresses the organisational

issue but also pqu ne
¢

(2012), Cha% idea of ° rugturt} llows strategy” is the most well-known

ive s&s&fgy. Furthermore, according to Galbraith

N
organisatiopal“principle.in }inesss&t not only provides a structured complexity but

also Sses management a@%& contradiction resulting from the concatenation of

s%xtrategies.
Alfred Chandler was the first economist to discover that if structure follows
Qr

ategy, a decentralised structure emerges from the plurality of strategies, as
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acknowledged by Waterman et al. (1980). Waterman et al. (1980) define a strategy as
“a corporate planning act in response to or anticipation of the external enV1r
(customers or competitors). According to Waterman et al. (1980), the stra eads
businesses to set a goal of achieving a good market place, which incl low-cost
production or distribution, high-achieving sales, and high-satisfaction'sérvice.

It can be inferred that the firm would develop its own Ithsmess model.
However, in a competitive market, the firm can experienc k;ei and profits. As
a result, large corporations can not always adhere to th tegi pl.an\'l'd.is to say,
the strategy has a flaw in that it is dependent on th nization’s sitn@ork’s
effectiveness (Waterman et al, 1980). 4' T

t1ng L@n Chandler’s

simple strategy-structure relationship;“there ;> managerialyi flue@%nd coordination

(including the processes, policies, %practlce\&‘%u l;{\iler s point of view,
N

organisational structure is evolyi an organi tmnal@nthrough organisational
design (Galbraith, 2012), su,iE Aj
1. Strategy an tlre to str tegy, nd o@izatlon

2. There ar ree if elr

Galbraith (2012) expands on Chandler’s definiti

. T ea t t ctlortx‘-l)%fgamsatlon to execute a single business

5
wy § he - rnf oreg ary structure.
%:e diversi nto ‘Zﬁ'&ral related companies would be handled by the

M-form or mult\ ional framework.
E\ e H-form or, in the case of a holding company, diversification strategies are
Q implemented through many unrelated companies.
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Kavale (2012) agrees with Chandler that the structure should be an organisation
design that provides a strategy for the organisation to improve such that new cha@!s
can be created to ensure the effectiveness of new strategies. Staff can re@%&thelr
duties, obligations, and reporting based on structural design, which will the firm
As a consequence, areas of vulnerability will arise as a result W structure’s

inaccurate implementation. Chandler (1962) outlines two stru tuWnciples: (1) The
Szy i

chief executive does not have a limited responsibility for 'n'each operation;

instead, he should propose policies and a rational gro rategy, Whe central
L ]
agency has distinct functions for corporate developm ' _\‘-}
The firm’s long-term direction and mai iViti % jecl@}~ strategic

nt. Si;@:{:e firm is the
ers@‘what itis, how it

is ﬁever must be done in
*K

such a way that strategic anal ision- I«ng 053|ble Theory of firm

provides a framework for on atlr mpa can use business, corporate,
te I é

foreign, and social st% gene
,20&

economic gains for &q’q)wnerf
As a consequenee, a fi 'ry foC}%Ategy should primarily answer four types
2 9

of questions &aa, 2 :
e N
% ition”Wh i a flrn&\Nhat are its defining features? How should they

Y-v
be conceptualized @ét we can study them?

%\ Role: Why do firms exist? What is their role in society? How do firms
Q emerge?

47
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3. Scope: What determines their size? How far can they grow? What drives
their scope of activities with regard to products (verﬂcal/ho?ml
integration) and geographical presence (internationalization)? \

4. Performance: What determines their performance? Why &Mformance

differences exist among firms? How are they sustained tthgh time?

Other economists have different perspectives on the qgnh“of the theory of

1. According to Coase (1990), businesses emergesas a re UIW ability to
L ]

the firm, such as:

the availability of a relative COSfwd [ [ Witb\i%ards to

coordinating specific operation

for the life of the business NDp

The optimization of pI g and 'Wg '\ess quantities that is

\
correlated with the %mg rﬂetho I segg 0 many that this would

improve firm pr, mty l: nt @suggest that the accounting
!

system is a% e firm éca@ it can be used to gather data on
firm act \h& \ %(J

2. ACCW\& ), t)@éaﬂon of organisations must be based on

¢

nce jand
% S a greaterfocus o@ods and services in determining organisational
A objectives. Asa resw';t-he firm is intertwined with its surroundings. He went
on to look at another target of a firm that is linked to the aspirations of

QE investors, which include both short and long-term objectives.

omi@factors in output.

%

ls" Tl{} pproach differs from Chandler’s in that it
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3. According to Minsky (1996), the framework of the world economy is an
economic organisation with units, such as firms, households, goverwﬂm,
and countries, rather than fundamental data, such as @ents,
technology, and preferences. However, as the economy ﬂ*@ons from

weak to more stable finance, the economic units gain a better understanding

of how things function, allowing them to predict p teMture cash flows
by shaping future expectations. The euphoria o n;ic ]Iuctuation leads

to problematic potential cash commitments,which erodes. the margin of

"X
protection, resulting in less commitm@ cash flow fi’:it;\@urce:
Mehrling, 1999). 4 \/‘T

i o

anag 0 wields half

4. According to Hart (2011), the fiw ade

of the owner’s control and ska with incr

on behalf of the owner’s%th. \
5. 0
The Islamic and Wester, S of't'he firm «on Q@her hand, have different

perspectives. According to }(’9981 irm is @ocused on making decisions
on how to run the com behavior). ér&@ significant connection between
company performawd the ‘: | agr ﬁment. Furthermore, Igbal said that the
guiding princi &a b i ' firrci;oésed on Islamic law of contracts are

¢
established e production

N
operatir% ss isfone ipwhich Q@firm disregards a portion of the financing. This
Y-v

5 bg&t e debt-equity r@#as no bearing on the level of firm output or the

of its shares in the Modigliani-Miller Theorem study. It is shown that the debt

& cing approach has little effect on operating decisions or firm equilibrium.

0e
2
>

<
[m]
S}
=
S
=)
¢

<

a‘is i‘c.)? He clarifies that the Islamic viewpoint on
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According to Sarker (1999), the Islamic firm theory takes into account both
internal and external factors in order to maximise the welfare of produc?«i
consumers, while adhering to Islamic law’s target. Based on this, the%\s are
provided for their skill and integrity to business contracts and planned roved by
the Sharia to reduce the principal-agent problem according to the IsIMamework.

The firm plays a significant role in economic growth, whichdincludes societal,
manufacturing, and business processes (Azid et al., 200 g;sci accept that the

firm’s theoretical model in conventional economics is ed on ec var
@

iables
for maximising earnings and minimising the costto%ve the pri tﬁrg@vhich
a

is also linked to the opportunity cost. Since thergsi XI@ ene@ﬁ Islamic
ethics (economy), an Islamic firm condu@iio\m ities i rdance with

Islamic practise. Islamic firms adopt thegjustice and ben nceeg‘als their corporate
strategy to prevent exploitation, big@jand res \Ne?ad ;z@c{ises.
N,
Sarker (1999) clarifie in th@ Islamie ec ic system, each man

job)

&
I an@cceptable conduct that is in

maximises profit based onise\@ic 1 ¢ %
accordance with Islam% re. Ac ;@ to hi@'contract arrangements should be

4 ’ &
cleared by fugahas wsts as It \eparties’ gbls and obligations. He went on to say
that an Islamic @ la eto @(ate human behaviour (such as producer

¢
and consumer rder fo achiéved belj e of wellbeing (al-falah) in this world and
N
hereafte% ni hnuma (19@ added some limitations for Islamic producers,
b 9
suc))A N
9

%\ Maximize public social interest utility (maslaha),
Q 2. Prohibit the bringing of sadness to others (a zarar va la zirar) or minimize

the social disutility (mafsada), and
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3. Prioritize the social benefit over individual benefit, facilitation and relieve
people from difficulties and hardship (osr va haraj) in necesslv!d
imperative needed (zarurat va izterar). cq\

Moreover, Sarker (1999) states that there are two objectives of%&amic firm

which are: (1) Profit maximization and (2) falah maximization. The imp@rtance of profit
and welfare maximization have also become part of the maij Mf the theory of
Islamic firm. Islamic firms will use internal and external fu a’%a hieve the firm’s
goals. However, as an Islamic firm, it must also obey t als of Shariagwhich is for

@

achieving the social welfare and the whole end to

ize producti nht_@l‘i:/el,
tal_cost. ides, Sarker (1999)
oot goles

mentions the company contracts were indeéd, desi nedﬂnd rove@ving Sharia

rules. So that, it can minimize princiwa im@e welfare for the

problem
society and firm. Therefore, Islarr((%ms mu \Oﬂgder t}@\dvantages of whole
N,
societies. According to Sarker @heregre several ba@haracteristics of Islamic

&
firm such as: \ \‘A

1. Ethical rule%g proi‘l‘iﬁf‘ﬂti@nd placement price, in which
\puo uct C/Q

societies asatlsfaf %
2. Islamkf\;'%s tofd%\{otal revenue which is equal to the total
¢
%veve some ofo ist justify that production will be optimal under

co
%f "
Qe/ ualization Farghél\cost with marginal revenue (MR = MC).
b

which the firm has a total revenue that is equal

\ and adjust to a higher wage that is deemed to be “just”.

QE 4. The firm controls the mutual responsibilities between labor and capital vis a

vis the entrepreneur and capital.
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5. The clear content in contractual agreements, such as mudaraba, musharaka,

bai-salam, istisna and so on will avoid usury, gharar, and maysir. Yv

6. Adjustment of the rights and responsibilities of the contractlrﬁj}es in

contrast to following the nature of the contract. *

The final definition of an Islamic firm is one in which contractsgwere structured
and accepted in compliance with Sharia law, with benefit and welfare maximisation
being part of the main objective based on the rationale o r'k;l 'and appropriate
behaviour that is in accordance with the Islamic proced .\d‘

t relatipnships if @Ymic
nem ), a@g capital

prlnc,@b (muwakkel),
arh@{}md assets owner

Shamsudin & Ismail (2013) define principal

economy as capital provider (rabbul mal) and

providers or partners, buyer and seller,

contributor (wakif) and beneficiaries ;Df) pledge

(murtahin). Furthermore, accordlng o0 Sarker (1 (ﬁn -cAhrm considers capital,
N,
[ iSi s a tﬂe of i

labour, managerial decisions, a lamic business or contract. In

%

general, there are three ty anll contracts g ntract modes in an Islamic
industr:
\d\Q d|re nancial accommodation (uqud al-

1. Busines &Kntracts

|sht|QQ fit- |nC| rof|t loss sharing principle, and output

S hrm " (_}
NN
% tr basedi\on indirect financial accommodation (uqud al-
Y-v
Amuawadhat) mar (@based principle, lease based principle, and advance

%\ purchase principle.
Q 3. Other forms of permissible contracts are direct investment, finance on

development charge, rent-sharing based on construction/purchase of

—
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houses/flats, godowns, sheds, etc. on co-ownership basis, investment

auctioning, syndication and consortium financing. Yv

Ahmad (2014) lists some general Islamic banking activities on th@most
popular business transactions in the Islamic banking system, such as:

1. Musharaka activities: Islamic banks lend money to a firgl as a business

investment and issue a floating rate of return ( N the individual

business firm rate of return). Islamic banks a pﬁ:ﬁs'firms share the

same profit and loss.

"X
2. Mudaraba activities related venture c@oamin inves (#nhf}apital
for a company over a set period of ti?’g, type of ing p%med by an
Islamic bank that focuses on IabNQK} S and\ma emen@;gbilities. The

creditor cannot afford the& of moneyi

3. Islamic banking activiti%ult in v\ﬂXf -;@rve banking due to a

A N
high reserve ratio. ‘% o 4 O
X &
Despite the fact that{ath CII e org‘@lional businesses, there are
several distinctions be ank and an -‘Ii'naq@l firm. There are some gaps
d &
ccording/to Mehran et al. (2011), including:

between banks and -financir M $
1. The bank 90 'thertr-r%ﬂo % for nonfinancial firms
#
2. T % has/a hi n&m@/‘rgf stakeholders than nonfinancial firms
% o
% ankhas s holdsgand stakeholders (including debtholders which
. L g _
are the depositors @He holders of subordinated debt).

\The majority of these types of businesses have a production-based

his @of relationship.

rganisational structure. In general, a firm offers a business, such as a financial

stitution, such as a bank, and is often classified as a firm because it has an
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organisational structure of several divisions and responsibilities. The banking system,
according to Ahmad (2014), organises financial transactions that can as?ﬂe
government in managing the fiscal and monetary policy. The bankln

constantly introducing new banking products in order for banks to eanﬂ*y (profit)
from their customers’ deposits. As previously stated, a bank is a firm thiat offers people
savings and loan services. Ahmad clarifies some of the %er\;les between the

conventional and Islamic systems, including:

1. The primary goal of conventional banking is Weposnors
and then lend the money to investors. Fun fers, share ng’ g@tees
credit notes, and currency exchang on tlfe ban@ services
available in conventional syst ofo‘vh are e@ﬂ important.
However, according to AD\ 14), thes @e a conventional
system’s only anc1llary Y

2. Conventional bankl ed oﬂ the p«talls@tem and uses interest as

&
a means of maki S, [ rohlbé@by Islamic law.
3. Islamic Ba s monl lendin 6 anb’mvestmg and provides financial
4
product t are mie Islgv anks, on the other hand, are based
aw)(§Q

4. Pfhd lo sha gés eJ siness risk has been addressed in Islamic
n

on Sharia

% g. 4D¢al unj y, and ye shall not be dealt with unjustly,” says
ASurah Al-Bagarah (2\)\’279) This clarifies the main reason for Islamic

\ economics’ emphasis on ethical and moral ideals in society.
Q According to Azid et al. (2007), the discrepancies between conventional
anking and Islamic banking are that in the conventional banking system, resources are
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allocated efficiently but it is still unnecessarily equitable. On the other hand, Islamic
banking establishes a welfare balance between the present and the hereafter. Twm
the uncontrollable firm behavior, including both conventional and Islamiceg}s, its
principles should not solely be based on the law, but should also endo the moral
element of the socioeconomic menus, preferences, institutions, and{interactions to
create the firm to be a cooperative-competitive organizati nmerative implies
participation and complementarity, and a unification episte mo'vn as (give-and-

receive). Competitiveness refers to a firm’s ability to gai rces 6f g\s@fﬁciency,
AR
r to fimprove| i@arket

erha\nﬁ,' om@ent gach

-muTar ) an@;:oving firm
efficiency. % &
N O

market transformation, and social well-being in

performance. Cooperation and competition, o

other in terms of sharing resources (mudq&ab;

paradigm change in internation gl [ usiness activities, banks

encourage and apply inter hﬁnj’w i e, social justice, and social
responsibility. In its u% t-based mo f‘bf@nce, Islamic banking principles
4

&
differed from con@l b@ tureﬁlamic banking, on the other hand, has
att i

received as mu ion i as tlg\dnventional system, but it is still subject

¢ |
to some con (Ahmad, 2 4)?'su€r_1/ ,
N
% lami€ Dba enefi@?om lending funds to a borrower for a specific

time is not dtmh;;
Ime IS not pre eeK ,

%\ The Islamic bank accepts the advantage and splits the profit with the
Q profitable business borrower,

55



3. The Islamic bank is not a creditor, but rather an alliance in any banking

contract, Yv

4. The Islamic bank prohibits the accrual of interest (riba), (q\

5. The Islamic bank does not allow contractual uncertamtf;ggambling

(gharar and maysir); and Q

6. The Islamic bank would not give or lend monex to Inesses that are

Islamic banking is rapidly expanding (Tabash & nkarj2 |s is based

Ylv
and 2011, rejv@sm

acconﬂp by a.@ﬁ:rease in

y the@glal crisis in

is t@ﬁse Sharia values

prohibited by Islamic law.

on a 2013, IFSB study, which found that between
percent rise in cross-border Islamic finance, whi
domestic Islamic finance. Conventional b
2008, but Islamic banks were largel %@ from th

governed their operating climate. T(e'splanatio i ;@*Islamlc banks forbid
N
the types of investments that h%onveﬁhona anks Q(El)contributed to the crisis.

is

According to Mokhtar et al. 0 re“are three structured mechanisms for
implementing the Mal% lamlc anci lslys@' s growth system:
4

%\ The year 2004 marked a new age of financial liberalisation. New
Q international Islamic banks have been granted licences to operate in
Malaysia by the BNM.
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Malaysia is the first nation to adopt a dual banking structure, in which Islamic
banking and conventional banking coexist. Since then, several Islamic countrie
acknowledged and adopted the Malaysian banking system as a model for fct%
banking (Mokhtar et al., 2007). In addition, Mokhtar et al. (2007) comﬂl!&we growth
of Islamic banking’s total assets, total deposits, and total funding (Bmm, Bank

Muamalat, and Islamic Windows) from 1997 to 2003, as ShOWQ Ne 2.2.

Table 2.2: The Growth of the Islamic w aysi'l
] W

1997 2003

Total Asset RM17.8 billion v M77.4 billioh X
Total Deposit RM9.9 billion RMS55: E,uior(_}
Total Financing RM10.7 billio RM#48'6 billion_
Source: Mokhtar etal. (ZOO‘Z)i!'AyaI Repert Banks
RS
T

Bank Islam, Malaysia’s first Islamt Wtarte i ation%uly 1983, and

that the government gradually permitted*eonventional s to i@ement the Islamic

system in their existing infrastru A%d br@e
and 1999). This increases div %ﬂ co 0 etition th t@ﬁnking industry, allowing
full-fledged Islamic banks a?ahmic tvind to booest-their output efficiency.

Based on the a%\ IS clez? gmj;ri&/ lamic viewpoint, there exists an
attitude of justice &h@ﬂ-beirp ims of @szstem institutions and customers for
both the World(ﬁawae ereaf €

d

nal view, on the other hand, presents the

o
=7

s

ision‘of t rporate structure based on a profit-driven approach.

firm theor%
w aris!, i€ banking, as an institution with an operational structure

N
base&& variety of strateg@must strive for a sustainable prosperity (hereafter),
h

W ust include Islamic values. As a result, the study focuses on Bank Islam as a
that has implemented a restructuring plan in order to achieve a balance between

global well-being and prosperity.

‘c
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2.3. Introduction of Bank Islam as a Firm

The Malaysian Pilgrims Fund Board established a pilgrims’ fund, whi
followed by the establishment of the Muslim Welfare Organization in @}(/ ich
provided the financial basis for the establishment of Bank Islam Malﬁ&aerhad in
1983 (Ahmad Tajudin, 2000).

According to Jamalluddin et al. (2011), after the esta isw of the Pilgrims
Fund Board in 1963, Malaysian Muslims approached the b‘Re.nt ith a request to
create Bank Islam.  As a result of being pushed into lamigc Devel ‘ent Bank
in Jeddah, Malaysia has become increasingly involv eveloping_| arﬁi&b&fking.

Malaysia began forming a steering committee i with the f e@shing an

Islamic bank. \/ \ é‘t

Raja Tun Mohar bin Raja Badiozaman, Chai of thlational Steering

Committee for the Establishment o@snic Bﬁnv\/l a,y@a wrote a letter to the
Qreyh o

=7

Prime Minister on July 2", 19 incILﬁeS reports o ects of Islamic banking

&

based on religious, legal, arq o\!tFeioIl uésyfrom et&r countries in comparison to
e

the situation in Malay: Initiative est Iis!he@ank Islam as a centre of Islamic
2 ¢ &
[ i ting thi

banking in Malaysiafwith thea‘ ggsneed in Malaysian society. From this

re that included takaful, capital markets,

QD

simple goal, B

and other S@ financial rgrjg Furthermore, Ahmad Tajudin (2000)
Qf "
charact% choite o ?nk Is'l%’s name as a “trendsetter success of the Sharia

ban alaysia.” Accordin@'ﬁm, Bank Islam began operations on July 1%, 1983,

Q
(%]
—
wn
C&

continued to evolve as a new and competitive Islamic banking system in

a
G arison to the current traditional system until 2017. According to Zukri Samat (as
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Managing Director in 2013), the development and growth of Islamic banking in
Malaysia is divided into three phases, as shown in Table 2.3.

Table 2.3: Historical of Islamic Banking Development in Malaya%}

\
Stage | 1 Il
Year 1983-1992 1993-2000 2001-2010
Focus Instituting Institutional Building, Strategic positioning &
on Foundations Activity Generation &  International Integration

Market Vibrancy

Activity e  Enactment of dedicated e Legislative -Tan of efficient

Acts for Islamic amendments to allow ogressive and

banking, window concepts mpreenensive Islamic

takaful and Sharia- e Establishment of. inangial syst

compliant government national Sharia o Fi aww Master

funding Advisory Cou Plan was,launch’— ysia
e Establishment of first expedite the as an Islami fin@a hub

full-pledged Islamic expansion s o Establighment oflsfamic

bank (Bank Islam) and and services 2 Finan al Servjees Board

first full pledged e Establis the o Liberalize demestic Islamic

takaful firm Islamic interbank \

Inance se
morw t Integw Islamic
W finance
7
\ . ishment of Malaysia

\ nternational Financial
x A Centre

- 7
& )

c,} Source: Samat n.d

[7 <{-
They also had a certaiM nt of carm‘:ﬁ‘f banking operations in the

early stages of the estéish%nt of B
llion [

capital of RM500 milli nd a\pﬁi c{[ﬁgﬁ/of RM79.9 million when it was

established in 195&% Is ' received @3.4 million in paid-up capital in 1991
for potential @n 7d Ge grr!enf-é?)/perties, and they were listed on the Kuala

Lumpuri&&!cha}]g D.oﬁn arﬁ 1992. (Ahmad Tajudin, 2000).
4

ank’lslam became fully,Islamic banking owned by BIMB Holdings Berhad

Islam had an initial approved

i
%,

a Mas turned into a fully mmic bank, with the lowest ranking among Malaysian
mercial banks (Huei & Kong, 2014). After Bank Islam purchased shares in Dubai
Glancial Group and Tabung Haji on December 19", 2013, Tabung Haji now owns the

majority of their shares. Tabung Haji, on the other hand, has completely subscribed for
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the purchase of rights issue shares and Sukuk on Bank Islam. However, the operating
activities are an extension of Tabung Haji’s activities as a non-bank savings inswm
for Muslims, with a range of Sharia-compliant banking facilities to su@wt its
operations. Tabung Haji’s activities often save customers money, ich is a
contribution. Tabung Haji’s activities also save customers mongy, which is a
contribution from Malaysia’s Muslim community, which is coyere Sharia law. The

Tabung Haji Act of 1995, which replaced the Lembaga 'lng Haji Act of

1969, governs these funds. Tabung Haji’s history with Islam arised in
X
Table 2.4. | &
=\
Table 2.4: Historical of Financial fromd aJQ?'
e "
Year Detail

2006 Tabung Haji injected RM186 million %Wlsla the @&e?s RM1.0 billion

recapitalization exercise.
2009 Subscribed for Bank Islam RM 540. illion of Isla
cumulative preference shares, whieh qualified ‘ﬂb% ita
2013  Fully subscribed for BIMB’s i

redee@le, convertible non-

illion Su S &ued to fund the acquisition
BIMB did notown. .2

of the 49 % -interest in Bank Is
% “ %ﬂf’ce: Huei & Kong (2014)
Bank Islam also re% Iegr is that @%gulated by BNM in order to
perform banking acti% NM P ba}ky%grv ody that ensures a conducive
environment for th Msian laco\"s sus%gﬁble growth, including overseeing the

&

performance ofky ba 'fina 1al institutions. Some regulations serve as a
¢

basic concﬁto a applied 4 n{ I@n to supervise operational banking activities

NN
M, (QS ifies c@;ission, and (3) other related authorities (Ahmad

IA&OOO). According @ hijs (n.d.), Bank Islam has introduced several

Ta'\)
@ ns, which are summarised in Table 2.5.

based o



Table 2.5: Regulation Implemented in Bank Islam

IFSB Standards

Bank Negara Malaﬁia

IFSB-1 Guiding Principles of Risk Management
IFSB-2 Capital Adequacy Standard

IFSB-3 Corporate Governance
IFSB-4 Transparency and Market Discipline
IFSB-5 Supervisory Review Process

IFSB-6 Islamic Collective Investment Schemes
IFSB-7 Sukuk, Securitizations and Real Estate

IFSB-8 Takaful
IFSB-9 Conduct of Business
IFSB-10 Sharia Governance Systems

Islamic Banking Act 1983\\
Guidelines on Capital Ade
(CAFIB)

Guidelines on Fina eporting

Guidelines on Anti Money Laundering

Guidelines on Pr Limits and
Standards V
, \Y.

