CHAPTER 1

INTRODUCTION Y.
1.1 Background of Study A

This study explored the situation of the Asian Financial CriWC) and the
Global Financial Crisis (GFC) related to banking performance. A nmber of articles
that mentioned about the AFC and GFC (discussed in A Yli and 19 for the
second portofolio that focuses on finding the data. In thi n the AFC
and 16 studies on the GFC that are related to the cha performa ofit@kmg

sector in MalaysiawerecoIIected)showingthe g erfor oft@@conomy,

especially in the banking sector. 0\ g

According to Kogid et al (ZOO\%[uatlon 0 dec@ﬁ; performance of
the banking sector impacted by th@sc Wﬁ;ﬂ%by h({\contagion crisis from
N

neighboring countries, Thallan gap re, which t% ccured in Malaysia. The
beginning crisis in the mid 9 , hap sian @‘IU‘IGS which also caused the

economy of Malaysia weak jdue rha ‘%ctors (Kogid et al., 2009). Some
causes of AFC ¢ rom bu.e or g|d et al., 2009), increasing Non-
Performing Lo &) 615?2012) different policies environment
(Zumkehr |esse 200 rﬁce} nomic and financial policies (Sundaram,
2007), Direct.In ment@Dl) Gross Domestic Product (GDP) growth,
|an ate, and unemplo@ rate (Mohamed Ariff & Syarisa Yanti, 1999).

r Malaysia is one of the Asian countries that has been praised on the impressive

G eries by focusing on capital control (Zumkehr & Andriesse, 2008).



The Malaysian government already took action on the situation of the AFC.
After ten years of recovery plans ofthe AFC by implementing engl
financial system, corporate sector and capital control, the Malaysian ec@
stronger and greater economic flexibility that enables a new growt sustained
developmental momentum (Zaherawati Zakaria et al., 2010). Y'

The financial crisis often follows a similar patterns a en preceded by
similar developments (Bernhardtson & Billborn, 2010). r%;dtntified that, the
phenomenology of crisis was not only impacted by the and uw GFC that
caused a decreasing performance of the Malaysian ec y. Althou elgl&ﬁa“crisis
was originated from Asia, the direct damage t an% in A%mlad been

much less than in Europe and the US (Ka i e aysmpéb/ernment has

learned something after the AFC, by&| ang an ef e re@(ory, supervisory
and surveillance frameworks, st ening \gﬁsgler ‘\‘e focusing on risk

management practices, developnéstfirﬂncia n asthO re, supporting a resilient

banking system, and fac*:\m; ml @/mes despite the difficult
environment (Muham% h|m, 09). E‘o‘m@pacts of the GFC on banking
performance can b ntlfled, f

1. Byl in es of rt industrial production, GDP growth,

st cwe index, N FGre@/Lgxchange rate, policy interest rate, and fiscal
(b;;us (Kaa og)?
ABy looking into @quamlty of money, real economy factor, GDP,

E\ employment, price stability, growth, trade, and distributive equity, and policy
0 variables (Choudry, 2010)



3. The impact on domestic money and debt markets, financial stability, and the

transformation of financial system (Muhammad Ibrahim, 2009)

4. By looking at the information on profitability, liquidity an@ risk
(Mohamed Yusuf & Salina, 2012). *

Figures 1.1 and 1.2 are the comparative information based on the rth of published

document that shows the declining performance during the QFC curred between

1997 to 1998) and the GFC (occurred between 2008 t(ﬂ% '
NY.
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Profitability Performance (ROE)
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The highlight of financial crises, such as, the AFC, which started in mid-1997
and followed by the GFC in 2008, is some decreasing performance on Tﬂg
performance (following the facts in Figures 1.1 and 1.2). The green line of cﬁy}aphs
in Figure 1.1 and 1.2 (pages 4 and 5), indicates the Bank Islam’s perforrrﬂ‘Nwt shows
a declining performance during the AFC and GFC. Bank Islam has aWered during
the AFC and GFC in a way that is, no different than conventio alm Therefore, this
study intended to explore the cause of the decrease in the me f Bank Islam.

To identify the decrease in the performance duri e AF z;hd\Gd, there are

"y
quantitatiyeand c@ative

u% el o@zgcore by
of déjtres as als@g; introduced

by Blank et al. (2009) or based on maw ic indic (AI@O?), profitability,

liquidity, credit risk (Kumbirai & @S 201%
014)

N
signs of distress proposed by For ecqualjgt‘lve approach, Tabash &

&
Dhankar (2014) used the N dj ro pub@ documents (balance sheet,
income statement, and statement) al‘ha@een analysed during the crisis.

’ 4 ’ &
i \r@\ e in

This study d at dli %ﬁ;ators that caused the decrease in the
performance of Bank¥slam \me A <(énd GFC. Yakola model was chosen to
identify the &@of t d:acl'

&

GFC. Usin

a number of researchers who mentioned the usefuln

methods. For the quantitative approach, some

Altman (in Heine, 2000). The category of

—t

@4‘ & Salina, 2012) or

ola’$ mo it will show the indicators of changes experienced by
Ban&m via four indicat@?o. detect the signs of distress, such as working
c Miquidity (with 7 indicators), financial (with 9 indicators), profitability and
industry outlook (with 6 indicators), and employees (with 3 indicators). The Yakola’s

odel identified the cause of the declining performance during the AFC and GFC, and



it is the background of research problem to collect the valuable information on Bank
Islam’s performance. This study sought the true situation of Bank Islam during tw
and GFC. 0}
After the financial decline period, practitioners have contlmﬁ;g design a
strategic management by designing a model (Pearce Il & Robbins, 199 hese actions
will transform the situation from a declining performance into le performance
e

through the recovery process. These processes need an act na'ound strategies.