In addition, Bank Islam adopte
different laws into a single legisl

Takaful Act 1984, the Payment

1953. (Elizabeth Frasier-Ne%ZOM )
of the IBA (1983). \‘%

>

!

o "X
cé: 'I_'\@f(n.d)
com&es many

o

IBA 1983, the

\
ISLAM %
(N :
Agidah o Sharia & Akhlag
;\ l
R [
Ibadah Mu’amalah
¢
(’) | >
v i v
% Political Economic Social
% Activities Activities Activities
5 N ‘
Banking Activities

d
N
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Source: Jamalluddin et al (2011)

Figure 2.1: The Islamic Banking Act (IBA 1983)



Latiff (n.d.) elaborates that BNM has guided Bank Islam’s compliance in
controlling its banking activities based on the IBA 1983. In terms of convwﬂll
banking, BNM’s operations are governed by the Banking and Financial Ins% Act
1989. Islamic Banking is required to follow the SAC through IBA reg (the 13A
IBA 1983). According to Elizabeth Frasier-Nelson (2014), the key goal of IFSA 2013
was to track financial stability and Sharia enforcement in Isl Ming operations.
IFSA 2013 was released on the date of royal assent on Ma ahl and the date of
publication in the Gazette was March 22", 2013. (2013) "ai (1 provide
regulatory and supervisory oversight of Islamic financialipstitutians, nfen_&@yjz ems,
and other relevant entities as well as oversight am% arke@a Islamic

foreign exchange market, in order to promotefinancial and S enforcement

S (@ website, 2017).

q@‘nination, through the

as well as for associated, consequentialy,or incidental

The regulation demonstrates the l\/%ian gove\he”s

N
BNM, to promote Malaysia as ce f& Islamic bazgga. There are six pillars in
Bank Islam for running bankin ct]i' , er,%-@malluddin et al., 2011): (1)
hafing, ?' m@riality, economic purposes, (4)

&
ity of cgwcts and (6) no financing of activities

Fairness/no exploitati% isk-s
prohibition of intwa),
prohibited by Iskam. &
¢ | (.?(J
The t!;& ,)cus ont g&w&jo Bank Islam’s assets and liabilities, as well
o:e

N
ABC.an C or&nk Islam’s assets and liabilities. Before learning

%

as the effec

morj&t Bank Islam's asse@d liabilities, it is important to understand what assets

a%| ilities mean in Islamic terms. Jamalluddin (2012) explains the sense of asset and
iabi

lity in Bank Islam is as follows:
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1. Asset is “capable of generating of positive cash flow or other economic
benefits in the future either by itself or in combination with othe?!s

which the bank has acquired the right to hold (rightful ownershi aal

N—r

and, use of dispose (rights on manfaat) as a result of pasf&ctions or

events” (AAOIFI). Q

2. Liability is “a measurable present bank’s obligation nother party to
stic

transfer asset, extend the use of the asset or pro T to that party in

the future as a result of past transaction or events,” Isla iw obligation
"AY
must not be reciprocal to an obligation o ther party_t tfie@ The

duty of an Islamic bank must not be regi al \% gatix@%]c another
party to the bank. \/ %T
For further understanding of bd liabilit B@ﬁslam, Table 2.6
shows the list of banking products L@jassets a Witi Q@Md by Bank Islam.

Table 2.6: Linéand Diabilities in Bank Islam
N &

NO Bank Islam Malaysia Berhad (GP8-1)
Asset Liabilities
1 Cash and short t }Z I " S Deposits from Customers
2 Deposits & placement with banks@ rﬂn:{;&'}al Deposits and placements of banks

institutions QO

Securities Madingl % Bills and acceptance payable
Securitie ilable-for-sale <Q Other liabilities
Securiti% -matu O Zakat

3
4
5
6 Finan nces, and oth Subordinated financing
7
8
9
1

S
Other 4
S posits with the ntraL&Mk

r
urrent tax aszt ¢
0 ried tax asse "
11 : Investment in subsidiary T

roperty & equipment
S

epaid lease payments
E N Source: Jamalluddin (2012)
For accounting standards and balance sheet reporting, Bank Islam follows the

Q\IM GP8-I rule. GP8-1 is a Sharia Supervisory Board regulation on Specimen
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Financial Statements for Licensed Islamic Banks for operation accounting and
reporting. Jamalluddin (2012) propounds that the Sharia standard, governance st :
financial reporting standard, accounting standard, and auditing stan@e all
implemented by the Standard Financial Reporting by Bank Islanf. Islamic
accounting definition in Bank Islam is a “accounting mechanism that provides
stakeholders with accurate information (related to financial data) (Jamalluddin, 2012).
Islamic accountability, as described by Bank Islam, is b &:v' principles: (1)
Transcendental accountability to Allah S.W.T. ummi aWZ) social

@

accountability to society (hablumminan-nass), (3) i

Yw
iduals as tru es’o&ﬁ%ﬁfah,
h) and onoqi??iims that

self a@:s;anh).
nd @entional banking

(4) performance in this world and the hereafte

go beyond mere financial gain, such as taz

Furthermore, Jamalluddin (20& tata that Islarmi

are similar in that they both offer in@ﬁtion to s\ho ar Consumers of financial
N
statements. Islamic accounting,%\her ﬂand, eks to ('\’/ide greater transparency

x &
and accountability through‘Ehe plicati Sha@llues to banking strategies.
According to Jamallum% . (201!T, S r'i'al va@s are compatible with universal
\-‘ &

values, as shown in wu\re 2.2.|
» Ethical

e | <57
Yo !

Governance [&————|  Partnership

" A S v i
N
A S’
N Source: Jamalluddin et al. (2011)

% 2.2: Consistency of Sharia Values Consistent with Universal Values
0 Further explanation of Table 2.7 about the consistency of Sharia value had

been followed by Bank Islam with universal values such as:

G
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Table 2.7: Explanation of Consistency of Sharia Values

Real Activities Ethical Partnership Governance
Direct link to the real Avoidance of Different contractual Greater trangparency and
economy unethical relationship. disclosur ’\

activities e.g., o %nal Sharia
hoarding. govem%
° ique risks.

Certainty — supported
by underlying
activities (avoidance
of gharar-uncertainty)

Avoidance of maysir
(gambling), riba
(interest) and
nonpermissible
goods and services

Equity-based and risk- G iduciary duties
sharing transactions. and‘accountability.

3

Prohibits excessive
leveraging

Screening investment

zEstsis on clear

Clearly defined

risk and profit-s documentation and
characteri C

additional built- Al

mechani

Money is not a
commodity

Forbearance for
customers in
difficulties

Bank Islam also has a governaM

SWT. This is explained in Figure 2.%
.

Allah SW.T

Sharia Governance

Fiduciary Duties in Islamic
Banking Transaction

Normal Corporate

Governance

h/

Ensure compliance with Sharia
rule and principles

N}

\cj‘v

Source: Jamalluddin et al. (2011)

‘é Figure 2.3: Concept of Governance in Bank Islam
0 Bank Islam also supports financial stability while adhering to corporate and

Sharia governance standards. According to Ahmad Tajudin (2000), Bank Islam



established the Sharia Supervisory Council in 1983 to oversee banking activities in
accordance with Sharia law. The National Sharia Advisory Council was establiw'sy
Bank Islam in 1997 to take over the role of the Bank’s Sharia Supervisory C% This

council has the authority to keep the Islamic system’s Sharia discrep in Islamic

banking operations in line. It is explained in Figures 2.4 and 2.5. ?
N

SHARIA SUPERVISORY COUNCIL

(SSC)
Sharia Review Committee ﬁ:"'
Product Development Department Sharia Division Sharia Audit Department

= = .

Notes:
e Chairman of Board Risk Committee and Chairman of Audit and Examination Committee are
permanent invitees to SSC
e Chairman of SSC and a member of a SSC are permanent invitees to Board Risk Committee
o Head of Sharia is a member of Management Committee, Management Risk Control
Committee, Sharia Compliance Risk Control Committee and Product Development

Committee
o Sharia Division is also represented in Financing Committees and Operational Risk Control
Committee.
& ); )

" 43Uurce: Jamalluddin (2012)

Figure 2.4:‘?«3\Sup rvis our@in Bank Islam
1

(
The SAC’s rol ng to ;L tif anz,é o ensure that Islamic law is well

enforced in Islan& ing, *k;\ﬂnsura@{ Islamic financial business, Islamic
financial businN n

&
and contro@ bysBNM; The, C ntra@nk of Malaysia Act 2009 also reinforces the
importa«% e SA!E epnly@y with full authority to handle Sharia matters on

Islarmi king, takaful, and }s@n'/ic finance, according to the BNM. The significance

£

ot ness l(a}d on Sharia principles that is supervised

of s role in Bank Islam is seen in a different light. Even though Bank Islam has its

0/ SAC, it will seek approval from it last when determining if new products or actions

are permissible. Figure 2.4 depicts the Sharia concept in Bank Islam, while Figure 2.5
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depicts an introduction to Bank Islam’s general market. Bank Islam has its own wealth

and liability management policy.

SHARIA AS OVERARCHING PRINCIPLE IN
BANK ISLAM

SSC Board of Director AEC

(Oversight Accountability on (Overall oversight on Sharia Governance Structure and - -
Sharia Matters) Sharia Compliance) Sha“é* Audit
I Function:
. Provide
Board Risk Management independent
o Ensure execution of business and operation are in accordance with assessment &
Sharia Review Sharia principles objective
Fun_ction: o Provide necessary resources, infrastructures, enablers to the SSC assurance
Review = = designed to
business Sharia Risk Management Sharia Research Function: value add &
operation on Control Function: (Under Product Development) improve Bank
regular basis to Identify, measure, monitor, report Conduct in-depth Sharia research Islam
ensure Sharia & control Sharia non-compliance prior to submission to Sharia adherence to
compliance risk Committee Sharia

SourcerJdamalluddin (2011)

Figure 2.5: Sharia PrincipledanBank Islam

VALUE PROPOSITIONS

Competitive Pricing Excellent Services Innovative Offerings
(Turnaround Time, Hassle Free)

Customers &
Assets ASSETS LIABILITIES Investors Vs
(Debt based (Fixed vs Float Rates) (Profit Sharing vs CASA) Depositors

E'“@?C'Qg Vg REVENUE — COST = PROFIT
quity base Profit levels are dependent on the ability to manage risks and price according to
Financing) expected returns.

RISK SHARING

Risks associated with the use of fiinds to finance customers or to invest in marketahle seciirities.

SUPPORT FUNCTIONS
Product development and innovation will be key aspect in developing successful offerings.

Source: Jamalluddin et al. (2011)

Figure 2.6: General Business Model in Bank Islam
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Table 2.8: Bank Islam Balance Sheet

Assets Liabilities
Inventory Current/Demand Dep6si }
(Real Estates, Automobiles, etc) (Wadiah (Safe Custody; )

Asset-backed Transactions: Unrestricted Invest ccounts:
Murabahah (cost plus)/ ljarah (leasing)/ Istisna’ (Mudharabah-ba%, 1A)
(manufacture)/
=2 Salam (forward delivery) Restricted Inve ccounts:
'S (Mudharabi PSIAS)
S Profit-Sharing Transactions: Profit Equalization Reserves
i Mudharabah (profit sharing & loss bearing) /
Musharakah (profit & loss sharing)
Fee-Based Services: hareholders’ Equity
(Ujr, Sarf, Wakalah, etc) i.e. for Trade Financing l

: Jamal% al (2011)

3
Table 2.9: Bank Islam action on As nd Liabilities \T
.S

Asset Liabilities

To manage risks associated with Mudharabah (profit- o saféguard e interest Ofdnvestment
sharing) and Musharakah (partnership) contract: E% Accou ers (I %rofit sharing
ciary onsibilities in

based transaction:
¢ Board to ensure IBIs have sufficient expertise .

capability \ protéeting de@tors (profit sharing
o Allow appointment of Board representatives on entities [ ent account)

involved in such transaction as a monit@ringmechanis \5\9 nd nément and financing
o Establishment of dedicated oversight ion; e.q., i t tegie& align with 1AH risk and

house property development or research

rtmefit for retur%g_pectation
property investment and develop, trategiesms, quropg “disclosure and transparency
Seurce: Jamalluddin et al. 2011
<
. i RS
A list of Bank ehaviour re tgd 0 ‘asset and liability items from the
financial report c&@und t] \re 2.6, e 2.8, and Table 2.9. Asset liability
al"for ma
’

management i &%
Hassanudi Ola In this

anci rabilities; bank strategic planning, especially effective risk

ing a @thy balance of profits and risks (Mun &

ial climate of heightened uncertainty and increased

nt, is critical. As a:(e}ult, asset liability management is one of the most
i nt decision-making tools for banks in order to minimise risk and maximise
efit. Asset liability management in a bank refers to the simultaneous preparation and

organisation of both asset and liability positions on the bank’s balance sheet when
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considering various bank management priorities as well as legal, administrative, and

market constraints in order to maintain liquidity, reduce interest rate risk, and i

the bank’s valuation (Gup & Brooks, 1993; Mun & Hassanudin, 2017). T%\ also

some operational activities in Bank Islam. Table 2.10 provides the su

pillars in Bank Islam operations.

Table 2.10: Key Pillars in Bank Islam Operati

Revenue Generator

Consumer Banking:
Personal Financing
House Financing
Automobile financing
Bank Islam Card
Wealth Management
Banca Takaful
Bureau de Change
Electronic Banking
Deposit and Payment
Service

Corporate Investment
Banking:

1. Corporate Banking
2. Capital Market

3. Corporate Finance

©CoNoaR~WDNER

Commercial Banking:
1. Business Premis
2. Emerging Cotporate

3. Contract al Mr
Financin
4. SME and . SB

Treasur
Rehabi

'&_’r.s'
5
a

N

Operations

Branch Operation;
1. Business Proce

Reengineering
2. Branch Supervision

3. Branch P@e

@mmunication:
. Public Relations
. Corporate Branding
3. Corporate Responsibility

4, Contact Centre

on

f the key

Yv

Business Support

iredit
dministration:
N%Jnsumer
2 usin
N

| S
%3
T

Transaction

Services:

1. Treasury
Operation

2. Payment
Services

3. Correspondent
Banking

Trade Operation

Customer Care:

1. Complaint
Management

2. Service
Quality

Assurance

Source: Jamalluddin et al. (2011)
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_ Feedback from Audit and Examination
Committee

Set risk appetite and tolerance level ‘

Board of Director

Board Risk Committee - —
(Present single view of risk and to ensure - Risk Policies and
Capital Allocation

adequate policies and control)

Management Risk Control Committees

—) MRCC ALCO SCRC ORCC RMC

Risk Management Division

Credit Risk Management Market Risk Management Operational Risk Management
Business Division: Operation Division: Business Support Division: Other Division:
e Consumer Banking ¢ Information Technology
e Corporate Investment * Branches e Credit Administration e Product Development
Banking e Cash Management ¢ Transaction Service e Human Resources
e Commercial Banking o Corporate Communication e Trade Operation e etc

Source: Jamalluddin (2012)

Figure 2.7: Integrated Oversight Framework of Bank Islam
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Board of Directors

Head Sharia

....... | Chief Internal Audit

Managing Directors |

Chief Risk Officer

Managing Director’s Office:
o Strategic Relation
e Strategic Planning
o Legal and Secretariat
¢ Special Investigation Dept.

Compliance Officer

Human Resource

l

L

A 4

y

Executive Director
Business Development

Chief Financial
Officer

v

Chief Operating Officers-

Operations

Chief Operating Officers-
Business Support

Chief Technology
Officer

'

v

v

v

Consumer Banking
Corporate Investment
Banking

Commercial Banking
Treasury

Rehabilitation & Recovery

Financial Controller
Central Finance
Centre of Excellence
General Admin
Valuation

e Branch Operation

e Channel Strategy and
Development

e Cash Management

e Corporate Communication

Credit Administration
Transaction Service
Trade Operation
Customer Care

e Chief Information
Officer

e Project Management
Service

DIVISION

DEPARTMENT

Figure 2.8: Organisation Chart in Bank Islam
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Figures 2.7 and 2.8 depict Bank Islam’s organisational structure, which is
divided into various functions and responsibilities in order to achieve good gro

the bank’s results. It also means that Bank Islam is an entity of the ﬁ@mg,

according to a paper presented at the ICOSAH 2017 conference"&structural

organisation that is related to firm theory. ?

The requirements in the four principles of firm are: The firm as a
Con

development unit, (2) the firm as a decision unit, (3) the fi tlacting solution,

and (4) the firm as a pool of resources, according to Bec 200 ).‘\d
L
It also indicates Bank Islam shows an enti irm. o[dl@o the

presented paper at a conference ICOSAH 2017,

orga@%tion that

'ru@;ur concepts

relates to the theory of a firm. Becerra (20 dis

of firm being: (1) The firm as a prod at 2) the fi S a@sion unit, (3) the

firm as a contracting solution, and e flrm a [ p@“resources. As can be

N
seen, Bank Islam meets all four%as aﬁrm, ch as: <§)

&
1. Thefirmasa pr un| plem&d into banking performance.

The bank a% ot me r ny us'om@ changes in profitability because

profitability can be i ln by factors. Bank Islam also focuses on

the flexibility of 'lal p ance thoughts to deliver decisions on
hnkm pe:%zflce@) nges in each period.
N

oncept of f|r a decision unit could be also implemented into

b

&
A banking performar\\ﬁhlch means the formation of the bank is not merely
%\ for pursuing profit only, but the manager should focus more on strategy to
0 keep saving money submitted by the community, and the same time Bank
Islam also manages the rotation of money and develops another service for
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the community. Following this concept, the community also prioritizes the
satisfaction of the managerial performance that will also bring beneﬂ?ﬂl
parties. ('}

3. So, if the concept of the firm as a contracting solution couldﬁ%lemented
on the banking performance, it is related to the contracts. slam should
have a detailed explanation of efficiency in banking per ance. However,
there is a possibility the bank can also handle th e oblrm as mentioned

in the firm’s concept of the firm and the bo ries pf .Th\fd (property

AL
rights). On the other hand, there is a diffe oundary on the I)er ance
or business between firms and banki ' 4 \,‘T

ma@by a single
i ea@age. Bank Islam,

The study concludes that a firm iw of

administrative structure that provides N ;aiable competi
on the other hand, supports this id{%t the ﬁ&?\
..% @

firm’s administrative functio

economy and government Nan : %
XTrs

’

M)

2.4 Assets-LiabiK‘ anage nk
A bank is.a governm icensed fi 1al institution that plays a critical role in
¢

!
the country’ %lal mfrast tué gév?h The bank is typically required to keep its

N
asset-lia% anagénie ‘under&trol while still managing risks. Changes in
ecomﬁcycles will also aﬁ@bfanking efficiency, especially in terms of asset and

I%\I!l banking. A crisis may be the catalyst for reform. Changes in the recession
d

have an effect on plans, ranging from lower funding levels to lower asset prices,

hile also rising debt levels (Elliot, 2010).
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After the crisis, according to Brick (2012), regulators in the 1980s focused more
on balance sheet structure as a response action. Similarly, bank managemewust
maintain a constant awareness of and emphasis on the ALM (As t\hblllty
Management) or IRR (Internal Rate of Return) mechanism. Furﬂ%re, bank
management should be concerned about effective risk managem%' an exposed
enterprise (such as liquidity risk, interest rate risk, foreign exchange‘risk, credit risk,
and so on) (Dedu & Vasilache, 2008). Management should )ngd'separately, with

reasonable decisions made depending on the circumstan ‘\d
L

is a risk management technique used by banks a

risks such as liquidity and interest rate risk. m‘De
primary aim of bank management is war the net st r@\n as a protective

or offensive control on banking asegjnd I|ab|_hg\w¥g n aQ\ént The role of asset-
liability management in mana%s anﬁ retutns«fronqundividual asset classes is

discussed in conjunction w*mt (
croan

concentrated not onl k’s age&nt system. However, it is also
4 4.;,

2[ udhr 17) describes that ALM has
isk rl

concerned with th of a lb alanc (eh'eet as well as its liquidity, funding

strategy, and s or oncl that in order to continue the business

organizatio c s, th b e&i QEJJ andle risk and return from the side of the
\

balance NThe K Pst c er the interest rate and liquidity risks when

imp tmg thls strategy an@ﬂow a high-level strategy. As shown in Tables 2.11

, there are several variations in the asset and liability reports on the balance

6 ts of conventional and Islamic banking.
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Table 2.11: The Balance Sheet in Conventional Banks

Assets Liabilities and Shareholders’ Equity "
Reserves with Central Banks Retail Deposits \‘
Retail Loans Demand deposits
Savings deposits %
Term deposits A
Corporate Loans Corporate Deposits

Interbank Deposits
Government Bonds Subordinated Debt
Fixed assets Equity

Demand deposits
Term deposits
Interbank Loans V

rce: Permine (2007)

Table 2.12: The Balance Sheet in Isla

&'BanI(s ?.',Y'

Asset Liabilities and Shareholders’ Equity
Cash and short-term funds DepoNom cus n;ng ‘-
Deposits and placements with banks and other itsyand pl%’m\ banks.and other
financial institutions financial instituti

Short term investment (i.e. Sukuk) w nd ateeptances payahg.
Allowance for bad and doubtful financing er liabili
Financing and advances based on Islamic ¢ C rovision fo ion @hk&t
Direct investment Ordinary sharg capital
Other assets R

% er's equ@\
Fixed Assets : [, C,)
Property, plant, and equipment Ban ofﬁmi@'(and contingencies
Other tangible assets \
Intangible assets (i.e. goodwill) I

X~ =
Off Assets : l 0’
Customer commitment and contingencies J* b g Lo

o rce: Bidabad & Allahyarifard (2008)
¢
and asset-lia%truc re d

. ] AN .
(Brick, 2012)Accorging todAli (20@‘, many banks had an unstable banking system at

/

nt tht@ntrols the balance sheet in terms of risks
!
|si5n-@%ﬂng in order to optimise interest earnings

the mf the banking crisisq:ﬂ:h led to the outbreak of the crisis. During the
\

r%\nss , the bank, as a deposit-taking entity, would be responsible for liabilities,
interest, and the possibility of maturity mismatch. He also stated that the banking crisis

eated a fragile situation and lowered depositor trust. If the ALM is well managed,
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banks’ liquidity, profitability, and solvency can all be regulated at the same time by
reducing risks such as credit, liquidity, interest rate, and currency risk, among OV!.'

The aim of asset and liability management, according to Singh @IS to
reduce interest rate movement, provide liquidity, and increase stock ma Iue Dedu
& Vasilache (2008) specify two types of ALM strategies: Defenaw aggressive
control. The early is the net interest margin that is un cte y interest rate
fluctuations, regardless of whether the bank’s volatility s ive r negatlve The

above seeks to maximise the net interest margin by a th b ructure of

banks. In order to ensure the effectiveness of a policy,

tive regulati ﬂla@arger

role in forecasting interest rates. Furthermore,

111 can be used to manage ALM risk on the balan

and liabilities independently of one a%@ile still “opti isinéhe balance sheet.
;(\ﬁrm s financial report

The study concludes that A an esse gol
N

that controls risks and asset- Ila%amevvork on(o ing, especially it relates
pr

[ m of the study, the study determined how

to the study. Based on the
banking performance Zed sinc # a‘nahrlsw
£ &
The aim of alyfl art | g at financial issues that arise from

adjustments in i ates Ianc et and income statement (Brick, 2012).
The prevaili ISmatc etvv agseE?omtles is due to the cost, which is increasing
faster t eturnfon_t ‘asset n\%e balance sheet, as the return on assets will be

decr in the falling rate m@ Similarly, Zawalinska (1999) states that ALM plays
a% rtant role in risk management because it enables banks to shield themselves
risk by increasing their profitability in a competitive market. Dermine (2007),

Qplamed the systematic progress of the ALM performance as:
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1. Controlling the value of liquidity risk and foreign exchange risk of the loan

and investment portfolio and check if this risk will impact the liabiliti€s"

2. Controlling the value fluctuations will impact the credit risk, @hency

risk, and assess the asset quality. A

3. Reviewing the actual net profit performance, interest spreads, and other -

balance sheet ratios. \,

4. Planning and budgeting the strategy to manag rg rates for assets and

liabilities. ‘\d

X
Romanyuk (2010) states the benefits of ALM,\which are: (1) urfde.lﬁ@d the

ia% to u@;tand the

[ Iitias\ sidey, (3) toé?&grstand and
measure risk, and (4) to understandwaertainties i utu@ecisions and the

preparation of asset-liability perfﬁmsce bet ?he

describes the difficulty in AL ows.ﬂ(l) iGisdiffi to implement the ALM

circumstances of the firm’s position through a

strategic management and investment f

=

'?‘e, Romanyuk (2010)

&
strategy based on specific 'ms, j e ces@onstraints, (2) the firm does

not prepare long-ter ic decisions as(ed@ forecasts factors, and (3) risk
4 ¢ &
semeits makesit

measurement usin ngc\ific meia difficult to form ALM models.
In addité\h

important r &rDopti isin

Similar% der to e

tec teamwork in order d@™increase the quality of banking performance and
&

al b g structure, the Islamic bank plays an
s

aéhc&ije assets (Bidabad & Allahyarifard, 2008).
N

thea@t ALM strategy, the bank must define ALM
e \thness. As aresult, ALM is a risk management device, since risk can be reduced,
& the benefit of net interest income uncertainty in the short term and beneficial
pport for economic entities in the long term. Although there are always risks in
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banking, the managerial board must mitigate them with ALM in order to monitor the
value of net profits, net interest margin, capital adequacy, and liquidity risk, as?h!s

maintain an acceptable balance of profitability, growth, and risk. (’}

2.4.1 Asset and Liabilities Committee (ALCO) Y'
According to Zawalinska (1999), the bank has both ALM and ALC@ policies. ALCO
is a banking department with a special function in de dYlt.h LM (Dedu &
Vasilache, 2008). ALCO’s job is to create a policy for banks’ asse awges based

on a synthesis of data (from interest rates and lig informatio 4cc gto

it % S the\‘}lzék-return

ate m‘1d idity ;g?gganagement.
ALCO, according to Pieniazek (2012)\ rge of m ing @wce sheet risks in

a structured manner. ALCO is, ther acruclaﬁ( e ﬁq\nanagmgthe banking

N
balance sheet (assets- |Iabl|ltle% IS ﬂcuse le;? rate and liquidity risk

d y goals alcted in Figures 2.9 and 2.10.

Dugar (2015), ALCO is a balance sheet pla

perspective and is in charge of strategic i es

adjustments. ALCO’s processes a

1. Maintenance of Capital Adequacy Ratio
2. Acts As A Buffer Again Risk Losses

/&\ l - Capital

Planning

Risk
Management

1. Local Regulators
2. Banks Market Risk

1. Liquidity
2. Interest Rate

ALCO

Compliance

Y <] Proig

1. Pricing Of Assets and Liabilities

Source: Dugar (2015)
Figure 2.9: Asset Liabilities Committee

E\ 2. Rate Sensitivity of Assets and Liabilities
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/v Previous Month Result Review \ b

) Bank Current Balance Sheet
Weekly Revaluation of the Strategy or Change Brsefiran EvelUEaT
the Strateav in Case of Failure

3 v

Regular Monitoring and Assessment of the I e T Ract
Strategy Success i
4 ALM Strategies Development
Communication of the Objectives to the ¢
Designated Managers
T ALM Strategies Simulation
Establishing Quantifiable Objectives

A\ Determining the Optimum Strategy

S
“Dedu &\Masilache (2008)
Figure 2.10: Asset Lia 'Mm cessese.

ALCO is a committee char%} m ‘hanrY Iiaggt income over the
course of a business cycle by mana sk &ﬁ qu(iﬁ-'elj\y risk, interest rate risk,

and capital risk) in the short EM g ter zek,.gg&’Z). ALCO is the Asset and

Liability Management em& ee, whi’h IS i
ofit

t
bank’s liquidity and pr N nnual ort Bank Islam, 2009). ALCO uses

a detailed coIIectmtru alcu@e liquidity and benefit rate differences
in the bankin@ which are/di (':usgngweekly. Bank Islam has adopted BNM’s

liquidity s&ﬂfe, }v V(fys as;eg}on contractual and behavioural cash flow
X ’
0

expecﬂ' ns¥ drawn from the\‘p{;ﬂds assets, liabilities, and off-balance sheet
\

c Mments.

Furthermore, according to Singh (2013), implementing ALM necessitates a
O

v

X

&
cha@ overseeing and controlling the

(¢

ber of processes, including the management of liquidity risk, interest rate risk,
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market risk, trading risks, and other factors, as well as several ALCO tasks, including

to: T

1. Determine interest rates and commodity prices for both assets @ ities
in order to maximise the NIM/NII) and asset/liability ratio.*

2. Assess and monitor liquidity, interest rate, currency, operatighal, and trading
risks, as well as stock price risk. \,

3. Choose a funding strategy that works for firm X‘;e'i or floating rate

funds, wholesale or retail deposits, money m or capit t funding,

7
& N

ru\nen

adhering to all relevant re ory_morms an

Where there are asset invest@band futu_’ho.s_ Wity

becomes effective (Romanyuk%l‘ hergare three ch% ges in handling a bank’s

ALM. For starters, since e de rtrrI erves a di nt function, it is difficult to

domestic or foreign currency funding).
4. Create an asset and liability maturit

5. Allow and track the use of der% nst

make decisions on ho late e:‘ alp iﬁdli@ocation strategy. The application

of a long-term plantson the o]h IS ﬁl&nging. Finally, calculating the risk
preference modelle am al fo@*’a is difficult. Importantly, a good ALM

!

¢

model must &)fits iffere cén@%ts (assets, liabilities, goals, institutional and
%- _ N
rafats,

game p&e.
QM can be summar'\s(%\és a bank’s mechanical mechanism for controlling

Xhed asset liabilities based on interest rate and liquidity shifts. Following that,

G LCO sector is in charge of measuring, monitoring, and controlling the processes
(S

levant to the bank’s assets and liabilities.

policy ¢
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2.5 Business Cycle Theory

The business cycle is linked to the lopsided surges of growth that char i
economic change (Burns, 1969). Hamilton (2005) propounds that the term w\si'efers
to shifts that can be defined cyclically, as noted by economists in the*fiineteenth and

early twentieth centuries during the business cycle. Under the sinuso%l pattern, each

country will experience different shifts in business cycles (Bid’i\ba , 2010).

The shifts in the business cycle are depicted in Figure 2.11} '
i 2

4 Cutput Boom

Boom \

Regdvery \ 7

Time

‘% Source; ‘ppn@learning; Papnui, 2015)
_ &

Fi uhll: ycle@del
Expansion (re%i peak :.)f, lcq@?ction (recession), and trough
t of

(depression) are thesfour i

Increased jobs, Mic
expansion (re%/\. e

full jobs we ir}ﬂDm)?)/

As wt rn (recession) occk‘g'_)syi-nflation slows, employment falls (unemployment
N

ri Wd pricing pressures decrease. There is still a high unemployment rate in the
thrQug

d u&;%.rd market pressure are all signs of an
anoCLy eaches its maximum allowable production,

re@}es, the economy is said to be at a peak (boom).

h process (depression = deflation = disinflation), along with low business morale,

Qﬂch leads to reduced spending, which decreases productivity and results in loss

(Papnet Papnui, 2015). There are often expansion and recession cycles in the business
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cycle, which are affected by a variety of factors like GDP growth, jobs, consumer
spending, and other variables. GDP is the most commonly used metric in detew
a country’s economic or market cycle. When a country’s GDP growth is %\, the
economy is expanding, and the country’s business activities are p to have
benefited it. The country’s economic cycle is in recession if GDP gr Wnegatwe A
recession is known as a disaster because it disrupts the co ntry conomic cycle.
However, recessions may be examined earlier in order ]Y-pr

e]dict a potential

economic decline.
O

Yw
Figure 2.11 depicts shifts in market cycles an up=do u;j d:{wy flow
(look at the same flow in Appendix 5 until A 2)It\a be s@ from the
macro-environmental factors (such as P owﬁ\ [ tlon,,@&:nt account

balance/GDP, central balance gover G P, large y g@ﬁh, private sector

credit, and quantitative informatio owded I n §§\5 to 11 across Asian
N
countries. Furthermore, from 1 13, alay anly rienced macroeconomic

shifts, which are recorded in A ndll DP, Cé‘ inflation rate, interest rate,
C

unemployment rate, a% nge ra

ée the economic indicators of the
countries affected’(mw be i |‘1
to

as agauge in the business cycle.
Accordi rns e bé{ﬁéss cycle is influenced by a number of

_éfg/.‘

factors, inc g flrm form on,r p(ljl g, manufacturing, employment, cost and

N
beneflt,% r expendi ?saV|n®nd|nvestment, export-import, securities trading,

Yn
oa ey supply and turn@and government fiscal operations.
g\The business cycle can be studied on a regular, weekly, or annual basis (Burns,
)

The business cycle will still repeat itself, but the intensity and scope will be

ifferent. Furthermore, according to Hamilton (2005), the term “cycle” refers to
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periodic shifts in economic indicators based on a sequence of phases. Zarnowitz (1999)
opines, due to economic volatility and growth patterns, each country expe?us
various changes in the business cycle. According to Zarnowitz (1999) \wnh
economic development, the business cycle has various symptoms aAqgers The
business cycle moves because of changes in business earnings, investient, and credit,
or because the business cycle is declining. He also states that Mon function of
profit, investment, and credit fluctuation in the business ¢ Yd‘fferent meaning

in monetary and regime change, through inflation and deflation, dlfference

is in the nineteenth and twentieth centuries, includin ifferent fact rtha@rred

S tha@ult in a minor

shock, a short-term or a constantly f atl economysyFhis |@e to the fact that

gﬁgrowth and economic
activity, as well as changes i n)%am chIes onpor rof|t cycle, credit cycle,

l b b@bp and monetary policy. The
business cycle is divid% cles o“ ':(J ﬁd@iods of recession. This is because
’ &

the economy grolxg' reaI tir ., eXc g inflation) during expansions, as
easey i

in European and Asian countries.

The business cycles theory is conc d h fl

fluctuations trigger various chang imarily \he

evidenced by i ni of e ment, industrial production, sales, and

!
personal in c Iso, he ec on{y Ej%antractmg during recessions, as measured by
the dec the aboye ?catoréf he expansion is measured from the trough (or
bottm the previous bua@’cycle to the peak of the current cycle, while the

r |s measured from the peak to the trough. The changes in the business cycle
Q ly follow the profitability of business, investment, and credit that could be
utually reinforced, or otherwise, that could lead to inflation and deflation.
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Similarly, Bidabad (2010) claims that there is a technological shock factor in the
business cycle that includes political parties and decision-making cycles. T?Yme
would be able to deliver growth and development through the repeat@%\s of
industry. The market cycle, according to Lucas (1977), is the repeat!ﬂkiations in
demand around the trend and co-movements. While every businesswe'is different,
according to Mattingly et al. (2014), some trends appear to r%@hemselves over

time. In Yusuf (12: 46 to 49), there is an ayah (verse) in “an 'hat explains the

shifts in the business cycle. ‘\d
@

5 o f daﬁ..l ,,:é, o, 4 ..l)‘:) oL ey - wo- 4
&0l Gl caaly HAT5 plas cilil sty Cilae

(%, 4 (£7) Cuoklie'silal 0T )

[He said], "Joseph, O man of truth, ew us about fa@ﬁrs eaten by seven
[that were] lean, and seven green % [of graﬁﬁﬂgqot ;Q:}that were] dry - that |

N
may return to the people; perh%will Rnow fabout 23‘?

55N U Ul G e (535 08

[Joseph] said, "You \% for seven vy, e}J m&cutively; and what you harvest

2

leave in its spikes, e&&pt a Iitt‘ iché&umill eat.
\& (AT DR L SE) (gl 8 e R0y 30 i ol o G o
| :
¢
Then will ¢ %er that sev dffirﬂlcﬁ?years] which will consume what you saved

N
forther% ta litflefr ‘yvhichéﬁuwillstore.
T

O3 (E9) Ommid 83 G a3 48 gle s 5 (e o

\ill come after that a year in which the people will be given rain and in which

GE will press [olives and grapes].”

Source: Al-Quran, Yusuf (12: 46 to 49)
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According to the Qur'an, Allah s.w.t. provided guidance on economic volatility
when He told the tale of a king who dreamed of his country going through boﬂ?ks
of prosperity and stagnation in seven years, which was later interprete phet
Yusuf. The business cycle is influenced by the cycle of economic chang&%wght about
by financial crises such as the AFC and GFC. The country’s econommt conducive
when a crisis occurs. In general, the term “financial crisis” refe%. tuation in which

the nominal value of certain financial assets drops dramat an3‘ financial crises

are linked to panics in the banking or stock marke hichy a elate with
L

macroeconomic conditions , such as recessions, depr s, and sta tujn ﬁncial

crises are often often attributed to the bursting ial bu I rren‘;i)%~ ises, and

sovereign defaults. As a consequence, final Ic es

0SS ofé;. wealth, but

they do not always result in changes m%i)conomy t, h er, when debtors

or borrowers are unable to satlsfyt s’ or Cr' %d _}ls for additional assets

S,
or securities collaterals, the pa ay b’écom aI<I$s As a result, the liquidity

effect could morph into the ffe \Es g |n onomlc downturn.

As shown in Fi% , Sutth I;l_(} dn (2012) depict the period of firm

performance durin &Qnanmr

v \\/
. . Increase of
Financial Bankruptcy of Restructuring ) Create .
Crisis é? Firm of Organization Firm’s — Sha\;\elzgllt(tifr s

% b 4 $ Source: Sutthirak & Gonjanar (2012)

Flgm:(?z 12: Firm Cycle on Crisis

% ince the business cycle typically lasts two to ten years, the firm's

Onufacturlng economic, and financial processes may be synchronised for greater

stability. The business cycle is used as a media controller in modern countries to
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determine exchange and investment practises for individuals and businesses. Zarnowitz
(1999) points out that the economy becomes vulnerable because of a number of '
including (1) slowing business growth, which lowers profits, (2) decreased profitability,
which raises the percentage rate; (3) many businesses fail, which cann ignored,(4)
the credit market's shift away from risk and leverage toward quuid%t?, and (5) an
increase in disappointing earnings reports from companies. \,

Zarnowitz (1999) observes that there is no direct mb‘etween business

cycle shifts and stock market crashes, financial panics, orferedit ¢ 'swwfies that

@

cle downt ,v{iti:@‘ﬁtter
| a% asset\s,‘%?ld debts.

However, as expertise, technology, and orgagisational skill rove.@;%vements in

the business cycle are often affected, w} no shor f in@ation asymmetry

as transcription factors of busines(gﬂormanc : Tec s,m‘éh, on the other hand,

N
should not be a cause for cona%eopl continue to(g@yse the key factors that

influence economic fluctuaﬁ \Es thel casts for @lture of the economy can be
S m

made and plans, such , can e dn f time.
’ 4 ¢ &

The conclu EQQ‘ bus\ir::R the:g.axplains how businesses expand and
ple
i

contract as a result of'avari {Téf:fors with boom period and a crisis phase

the financial crisis often occurs after or before a busin

causing concern in jobs, price and wage patter

¢
are a recurr G‘canditi in ngmb‘gcles, and people and countries should be
% NN
prepare% thesé vari peri-u& at different times. The linkage business cycle
-

Fo L S | .
the pplied to improve e@j“'in profitability for banking results during periods of

eg\)g n and recession.
Q On the contrary, Zarnowitz (1999), stats that there is no specific relationship
etween changes in the business cycle to stock market crashes, banking panics, or credit
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crunches. He further explained that the financial crisis sometimes follows on the
business cycle downturn or sometimes preceded it while the slowdown in the b?us
cycle due to a greater consumption that will change the investment the@wues,
causing concern in the employment, price and wage trends, and hous ssets and
debts. However, changes in the business cycle are also influenced byfthe increase of

knowledge, technology, and organization skill so there is ncw of information

asymmetry as transcription factors of business performanc '
However, the recession should not be worrying 1 lec nwlyzing the
Ay
essential factors that could affect the economic fluctuatien so that p ic#io.fgbr the
8. suﬁ ies#for worse times to

R

an busi ngcle theory

future of the economy can be made, and preparati

come can be organized in advance. The&n
describes the change of expansion a@ion in b
factors. The conclusion on the busir&;scle ist%%cu WQ ndition in economic
cycles consists of a boom pha% de stio ase(ggn\%e, people and countries
should be prepared to face }ﬁferj\%g:ié nt times. This study presents

the linkage between t}‘%x S cyc‘l‘ theo a{nd%nges in profitability during the
&

period of expansio Wecess"o \Naa king ormance.
’K N
\ P ' (')(J
2.5.1 Impa C on'Mal iJ O
Q N
any eeonomists refer to th&FC (1997 to 1998) and the GFC (2007 to 2008)

as t\m&he greatest financial\@ies in history during the 1990s. Due to international

S \&ive attacks, the AFC occured on July 2", 1997 (Furuoka et al., 2012; Kaplan &

6 ik, 2002; Mcguire & Conroy, 1998; Ping, 2007). The AFC began when the value
f

the Baht Thai currency dropped, prompting many foreign investors to withdraw their

SS d@%o many dynamic

%
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funds from Thailand, resulting in a significant drop in business growth. The contagion
effect occurred as the financial crisis spreads through Asia. The government rs?ud
massive capital outflows and currency devaluations since Malaysia, In@, the
Philippines, and South Korea were all facing the same economic declﬂ&the stock
market indices. Appendix 4 contains information on the date ofWFC, which

impacted a number of countries. The contagion effect, accordi Nid et al. (2009),

is a phenomenon that occurs when one country’s curr ctisis s‘preads to other
countries, unwittingly revealing the economic chain's ness. son graph
ay
of Asian countries’ economic growth impacted by th: 1997/98 is‘ci.@ seen
in Figure 2.13. 4 &
- A V'
Economic Growth Slowdown
0
Malaysia Korea Thailand Philippines Indonesia
-3.8
-5
-10
-15
-20
-20.9
- =0-Global Crisis ==®=Asian Crisis

J I ) @)
s @ce: Goldstein & Xie, 2009; IMF database 2009
4

igure 2.13: Econ%rg,ﬁ.Growth Asian Countries during Crisis
N

owever, only Thailand, Indonesia, and South Korea experienced the greatest
egative effects on their economic development after being struck by the AFC,
rompting them to seek assistance from the IMF. The IMF aided and designed projects
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to help countries deal with the financial crisis (Kaplan & Rodrik, 2002). Finally, the
countries should be committed to floating exchange rates, rising interest
tightening fiscal policy, opening the capital system to foreigners, closing di sed
banks and financial institutions, and implementing structural reforms. %2.13 and
2.14 show the data from various countries and their improvements iffannual growth
(by GDP) from the IMF and the World Economic Outlook Database®

Table 2.13: Economic Growth in Different Countkiesy(by CiDP)
[ ] A

No  Countries Annual Growth Annual Growth GDP The Annualized per capita
GDP 1998 1999-2000 growth rate (2003-2005)
1 Indonesia 13% 0.8% l 5:3% c}\
2 Thailand 11% 4. JS‘A
3 South Korea 7% 9.5 % 2 3.
4 Malaysia 7% 9
5 Philippines 1% 3.4% \ 1%
6 Hong Kong 5% \3!? 0 g.-;%
7 Singapore -0.8 % % % 0\ &
8 Japan -1.0% 0.1% 2%
9 China 7.8% \ 7.1% 7-8%
10 Taiwan 4.3% : ?)A 41%
e) rbysduré “Tee & McKibbin (2007)
[ “
Table 2.14: Emgc Inw Diffacént Countries
W— ! NN
Selected Economic Indicators
Years Real GDP Growth Inflation
Ind Kor Malay Phil Thai Ind Kor Malay Phil Thai
6 _ M6 *SJ 8.6 2.8 14.1 6
i 9.3 2.6 18.7 5.7
.&.5 6.2 47 9 41
L‘J 9.7 4.8 35 7.6 3.4
) 85 6.3 3.7 9.1 5.1
9.4 45 3.4 8.1 5.8
7.9 4.9 35 8.4 5.9
6.6 4.4 2.7 6 5.6
60.7 75 5.3 9.7 8.1
25.4 1.8 3.8 9.5 0.5

Source: Lindgren et al (1999)
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Table 2.14: Economic Indicators in Different Countries

Selected Economic Indicators i
Years Current Account Balance/GDP Central Balance Government / GDP 4
Ind Kor Malay Phil Thai Ind Kor Mal Phil  Thai
1990 -28 -08 -21 -58 -83 | 1.34 -067 -3.08 -3. T
1991 -34 -2.8 -8.8 -1.9 -7.5 0.04 -1.62 -2.48 % 4
1992 -22 -13 -3.8 -1.6 -5.5 -1.15 -0.49 0.13 -1.3 .53
1993 -15 0.3 -4.8 -5.5 -5 -0.71 0.64 0.52 1.98
1994 -1.7 -1 -7.8 -4.6 -5.4 0.01 0.32 1.4 - 1.98
1995 -3.3 -1.9 -10 -4.3 -7.9 1.77 0.35 1.&.3 2.49
1996 -3.2 -4.7 -4.9 -4.4 -7.9 1.16 0.28 ? -0.6 1.04
1997 -3 -1.8 5.1 -5.1 -1.9 -0.67 0.2 2. -0.7 -1.62
1998 -0.1 131 123 1.8 12.2 -4.46 -3.78 -2.6 -2.88
1999 2.8 7.1 8.7 2.1 8.8 -6.48 -6.05 L 27 .84
rce: Lin t‘al %299)
| &
Table 2.14: Economic Indicators ferent Countrigs A
—— - , e i
Selected Economic Indicators
Years Broad Money Growth Private Sector Credit/GDP
Indo Kor Mal Phil Thai Ind Kor Mal Phil  Thai
1990 297 172 182 15. W? 46. 5 =74 205 645
1991 246 219 24.4 15.5\ .8 45. 52.8 5.3 18.9 67.7
1992 226 14.9 18.1 1 15. \% 3 8\ 74.3 215 72.2
1993 21.1 16.6 23.8 % 18%8. E% 74.1 27.2 79.8
1994 21.8 18.7 15.8 a2.9 1.9 gﬁ) 74.6 30 90.9
1995 26.7 15.6 18.2 53 17 %3.540 57 84.8 38.2 97.5
1996 27 158 23.7% .8 5 61.8 89.8 50 100
1997 274 141 Y‘ 9 ; Bl 698 1004 576 116.3
1998 61.7 25.2 1. 4 . %6 73.6 108.7 505 109.5
1999 15.6 O% 5 . ' 0’ 0 0 0 46.9 0
Source: Lindgren et al (1999)

refo

fa

)
rﬁ&re and stabilise the Mal&ian Ringgit Ringgit. According to Yoshitomi & Shirai

-

S

Accordin@en

@1 (2001), Malaysia’s economic and

tiﬁag‘fhose of other Asian countries. Malaysia

s

ral polici

4

in orc@ft'o improve the country’s economic and financial

financial con@per rrr%}e'r
declinedE@erlM assista e.ag&'time. Nonetheless, the Malaysian government

S

there are many reasons for the AFC to occur:
1. Financial liberalisation, such as having access to overseas finance, which

weakens their domestic finances.
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2. Bank incompetence in risk management as a result of regulatory
imprecision.
3. Aflaw in the organisational structure of financial institutions, r@\sg ina

moral hazard. A

4. Domestic credit growth, resulting in an increase in the‘gurrent account

deficit. Inflation and a high fiscal deficit emerged as a It of the higher
deficit generated by the current account surplu z '

5. The presence of bad loan categories in sho m fogei ufrency loans
| ]
Y

that did not mature.

6. The disruption of the balance sheet

cial institutions and firm, such
gt o

as a rapid fall in capital flows, r

the depletion of foreign exwaserves. (‘

According to Furuoka et a@sﬂ), fo Yth . Malaysia’s former
N

Prime Minister, Tun Dr. Mahaéhamgd, de opegQ ew economic policy to
Xm n’ﬁo)\:

@f Malaysian Ringgit, which

prevent outsider countries from c rol1
includes the foIIowing%z qj { Q.
he re

s ¢ &
1. The goverment c@u of every Malaysian Ringgit that was
t k
no @ysla‘ : O
2. !%w on forei s‘gell'@g heir stocks and repatriating money, until a
\
had pass ransaction.

R s

The introduction{i}é capital-control policy, with Malaysia lowering

e\ interest rates to combat the recession without causing the Malaysian
0 Ringgit to crash.
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4.

Table 2.15 contains several summaries of the Asian countries’@und

economy’s protection as it recovered from the economic crisis.

strategies during the financial crisis’s recovery.

The introduction of monetary policy regulation for the Malaysian

Yv
AL

Table 2.15: Summary of Financial Restructuring Strategies Adopted
a0

Measure Indonesia Korea  Malaysia  Thailand

Emergency Measures
1. Liquidity Support \ \ \ \
2. Introduction of blanket guarantee v V \ ' v
Institutional Measures \d
1. Establishment of an overarching \ 1 s X

restructuring authority \Y'
2. Establishment of a separate bank v l _\:SD

restructuring authority

3. Establishment of a centralized v Tx3
asset management corporation N
4. Adoption of a special corporate \ \ X \
debt restructuring framework y 0\\/
5. Operational autonomy of imited 4‘
restructuring agencies r
Restructuring Measures e
1. Intervention in financial J \Y\/ i\ J V4
institutions that were wea N
insolvent [ (')
2. Mergers of weak instit %
3. Closure ofinsolventw s
4. Use of public fun ase N
nonperformi %
5. Use of publi t Vi 0 l V J
recapitalize institutions " 4
6. State intervention banjg\" \/(",Q \ \ \
7. EIimi’&Mﬂon o!curr 8 ol N N N
share stakes ofiinsolv
Ban (Jév
8. Ngw difegt forgigninvestment ¢ 5/ \ Limited® \
>
L y y Y
i é \ \ \ \

pervision and regulation 2

Note:

o &

\C-)V Source: Lindgren et al. (1999)
Steering committee was chaired by the central bank.

The powers and resources of a preexisting asset management firm were substantially
increased.

FRA was established to liquidate 56 closed finance companies, and the asset management
firm to deal with residual FRA assets .

This happened between government-owned intervened institutions.

Foreign banks were allowed to purchase up to a 30 % stake.
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During the AFC, international fund organisations such as the IMF were the only
ones to suggest funding sources for countries experiencing financial diffi !
Nonetheless, the IMF injection fund will enable the IMF to intervene in t)@ctive
countries’ politics and culture as an outsider. The IMF had three stab& plans in
place for the crisis: Funding packages, structural reforms, and macroew.o'mic policies.
Following acceptance of the financing package impacted b Wy depreciation,
structural reforms and macroeconomic policies recomm &y-t IMF must be
implemented. As a result, Malaysia became the only natien to o OW/\F and its

"X
proposed policies, demonstrating Malaysia’s 0@ to t te‘n .@talist
v/

Sundaram et al. (2007) revealed thatithe IMF isskied re tha@galoo billion

emergency loan fund to alleviate the f@risis and

there have been critiques of the %s owﬁﬁi
r% f

countries’ economic develop cording to adelet{ﬁc;}Sach (1998), the IMF's
economic programmes me%rav
development, stressin% ic fin
’ &
emphasised that wrom d preﬁud a different reality than the ASIAN
countries’ perceptionsy of 'prOE‘l-%l{s caused by public sector debts and
government %endi ,:hr glft@?oposed recovery programmes of the IMF.
Otherwi %al financi fhalle@?s in Asian countries stemmed from the private
sect&delet & Sach (199®pressed that the IMF's initiatives only resulted in

p \Nesults when the Asian countries were struck by the recession. Then, Furuoka et
0

economy (Ping, 2007).

in\éﬁr trust. However,

i 'F\)\have harmed Asian

I nv stors’@ﬁdence in Asian economic

12) reported that Malaysia's initiative of refusing IMF financial aid and enforcing

e capital control policy was an acceptable step to avoid the AFC’s contagion effect.
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According to Paul Krugman, Malaysia’s capital control policy saved the country
by lowering interest rates to combat recession, as opposed to the IMF’s strategy of
raising the deadly high-interest rate loans, which would ultimately stifle the country’s

economic growth (Furuoka et al., 2012):

Non Performing Loans as Shares of all Bank Loans (%)
60

50

49
44
40
30 29
20 16
11 9

. H =

0

Indonesia Thailand Malaysia  Chile (1981- Mexico  Brazil (1994-
85) (1994-95) 96)

Source: The World Bank (1999)
Figure 2.14: Non=RPerforming Loans during~AFC

Based on Figure 2.14"Malaysia had a 22 ‘pergent”banking output in non-
performing loans during theWARE,The Malaysian goveriment adopted several measures
to address the economiesehallénges created/by the*financial crisis. According to Wee
(1999), the Malaysiargovernmient tauniched NEAC on January 7™, 1998, in the face of
economic recovegry from the recéssign. The NEAC was chaired by Malaysia’s Prime
Minister, Twa DrsMahathiMehamad, and the Executive Director was Tun Daim

Zainuddinthe countfy’syfifstMinister of Finance.
Cheng & Sayed Hossaid (2001) stated that the NEAC was established in August
1998, Similarly, the establishment of NERP also helped to bring Malaysia back to the
gconomic recovery by exceeding the pre-crisis growth performance. Both NEAC and

NERP implemented many steps under their policies, such as reducing the interest rate,
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improving the bank liquidity, and reinstating the public expenditure (especially in
public services, like low-cost housing, education, and health care). The Ma
government established the Danamodal, Danaharta, and CDRC to recapitall ing
efficiency, limit corporate debt, and integrate bank programme?%ng local

institutions. Cheng & Sayed Hossain (2001) describe the effects of A? on Malaysia,

eMe rates, and the
i & in\fstors following

the large-scale floating of Thai Baht on short-term ca gen ra‘t‘ed\cdusion and

especially in the banking sector, as harming the stock market

Malaysian banking sector. Furthermore, the withdrawal of

“a X
volatility in the foreign exchange and stock ma resulting _i 4 s@‘ricam
depreciation of the currency and a rise in intere As w i able{;a, several
techniques from various countries were uséd, to ndle\ass anagég: companies
Table 2.16: Centralized Asset M@sment ﬁn‘s in Astan Crisis Countries

\ a C.\

during the AFC.

Criteria for
Purchase or Purchase or
. q Asset Pays Asset
Countries  Take Over Funding Transfer . . S
Purchase or . with Disposition
Assets from Price
Transfer
Recapitaliz Mostly from nj of &~ Bought at zero Cash
banks an alize price collection;
closed banks. lighidation ¢ 44, IPOs
. Took over  of its asset aﬁlg
Indonesia -
. s assetsffro holdllwgs %
IBRA P %
shw O
of fa ¢ ! (..)
anks ' Vi
and ’ Co tri’Jtion\\?rdinary NPL: Ordinary NPL 70 %in  Foreclosure
-bank" f é oans in default - 45 % of KAMCO auctions,
financial wﬂcial for 3 months or collateral’s bonds public sale,
stitutions institutions; longer. Special appraisal and 30 outright sale,
bor Gny NPLs: Loans value minus % cash equity
from KDB that have senior lien partnership,
and obtained court amount, securitization
KAMCO’s approval for special NPL -
guaranteed restructuring as the present
bond issues part of a value of DCF,
corporate unsecured

A

reorganization

loans — 3% of
the face value
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Table 2.16: Centralized Asset Management Companies in Asian Crisis Countries

Purchase L
Criteria for
or Take
. . Asset Purchase or . Asset
Countries Over Funding . Pays with . T
Purchase or Transfer Price Disposition
Assets
Transfer
from
Bank, Govt. NPLs over RM  Secured loans; !ﬂ Private
finance contribution; 5 million at the value of coupo auctions,
companies  loans from market value. collateral; harta public
and Khazanah, For Sime unsecured onds tenders,
merchant zero-coupon Banking and loans; 10 % securitization
. banks, govt., BBMB Group,
Malaysia .
« according guaranteed NPLs over RM
DANA T
,, tothe Danaharta 1 million
HARTA .
relative bonds. For
strength of  Sime Banking
institutions  Group,
separate gowt. ' (_,}
funding Banking Group ~\
at bookgvalte "o
Purchased Initial capital All assets Ma\-k{tf;/::@" A
assets from  from govt. failed to be'sgld a Y'
auctions of  Borrowing in W sed 0 é
closed from domestic _ro 4&
finance and tion,Of al, a@
Thailand companies  international assetgof closed i Crg
“TAMC” sources inance G\ [ &
(limited to companies i 'QQ of
maximu tdof fro , the rs and
12 tim ituti
capita& i:
(,l‘( !
This financia@s dt ﬂa{wz b
the banking perf ce. Y (2014) al@lained that the impact of the financial

crisis gave di@}res Its"to tyiaarfk%‘u'é and non-banking sectors, which can be

summari e&'ﬂ'ﬂow ;

e bank’

S

X
§2.

4
s

96

system, or even worse, it can destabilize the entire banking sector.

clients, whereas the non-banking firms do not have to.

S bankruptc&an affect the social cost depositors and payment

The banks must access the capital markets to provide payment to their



3. The banks are interconnected in credit networks that a bank has more than
90 % debt as opposed to 40 % in other non-financial institutions. TWI
create the “contagion effect” if the bank fails. %\
Zaherawati Zakaria et al. (2010) opine thatone of the consequek&[ the AFC
is the ambiguous relationship between firms, the government, and ba?f' Many

Malaysian firms had a difficulty with guided lending because the ere no specific

policies allowing it. At the time, the Malaysian governmen Igentid a high-growth

strategy focused on a high investment-to-GDP ratio, s men d“m&t?ﬁoromotion
uy

ided anfimpl; itpr@ption

ct% de b,\GFe lending

a ojeci\’
and implied government support. &r%ult, ther

management in Malaysian compan@jjch as \natgh

and liabilities, which impacte%ve liquidity, anteg%:}ate, and currency risks.
Currency mismatches occ hMa y%vv;;ll, n the Ringgit fell in value.
Consequently, many fi%ﬁ.signifgﬁ %

ili

and funding of specific megaprojects. The policy also
because the government did not approve any fai
s cash flow, Yl-;o collateral

re @tcomings in risk

b{f\ween enterprise assets

banking decision, which was focused not ju

réig@change losses or insolvency as a
4

.
result of their curwsmz@ nab gw hedge exposures.
Accordim{ cgui 'nroy((:}%%), Malaysia founded the AIM as an

¢

organizatioE i&@ with the lem ({f_/ crofinance and to alleviate poverty in 1987.
Al

NN
During % , AIM’s ini ?tive ss&ed as a serious solution to alleviate poverty as a

sec rce of income. Unf n@(ately, the crisis had a different outcome when banks

p Xtougher lending practises, preventing AIM from negotiating a bank loan. The

6 had a negative impact on the growth of foreign banks in Asian countries.

97



According to Bernhardtson & Billborn (2010), before the crisis, international
banks had a small presence. Malaysia allowed foreign banks to establish 22 wt
wholly owned subsidiaries, compared to South Korea that allowed only 6 @r%\nd 4
percent of limited presence. The same thing happened in Thailand,‘v;o@ foreign-
owned banks were granted limited assets. Following the AFC, foreign'anks performed
poorly in terms of lending to domestic banks due to the depreciation’of the currency,

which reduced capital inflows. The Asian countries th 'ed the banking

system by increasing the presence of foreign banks he r iWelling the

Ay
government’s shares of the domestic banks to foreign stors. BN t{d f@(ly to

(Zumk Andriesse, 2008).

ia’s po@irthe country

ec@wic development.

overcome the AFC, such as through capital ma

Despite the criticism from other countrie

demonstrated its commitment to the ‘decision’ by prese

Malaysia was in a stronger financi@ydition }a\,‘eggl
% wih

policy, with less NPLs, less forei rro

reduced number of banks ¢ }
Q)% ’ ' §

The G an

anci \%'fsis that influenced global economic

| S

¢
developmenf:%@rdin to K ai{Z@, the GFC did not begin in Asian countries,
e

but itdi%

and MJJS.Toth (2011) agrees th@é GFC was the greatest crisis that impacted the world
eE\ohy after the United States encountered an issue that arose from overproduction
using products and expanded to become a mortgage crisis, disrupting the financial

Q;tem, leading to cuts in spending, income decreases, increased instability, and a rise

98
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effect.on ‘m fina&lly, though not as severely as it did on European



in the unemployment rate. Kawai (2009) described that the GFC had a negative impact
on the United States, which has the highest economic growth and is the Ts
centralised force, with the dollar currency being the most established fina@stem
weapon. A

Similarly, Merrouche & Nier (2010) stated that the GFC was a “gubprime” crisis
that began in the summer of 2007 in the United States and spread to%ether countries as
a result of subprime assets in financial markets.The crisi m

e[ed by financial

imbalances caused by the banking system’s overrelianc whol S&W\g sources

@
toeckel (2 )lo@other

o{ ing m@@t bubble

bpnit\ne rtgag@gr.ket and the
financial market, such as the coIIaps\%eDnan B n S@mber 2002. As a

result of this tragic event, panic ha(%ad acro\he%o
Choudry (2010) identified man% of trﬁ 200 bal@ncial crisis in the United

States:

and an asset bubble in the financial markets. McKibb

hand, argue that the GFC occurred in 2007 as

burst, which then affected the collapse

¢
E:%wort ge matkets. (JC')
\
% akeqver o ‘@al es@assets by owners and developers as a result of
Aunwieldy debts ac\ ulated on an excessive number of real estate

%\ properties.
Q 4. The increased interest payment as a result of the increased value of real

estate assets in 2006. House prices had fallen as a result of the real estate
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market correction. As a result, rather than the loss of interest payments on
the lending banks, owners and investors experienced losses in rea?!le
properties in 2007 and 2008 because of lower returns on the Lﬁ%&llzed

value of their financed assets. A

5. The stock market dropped as a result of fluctuating short t Interest rates

and uncertainty concerns caused by investor specu tlon at spread across
the financial market. l

6. The spread of fragile financial instability an@ycorporate ncy in the

United States to the rest of the world tt@ternaﬂ nal tr, de‘ a&%ﬁe real

economy.
7. Increased debt-service costs foriJa-meTnt borro@;nds used to

bail out large banks all o\ orld. Duri the al stock market
recovery, the flnanC|aI had i Kac 0 '}ansumer spending or
investor trust. ted 'beca H un neoliberalism western
capitalism was bI 0 ain the re @nshlp between the financial
sector, the % r, and fi nlrelg iidd ws and institutional backing.
8. The congtant fear of tlng ong -term foreboding of the Western
capitalist lysterai\‘{‘ he neoliberal western capitalist system

i

%emlc issue ha{ c% not be solved by hollow phrases like ‘new
% 1 ﬁm#hltec&, ‘new international economic order,” ‘western

democracy, ‘new @d order,” and the faded theories, structures, and

S

E applications of an unworkable free market.
Q Chudik & Fratzscher (2012), stated that the GFC also impacted the

European region in terms of debt crisis throughout 2010 and 2011. The banks
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had difficulties in overcoming liquidity deterioration in 2008 and 2011, forcing

—+

the banks and investors to repatriate capital to finance investment arys
redemption calls. Young (2014) also alleged that the debt crisis wlcgg\jiected
Greece began in 2010 and spread to Ireland, Portugal, and Spalﬂéqgll as Italy
and that the sovereign debt crisis was as much as a banking erisis. He further

said that the cause of Greece’s debt crisis was more of debt rather than
at

public debt, while the debt crisis in Spain and Irela aus'ad by household
debts. Information on the debt crisis which happ int reglon IS
shown in Table 2.17.

Table 2.17: Public Debt as a Percentage of G vs ds on-
Profit Institutions Serving Households ( IS S a a Perc ge of GDI
(2007)

No Countries Public Debt as % GDP Household Debt as % GDI
1  France 73 0 R7 %
2 Germany 66 % 6 %
3 Greece 1 9 T 70 %
4 Ireland 0 210 %
5 Portugal 143 %
6 Spain 140 %

Source: Public Debt fr O conom Qd‘tlook No. 92 (database) as of
December. 01 usehalds Pm§debt data from OECD
Factbook] conor:ll  E |‘rp | and Social Statistics, OECD,
2012,
Accordin cMah ,EC ed a policy to solve the crisis in Ireland
by introducm@cm ted | ing p&h%és to retrieve the property price bubble to

protect I sov?' ;ti g. @ Irish banks and Eurozone membership could

borrom from the centr aI k to stabilize the banking system and government,
a

ey

revent the bank’s default on external debts through funding guarantees and

ital injections. He also stated that the banking crisis in Ireland had different solutions
Othe Irish government, as new policies were introduced, like the cleansing of bank

balance sheets of ‘bad assets’ and the bank re-capitalization. However, one of the
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challenges for Ireland is that the banking system was not structured for providing credit
for the benefit of the real economy and the diversification of bank revenue. w
(2013) stated that the financial crisis made undercapitalized banks unabl@ over
the short-term debt. As such, the bank suffered financial troubles i hort-term
aggregate impacted on a coincident loss of capital, and efficient re-integmediation could
not take place because of disorderly liquidations or allocatio iMncy. McKibbin
& Stoeckel (2009) explained the baselines of the GFC in FX:

08yas follows:

1. The rapid transition of Asian stock markets e US st ket during

the AFC) in 1997 and 1998. [ _\c}
2. The NASDAQ’s booming bubble 8 t0 90 icl@fﬂoded in
2001. V Q\
3. The monetary policy Ienieﬂ&%}yed by t Fe@ﬁ Reserve in 2001

to combat deflation.

N
wise iqg.t?e housing market.
&
5. The rise in China’s de 1 oinc@with the rise in oil, mineral,
and food pr%t 2004 to 20 ;‘efffe@g the global economy.
ning éﬁ.policies to combat rising rates and
infla&{ 2 -200 %
@ ! C.R
AthEEl (2010) opi d’th@t e GFC was triggered by the burst of a
N
specula% le ig't housin@crisis sector. This is because the GFC affected

ac n differently, based eir financial policies, trading links, and government
"k
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p xin the world. This included the economic growth of Malaysia. During the GFC,
ysia, according to Abidin & Rasiah (2009), experienced a drop in FDI and a drop

exports. After the GFC’s monetary transmission, Malaysia was forced to compete in
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the real market. Despite not being as poor as the AFC, Malaysia still enforced capital
controls in order to stabilise the exchange rate. During the GFC, the Malayst
government, on the other hand, concentrated on monetary policy to broad@it and
increase access to financing in order to resurrect economic growt increasing
domestic demand. Y'

Alp et al. (2012) disclosed that the 2008 bankruptcy of Leh Brothers had an
effect on Malaysia’s deteriorating liquidity. As a result of ﬁerand, especially
in fixed investments, the country’s exports in global tradefell by 1 %Wrst quarter

@

of 2009. As a result, in October 2008, the BNM a ced short- mlfu t1g for

ro% thr@ foreign

exchange intervention and exchange rate d tion, th%x\./\ cut policy

interest rates by 150 basis points to %&ording to an@ Ibrahim (2009),

Malaysian policies used several Ii@ﬁsatlon S Wh eq}lc targets, such as (i)
N

emphasising the domestic marL%\

protectionist policy from angther

the GFC. Furthermor ma 2b09Dlarified more information about
4
Malaysia’s financi %)r lilj:? meagahent, such as: (1) the introduction of

interbank lending protections and resolved capi

(i) adopting a separate

new banking In‘gQ dt 'nces(hsfrﬁe domestic sector to the global market,
¢
(2) the openi g@ppo unitie& fof inér?ational investors to obtain capital to engage
N
in dom% estmm'bkﬁ%, insurance firms, and takaful, and (3) the opening of
Y.

opp ities for foreign instit@(s to open new branches. In another study by DeHaas
\elyveld (2011), they found that the banking and the core of the international
inancial system were more affected by the GFC rather than the local crisis (which

appened in Europe). These required financial stability reappraisal to get the evidence
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on multinational banking implication. During the local crisis (in Europe), the
subsidiaries were supported by parent banks. After the GFC, the supp(Vms
discontinued because of the funding limitation from parent banks. As @l the
interbank liquidity and other funding were reduced, and the parent baﬂ%y use the
internal capital market to refund from subsidiaries to headquarters. T¥’18 displays
information about bank loans during the GFC from the IMF r (W

Table 2.18: Bank Nonperforming Loans to Tota% 3—2')08 (in %)
] y ]

Economy 2003 2004 2005 2006 2007 2008 Latest Month

Bangladesh 22.1 17.6 Jupe © ©
PRC 204 1238 Degendber, (3~
Hong Kong, China 3.9 2.3 temb
India 8.8 7.2 arch
Indonesia 6.8 45 Novemg:
Japan 5.2 2.9 S er
Korea 2.6 1.9 ber
Malaysia 13.9 117 tember
Philippines 16.1 14.4 ne
Singapore 6.7 5.0 1 4O September
Thailand 13.5 11.9 . December
C.') ourees? IMF 2009a; Kawai (2009)
| o ¥ o
Table 2.19 shows the informat t banking dicat@-m Malaysia based on the
comparative performance duri e A, and GFC. <~
B

Table2.19% anges in Ba |fp£] P(%rmance in Malaysia:
Key.Financial Tndicators

Jan-
1997 to

1996 1998 2006 2007 2008 Sep

2009

Number of ir%gl , 83 ,&,30—86 42 47 33* 33*
Average tojgl per 8bn é 2.1bn 11bn  11.2bn  11.7bn  11.9bn

Institutio

Risk-welightedheapital ratio (%) 10.%‘3' 10.5 % 135% 132% 126%  145%
Corecapital ratio (%) {2? 8.9 % 107% 102% 106%  12.9%
ROA(%) 2 -0.9 % 13% 15%  15%  12%
R 27.5 % 123 % 162% 198% 186%  13%
ratio (%) 3% 13.2% 48%  32%  22%  21%

Gloss NPL ratio (%) 13.9% 18.7 % 85% 65%  48%  44%

ncing loss coverage ratio N/A 55.1 % 64.6 773 89 89.7

)

* including nine domestic banking groups and three foreign banking groups.
Source: Bank Negara Malaysia (Muhammad Ibrahim, 2009)
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Furthermore, according to Muhammad Ibrahim (2009), Malaysia began the
transformation of the financial system in March 2001 by establishing the Ff?ﬁul
Sector Master Plan. The strategy centred on solid formation, diversi c\ and
efficient strategies for developing the domestic financial sector and the ﬂ&economlc
growth. The key goal of the liberalisation initiatives was to estam system of
traditional and Islamic banking that would lead Malaysia to a bewancial sector in
terms of both economic growth and financial stability. X:ys"an government

declared the steps in April 2009 and the country experienced w economic
L

Yw
FC stfuggle) the @ysian
g f thie fi ial Q@Fm.These
risk@:%ement and

nan@%tress risk and the

'\'tal market developed.
e

Following the GFC, ma%s be&m to axmmedgeQransnion of the financial

system to the Islamic economi ystl at p e reactions to the Islamic
imi

economic system con.% ted, I "tb |de positive economic growth

growth following the GFC than the AFC. Following

government used some improvements in the res

were carried out by strengthening the gow

infrastructural framework, as well as twae ment

credit risk of banks, until Malay5|a le to op

following the GF C IS was ii to th Ilty of Islamic finance to deal with
credit issues a 'th%bbt a the tallst system of the traditional banking

system. As d Y uf & Il\fa QJ(? stated, many studies began to compare the

traditio %amﬁ nancial and&nkmg systems following the GFC in 2008 and

200%amed Yusuf & Sali a?gz'012) mentioned the conventional system has shown

@&s in decreased assets following the financial crisis. Some financial
u

tions faced bankruptcies, however, and therefore government funds supported

Qelr financing. They also state that an investment portfolio, leverage and solvency can
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evaluate the comparison between Islamic and conventional systems, and the Islamic
financial system has performed better. However, other results show that the?ra
banks faced numerous losses compared to conventional banks due to Isl%\nks’
weakness in risk management, which reduced Sharia banks’ pr ther than
conventional banks’ profits. However, their study carefully analysedthe comparative
approach between Sharia and conventional banking system beﬁe. various policies

Toth (2011) states that in most countries of the Middle E t,Wia system
L

akistan an ep['&@YA'rab
conventi ban() is used,

g. Toﬁh explains t@he differences

haria an nve@ﬁal systems. The

for conventional and Sharia would be applied in each cou

is implemented. On the other hand, in Bahrain, Mala
Emirates banking systems a combination of S

whereas Iran and Sudan have a pure Islamictanki

in principle can be distinguished fr\éﬁ)i

conventional debt system is based Sharla T '\hstlce and risk-sharing
are moral principles. Toth alsc)%he IIOIFre twevz(?ﬂhe resilience of Islamic
Emllar #Shafique *\ (2012), stated that GFC’s

banks to conventional bangi
performance was also by IsI mic arfkmbbut the performance of Islamic

banks was more st and sec‘J onve (l.onal banks due to low risk in Islamic
banks based o he inci ee | t Another evidence is the increasing

¢
demandf or |a anking sys {o @plemented in the Western world.

F g
2.6 Islam Reaction to @fs

\Ahmad Tajudin (2000) stated due to the changes experienced by Bank Islam

Q the shock of the AFC, Bank Islam restructured in 1997, part of which entailed
I

MB Holdings Berhad (BIMB Holdings) - as the new holding firm incorporation -
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place of Islamic Bank. It was listed on Kuala Lumpur Stock Exchange on September
16™, 1997. They also divided the group's activities into specific divisions, ?ﬂs
banking (Bank Islam and subsidiaries), takaful (Syarikat Takaful), ca(’lybxrket
(BIMB Securities), property (Syarikat Al-ljarah), and others (BIM‘NStitute of

Research and Training, and Pembiayaan Perumahan Nasional). ?

Bank Islam had a purpose for the rationalization of qrcmucture, increase

competitiveness, and accommodated future expansions. act ')f Bank Islam’s

ital incr as‘,‘e&Qd/l 2 billion

and paid-up capital to RM 500 million, making it pos or them to twu@grow.
den (ZO IS e@ﬁced that

step\of ndingéVg;eas by the

incorporation of an offshore subsidiaryai thaFederaI itory @buan, Malaysia.

Wan Nursofiza & Madden (2014) aI@?wed an \rggod @mance of Bank Islam
jﬂv N

after they did the restructuring%explgined at unt 93, Bank Islam had the
&
al banks

performance after the restructuring was that their basic ¢

This is reinforced by the study of Wan Nursofiz

in the same year Bank Islam developed the, fir

(Maybank, Bank Bumiputra, and

monopolistic position into Q\;eemn[
United Malayan Banki ration)after eiﬁg%mvved to operate Islamic windows
4 ¢ &
under the Islamimdjing Scr \I IS is&umse the implementation of Islamic
. i ;

Sc was successful, while the minister of

windows under\ mi
: ‘ 2
finance deci extend the hernecg Il financial institutions. In 1999, Malaysia
N

ond ffull- ﬁged sanic bank, Bank Muamalat Malaysia Berhad,

v

becw&f the merger betw@Bank Bumiputra and Bank of Commerce in the
‘@h of the AFC. This success of implementing Islamic window on commercial
& s and the liberalization of foreign banks were allowed to implement an Islamic
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banking unit. Thus, this made Bank Islam no longer the sole single domain of Islamic
banking.

Additionally, Wan Nursofiza & Madden (2014) state that performan wth
on Bank Islam showed a positive performance from 2001 to 2004. tiff (n.d)
also explained that Bank Islam conducted two major capital remring which
happened in 1997 and 2006. He further mentioned the first re trmg conducted by
Bank Islam in 1997, where they established a newly for Y:f IMB Holdings
Berhad. More so, during the five-year financial revie 993 t Mgre was a
he perfor celof\ﬁe?e‘zr:/es,

positive number in which Bank Islam had an increas

deposits, and total assets. Conversely, Latif said ¢h nd %‘We capital

pari%ﬁvc«%~ both capital
hat@ital restructuring

@2006. However, Bank
N

restructuring was conducted by Bank Islam @ 06%T he

restructuring conducted between 19w >006 S

conducted in 1997 was more opera@gj than |\|agt
Islam was more focused on ca%ectioﬂ to caver th ity deficit. As such, the
th >
B

I] €gan in 5 and brought huge losses

deficit phase experienced% %

suffered by the conversi s Labuan of hofes@Sidiary, Bank Islam (L) Ltd. to a
4 f &

branch. As an imp f this Iois M as a %ﬁp!eciation of capital so that the capital

holders experieKba@'hc' itf : '

¢

the Iosses@by nk_Is mﬁurdr_qu hat year, there is no available information
N

disclosg(ezt, kind©ofin Patiomi&onfidential within the Bank Islam management.

Als estructuring of capiK s done in 2006, while the ownership of Bank Islam

ever(‘téﬁjet a better understanding in detail about

o of interest, Dubai Financial LLC owned 40% interest and Tabung Haji had 9
interest. However, the share ownership of Tabung Haji to Bank Islam had increased

43.5 % after Tabung Haji took up the 2009 issue of Islamic convertible redeemable

108



non-cumulative preference shares (CRNCPS) which made Tabung Haji the ultimate
control of the shareholder. Y~

Wan Nursofiza & Madden (2014) stated that the loss experienced b@}islam
in 2005 was caused by bad credit management (specifically caused‘bNak credit
control) which caused the Islamic bank to restructure its capital. It made Bank Islam
receive negative perceptions from the public during their long eMoperatlon. Wan
Nursofiza & Madden (2014) explained the sources of Bank k-

iIurt were not solely

derived from bad corporate financing from the Labuan idiar thhere was

@

_ "9
ing. Bank | m’st@tobe

ding of sks i@-ﬁving the

red zﬁene sly O\QT#\Y; years from
the Labuan project. \% 6“

also a huge delinquent portfolio mainly in consumer f

aware of the source of loss due to the lack of

state and projects over the financing that

Meanwhile, the loss of corﬁgsr flnanc ;@)\by the hire-purchase
N
program vehicle from Bank IsI%hat tﬁne, Islac:;éﬁd not have a robust risk

management framework to evalua cretl na ng% cessmgtheirfinancings.The

huge loss suffered by % 2005 b
attention that pot%pm\m atlvgemeptlon of them to the point that the

Prime Minister ime

-%0

!

¢

out the ma t restructuring gn b‘l‘a?ge scale during the turnaround process, by
N

maugur% Ph hls@kground as one of the managers in Danaharta (a

natl sset management c%"' in Malaysia formed as implementation strategy

r% during AFC) and his previous position as Executive Director in charge of
t

ments at Khazanah Nasional, made Zukri Samat able to make changes to Bank

Qam s performance. With the new management team, Bank Islam decided to write off
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the huge amount of non-performing financing. Based on this, Bank Islam could still

grow and eventually developed under the management of Zukri Samat as the M
Director until 2017. (’}
The big impact on Bank Islam’s performance was caused bf&FC. The
restructuring of capital by Bank Islam in 2006, which was two yeame the GFC,
proved that the impact of the GFC was not so great on Bank | IaNpared to that of
the AFC. However, there was a little bit of decrease in Y:nc of Bank Islam
during the GFC (which happened in 2007 to 2008, chan ewk Islamic

Ay
performance could be seen in changes of ROA, ROE , and NPF i Appf{e})k 14),

but still it was not as bad as Bank Islam’s perfi in % \/T
N ol
2.7 The Performance of Bank Islam Selected Ban 6'4

The financial crisis may bri@jwegativeﬁ;sgo L){\business performance,
N
such as: high credit, low quuid%asse ricepand de@on. The sign of business
\ &
ob

the é percentages of consumption

performance declining can§ rvel
and investment which t the emplo me‘nt@tentage, price, salary, household
4 ¢ &
assets and debts. Theystudy exr m e peré&mance changes of bank performance
e i 1 %

during and afte nci O

!
tré benjaunctions as an intermediary to channel the
N

Karai%(zoo
surplus% usehold.i ‘;hec orate sector as the investment, rather than letting

~—
(%2}
—
=

t Xthe base of productive investment and the financial market profits funds,

30 equently improving the economy. Mileris (2014) also claims that the bank is an
p

ortant constitution managing the financial system in the country and the global
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economy that is influenced by many risks. Thus, banks need to focus on risk
management by looking at the different types of causes of risks. This study also?uts
the performance differences in banks during the crisis by comparing the pér nces
between the Islamic bank and conventional banks. This comparative ana&aimed, by
providing the basic comparison data, to eliminate any suspicions omanks’ poor
performance, especially of Bank Islam. The three banks used forsthis comparative
analysis were Maybank, Public Bank, and Affin Bank. The me selected based
on the following criteria: (i) Maybank as the largest ban ala siWs of assets

nventignal k@alw\G;?r:c;ng

size and branch networks, (ii) Public Bank as one of t

the most profitable banks, and (iii) Affin Bank simildr k I% in terms

nk iﬁla d theﬁ three banks
are as follows: \) é

\ Ay
AN
2.7.1 Maybank ‘% o ] Qc:}
x &
Maybank was estabQL n r\la ] 196(?% hoo Teck Puat. As of June
30", 2014, Maybank \% rgest b ;I:}é. is @d on the Bursa Malaysia, with a
&
(US%B billion). As of June 1997, its assets

nd th <ﬂa(/ere 248 branches in Malaysia only, and

of assets, size, and growth. The basic profi

market capitalizati RM 89'

were valued at 829905

32 branches seas (22 bran sfn %P}q pore, two in Brunei Darussalam, and one in
4% N

Hong I% nited” Ki m, @fed States of America, Cambodia, Vietnam,
L 9
Uzb@], Republic of Chin@vaell as Myanmar), making it 280 in total (Maybank

@x 10 November 2014).
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2.7.2 Public Bank
The second conventional bank used in this comparative analysis is Publw
(Public Bank website, 10 November 2014). The bank was inaugurated by @Dato‘
Sri Dr. Teh Hong Piow with the concept of “a bank for the public” on R& 6", 1966
in Kuala Lumpur and was listed on Bursa Malaysia Securities on AW, 1967 with
stock name PBBANK (code 1295). More so, Public Bank has 258 ches distributed
mn , 31in China, 25

in Malaysia and 124 branches overseas with 83 branches i

in Cambodia, 7 in Vietnam, 4 in Laos, 2 Sri Lanka a rep sWoffices in
@

Shanghai and Shenyang. In the record firm's financi tements of Puiblic .@ , the

bank has a total asset size of RM 305.73 billiogsd 3 % .67 @Bn as the

market capitalization in the Bursa Malaysia\' 0\ g

2.7.3 Affin Bank C,) \Y ,<\

S
The third conventiona Afﬁn Banky naqan?d Affin Holdings Berhad

2012 (Affin Bank, ovembef

2014) stated th aybank 'th irtéﬂ and 332" in 2011, while Public Bank

was at 651° %201 an:i 5 tlfin (‘)‘B in the list of top 2000 public companies of
%

Ny
the world, rank }basesﬁw four criteria: Sales, profit, assets and market

valq&summary profiles K banks are shown below in Table 2.20:
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Table 2.20: The Summary Profile of the Banks

1997 2007
Total
Total
Year Assets No. of ROA Assets No. of ROA
Est. (RM Branches (%) . Branches (%)
Mil) (RM Mil)
Bank Islam 1983 5.797.678 80 2.38 19.121.17 91 3.39
Maybank 1960 82.904.897 280 2.84 227.447.24 449 3.57
Public Bank 1966 29.444.354 175 2.69 158.471.100 324 2.80
Affin! Bank 1987 15.299.470 2.71 4.435" 9.51

Source: I?oped for this Study

2.7.4 Performance Indicator of Banks

This study compared the four banks w

g}:*

NPL/NPF from 1995 to 2013 (Bank Islam, Ma

The four banks’ comparative performance gan belsee

before, during and after the financial crisis'

4, 5, to 11), using the ROA, the R

performance. ROE acts to ident

are signalled to mark t

! Note: Affin Bank started operation j

he |

te inve%ent inja positive
b

y

loans, which are hﬂd\
conventional baréw

@u res 1.2+
@id he R?A
measurement function where % OA indica

ence to/in R A’ R@?,
A\

g,

and

Publig’ Banksand Affin Bank).
S

1 99%0360 13 periods

nd B(Chapters 1, Pages

)&‘gprofitability banking

a @s positive growth and

estm@rendering in which investors

&

@/banking value) or the NPL (for

Y In the meantime the total bank

that igher NPF/NPL’s value is an advisory

uary 2001, following a merger between the former Perwira

in August 2000. In 2005, it merged with the former Affin ACF

Aff nd BSN Commercial

fi N 2007, AHB entered into an agreement with the Bank of East Asia and consequently the Bank

of ? sia became one of the substantial shareholders of Affin Holdings. As of December 31, 2004,
US$ 10

had total asset of RM 48.334 billion (US$ 13.81 billion), customer deposit of RM 38.180 billion
.9 billion), and loans of RM 32.293 billion (US$ 9.2 billion). As of March 2015, Affin Bank had
r 105 branches in Malaysia.
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for banks to distribute finance and credit strictly. This is the information describing

Bank Islam, Maybank, Public Bank, and Affin Bank’s ROA, ROE and NPF/NT

Kabajeh et al. (2012) indicate that ROA and ROE can be used to measure a

2.7.4.1 Return on Assets (ROA)

corporate financial statements. The managerial efficiency e%Nent indicator is
1Z) n

ROA and ROE (Samad & Hassan, 1999). Norhidayah et a i cicate that, based

iciency, W ROE can
oy
iency of the e‘at.i@f the
eret{ ' ome@mded into
tive:‘he panyggis indicates
that the bank can earn more from a Iowatment if1 ive igher ROA.

In contrast to Affin Bank, wﬁ%ad the hi e p@‘ng results in 2005 and
N
- Figh

2008 and the lowest in 1998 re 1.L(in C r 1, page 4) illustrates a

&
consistent growth of ROA %%c B’ n ayt@The ROA of Bank Islam has
shown similar improv thoughinot flbmbed as that of Affin Bank.
’ 4 ¢ &

Followingﬁc n l'

respectively byQ d 4
¢
Affin Bank g@nce a de 'n!in@ A of —0.99 %. Three conventional banks
% NN
showed% ble improvement inéhoz, the recovery period of 1997, after the AFC,
iy

B hich experi d@y f-0,032 tin the ROA in 2005
, which experience ip of -0,032 percent in the in :
N

on cost measurement over a certain term and manageria

calculate profitability for the bank’s revenue. The
profitability firm could be measured by total as

the total asset). The higher the ROA, the m

\fhe ublﬁahk’s and Maybank’s ROA increased

mpa@ﬂ/ith Bank Islam of only 2.3%. In 1998,

% n 2005, Affin Bank alone had the highest ROA of 7.45 %; Maybank was only
.15 % and Public Bank was only 2.91 %. In 2006, ROA for Affin Bank decreased

onsiderably, from 7.45 % in 2005 to 1.81 %, compared to 6.27 % ROA for Bank Islam.
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The ROA figures of Maybank and the Public Bank decreased slightly in 2006. Affin
Bank, however, rebounded again in 2005 and showed a significant increase of IYM/
9.51 % instead of 1.81 % in 2006 while Bank Islam was only able to achi \herger
of 3.39 %, a total drop of 2.88 % in the previous year. The figure alsd'Ns a slight
decline in Public Bank and Maybank’s ROA percentages. In 2008, mank’s ROA
was 3.3 percent, which improved by 7.46 percent between 2009 2013. A minor
decrease was observed in the ROA from 2.52 to 2.42 per &;e by Bank Islam
between 2009 and 2010, and continued to fall by 3.34 ent i 2Wm 2010 to

L
2013, Maybank experienced a decrease of its ROA ntages of de@ with

om@ .55 p@?ent.
etw?en 7 and@g were fairly
stable for Public Bank and Maybank. \%lotally co to@m Bank and Bank

only a small decline in ROA between 2009 an

According to Figure 1.2, ROA fluctaatio

Islam’ ROA performances. For eve gglt rec 0 a}Q\nggit asset invested
in the bank, ROA is an indlc A co@npan (areQro \ded as being in a good
position with more than 5.2 S e k an aybank are Malaysia’s first
movers, their solid RO ance;'II;j t'll e best explained by the stability
of their asset grow nagemi ver, i parlson with Affin Bank and Bank
Islam, there areqvariotis cau ' ility, ‘?&‘t‘ne ROA by Public Bank and Maybank.
In addition Isla as roﬁu d a different financial system from the

So, pared to other conventional banks, it becomes

‘f'i

conven%knkmg’

morgA esting to look more k@y at the various factors affecting Bank Islam’s ROA
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2.7.4.2 Return on Equity (ROE)

Kabajeh et al. (2012) reported that ROE measures total shareholder?hy
efficiency for bank operations (the formula is net income divided intofa tion
between total assets and total liabilities). ROE is a managerial effid!&metric in
analysis of firm profitability, which means that the greater the ROEythe greater the
performance of the management and the more profitable it is. The y employed the
ratio of ROE to provide common shareholders with detai mﬁfacy of banking
management with shareholders’ capital after payment | the ow::ipants is
excluded. According to Figure 1.3, there is an er up and d Ire.rﬁvj\v'the

performance of the banks’ ROE. Real change emonstr etweern,1997 and

2013 in every performance of banks (Banw, Mayb‘)an - Publiré;;, and Affin
Bank). \: > é
On the basis of Figure 1.3 (C@Bter 1, pa\f’@%e Q\E\performance of Affin

N
Bank and Maybank was more s%it deﬂt clo Iy;wi%@ zero value. The ROE of
Public Bank began in 200 M p1 , then f@cipitously in 2004 to -7.19
b

percent (a total declin% erce}t , bef, r‘g ‘risi@'again in 2005 to 0.38 percent (a
\'i'@{ tion@ccurred in Bank Islam, whose ROE

total rise of -6.81 pefeent) Thii

began in 2004 at0.27'perce "0.07 ez%ént in 2005, fell to -3.29 percent in 2006,

!
and then ross%oo per tfﬁ 8?

N
% m’s Analysi ‘pf R@langes is another assessment in terms of change
in pumance of efficiency m\ ement. While Bank Islam has a stable value on ROE

b \Nhe year prior to the coming into force of the GFC, namely, between 2005 and

6 , the ROE value in Bank Islam has decreased.
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2.7.4.3 Non-Performing Financing (NPF) or Non-Performing Loan (NPL)
Non-performing loans (NPLs), as defined by Beck et al. (2013), are the w
used to estimate the economic situation of emerging market economies. B@}OM)
states that NPL is the most prominent factor in the system's misallo f capital,
whereas Beck et al. (2013) discovered that including NPL as an indepéndent factor in
the macroeconomic model allows for precise estimates of a ¢ Nconomic stress.
Calice (2012) claims that NPL is an effective asset manage ﬁg‘ by establishing
an organisation called AMF, which handles problematic s in the ‘system.
Figure 1.4 (on page 11 of Chapter 1) depicts a parison of F/I\IE{{‘%‘{SV in
Bank Islam, Maybank, Public Bank, and Affin om 199 13.%¥Ed on the

four banks’ NPF/NPL figures, it is clear tw ng ea phas@g;S to 2002),

07 @998, with 1.1084
percent and 1.1172 percent, respecti@j\flaybaﬁ n Ix@h also saw an increase
N
u%« i ('Q

banks

=

Public Bank had a higher NPL rate thwae

in NPL/NPF during the AFC. n Bafk saw,a0:9541 percent decrease in

\d &
NPL in 1997 and a 0.9659 n ecT in 1998. %pt for Bank Islam, there was
a consistent drop in Nli%c the 5‘2 ond Phade @JZ to 2009). From 1.0441 percent

f &
in 2003 to 1.045j$1t in :i 410052 ;gmt in 2005, 1.2019 percent in 2006,
20

1.1631 percent\ , an erct:&{\ 2008, Bank Islam’s NPF has steadily

@
increased. g@g 2009, bo c&v@nal and Islamic banks had similar NPL and

o
NPF pexfor e. & f $

Acan be seen, an @ése in the NPL/NPF can have an impact on the

a %Ie financials, specifically when the AFC and GFC apply. This is the third

d sment of this study, which aimed to determine Bank Islam management's ability
n

ormalise the impact of the financial crisis situation.
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A comparison between 1990 and 2013 of the results of the four banks based on
the ROA, ROE and NPL/NPF is provided by Figures 1.2, 1.3, and 1.4, whlcw
changes to each bank’s performance. The government has taken certain @ns to
save economic growth in 1997, owing to this information. Some couﬁ&ave thus
regarded certain actions undertaken by Tun Dr. Mahathir Mohama&?courageous
step with high risks. The objective of this study, therefore, was to prowide more detailed

3

information on changes to the performance of the four ba , ‘juring and after

3

the financial crisis in order to learn more about the Ban u s‘trategy.
NS
2.8 Minsky’s Financial Instability Hypothesi P o \/Y‘
The study presented Minsky Hypa ekr' i Instag& in order to
detect indicators that could influence t@n the 8& One of the most

ic sta
important effects on banking per mance a \&bgT cial, crisis is investment

because depositors will withdra@ey dueé to aJdack of @dence based on fear of

the money. As Wray & Tymol (2 sky as having stated that in

‘The Financial Instability Hgo hesis] inst lltyﬁe financial crisis is based on

Keyness (1936) an&ch ple
Employment, é\ ey MinEJ xplained about two theorems; (i) In a
stable econoéan nstab eﬁ)naﬁ@ having similar financing regimes and, (ii)

economigep ntyyl be e apéhstable economy in a stable economy. It does not

9 ), th(&/eory of “The General Theory of

clearly Xp In the exogenous ch;tE.ence factor of the stable and unstable economic

N
; but only the role of the capitalist economic system in the Minsky hypothesis.
n

toni (2006) also states that the hypothesis of Minsky does not explain the implicit

qumptions of the factors, but that further research is hoped to identify the internal and

external financial crisis factors. Minsky had reported that the main cause of the
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financial crisis occurs in the absence of nominal debt that affects banking performance
by the firm’s assets, s explained by Wolfson (2002). The impact of the declme
prices and the growth of the firm, which results in increased nominal de@other

factor. This debt problem will be solved if the bank has a good cash evenue to

improve its customer service. R

The hypothesis of Minsky is based on the principles of the €apitalist economy
o;et

system that uses the benefits and benefits from encouragi olboost growth in

the market. The investment factor has also maintai pWIe in the
L

regulation of public budgets, consumption and wage addition, Mi sl{yiét;\; that

the identification of the internal system error i th& ste ctorisan

y hypothesis

’%

economic instability. While Detzer&Herr 14 xpla\ns the

is related to investment activities wﬂh\ t curren

is '\the capitalist system

which belongs exclusively to %el w% canzpay r2Q mcome and the owners

compete to increase capltal%ro t enue \A@I total labor cost. The capital
pl

asset is used as hypoth%)

activity is expected toyprovide t

valuation of existing mvestment . The

edge asc Ifer rloans Pledged or hypothecated

ion o re income to be traded because they

have a price. Hw cap
3 ‘

are Eb%hced and called investment assets. This

fromfinco |s£ r@ of capital assets from expecting yields. The

Investment e
output % and” inv ?ent ﬂ@ has a critical effect in the behaviour of the

capi economy because t e(.@epected cost of the owner of equity revenues would

a Xe demanding output price of the investment. The income would, therefore, be
Q ed as a bond and equity from these capital assets. The bond is an indebtedness
strument from the firm and equity is the combination of liabilities and owner’s equity.
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Minsky also discusses cash flow as an important role of liquidity tool, anti-inflation and
capital growth in the production investment output activities. Minsky (1986) ITS
that capital prices and financial assets depend on the predicted flow of @tlon
that includes investment risks and uncertainty properties in particular explained
that the acquisition of the gross figure will have an effect on a good grewth investment,

since investment today shows that liquidity level of cash flow Eo comply with previous

The capitalist economic system depends on ital (i vw whereby
Y
isho_t@’ﬁned,

the financial crisis turns out to be one factor. T? ca er cé&fal assets
cannot meet the debt contract, it will ha d andTg ct onéx\zgtment. The
explanatory formula is therefore : \ é

:(1+M)A—C c}

[7]
Explanation: Po = Supply Pri@ Mark r ur&ﬁbor cost; W = wage rate in
money and Ac = Average P. ity [ %\
Minsky hypotheS|s atal &&QHGS that support the future renewal

of financial inn |on, as i rea5| apltal gains value, investment, and

profitability, I 0 h| ?(?bn growth, which can be aided by a full-
y

employm |n QQ%’#hesw also explains how to create a booming

mvestml?l |ch requ es eramctors such as the existence of a safe country and

financial contracts.

expected asset prices validate the past debt. When the ted conditi

=
7y

the'an ion of full employm\?t
According to DeHaas & Lelyveld (2011), the processes of economic growth
0 er the financial crisis between lenders and borrowers must be more consistent after

the financial crisis because they require a higher safety margin. They explain some
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behaviour in some reinforcement investment based on Minsky hypothesis; investment
can mark-up either profit or internal fund when asset price, internal fund, awm
confidence increase. However, when people increase their investmen@’must
increase their internal financial investment and their external finan investment,
which will have an impact on the increased supply of money and a cR@se in money
demand. Following the financial crisis, Minsky predicts that debt d remain higher
than investment and profit, but in a stable state (under co dwo ing to Minsky,
behavioural assumption instability will lead to greater confidence LWHI reduce
"X
the margin of safety, especially when estimating the f potentia rrpv@n the
future, and they will provide more assets at a st. Thé'r IS aJQ)WEr supply
price for debt-financed investment and an ag: oﬁﬁth\sibili@fmgher levels
of debt-financed investment. Meanw %owers un

e
deal on investment demand, and th@sicipateﬁn&of @gins and lower safety

N
margins. 0 5

tedl <ﬁnt to get a good

7
5

De Antoni (2006)
understanding of the%z
hypothesis was deve'%i by Ii i wever, there are two differences in

points, becausedhe theory to the depressed economy view which
¢

impacted thE ical investme
\
over-in% ss inft ?ressec@:onomy in Minsky’s understanding. Minsky’s
the s the guides for the@ﬁ' ability setting in the financial crisis and the debt
N
x in a free market (Wolfson, 2002). Minsky’s theory uses the capitalist economic

m, production owned and personally managed.
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Farooq (2011) claims that the capitalist system has two categories: Classical
capitalism and monopoly capitalism. Governments in classical capitalism th
intervene in the economic activity of the country. During a monopoly of ca@y\sh, the
government is considered a controlling factor for economic activitie country.
Capitalists have seven main features:1) The right to own property, Yaﬁt motive, 3)
private ownership of production, 4) consumer sovereignty, ic freedom, 6)
social division, and 7) price mechanism. SV- '

More self-centered is the focus of the capitalist omy whi ffected o)

tem that provides @lts to
haft 7) % essed his

mstaéfx; theory (by

lat@the taxonomy of

many social relations. Islam teaches a better economi

all parties equitably while avoiding forbidde

thoughts on the comparison of Islamic ecépomics to

Minsky). According to Suharto (2017@’5 theory™

finance, the hedge, the speculative, p|n|on t b t;t‘l@x and financial crises.

Another comparison between S%nd insky \news@(? been explained, such as:

1. Minsky states t he e T rrowers eﬁl‘ally fall under the spell of

interest (r| sactio vje\i'e@e denial from Islamic finance
prohibits \ does <‘},ollow the Sharia-compliant and the

interest (r edge ower is not good enough to protect the
flsgg@syst fro détagj?atlon For Islamic commercial finance, the
t-bedri ns v@ld be converted into profit-sharing modes

(mudarabah and m@akah) or credit sales (murabahah).
%\ Minsky shares two different opinions on the banking system as a speculative
0 finance unit. First, the bank as a profit-seeking activity and gets a label as a
merchant of debt (this is related to ALM). Second, banks as hedge units.
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According to Suharto (2017), the banking system from an Islamic
perspective, that small size full-fledged Islamic banks and the bigw
windows are more stable compared to big Islamic banks, which @gher
the stability than conventional banks. Suharto (2017) stated t!éigexistence
of Islamic banks could be the stabilizing agents wime unstable
speculative banking system. \,

3. Based on Suharto’s (2017), on his concern on tha X;f he conventional
contributions to the instability of the financi stem. H‘e\t@bat hedge

| 9. "X
leading to si |Ikr.®blllty

tem which_ié the dérgulatlon

gﬂver ent, \A@:}uld control

financial markets and opposiag fipancial der tloré'hharto also states

that financial deregulatio Id oc@nﬁ rx{ ecause the result of
the long-term is fin stabﬂlty wevg(r;/gi.a\ the implementation of
Islamic fmanC|a t|o %uylj w the Sharia, it provides
preventive (% manc I ri 'pm@nted unbundled sales of trading

(like flwenva‘ pro ﬁm interest (riba).
Muslim scho cern out the effect of debt, which is not illegal

(Azid & Chai 201 If d géw@i?not managed, the Islamic economy will face
0

debt d%

gen cost and impact bot@économic and social stability should be known to the

borrowing and the bank's speculative natur

and the systematic risk of the fina

issue. Minsky states about the mw of

(@]

Ecopomi t|V|t|e®hrough different methods of funding which
ent and the economic performer. The latter study added that Islamic financial

Q utions have a role to play in financial intermediaries seeking profit, and have an
genda alone, because that institution is not a charity. However, the Islamic economy is
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believed to reduce poverty, promote distributive justice and promote economic growth.
Furthermore, banks and customers cooperate through Islamic banks to h?ﬂe
understanding and growth of the Islamic economy. The value of |® and
unemployment is better shaped by economic and moral values. The a f Islamic
economic policies will however differ (Azid & Chaudhry, 2017). Y'

Suharto (2017) also points out that Minsky’s theory of ﬁrw stability is part
of the capitalist economy that is being caused and bur z:n jal bubbles. He
believes that human psychology and rationality limitatio m th b‘lfbhlg#(e felt that
people needed to be guided by both paternalism an igion to/tran nd r.&ﬁ%lality.

nc%' ity )@1' Islamic
ind oL@r‘afce based on

an@nat satisfy human

religion. Similarly, Minsky agrees that all FW

interest, because financial understandifg,aims;to safegua
ﬁhsists of a rationality

rationality. Suharto (2017) stated ﬁq‘jhe banki gte
&
identified as a speculative fi ysteﬁ However, Qe rules derived from the

limitations of human ratloni; f hr ereg d Prudential regulation will
be reinforced and stre from t #edtw@f Islamic Finance by both Sharia
discipline and cwnt Tr tion

policy, wherea

d therefore, serve as a regulatory

e d 72,

a tutlonal right of the Muslim financial

institutions. proa h sta 'sé t@anmal system in the long term if a coherent
regulat m ig’ Phed @prevent arbitration between the Islamic and
trad flnanC|aI sectors. HQ&O believes that the proximity of the asymmetrical

|E ion in Islamic commercial finance requires a stable financial system to ensure
cial stability. This explains the interest to analyse the comparison between

anentlonal bank performance and Bank Islam as a result of the financial crisis.
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2.9 Signs of Distress

There are signs of distress during that will influence banking performan?l'ﬂe
firm should find, according to Altman (in Heine 2000) the efficient indi and
predictors of corporate distress to determine the factor of business faihf&the 1960s
and 1970s, Altman (in Heine 2000) developed a model of Z-Score mw'as predictive
tests on defaults and bankruptcies in 1999, even though qavnt\g“/e model stress
According to Peltonen et al. (2015), some signs ank ist‘?k‘e@een based
the bankr y‘of.fg\‘gnk;
h ofbanki ac%‘&]; and (3)
\eport zt'insolvency

dis@ In the financial

§<s\bch as supervising and
N

. Fusion, however, is an

characteristics had been developed.

on the following; (1) high liquidity and default as a s

(2) when bankrupt banks receive funds to help

our classifications of phases

of distress experience S everl year, fo mple, as stated by Blank et al.
’ 4 ¢ &
(2009): (i) Distress %gory 1,, \PN.S the gkest distress with 25 % of the annual

operational dechi
warning froE
the existénge

the ing business, includinWtrictions on lending and deposits, and (iv) distress
N

§

; ca té[" (ii) distress category 2, is the official
vi£ry®mority of the state, (iii) distress category 3, is

\ - - - .
ence%tate finance agency to oversee the activities of

c Nﬁ 4 is the category of the worst distress, which caused banks to close and the

& cturing of the merger. According to Ali (2007), the banking crisis can lead to a
S

s and any diversion in macroeconomic policies when it has a negative effect on the
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country’s economic growth. He identified four main economic agents, i.e., the
government, the central bank or the supervisor, banking and bank customers, Ts
depositors or borrowing customers. The multiple macroeconomic and m| m|c
factors have been classified as in Table 2.21. A

Table 2.21: Causes of Financial Distress and Banking CRIS

A
NO MACROECONOMIC
EACTORS MICROECONOMIC FACTORS

direct control of the superw
authority, a central bank

1 External to the Bank and Microeconomic Factors terpal to the Bank (i.e., in
the Supervisory Authority ~ External to the Bank (but i control of ank)

government) Y [ CA
2 Macroeconomic situation e Supervision prob . Sank strategys, *
(currency, exchange rate, e Inadequate infrastruc oor gredit awssment
growing economy,) e Financial libera . g interest rate or
policies \exchan TQ[‘E exposures
e Political i re e Conc%ion of lending
e Moral h% od Connectéd lending
|ns Qfﬁg new areas of
. k 0 parency ty

F ud and corr

_‘tQternaI control failures
ther operational failures

o \ Source: Ali (2007)

Ashraf et al (2019) state rm wi the eﬁ‘éts of enormous losses, so it

is very helpful if the fi ca%redlctf anci qhs@ prior to that. Table 2.22 shows

some quantltatlve aIyS| re d Asﬁégwet al. (2019) for the detection of

o
Table 2. % maly of Di rp s Prediction Models and Variables Employed
)

financial difficul

N 3 | —

Mode Analysis . .
o Analysis  Techniques Variables Description
1 Multiple” CTA 1. Working capital/Total assets

Discriminant Q-) ETA 2. Retained earnings/Total assets
- Analysis \ EBITTA 3. Earnings before interest & taxes/Total
ﬁdel 4. MCTL assets
5. STA 4. The market value of equity/Book value of
total liabilities
5. Sales/Total assets

Ohlson Logit 1. OSIZE 1. Log (Total assets/GNP price-level index)

(1980) 2. TLTA 2. Total liabilities/Total assets.

O-Score 3. WCTA 3. Working capital/Total assets

Model 4. CLCA 4. Current liabilities/Current assets.
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5. OENEG 5. One if total liabilities exceed total assets,
6. NITA zero otherwise
7. FUTL 6. Net income/Total assets
8. INTWO 7. Funds provided by operations/Total ?
9. CHIN liabilities \
8. One if net income was negati last
two years, zero otherwise
9. Where Nl;and Nl ;are t income for
the most recent and the preceding year
respectively. The varia ures the
change in net income.
3 Zmijewski  Probit 1. NITA 1. Netincome/Totalw
(1984) 2. TLTA 2. Total liabilities/Total ts
Probit 3. CACL 3. Current assets/ iabilities
Model .
4 Shumway  Hazard 1. NITL 1. i |abili|'es
(2001) 2. TLTA 2. i ssets
Hazard 3. RSIZE 3. shares
Model 4. LExReturn e ric'eh\'ézf'
5. LSigma rket v ue‘ c.)
4, pal y+§~year t-1
PSE ar t-1
of residual derived
ly ték@:eturns ofa
year t-1
5 Blums Logit 1
(2003) 2 ity
D-Score 3 quity/Total assets
Model 4, cKer e change
5.

e
nt liabilities/Total assets

\ N\<-g§'ource: Ashraf et. al (2019)
It has been said th uptcy prediction Is are commonly employed,

which have been desi cially_for d ?c‘;@arkets, thus their relevance and

accuracy are dout& %
Ashraf 2019) sta e fir <</n report their situation between financial
et (2010) st :9 cgn}a p

stability a ankruptcy: w ing (hgbusiness failure prediction model. Not only

=

N
does baw prevg nds thg_}%)nomic life of the firm and enhances its financial

per ce, but it also imprm&}’the economic well-being of a country. Ashraf et al.

@Iso state that business failure model prediction could also help investors assess
e ‘financial problems of companies and judge their future. Ashraf et al. (2019)
resented in their analyses of findings concerning business failure models, for example:
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1. Blums’ D-score model (2003), Ohlson's logit model (1980) and Shumway’s
Hazard model (2001) did a poor performance with a total prediction a?my
respectively of 42.8 %, 68 % and 70.7 %. \

2. Emerging markets are successful in both the Z-score andﬂ&t models.
However, the model Z-score would be better than the modelgprobit.

However, the five models introduced by Ashraf et al. M continue to be

valuable for anticipating the financial troubles of the emer a%gts'and can be used
by companies, financial experts, managers and other“parties ow‘for‘;oth

conventional accounting models from Altman (1968) mijewski 8})®m05t

commonly introduced models for bankruptcy

ns % in '%HE 2.22 by

se ndaﬁ/ in atioqé'rxr.lis way, the
results in numbers and percentages arwaactical. é

r
In the meantime, there neetﬁqje a qua\v’l;’rg'%an y(l}to measure company
ié 2

using formulas by collecting financial or o

performance. Qualitative analysi the humarpinstru that can react and adapt

&/

e hu
ac Iectio@d analysis (Merriam, 2009).

immediately seems the idea*‘\hiea fol
Other advantages of q% a

’ &
for-verbal or vwmn@ imm ﬁi.ate processing information (data),
clarifying and s%' ing i i:hec@‘forinterpretative accuracy and exploring
¢
unusual and %cted espo s.f)uti‘gg?most of this research work, the investigator
N

reliesoé@ insticts }abili%@

hut & Mili (2011) ,reported bank misery involving bankruptcy, dissolved
<3
@on, and the fourth quartile of the loans provision (for two successive years). In
Q onsecutive years, the identification of troubled banks will be in the highest quartile
f

credit loss provisions. According toYakola (2014), there are many signs of distress

nalysis inc de‘en@cing understanding through not-

128



and a distressed company usually shows multiple signs, including the quantity and

quality analysis, as shown in Table 2.23. T

Table 2.23: Signs of Distress
\

Working Capital/Liquidity S Financial
1. Declining or negative free cash flow l 1. Declining stock price
2. Large contingent liabilities G 2. Declining bank or bond price
3. Unresolved near-term debt maturities N 3. Inability to meet debt covenants
4. Revolver draw-down 4. Resignation of key finance staff
5. Contracting vendor terms o 5. Diminishing liquidity
6. Increase in account receivable agent £ 6. Repeated bank amendments
7. Increase in outstanding account 7. Downgrades in debt ratings
payable B 8. Accounting restatement
9. Inability to file a financial statement
Profitability and Industry Outlook : Employees
1. Shrinking EBITDA margin S 1. Large or unplanned reduction in
2. Reduced capital-investment programs T workforce
3. Going concern opinion R 2. Management turnover
4. Deteriorating industry fundamental E 3. Disruption in unionized workforce
5. Adverse regulatory environment S
6. Regulatory inquiries S

V \

It could be seen that there are si can dlffer

SOLQ’:& Yakola (2014)

S in stmg the Sign of

Distress in Yakola’s model, as compare toﬂt 1 ca % out in Yakola (2014)
and in those carried out by t a <§'2) Diverse qualitative or
quantitative measurements, t)’e ee .@cator are available from the
Yakola’s model (2014)% b o ,“

The empl ee catorl, suchias red (ﬁvorkforce and management turnover

N
which affecte Mrn decre jer@%nﬁnce during the financial crisis, may have
'

negative dings. Yak&a/ has meanwhile considered that a firm’s
perfor creasg tﬁave an influence on the indicator for employees .

oIa examines the z%cs?ssment of e reduced capital-investment programmes

rofltablllty section, the opinion, the deteriorating fundamentals of the industry,

erse regulatory environments and the regulatory inquiries. The researcher should

interpret the analysis report based on the changing situation due to the financial crisis
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from the management report. This is another way of understanding the company’s state

from most quantitative studies in this study. T
On the financial side, Yakola sees qualitative measurements by consi the
accounting restatement indicator and inability to file a financial st t. In this
manner, the declining performance of the company is not good until reporting has
been re-evaluated. \,
People who are professionals in their field can their erperience, their

thinking and their special skills to handle difficult sitéations. in a good

AX
in what is pderl@o the
IS % pted@‘ﬁ'ssess the

S ca:‘ usestheir o&pertise and

knowledge to interpret behaviour, as t@ﬂerriam, . TI@‘erson who creates

the model of signs of distress is Ya 2014), \hage g@\med being a leader of
N

informant is someone who can think about this and

researcher. By employing experience from so

impact of the model in various cases. Researc

McKinsey’s RTS Group, baseda on, and hasjacquir e position of a CRO in a

)

&/
mining company and the CFﬁhnail: icopter seré@company serving the oil and
gas industries. Most of@

ere asiCR }Hat@to restructure companies to save
- &
the enterprises. \ an O

exata‘i-%’Yakola’s signs of distress indicators, to

£
edrtoc‘u}e sure the performance of Bank Islam. The

see whether it can be

- \ - - - -
qualitative assessmeuqt la \m@therefore, a main attraction in the study, which
wa t only quantitative{@érvation to show the performance of Bank Islam.

Xr, quality observations are also available.
: Song & Oosthuizen (2014) state that both conventional and Islamic banking
a

cts the same during a banking distress, such as:

130



1. There is no difference between Islamic and conventional banks in distress
resolution process, to the corrective and enforcement actions and prw
formulated in the regulatory framework. ('}

2. The regulatory agencies in an Islamic bank can take on Nagement
problem to solve it. Y'

A measure of distress performance in a manufacturing company is indicated

both in Tables 2.22 and 2.23. However, banks may al r§~m

i els use the same

t
measurement. The Bank has a key role to play, accordin birin aWs a deficit

"AY
unit resource financial system and surplus eco iC units. kld‘ga;es IS
systematically and not intended to be both abr p licdb ly \A@ﬁng signs

can predict systematic Bank distress sym% suclo\as reasiné%gperforming
loans, loss of earnings per asset, inNﬁ)he sales pI@% and depositors,

increasing the incidence of fr incompe\cgvn thg\legal and business
N

administration, as well as cohew%he nﬂrket in the s%u@l of interbank funds. The

present study, however, use@a’s ighis o istrezéOM) for learning more about
1ess

the signs of Bank Isla i during the 1na{nci&risis. After some explanation on
's f &
signs of financial B banlis \t\t eref evelop certain strategies to improve
their performan& '
¢
C) ? 4
2.10 Tu%kd Stfategi
L 9

&zny & Simba (201 cribed a growing unprevoable and volatile business

"7
e
8,

eEﬁh‘nent that can lead a firm into rapid decline if the management fails to understand
hessignals of a business decline (Fubara, 2011; Khandswalla, 2013; Mirchandani,

012). Technology-driven companies have been found in a decreasing market in which
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capital is scarce and risk capitalists are shrinking. The nature of business has shifted

into its core through e-commerce. In recent years, there have been thousands of s
alliances and partnerships, even among competitors. 0}

It is common for firms to modify their business environ&o require
management to remain aware of the latest market trends by renovatiWn strategies.
Wheelen et al. (2012) state that the management strategy is al aNe by large firms
from the various industrial models by choosing a professio %:ger'to keep the firm
to survive in a competitive market in a stable economic efizironm nt‘\d

L
r of key strategies Id be
stra& ion\?ﬁe major
Y.

ordin@ and ongoing

ina@*of various major

Nyagiloh & Kilika (2020) propounded that a

developed by firm aimed at providing guid

strategies are comprehensive plans that pr

efforts to achieve long-term firm goa@an use a

strategies to achieve the targets. Th orate e\\trgte

& Kilika (2020) define the stra%ositio'ﬁ of t

general directions and focus,on t tyI usiness éh%s developed to its potential.
t

There are three strate% elopment, s biiisa@ﬁ and survival. Strategies at the

g 4.;,
business level deﬁ&j deplo \ﬁ)ﬁ e ﬁﬁkesources on the products or markets

and cover mark{ odu mel'EflSncentration and integration.
¢
TurEE&rb strategy is rt‘Gf @anagement strategy that is used to manage
§ move d

the firrr%

way, ange the fortunes @ firm by doing different things with fundamental

Q&pounded at Nyagiloh
N
.busin%? organisation, set out its

N
uripg.Je ‘gry fo@better performance. Turnaround strategy is the

b}

\hents in strategy (Angwin et al, 2015). In this study, as an important point, the

6 wished to find out Bank Islam’s turnaround strategic actions as the financial crisis

132



changes. Of course, the indicators causing a drop of Bank Islam’s performance in regard
to signs of distress, as described in section 2.5 can be seen in this change. T
The approach to establishing turnaround strategies was identified@eault
(2017Db) by using a triage concept as a starting point. He wanted to kno e the firm
is in the turnaround in the first few hours of the tour. Does the firm speak of a poor tune-

down or is it in a dire danger of being liquidated? From a m re\eh’al point of view

he tries to: (1) Moderate difficulties, (2) moderate losses a uldity ;]roblems and (3)

icism fw situation
X

porta{ n if{/ﬁ?ﬁrm can

tly fr,@“( ose used in
a c@erable difference

p@bns, in particular the

moderate serious losses and viability problems. The

therefore affects the strategy for turnaround.
Bibeault (2017b) has expressed that it i

be turned around. Just as rotational strategi

stable and growing firms, nuanced rotational_strategies

depending on three major factors:@ixterna \rk%

N
demand trends for the industr%we cﬂical re @ firm environment with
&
araway

particular attention to its ca Mnc:[ [

l@rom its breakeven point, and

(3) available resource turnaround 1 tel‘n@@'in respect of the firm’s balance
4 $ &
sheet and extern w relalt \& suppgi.ag all parties involved, including

stakeholders, creditorssand 5 &
) O

inﬁic@s at the strategic literature has recognised the
N

NyaE'!s®K|I| (20
role of glrpardund i@’ ma mem% an essential corporate strategy. Nevertheless,

stuq&rried out on turna a@d strategy and corporate performance have been

t \ﬁally related to the limited scope and to the methodological as well as

G eptualization challenges that influence the generalisation of study results. Each
r

m has various phases to set up a turnaround strategy to re-establish its performance.
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It all depends on the outcome of the firm’s strategic management’s problem results,
which identify the major business performance declines. Y~

Faghfouri (2013) explains that the “crisis” is an action and @ound
management™ is a reaction. Thus, firms must understand the crisis deeplyfirst, thereafter
the turnaround strategy can be prepared. Bibeault (2017a) stateWturnaround
management is the firm renewal process. It uses analysis, plan in\a“solvency to save
troubled firms. It also identifies and rectifies the reasons fo ri;rfrrmance failure.
The turnaround cycle is not complete unless the firm ns t sngrowth in
revenue and profitability. A short period of renewed th is not a nzﬁo@but a

us_turn
\

been developed for various organisations, nq@ S o&Y\/h r theyésgrofitable or

not. Internal development can take tl@of invest S, ir@ﬁing international
expansion, in new products, service@stomers o\sg?ap (;Qsmarkets. It can also be
3’ N

restructuring. Muzny & Simba (2019) state t s stratégies have

done by external modes, such itions'and joint ve(o s. Jamal & Salisi (2021)
propounded that turnaroun %ies @w a lost firm is transformed

into a profitable firm. re, a turnaro nd'stv@gy is dominated by studies on the
’ 4 2 &)
relationship betwe nwr\m st@ usinegs.firm performance (e.g., Denis et al.,
2002; Fauver evqéw; Lm? mz;é’fr{ & Servaes, 2002; Jamal & Salisi, 2021;
¢

!
Khanna & P &)000) Scho ng Q?I?(ZOlB) also reassure that after the economic
% N

crisis, man ent str ust fi@nany options as interest in business turnaround

_ i
and ic recovery revwes\(..)

\According to Faghfouri (2013), the purpose of turnaround management is to
eep the firm from bankruptcy, do the reorganization after bankruptcy and liquidation.

Qmetorius & Holtzhauzen (2008) state that turnaround is a recovering venture after the
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existence is threatened to give a chance for the firm to be rescued. They further explain
that turnaround situation requires a manager or leader to manage the turnarouna?ﬂe
firm. The implementation of turnaround strategies is done with unique p@% itions
(by internal and external combination) with appointed, strategy, s , control
systems or power distribution. Kavale (2012) stipulate sthat it will take"some action to
develop its firm performance following environmental change_and ulence, in order
to understand the long-term objectives of its strategy. Yo-re, ‘Angwing et al.
(2015) state that when a firm’s performance decreases, ign o CMO obvious

' X
he least ris ac#iq@first,

to ignore, thus manager would react sequentially by taki

rsens.fT ani a‘f%'n knows

riggirs, n it i%&ame as not
bringing a change of status to the sta& 5thaf|rm eve gh @/‘as received many

then become progressively more radical if the

the status of the decline, if it cannot idenl&Kth;

warning signs. Once the firm can id

performance of the firm, the firm%\ aturnaro .strateQ(?for the recovery situation

to give the firm the ability % n[ a

Freiling & Me% ) hav‘e‘ eve ;‘)'eh Pbb’no “rational” input/output ratios

&
for profitability r@nent ti atio@decision-making can be initiated as a
change. Changeqw a pol
¢
small busin g@age nt feats lﬁei@ as managers and they tend to defend their
\

routine%kl

itions. Jh ‘jore, emotional approach must be considered so that
em odel creates a situ@’of harmony through communication and emotional

de nal problem in turnaround situations, as

C ﬁ\ions. In addition, it recognises fear and feelings.
Q According to Yakola (2014), there are some steps to implement the turnaround
0

rk, such as (i) the firm should not put too much pressure in perception distress, (ii)
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be courageous to criticize own turnaround strategy, (iii) be able to think more about
objectives achievement, (iv) focus on cash, (v) be able to create the best stratew!u)
treat each Turnaround Strategies like crisis, (vii) create a control strategy o\ﬂwck
achievement, (viii) swap the old intensive plan with the new one, (ix) er the top
management team, and (x) find and train talented workers. Y'

Faghfouri (2013) states that there is no speC|f|c create a model
turnaround strategy because it depends on the cause an ty (11‘ the crisis that
happened in different types of firms, thus requires a erent tur strategy
Faghfouri (2013) posits that when the firm impleme turnargun aﬁg@ually
the stock price of the firm will be improved the pefr f th@?naround

strategy is to attract investors back when th% in ovem@xr)cess
Santanaetal. (2017) state that wad strategyisithe ta@i‘HR management
by building HRS models and practl the fﬁ( ni ap\ I decline. Santana et

al. (2017) revealed that, if ma has a qui awa of the firms’ downturn,

they can quickly overcome@lenl usi é strategles for organizations,
ihity, HR

such as HR oriented orie t d e@’lently, niche-oriented HR, and

maintenance-orient HR A\?ﬁt al. @5) introduced three categories of

turnarounds st egl aditi asset cost surgery, product-market

accounting, r |cal rate i S%L@‘;t?erg et al. (2013) elaborated two tournaround
strategl as (i)c -orle ;Zi strategies consisting of cost efficiencies, asset
retr ent, focus on core @rﬁes and build for the future, (ii) process-orientated
% s which consist of the reinvigoration of firm leadership (such as changing the
C top management team or TMT, and the cautionary note regarding CEO or TMT

Q ange) and culture change. It is explained in Tables 2.24 and 2.25.

136



Table 2.24: Content-Orientated Strategy

Content-Orientated Strategies

iciencies

Cost Eff

Meaning Source
The cost-efficiency used as the most prolific Bibeault, ( Yo
turnaround strategy implemented by firms as "belt- Hambricki&Schecter
tightening™ or "fire-fighting" to stabilize the finances in  (1983);

the short-term until devised the complex strategiesand ~ Sud am & Lai

to improve cash flow. (200
Cost efficiencies as the first step in implemented fer (1980); Robbins
recovery strategies with immediate effect and little & ce (1992)

capital or resource outlay.

ambrick & Schecter
1983); Hofer (1980);

Cost efficiencies have some analysis consist of
reducing R&D, collecting and reducing accounts
receivable, cutting inventory, stretching acco "Neill (1986a);
payable, reducing marketing activity and eliminati ?opfor aden-,

pay increases. 5
It will also involve changes in financi turing

ing ¢ san Lai
such as a reworking of the firm’s capitaléstructur: %&\ 001) Y.

declined debt repayments. A ™
The reducing production costs Mgeneral\ Grinyémet al. (1990)

overhead reductions consi ent of | ti
funds, tight control of the sto inancial, and
streaml

investment capacity for the in €s .\
efficiencies. 5
The cost efficiencies wilMaring sofne risk,_ The cost =~ Barker & Mone (1994)

morale and comm

Cost efficien i discantinued after bei ed in  Sudarsanam & Lai
one timegso the (2001)
resourc

S.

Some companieés prove the

in pufrsuing a turnar
thefperf nce ci C

fficiencies Boyne & Meier (2009)
at worsened

st ienci ned.With R&D cost butit  Hambrick & Schecter
ring a risk to m’ mance because (1983)

P f T Source: Schoenberg et al (2013)
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Table 2.24: Content-Orientated Strategy

Content-Orientated Strategies

Meaning Source

2 The understanding of firm performance to make Hofer (1980%% etal.

efficiency on the divest of assets. (2007)
The second strategy should be implemented after the Robbin ce (1992)

cost efficiency strategy failed to stabilize the firm

'E finances.
D It depends on the capability firm first to generate cash ilatotchev & Toms (2006)
E flow for implementing the asset retrenchment. However, %
c the difficulties are asset specificity, liquidity in the
(&) second-hand market and exit barriers for asset q
GC.) retrenchment. l
4: It consists of the replacement of old assets into udaWLai (2001)
b} asset, starting with new investment, exchange the |
e technologies, but must be careful to ensure theicertainty . \Y'
— of cost efficiencies but not disturb the economiea ’ (-)
% investment costs and expenses. __;\
) It is a tough decision because it will bring the risk that ish opinath (19
< related to the future strategy. Reducing thefassets Wih\ Y
cause more losses, while the firm has to in€rease profi '-\;’~
to improve the performance. o &\ %
Meaning Source
3 It is continuously further identi tirnaround Boynie. & Meier (2009);
strategic in parallel with tt asset r treﬁNY Pe.a’Qe & Robbins (1993);
B'obbins & Pearce (1992)
This strategy is based on ermination of the : <@ﬁmbrick & Schecter (1993);
potential of the mar ucts, and custaméts to udarsanam & Lai (2001)
improve the profitw d perfor f the <'Q
$ firm. . | N _
— The firm’s activitigs now could be the same N@ Hambrick & Schecter (1983);
»==  bestactiv ez'rm in theﬁnast. ? ( 6 Hofer (1980)
= i ctivity rgst ne‘ttw{c/:éﬁ O’Neill (1986)
"G streamli al*based on the (_/
< ratiopalizatien and \‘/ ve the divestment and
reduictiop of operati ivities in atibility with
8 cOfporate 5ogls.\ ) ()
O twill elate fto Marketings Opefatignal, and financial ~ Grinyer, et al. (1990);
o resources systems fo ezve{nj;nt to select core Hambrick & Schecter (1983);

ivities with appropriate isitions with specific ~ Stopford & Baden-Fuller
pabilify. f (1990); Sudarsanam & Lai

X (2001)

There is basic to fc@sﬁ core activities with a Hambrick & Schecter (1983)
strategy no differences’in the characteristics to get

choose core activities to focus on marketing
techniques and customer behavior that can improve
the quality of the relationship with the consumer and
business optimization so the firm can find core
activities.

\_I_ qualified on the successful recovery.
There is implementation of competitive strategiesto  Grinyer et al. (1990)
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The characteristics of a firm are determined by the Arogyaswamy et al. (1995)
temporary economic downturn and it will reduce

Build for the Future

some business activity to survive for running the
business. The firm will focus on the existing .i
resources and the remaining consumers and \
maximize the performance by the opportunity with %
the loyalty of consumers. A
Content-Orientated Strategies
Meaning Source
This strategy will be carried out after three Filatotchev sToms (2006);
previous strategies implanted, such as cost RobbWearce (1992)

efficiencies, asset retrenchment and focus on core
activities.

It is part of a prudence recovery strategy to focus
on the development of the firm in the long ter
looking at the reconfiguration of assets, utilizing

c&& Rabbins (1993);

sanW(ZOM)
I ,

existing resources, focusing on new products and Y~
adapting the new business territories. 1 c}

It is also called recomplicating the busin Stopford & Baden-Faller
implement the future strategy after deductin ts (509 Y*

and operational. v NG N

The successful turnaround strategy identified whef™ Ghoshal & Bartlett (1996);

enewal Stopford en-Fuller
nce. = ° 90) &,

the firm is able to go through the,s
capacity impacted in the future

This is a difficult stage for
and renew from a usual conditio
certain state after passing th
circumstances adaptingitheir
Strategies. Managers Wi

asa i
significantly respﬂ for the firm' §

performance.

eplenish hosI@‘BartIett (1996)
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Table 2.25: Process-Orientated Strategies

Process-Orientated Strategies

Reinvigoration of Firm Leadership

Meaning Source
1 The replacement of the CEO as a prior turnaround Stopford & Baden-+
process is regarded as a trigger on the problem Fuller (1990
source.
There is 75 % of the value of the successfulness Kesner &ialton
significant about CEO turnover is selected from (1
outside the firm during the turnaround situation. %
The reason for the CEO turnover is caused by Dalton (1995)
somebody taking the responsibility for negative
condition from appointed shareholders and as a ‘
signal the change for external and internal
management. '
Change of CEOQ caused by a decision of the Sudarsanam’& Lai \?
Chairman of the Board on the recommendationio (2001) _f)
the investors. - o
It is a symbolic strength change when W "O‘ﬁull% S
confirmed the willingness to accept the aroun \Q yasw. rr%( al.
process. 995); é
0\ oyne & Meier (2009)

Charismatic leaders can giv. o%?he viale
the firm that can guide employ ocus on the
ng

pastysolutions opinath (1991);
Kesner & Dalton

Flyrtjﬁstaw (2004)
difficult circumstances d the t rnaﬁa@wige@d. §
Implement the CEO tu %cover lems 7 Bibeault (1982);
or used to solve proble%i
7]
S"J (1994)
N
Arogyaswamy et al.

( 0' (1995); Barker &
£ &,

Patterson (1996)

Durin%tu nov. W gerwil(@{éoverto Johnson (1987)
lated to.@n

Changing the CEO

N
the manager will be Arogyaswamy et al.
T e th@e&clined companies  (1995)
e

ing a better solution based on the
%ﬂtificati n information4buf the evidence that
uld b€ misintérpreted proved so managers will

stress to understand thefitm.

When firms are expg%?h'cing poor performance, the  Sudarsanam & Lai
bankruptcies and firmfailures related to the slow (2001)

E\ performance management outcome, poor timing, and

the rejection of its turnaround strategy by CEO

because they are only concerned with their interests.

During the CEO turnover will provide a new Barker & Duhaime
perspective related to the implementation of the (1997)

turnaround strategy based on his assumptions and

experience.
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Change of leadership has a positive value and plays Grinyer et al. (1990)

an important role with positive commitment to
provide the action with a new value, strong drive and
improved motivation and communication.

e

Meaning of The Concept

Source

2 CEO turnover also involves some or all changes to the TMT.
During CEO turnover, the new CEO will bring his own TMT,
because so many topics that will be covered so there is twice on
processing work during recovery.

Kesner on
(1%h e etal.
(2004)

TMT plays an important role in changes in the firm’s

H%r (1980)

- performance, including bringing the firm in bad condition. b
2 When a firm gets down performance, there are a lot of sner & Dalton
|_ arguments and difficulties to make a decision, and the new WlQM)
@ will be required to enable the firm to focus on new strat t
c lead the turnaround. N '
+ When a firm has a down performance, managers m rto etten (1980)
O)  take responsibility for failure and do not get incentives onithe @ T
E settlement issue affecting companies. N [ c}
O)  Management with a higher power in the firmawilsnot mention , inath.(1991)
% any difficulties in the firm so it will make the p mance‘of VC
- the firm worst. T ~_ U N
o Senior managers who work too long usually‘prefer to!\an{th Bark Patterson,
old strategies that can change the firm'in,a bad situation.
New external senior managers will med to.handl Kesher & Dalton
psychological, sociological an eral_issues present'i 61994)
firm, but it gives positive sign only he CEO tur not
for TMT turnover. | C\K? z_\
Meaning Source
CEO and TMT changes n intefnal disguption becadse  Castrogiovanni et al.
of their new style in thegteporting syste add e of (1992);
- stress to employees who aréaworri positiemin the Kesner & Dalton (1994)
S firm. So during the r proceF, there,is/instabilityin the
- firm due to int lems. ? [ .
a The decline ch the firm’s, perfo ce canralso be caused  Barker & Duhaime
(TN by external factors ther ce poin ich cause (2997);
@) difficultie Wirm as re%mpetitio igh costs and Pearce & Robbins (1993)
g poor ma% cts. 2,
S When the firmigets a Erfor &, the firm needs a Barker & Duhaime (1997)
pr suitable round strategVy like cost retfenchment to increase
g’ qé’ the dem nd.y 4 O%
@ © (J Pearce & Robbins (1993)
@ <

0

rket oppoftu L o=

) N,
(% nge bUfS” ss style co@g to consumer tastes to get new
al tuniti

nover of CEO and TMAT_will bring any risk because of betting
the loss of a competent in analyzing the firm's business
activities. However, the declined changes performance of
corporate activity brings the necessary exchange of CEO and
TMT as a strategy to gain effective recovery.

).

The success of firm changes will depend on the leadership
turnover of the firm following the evaluation of evidence of
business activity, such as financial performances.

iy

Arogyaswamy et al.
(1995); Barker &
Duhaime (1997);

Pearce & Robbins (1993)

Schoenberg et al. (2013)
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Table 2.25: Process-Orientated Strategies

—

Process-Orientated Strategies

Meaning Source
4 When leadership turnover happened, there will also be a Schoenb v
cultural turnover to adjustments in the firm's recovery. (2013)
Changes in the culture of the new firm will make a
difference with the past activities so that employees will
learn based on the new culture in the firm. Y'
Stopford & Baden-

When the CEO and TMT using past decisions on weak
performance firm as a sign of the workers who do not Wr

provide a solution innovation. Signs of the culture chang
are also a part of the turnaround strategy that demo te

the new behavior of the firm to move forward.

(1990)

Culture Change

Companies need to collect and disseminate inf Atmenakisét al. (1995)
regarding the latest market conditions that can faci the

changes in workers' behavior to get quick turnaround and ¢ \Y'
achievement. | &
ource:f Schoenberg @ (2013)

N
\ ‘Ee strategies

thatsintrod

The advantage of Schoenberg et al W;odﬁ

by content-orientated strategy, is to e% financia
E\s\in the organisational

the firm. In the meantime, the stu@ld iden %ch
N

structures of the firm and the cu%rk in‘l’erms fpro%:;éariented strategies, which
also concerns the human r, M 0 ﬁ} g%bdy provides the interesting

ﬁzu Th

information of the cha anks Islam’ eljforbhce by following the indicator in
s &)

Schoenberg’s mo Wn inl \'ous sﬂgs/ which only assessed the certain

performance indhe implem i 'f Tu@éund Strategies.

¢

Hop w (2010) ai‘s Qajt he firm needs a turnaround strategy when
% N
busines% y isdu ’to pm&ce the profit anymore in the medium term

(ap ately 4 years), the a@te return on equity, and when the investment cannot

bu@%s performance of

b \nted. During the recovery period, the firms have a turnaround strategy to restore
heYperformance. However it requires a leader who is responsible for overseeing the

plementation of the turnaround strategy. According to Lawrence (2015), a turnaround
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manager has to have a proactive cognition for creating, expanding, and modifying the
firm’s resources to bring better corporate profits. During the implementa?vf
turnaround strategy, the responsibility of the firm is not only to turn over t?e% ship
but also to improve relationships with stakeholders, and take inaugurati intensive
induction for employees. Muzny & Simba (2019) affirm that firm t establish and
sustain a workable strategy to survive and flourish in the Mtitive business
environment. rv. ‘

In every implementation strategy business plan, failure of sucees Prob ble.

tes the conditioh E)g-g/\:hen

However, it is a wrong idea if the management just anticCi

the firm experiences downturn because even t

e firm{q ood,@ﬁormance

ill nieds strategé‘g. get a good

performance of the firm. When the fir er’nces abo eri@ring the recovery

phase, it will execute the corporate ﬁa{sgy. AMn Qx,@om phase leads to the

N
depression phase, the firm sho re a%ood rateng/é?ope with the depression

during the whole of the year, the manage%

situation and turn it into a Matilw. asedon S Yusuf (12: 46 to 49), people

should be prepared wi% strat‘e‘ for, tl‘é s&b‘l years in good times, and seven
&
years in bad times. \ l NS %(J

Freiling.& Meyer (2 'ribe @ﬂwe operating reorganisation plan and the

¢
planned cas r financial €onfmitments can be derived after the development of a
"
turnaro% gy. These iks reqﬁ a strong understanding of the reversal situation

and diness to take deci i(@?’and measures. Aside from all legal and financial

requirements and burdens, turning around an organisation is a matter of communication
ndepersonnel interaction. The driving force is the administration of firms that must be

repared to accept change, accept external expertise and promote the process.
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Bank Islam had its own strategies for turnaorund. However, the study used a

different model to trace changes after the crisis in order to understand how thw

Islam changed in comparison to conventional banks that could recover fr \&1997

financial crisis and continuously improve their efficiency by 2013 MNQ Sharia

rules. After a declining performance in 2005, Bank Islam implemen R ome strategic

planning for changing th bank’s performance. The Bank Islim

broadcast this approach itself several times.

inar (2010) had

l

Bank Islam developed a corporate plan, which ivided in phases as
‘X
shown in Table 2.26: | _{—3\
Table 2.26: Corporate P nk Islﬁ \‘jZ*
\ &
Phase 1 (One) Il (Two) 111 (Three)
Year 2006-2007 2008-2009 2010-Onward
Focuson  Recovery Mode Itis d Stable Mode. 1S str or High Growth
Moving out of Crisis Burldrng id Fo ndatro ode

& Return to The
Black.

During the corporate

focused on changes in Ba

Table 2.27: Pillar S

fof a SustarnableB

nal Excellence &
eader

Q‘::durce Bank Islam (2010)

rovr several strategic steps that

a
m’s pJ;ﬁdlde th }can be seen in Table 2.27.
and {gﬁrnable Growth Plan in Bank Islam

Turnaround Plan

Pillar inable Growth Plan
a (June 2006-June2009) SUBENTEL S E i (e
i tg<
First alrz-at -1 oIShCEjs Business Innovation
estricturin 9 4
Second Infrastprcljre vamp J\‘ Robust Risk Management
ansformation Prggram vy Strengthening Enabling Infrastructure
3

ost Rationalization s,

Building Capability & Capacity

Human Capital Development

Franchise Development

Inorganic Growth And Corporate Expansion

Source: Bank Islam (2010)

Freiling & Meyer (2017) state that turnaround is a matter of trust, presenting

objective and goal-oriented actions. It is not a simple task or a one-time exercise. It is a
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time of constant interaction and growth. Nyagiloh & Kilika (2020) contend that the
ability to change in organisational processes is a common feature of the swgy
However, while the circumstances leading to its adoption are external, theffo f the
turnaround strategy is on internal reorganisation which addresses |ssu&;@|ng to the
development of organisations and the change programmes. Organizamim to move
from decreasing to maintaining a positive performance tr&d.: achievements,

experience, and lessons learned are considered to be an im tol in performance

breakthroughs that should be documented as part of the anism u chreve the
L
Y
achievements that the firm aims towards the target pe ance level l .i—)
<

2.10.1. Malaysia’s Action during AFC

In Chapter 1, this study examrr@clme in
the Asian Financial Crisis. The situ of FCs\pp:@

Thailand in July 1997 with dep%w of fhe value of I%gé?whrch then continued to

spread in the region of Ind \Mala! andithe P if'@pines (as noted by Furuoka et
u

., 2012; Kaplan & R% ;M

Subsequently, in September ar' r ore Taiwan, and Hong Kong were

—é\"
IsIa@@rformance due to

nedi '}997 to 1998) began in

ire "don@ 1998; Wee, 1999; Ping, 2007).

under pressure dt So ' wrtl(é’exchange rate devaluation in November
[

(Ping, 2007!; ont ion effect,” @ Furuoka et al. (2012) called, spread in the

same y one State ?nothe&m almost on the same cause as the crisis. The

ﬁﬂﬁ& risis could affect tr @fomh and business cycle, according to the study by

& Korhonen (2009).

Q Zarnowitz (1999) states that every country in the business cycle sometimes has
i

fferent symptoms. Yet, three important factors, such as profitability, investment and
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credit, can monitor changes in business cycle, since these factors are volatile and

interrelated. Moreover, profit in the business cycle is regarded as the main mo

also states that profitability encourages entrepreneurship and innovation in@amic

economic growth. There are some steps for the Malaysian respo ing crisis

according to Zaherawati Zakaria et al. (2010), for instance: Y'

1. Revitalization of the economy. The government of Malaysia tookdimmediate action
to revitalise the economy. Malaysia’s total foreign exc x e value of USD
20,2 billion in 1998 stood at RM 34 billion or 13 perc fG W‘g to USD

31,7 billion in July 1999. The interest rate also de substantiall f‘or&@xz;ase

loan rate of 7.24 % in June 1999, compared t %6 in Jén : Si@i%?, the

é\‘?

e N@%ian government

CPI rose from 2.7 % to 6.2 % by June 1

2. Restructuring for Financial andwate Sector:

has established two transformati@scesses,»i ti @reform. The phase of
stabilisation consisted of t%icturfhg ofat %& mergers of financial
institutions, and bond m h&vel nt. The a istration made the reform by
establishing the Da@sﬁtuins, arﬂaha}m and others.

4 ¢ &

a) Danaharta. T@n of ill uyigmr stabilising the financial institutions
ic Shec
¢

against econ k 'lshed(n?ﬁne 1998. Danaharta has purchased from

banks NP G@Iing M 23 tﬂ'lli@/ NPL 31.8 percent. Wee (1999) stated that
% NN
Danaharta or the AssSe nage@ﬂ Firm was suppressing the NPLs and helping

t recover. In fac@é Danaharta elimination NPLs were sufficiently

\lised on the banks’ balance sheet.

@ anamodal. During the stabilisation procedure, it was established to recapitalize

financial institutions. By RM 6,4 billion, the Government has divided the injection
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funds into 10 financial institutions that are supported by the merger. Wee (1999)

indicated that Danamodal or the Special Purpose Vehicle intended to con

banking as additional capital for banks in order to improve resihence@h the

injection of funds. A

c) Einancial Institution Merger. The merger was announced on 29? ly in which

financial institutions were restructured in 6 groups fro erent types of
financial institutions. In addition to commercial bankin Cnc

e'companies, this

merger of six groups was supported by commercial banking a w trading.

@

d) Corporate Debt Restructuring Committee (CDRC). ™t was sét u 199 help

restructure the firm without government assi

\ cial:\?’s but the
i anmal,éi‘sg Based on

Wee’s (1999) report, the aim of th&%vas to res ure @%ompany s viable
debt so as to reduce losses for %oarties \?\aw

S

stockholder) and prevent lig Q%

e) Bond Market. The gover. \f Malaysia develo he bond market as financing
long-term mvestme%%;es arLV} émgbpl | value.

3. Selective Capit I‘throl (? ; SC
restructuringdhe bamk to Hi 'he e cﬁ%ﬁge rates of currency and regain control
of monet olicy to ow:% es ;‘t(?s and support the fiscal stimulus.

4. Mal onomlc growth between Asia and the US is

performance of the CDRC has gradua ﬁ\rp die

%(ep’resents a step towards reforming and

s opposed partmula@vﬁen Malaysia is one of the countries which has been

o meet the conditions of the financial crisis by increasing intra-regional trade

0 ch as increasing Malaysia’s export sector. Malaysia macroeconomics indicators,
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including GDP growth, inflation, interest rates, unemployment rate and exchange
rates, are explained in Appendix12. T

5. National Economic Action Council (NEAC). In 1998, the governmenﬁ%ﬂished
NEAC as an advisory body to deal with the AFC issue in 1997 to reﬁA‘onfidence
in the market, retain financial stability, and restore the ringgit vaILR.'

6. National Economic Recovery Plan (NERP). The Government of¥#Malaysia has also

developed the government’s approach to address macro omic isrues in the 1997
to 1998 financial crisis. Malaysia has reconstructe business EA
| ]
t

C and
NERP have been established (Wee , 1999). Th P pragra esj @elves
aimed at overturning Malaysia’s previously “virtudl olicggfn NERP,

there are six steps : \, 0\ g
a) Stabilisation the position in the ri@ough the an tes, increase the

external reserves and adopt the b%a of inteE %p im'd,\
@

N
b) Recovery of market trust the ‘transparenc Q&ﬁes for the ailing firm,
)

consistency of governme%)' esI commun ,
€) Maintaining stabili% financial ‘r‘IJet@'ough the establishment of the

agencies to settl non-pe‘r n;gnd recapitalize banks, improve capital

\ﬁnue with the equity and socioeconomic agenda, and

: E
@ evive the sectors which are adversely concerned.
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7. The World Bank. The latest effort by the IMF to solve the AFC issue was
considered in Thailand, Indonesia and South Korea, but not for Malaysi?vr

considering many consequences of getting IMF assistance, Malaysia@}ed to

have its economic saving policy. A

Zaherawati Zakaria et al. (2010) revealed that the Mala*sia\ngj/emment did all
1

of its implementing strategies to resolve the crisis in 1997 is tl]e government’s
turnaround strategy to recover from the AFC. The role 0 Mi in‘?plp\ndting a few
L
o - _ _ | Y
policies during the crisis regarding banking growth alaysia. T cﬁaz@g most

noticed during crises also affected the perfor

f bankin er (misis, the
Nz Y‘%

titus'\ons acquw%&majorbanks;

Maybank, for example, had fused th%& to Phile ied@k Bhd, Maybank

,){Pﬁ‘fied Bhd Finance and

; \
Sime Finance Bhd (Furuoka et%Z). 'Ilﬁe bank also (éarienced certain changes,
such as additional Iabour%ﬁsati[ ifications, the introduction of new
y

technologies, and othe% caused
4
to merge and acqui uruoka le
Scheme”, of w% plov?;:;ve pe)%’ents following the agreement, was the
¢

;éw@dng environment as banks chose
3) eg.a’dded that the “Voluntary Separation

!
solution OffEE anks to save excess workers due to acquisitions or merger between

N
the banks. b o é
P
oung (2014) recomm\ for the bank to act as financial intermediaries in the
X&)f imperfect information to reduce its transaction costs. Bank bankruptcy is a
ery different situation to other financial institutions because bank bankruptcy could be

aused by bank performance instability. After all, banks should have access to capital
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markets for their clients, and bankruptcy will make banks get much of their debt,
considering that banks' performance is supported by 90 % of their debt, compar

depositors rather than nonfinancial institutions, which have only 40 % of thei t. If
banks get the trouble, it gives them more liquidity and solvency that™give, the banks
trouble to continue operating (Young, 2014). As summarised in Tablg@.28 by Kaplan

& Rodrick (2002), the Malaysian government took immediate adhoM'f the AFC.

Malaysian Controls on Capital and Exchange.Controls .
1. Malaysia fixed the exchange rate at RM 3.80 per $US
ggit
0 d

2. Prior approval was required for non-residents to be ab buy or sell ri

3. All sale of ringgit assets was required to be transac% h a pr&

stic Qt/ mediaries.
This effectively shut down the operation of the offs ringgi et.
4. Nonresidents were required to obtain BNM approval conxggE i

into foreign currency, except for the purchase inggit assets
conversion and repatriation of sale proce dx% tment orelgnéarect investors.

5. Settlements of imports and exports beca quired to be sett n for currency. However,
free exchange was maintained for all current acéount transacti addition to the supply of trade
credit to non-resident exporters of Malaysian goods. N\

6. Credits to External Accounts werenli
securities or other assets in Malaysi

ign o‘u}bncy, ringgit instruments,
ariesf\wages,. rentals issions, interest, profits, or

dividends. <Q
7. Debits to External Accountsmr stricte

ment&r purchase of ringgit assets and
placement of deposits, payrwa ministrative and statu expenses in Malaysia, payment of
goods and services foruse in'Malaysia; and granting of and advances to staff in Malaysia.

en to export more't M 10,000 during any travels abroad.
than’ RM 1000 upon leaving Malaysia

llers of MdlaysSian securities were required to hold on to
ths befo patriation was to be allowed.

9. After September 998, nonresi
their ringgit pro at Ieas‘ 12
10. Ban on the pr of domestic ¢

companies. \
-lang moratorium on repatriation of investments was replaced
ax. Allicapital having ed Malaysia before February 15, 1999 were subject to

the fo evies ital bei moved: (a) 30 % if repatriated within the first 7 months
afte i Mala;g]a 20% i triated between 7 and 9 months after entry, (c) 10 % if
repatrial etween 9 and 12 moﬂ\h/ of entering, and (d) no levy if repatriated after one year of
24For s entering Malaysia aft\rec:zebruary 15, 1999, capital was free to enter and leave without

ion; however, profits were taxed at the rate of 30 % if repatriated within one year of entry and

% if repatriated after one year of entry.

t
Q Source: Kaplan & Rodrik (2002)

Neely (1999) describes the role of capital control function as a governing

arrangements policy on domestic investments from transactions in capital accounts.
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Implementation of capital controls was set up in September 1%, 1998 with the aim of
controlling certain measures, including: (i) Prohibited any transfer to abroad andvqn

banks, (ii) eliminated the credit facilities for overseas, (iii) prohibited the r@on of

investments until 1 September 1999, and (iv) determinate of the exch&&ate of the
Ringgit against the dollar in 3.8 per dollar. Y'

These actions were used to prevent misappropriation or hiddéw funds that could
decrease interest rates after the AFC hit Malaysia duri ‘g;rt'cturing process
(Neely, 1999). The reason for success in the control of capital w SWA‘bdelal &

Alfaro (2003): (i) BNM has the value of foreign res , (i1) Malays ﬂa@ debt

during the crisis (compared to other countrie s Thaila dom@ﬁ,~ and the

ic horiti&h financial
o

Republic of Korea), and (iii) the compliance

institutions system. \: >
pq\nplementation of the

However, Johnson et al. (@Spointe \NWa
N

capital control had a negative redﬁcing i vesto(r(i, rest in FDI. There were

imp, ntation of the capital control

many advantages and disadvanta tor
tdu

programme. Byignori% ppor“ rin t‘gé m@ Malaysia took decisive steps to
&)

improve the macro-wmicml h Mgaia experiencing not just an economic

turbulence, but also a'politi ion g this crisis. Zarnowitz (1999) indicates
: R 0P
that there a ree different y!' i ich the investment can increase after the
N
businessfc as he ssedwSuch as (i) by increasing the profits of business

EX

actiyities, in the past as it im@!ﬁ to the present as expected profit-making of the
u%\rvmy investment, (ii) provided the profits and the least cash flow for financing
investment, (iii) the notice profit is used as an indicator of investment adjustments in

e past and help to access credit on external investments. After that Malaysia also
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experienced the second crisis, the GFC in 2008 to 2009. Subsequent explanations can

be explained in the following subtopic about Malaysia’s action during the secon !

Secondly, during the global financial crisis which is known Rbe the second

2.10.2 Malaysia’s Action during GFC

financial crisis after the AFC, Malaysia has had a major_effeCt¥on its financial

performance and economic activity. The speculative ho ;ark t bubble of the

Ms to 2009

Lehman Brothers firm in the United States originate he
"AX
(Choudry, 2010; Kawai, 2009; McKibbin & Stoecke 9: Merrou SJN@OlO)

and had a slight impact on the Asian region, albei m% e U%ﬁj Europe

(Kawai, 2009). However, to a lesser extent,4he c , particularly

those involved in global activities, res@ decrease ic performance
in Malaysia. The government of V\ﬁhﬁia IS, tﬁ\o&éﬁ% st I,@?king for measures to

N
h@ crisisof the does not occur again.

%

save the situation, so that the i ke t

The economic crisis, ysT
T

of the rise in non-p% loans
’
performance, wh;(@ affec]t \'re\
pursued monetagy poliey in
a\ ; ‘?
the AFC), i s@vber 008 BNM ir@ll mented a 2.5 % and 2.0 % deterioration of
% N
overnig% rates’ahd OPR po@s in January 2009. The Malaysian government
alsoﬁ

ded huge funding to e%b{op rural areas, agriculture, transport and community

ecIir@.ﬂnveStor trust in capital loss. BNM

rther&érience of the Malaysian crisis following

i cture such as public services, healthcare, education and housing. According to
korala (2010), between two years, 1997/98 and 2008/09, the Malaysian
overnment controlled the crisis, and in 2008, Malaysia had no need of capital control

152



in order to obtain macroeconomic policies of autonomy. The situation was quite
different. T

McKibbin & Stoeckel (2009) describe that the impact of the reces@r the
GFC that happened in the USA had a major impact on the world ecorﬂl&specially
those countries which depended on USA economic growth had negative decline in
economic performance and those countries that had more f rtun\a&‘nvestment been
better than USA’s performance during recovery. Gros & AlCidi (2010) rxposed that the

economic recovery of each country had different hea stag s‘?repgdng on the
| ]

o _ A
violent adjustment of the unsustainable bubble, not s ependent th‘} @th of
financial markets. Abidin & Rasiah (2009) statﬁq th% roce%&?ollowing

that ha

w\he Mal@ymprove the
declining export industry. The rescue\%nking se as @53 bad as in 1998

(within the AFC), when more BNM%was ﬁq?ue a,la@hg sector. In the GFC,
N
the government was more % Q/

the GFC, Malaysia has confronted challen

0 revive growth ugh domestic demand

\, &
expansion, where no banking or Chl a rise‘sé@b to be addressed (Abidin &
Rasiah, 2009). Muham%bChim } 09) me‘n@s some regulation of BNM to

&
control the econo&h@s: ' \ é.}
1. Theexpansion a lport@OlE’s financing program with Danajamin
¢
S@ in2009._ 4 ¢ (JC"
N\

distggss.c IIed@borrowers as the intermediary for the bankrupt

firms. N
AN S
E\ Set the accommodative monetary policy up to reduce the cost of financing

and supporting domestic demand.
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4. Transformation of the financial system to The Financial Sector Master Plan

that inaugurated in March 2001. The purpose of this transformatl

focused on the strength of the financial system growth that co@mlze

the impact of the crisis such as developing business grovﬂ&q stment
and employment. ? '

risis, thuring the
.y
GFC, Mal ialfg@d on

perfof' ron@' banking

' mw\ta ahim @gg stated that
Malaysia gave the response to the liberali at of the fi 1al s@‘ﬁn by announcing

2.10.3 Malaysia Performance on Banking Action

Because Malaysia had gone through two periods

AFC, BNM focused on capital control and during
domestic demand, but there were still some ch

system in Malaysia during the AFC and G

[<%)

both of Malaysian financial systemG%as the c\en?on | ,{\d Islamic financing in

April 2009. The purpose of the%l lib

by creating a healthy econ hﬁ T twee‘;@elgn and domestic investors
based on conventlonal% ic banking sté

's
Malaysia’s % got r \d\and p d from the world because of the
government’s a\&r i
crisis, whic w the }érae_/ olicies for other countries during the crisis.
Some p [%:av ‘jlnanc@crms happened due to the fault of the capitalist

o that led to the recesa@br the country. So many countries that have Muslim

@

tarted to embrace the concept of Sharia economy as a comparison against the

:
3Eallst economic system.

Qallza jon wasénattract investors globally

1cies Q}%‘ﬂg the recovery period of the financial
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Many studies made a comparison between the Islamic economic system and the
capitalist economic system, and they gave new perspectives on the Sharia ¢ :
Hassan (2009) points out that the capitalist system has an element of @ and
pressure activities, such as the monopoly, exploitation, greed, inju mand unfair
action to take people’s money as well as allow the practice of interestW uncertainty
(gharar) and gambling. Shafique et al. (2012) also mentioned three ®f the main causes
in the financial crisis due to banks being too greedy on p 'Xa.nki do not comply

with the rules regarding the administration of the cre arke Manks also
L

I_@T

of % twe@épitalism

and ]@?3: The Sharia

law wants to encourage people to wo r v;ue and avoi mor@boo. Toth (2011)

rwfhe capitalist economic
N

system, based on IMF data th barﬂ(s WEre anor: istant than conventional

disobey the system reform of prudential regulation.

Islamic economic system also has a combi

&
banks during the financial 'hhe 7 a perc@e obtained by Islamic banks
was higher compared %&nt I;ey‘?éfo@he financial crisis and after the
ns t@ difference between Islamic banks

financial crisis. To INQll) alr
tion ks are based on the rules, but Islamic

systems’ principle is that t

iona

'3

: fa
eorott;a' ness and risk-sharing principle and forbid

banks follo harial law

% "

interest% S in gonv Pnal b%ks they follow the principle of debt and allow
L 9

pr

a
%\Jlore importantly, Malaysia is a country that applies the Sharia law in its
ankin

f interests in bankiqg

g systems besides having a conventional banking system that is based on the

QANBB and Takaful Act 1984, and most recently regulation is the IFSA of 2013
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(which has been explained very well in previous subtopics). Compared to other ASEAN

countries, many countries are taking slower steps to introduce the Sharia con?mr

Islamic banking rule such as Indonesia that established the Sharia conc

1012998,

whereby in Singapore, they started using the Sharia concept beginnﬂ;g 1998. In

Thailand, they endorsed the concept of Islamic banking in 1987,

hile Malaysia

introduced the concept of Islamic banking in 1983. It is an intngtudy to observe

how the Islamic banking system in Malaysia was able to

crisis, even though Malaysia also used conventional banki

system. A more detailed explanation of many strateg

the risk during the growth performance process

Table 2.29: Challew

P 3

\Y hrOl‘gh the financial
congeptss ir banking
L

Is L[seid\ct}sv;ttle
.29,@%7]3, n.d).

Credit Risk

Policy Guidelines

Risk Management Systems
Consideration

Credit Risk Policy —

The policy addresses the broad
credit management framework th
covers the objective, strategy,
structure and credit processes t 3

establish the best practicesgn the
management of credit ris 4
line with the regulatory

requirements.

uideli% _

Meaning of Credit Q
The potential that‘a,counterparty Sovereign Risk
'G ine
8; nsumer Grading
: J,%_Business
: Relationshi
NV P
1
\ 12. Financing Process
13.
0 Guideline
Corporate and

fails to meet it @
obligations un greed terms and
conditions ideline
Etiquette Guideline
Guideline
14. Guidelines on Risk-
Commercial

Application Scorecards
tistical scorecards for retail
A inancial ratio + judgmental scorecards

\}\o Behavioral application scorecards for

for Corporate
SMEs (credit bureau)

Behavioral Scorecards

o Application card only valid for 6-12
months; client circumstances can
change

e Enable bank to take preventive action

Watch list based on:

e Behavioral triggers including habitual
delinquencies, adverse media reports,
delay in preparation/fling financial
statements

¢ Financial triggers including credit
rating downgrade by 2 or more notches,
deterioration in financials and or
collateral value; financing covenant
breaches

Other triggers including project

delays/cost overruns; Sector weakening

and supply/demand concentration

ofa crec@%’ontr?t Q.QSectoral Guideline
. Watch list Guideline
Credit Recovery
Adjusted Pricing for
156



Market Risk (1) Risk Management Systems

Policy Guidelines Consideration
1. Market Risk Policy — 1. Market Risk Limits Market Risk Trading
Describes the Risk Policy Guideline
and Analytics, Asset and 2.Hedging Guideline Value at Risk
Liability Management 3. Mark-to-Market Guideline e Historical simu h
(ALM) and Middle Office 4. Rate Reasonability Check e VaR/CoVaR % ay
functions of the Market Risk Guideline e Monte Carlo Simulation
Department 5. Value-at-Risk (VaR)
2. Trading Book POllcy - Guideline Issues for Isl Ic Bank
Addresses market risk factors  Asset and Liability e Limited dat
which include but not limited  Management Guideline o Iliqui uments
to PTOf't rate or rate Of. return, e N e conventional price proxies
foreign e_xchgnge,_ equity a_nd emnce interval? Longer time
commaodity risks inherent in ™ 0.

the Bank’s trading and
banking books
Meaning of Market Risk: o

The potential impact of adverse \T
price movements such as ’ _\i’)
benchmark rates, foreign

exchange rates, equity prices on ‘ P 4 Y-

the economic value of an asset N oV
Market Risk (I1) Risk Management
Policy Guidelines Systems Consideration
Operational Risk Policy — The 1. Operatiena anagemen isk@ﬁtrol Self-Assessment
policy provides effective and Guide:& (RC
efficient operational risk ment’Aw

terms of organization structure, g Guﬁeline d (?ey Risk Indicators (KRI)

process, risk tolerance, risk o Reflective of risk
measurement, and analytic i e Measured regularly

2. Management hasi o4Generic RCSA
management throughout the Sel /\ pecific RCSA
bank through its strategies in 3. ASsgssment (M N

d
ideli

model management aful/Insurance Guideli « Should detect changes in
information system . Key Risk Indic or‘s ( risk profile before op risk
. _ j Guideline e events manifest
Meaning of operational risk: 7. Outsqdr uideline Loss Event Database
The potential loss resulting 8. i0 i anagement
from inadequate or faile Pro or Info%a ion
internal processes, e an i Manape( ent System
system or externalgvent ' mer Complaint Guideline
Sharia Compliance Risk
Policy Guidelines

Sharia Cor%Risk ’ . WadiahContract Guideline.
Managemen icy — T’e “ljaraft and Ijarah Muntahiah Bit Tamlik Guideline
policy %ﬁhe Sharia t ahah and MPO Contract Guideline
requirements-applicable 4. harabah (financing) Contract Guideline
thr the Bank in its 5\_‘C'IVIusharakah (financing) Contract Guideline
actiwities, products and services 6. Handling and Reporting of Sharia Non-Compliances Guideline
i iance with the Sharia 7. Mudharabah (Deposit) Contract Guideline
inciples, provisions of the 8. Musharakah Mutanagisah Contract Guideline
ic Banking Act 1983 and 9. Musharakah (Investment) Contract Guideline
nk Negara Malaysia’s rules  10. Kafalah Contract Guideline
nd regulations. 11. Wakalah Contract Guideline
12. Tawarruq Contract Guideline

Source: Thijs (n.d)
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Then interrelationships in the business cycle theory in this research study were
used to see the process of improvement experienced by Bank Islam after recwng

from the financial crisis of 1997 to 1998 and 2008 to 2009. c}
2.11 Conclusion Q

The background theories of this study are discussed mqre in detail in Chapter 2.
In this chapter, an overview of the literature review n;ng l’s presented by

describing the theory of the firm that introduced SCP (S ure- nwormance)
'Y

oduce/Ba sI‘m @ firm

eS\yz. e theory

rowd@he data about
i fror@%ures 1.1,1.2,and

1.3. Musa Ahmad (2015) states t mteg@é«?ﬂ ‘ﬁ\USIM has a unique

philosophy. Nagli is the philosa%eveaﬁhg in rmau({/ d the source comes from

the Qur’an and Sunnnah and.convefitio 0 s from Aqli. The next theory
oth

is Minsky’s ﬁnanma%g

Strategies, and conchlusion. A \TE i uded to understand the direction or
summary of Chapter 2xin Fi ). &

paradigm from Alfred Chandler. From SCP, the stu
also the explanation of ALM and ALCO. The
by using surah Yusuf (12: 46 to 49). Bef

situation business banking performan et |nanC|aI

1gns of Distress, Turnaround

(a)
&
N
N
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CHAPTER 2: LITERATURE REVIEW

A4

2.1 Introduction

v

2.2 Theory of Firm

v

2.3 Introduction of Bank Islam as a Firm

v

T
3
0
N3

2.4 Assets-LiabilitiesManagement (ALM) of Bank 2.4.1 Assets and Liabilities

Committee (ALCO)

— W WV x

2.5 Business Cycle Theory

2.5.1 Impact of AFC for Malaysia

2.5.2 Impact of GFC on Banking Industry \Y‘

2.6 Bank Islam Reaction on Crisis

2.7 The Performance of Bank Islam and
Selected Bank

2.9 Signs of Distress \

\2.7.4 Performance Indicator of Banks
\—H 2.7.4.1 ROA

2.8 Minsky’s Financial ;
Instability Hypothesis . 2749 ROE
v ‘% Aj .| 2.7.43 NPF/ NPL
~
N

A v I afF U A\
2.7.1 Maybank

27.2 Public Bank

2.7.3 Affin Bank

2.10.1 Malaysia Action during AFC

2.10 Turnaround Strategies

— N

S

2.10.2 Malaysia Action during GFC

2.10.3 Malaysia Performance on
Banking Action

X

' ¥

\ l

6 I}ig re2.1 .A@gram Outline of Chapter 2

Aere is a discrepaneg&}?om an lIslamical standpoint versus conventional,

=

the system institutions and customers both in the world and the hereafter: An

de of justice and well-being. On the other hand, the conventional view presents the

eory of firm as a division of the corporate structure based on a business-led approach.
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Becerra (2009) discloses the criteria in the four concepts of firm being: (1) The firm as
a production unit, (2) the firm as a decision unit, (3) the firm as a contracting SVM
and, (4) the firm as a collection of resources 0}

The firm is a set of resources that are managed through a sing!&mstratlve
structure that offers a sustainable competitive advantage. Bank Is y contrast,
supports the idea but the truth is that all the administrative functions‘are handled by the

Yn. st strive for a

firm. As an institution based on various strategies, Ba

sustainable prosperity that must include Islamic valu n conse the study
L

focuses on Bank Islam, as a firm which has impIer@reStru uri I#n@lance
\/

global prosperity.

Within the firm is an admlnlstr n |crb\has ffecte decreasing
performance, especially in relation to I|ab|I|ty e, Qh is known as the
Asset-Liability Management. \T ,<\

Romanyuk (2010) descri dlffﬁulty LM%T?ollows: (1) It is difficult

&

to implement the ALM s I S mﬁcﬁéctwes, risk tolerances, and
not prepar

constraints, (2) the fl%e

I"h strategic decisions based on

.‘
forecasts factors I‘ISk' \Seu; ment g specific measurements makes it
difficult to forrﬂ \.:}'lsk e reduced, ALM is a risk management
instrument, g@mg i the lf t@ from net interest income uncertainty and
benef|t| m|c r th \ger term. Although there are always bank risks,

AL uId mitigate these rlsk:w maintaining an acceptable profit, growth and risk

b in terms of the value of net profit, net interest margin, capital suitability and
i

ty risk, and by monitors them with ALM. The bank must develop ALM technical

Qmwerk to increase banking performance and effectiveness in order to implement the
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best ALM strategy. Therefore, ALCO as part of banking department manages the
banking balance sheet (asset-liabilities) and focuses on the rate and quw
adjustments. Bank Islam has adopted the liquidity structure of BNI‘(JS on
expectations of contractual and compliance cash flow derived from tlﬂ&,k’s assets
and liabilities and off-balance sheet commitments. Y'

Following an understanding of Bank Islam’s firm t ewth ALM’s and
ALCQO’s important roles, the next theoretical study ym'ierstanding the

prevailing situation that can cause Islamic Bank’s per ance) to ‘dec ‘and it is
visible from the situation in the business cycle. % l .\C}

In the Qur’an, Allah s.w.t. provided gui n ecoftomi olat@vhen He
told the tale of a king who dreamed of @ft‘ryo?

prosperity and stagnation in seven yea@ was later
The outcome of Surah Yusuf (12: A@jg) that \rdgg u@aqli which describing
S

the business cycle in the coum% perigd of Dfertile dry years. The business
&
changes

cycle is influenced by the cycle o COI ht about by financial crises,

such as the AFC and is is due tolthd fs@that fluctuations trigger various
4 ¢ &
nd ec

changes, primarily 'wate oi ﬁomic activity as well as changes in the

job backdrop and monetar

oingsthrou th cycles of

pre Prophet Yusuf.

he E?%ﬁess cycle theory’s conclusion explains

@ ! (,)

how busine expand and_c tr:ﬁt Ela result of a variety of complex factors with
h a

boom p%

ies should be prepa@é face these various periods at different times.

\ - -y . - -
CrisSi P are a&urrmg condition in economic cycles, and people

%\The study used next theory to see which indicators cause the cycle of firm

rmance to decrease. This study compares Bank Islam’s performance with three

S
onventional banks. Figures 1.1, 1.2, and 1.3 show that the crisis caused a decline in the
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four banks. The study analyses the factor of decreasing firm performance through the
“Financial Instability Hypothesis”, theory of Minsky. Minsky’s hypothesis inT
number of theories which promote renewal of future financial innovat@-’hj as
increased capital gains and investment gains, and profitability, \W;\all affect
economic growth and can be supported by the state of full employm he Minsky
hypothesis was founded on the principles of a capitalistic eco owlt benefited and
benefited from market growth. Minsky also states the iden JY:

f "nternal errors of
system rather than an external system factor is an eco ic VO tiWever, the
L

Minsky hypothesis does not explain the factors but r investiga

to identify internal and external factors contribuiti thgﬁ\,{a :

2006). \, "
This study employed the distr\% of Yak Ol@‘; shown in Table

2.23, which was used to assess f@,jwdicatoﬁm?ly V)Q}king capital/liquidity,
N
financial, profitability and indu%iooko nd employee)Yakola differs from other

quantitative model apprais on

uan@e assessments but also using

qualitative rates such %t ility and fin r;:i'ali@icators. Another difference is the
’ &
he. akcgmodel to estimate the drop in firm

use of an employ: 'ndicatorl

performance. NG
N, O

!
Onc el has bee foﬁnctl/jv ich identifies the causes of a performance

N
decline% confinue ?Iooki&amodelto present a strategy to improve business

perfﬂﬁce after a time of fi{%’«fial crisis. The major strategies are comprehensive

p t provide a basis for coordinated and ongoing efforts to achieve long-term firm
oals. Firm can use a combination of various major strategies to achieve the targets.

trategies at business level define the deployment of the firm’s resources on the
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products or markets and cover market and product development, concentration, and
integration. Turnaround strategy is part of the management strategy that is w\)
manage the firm’s move during recovery for a better performance. Thus@nust
first understand the crisis deeply, thereafter, the turnaround strategy ﬂ&prepared.
Bank Islam’s own turnaorund strategies learned achievements, experiégces and lessons
are regarded as an important element of successful achie erm that should be
documented in the mechanism for achievement of the firm \Xi:as 'of achieving the

objective level of performance. The implementation of t ound tr%'kegldakes place
X

s) with desi n*e&@kems,

er, THer , thqu'ent study

thaﬁ\un tands@g. much Bank
Islam has implemented the overall c@tegy to om decline in crisis

performance. Schoenberg et al. (Zmaborm%%ur @@nd strategies, such as
Sl

under unique conditions (internal and external combi

strategy, structure, control systems or distributi

used a Schoenberg et al (2013) turnaroundsmo

(i) content-orientated strategies gof%oste icienci€s,asset retrenchment, focus

on core activities and build%fu
consist of the reinvi%\ f firm

i) pr -orientated strategies which
management team MT, anii

and culture cha& is exp
ACCE:SQ
\
Islam’s % ance By, usi %the s@ of Yakola’s (2014) distress, but also identified

ChaWABank Islam’s positi@mprove performance by using turnaround model of

%ﬁerg et al. (2013). The theoretical context of the study is shown in Figure 2.16.
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Signs of Distress
Working Capital/ Liquidity Financial
1. Declining or negative free cash flow 1. Declining stock price
2. Large contingent liabilities - 2. Declining bank or bond price
3. Unresolved near-term debt maturities 3. Inability to meet debt covenants
4. Revolver draw-down 4. Resignation of key finance staff
5. Contracting vendor terms 5. Diminishing liquidity
6. Increase in account receivable agent 6. Repeated bank amendments
7. Increase in outstanding account payable 7. Downgrades in debt ratings
8. Accounting restatement
Profitability and Industry Outlook 9. Inability to file a financial statement
1. Shrinking EBITDA margin
2. Reduced capital-investment programs Employee
3. Going concern opinion 1. Large or unplanned reduction in
4. Deteriorating industry fundamental workforce
5. Adverse regulatory environment 2. Management turnover
6. Regulatory inquiries 3. Disruption in unionized workforce
Turnaround Strategies
Content-Orientated Strategies Process-Orientated Strategies

1. Cost Efficiencies

2. Asset Retrenchment 1. Reinvigoration of Firm Leadership

3. Focus on Core Activities 2. Culture Change

4. Ruiild for the Future ‘

Sou_fce: Developed for this Study
Figure 2.16: Theorgeticalscramework

This chapter‘presents sonieliterature, suéh as the Theory of the Firm, Business
Cycle Theory, aMinsky’s Pmaneial Instabiiity Hypothesis, Signs of Distress, and
Turnaround Sfrategies.

The, analysis Jin, this” study-started because of causes due to the impact the
financialicrisis that decreased jritli¢ Malaysia’s performance. The data presented reveal
thét- Bank Islam and three conventional banks were falling in performance due to the
financial crisis, Figures 1.1, 1.2, and 1.3.

The “contagion effect” from the AFC

(happened in 1997 to 1998) began in Thailand in July 1997 with depreciation of the
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value of Baht, which then continued to spread in the region of Indonesia, Malaysia and
the Philippines. Malaysia itself is the only country that rejects IMF assistancew'ue
government has adopted a number of economic-saving solutions, Q%\ (1)
revitalization of the economy, (2) restructuring for financial and te sector
(including the establishment of Danaharta, Danamodal, Financial Instrtution Merger,
CDRC, Bond Market.), (3) SCC, (4) Malaysian economy out OCN NEAC, and (6)
NERP. Malaysia had been impacted on its financial pe ance amd its economic
activity during the global financial crisis, which is knownyto be eWpost-AFC

financial crisis. Compared to the incident of the AF

L
GFC has a ot s&@va;ful

effect as the attacks of the AFC. However, the S s% gati@?npact on
the performance of the economy in Malaw rticu‘arl ose i@e.d in global
activities.Bank Negara continues to s ctigns for the of t@uation to prevent

an incident, such as the AFC cri@,Som happening} a i;z,:\‘Fhe decline in BNM
N
'tal% I

performance also affected the | pital by th eclinlqﬁ'.?nvestortrust.

&/

In November 2008, %mpl e mon$ policies that deteriorated by

2.5 percent, and by 2% t, ovi‘rlgﬁ‘glﬁcy&es, and the policies of OPR in

January 2009. Malaysia faced ‘: s to @ve the declining export industry in

the recovery f@h 'bidiﬁ Rasiah, 2009). The BNM regulatory
h ¢

framework olithe economi cr!gis&cimtransformation,which Muhammad Ibrahim
é'tv Ny
(2009) s to as the.str ‘gth o@wth in financial system that could reduce the

| L |
imp the crisis as busines g@(ms, investments, and jobs developed.

N
S
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