According to Wittig (2017), crisis and turnaround are of a fi tyle Even
oy
the process involves high risk for the continuation firm, Jit |des.£%1amic

changes and a renewal of the corporate |dent|tyY. \ \Y
Pavelko (2017) states that turnaround,is a,Savi m fo@;(;jects that is
in trouble and making it successful. rna und plan e n@ogram plan of a

firm for the program being saved comme % to Q@mt the successful of a

N
turnaround, it needs a comprz%\d am intenise«coo ion is essential for the
program to get out of trou@e br k. W, % (2017) posits that there is a
venture beyond the st nd opefatio I rh ment challenges in turnaround

situations and, to inyesti | g stgn.we of the turnaround process in depth

ed scieqtific of different cases. Management will

ndgp@ tly and this evaluation is to determine the

do an evaIuE: I i
extent of itS'poo Prfor e (Pavelko, 2017).

N

k Islam Malaysia B@%ad (known as BIMB or Bank Islam), had been
s% affected by the AFC in 1997/98, followed by the GFC in 2007/08, struggled
utsturned itself into a growing and profitable bank (Norhayati & Mohammad, 2011;

Qma Rashidah et al, 2011; Fadzlan Sufian et al., 2014; Jan & Marimuthu, 2016; Said,



2011; Siti Rohaya & Norsilawati, 2012). Bank Islam as the oldest Islamic bank that has
been operating since 1984, may detect one or many causes of its declining perfor?ﬂ,
and may also provide a strategic management to perform a recovery@s by
following the policy. A

The turnaround process should be focused on both strat and process
(Pretorius & Holtzhauzen, 2008). Pavelko (2017) avows that changes during the

turnaround process will impact on the internal and externa ors in oider to bring the
program back on track. The challenges cannot be rco ew a daily

T
e dates by, large &G@ ions,
ion of t The@zgre many

for u\e fi suchg
1. The manager who should be@n succes urn 4$1ds are dependent

on overcoming some un@sl liabili h iabilities of legitimacy,

N
resource scarcity, Ie% ca &ity, ateg)éf}%aons, data integrity, and
integration) (Pret '&Ho{l’z Uz 20(%&A

2. Four catego@ trateg'i‘ ma gi‘efnecbf for the turning process such as
environ Qg{scarmm ay fgulation, strategy implementation, and

nvieéfﬁental scanning focuses on gathering

development, but also slipping development of mi

budgeted costs by large amounts, or some

turnaround strategies to bring a better perfofman

!
¢
in %on from_e erlfatl ;?ors (from opportunities and threats) and

N
% al faCtars Pm @gths and weaknesses). Strategy formulation
Afocuses on developi@g-range plans, strategy implementation focuses on

E\ operational strategy into action, and evaluation and control focuses on
0 monitoring performance (Wheelen et al., 2012).



3. There are six turnaround strategies based on the literature review as being
effective strategies for focusing sustained recovery firms for the pe?ﬁf
performance decline. Schoenberg et al. (2013) indicate four of t@nt or
main objectives of the turnaround, namely, cost ef asset
retrenchment, a focus on the firm’s core activities and build or the future.

The remaining two objectives accompanying chan ses are required
%nd

for implementation: Reinvigoration of firm lea (I)rporate culture

change.
4. Wittig (2016) describes that the turnaroun is a tufnar dlst@/ that
consists of restructuring moves aime coml t i gno crisis and

the process

%

crisis contribution factors. He divi ed e tuu‘aro

and content of turnaroun@gement

management includes r ment a ?ve @oves The content of

turnaround managem% |ffed into four &QG;? categories: Operational,
managerial, portfoli f|I truc S‘}g moves.

5. Pavelko (20% atesg‘ ;y réu an as being part of the job of the

Turna eam’s tla cads t atlng the planning of details after the

pr % of turnaround

top-1 eI p nin ed asrc outline for a Program Plan contains

e IVe su mar orga zation, scope management, schedules, cost,

& huma eso , program interfaces, risk management,
procurement, progr@‘formation management, and references (potential)

here are many similarities in the turnaround strategies performed by firms, but

are mostly based the on process and content-orientated strategies as described by

cheoenberg et al. (2013).



By studying this phenomenon, the study aimed to expose the recovery process
of Bank Islam in turning itself around, thus a better understanding could be prow
how an Islamic bank could be affected by external factors, such as financi \& and

is still able to operate; and compete; within a challenging market, regulﬁA‘ondltlons

and turbulent economic environment. Q
1.2 Research Problems z '

The study attempted to fill in the gap on t uestign k Islam’s
performance: Did its turnaround strategy and imple tion bring bﬁn&@m an
unprofitable to a sustained profitable performa

This study aimed to examine the ma em t 0

of it establishment and continues Nasceptlble the @?‘ket and general

macroeconomic factors. In this co it w asﬁg ]

i.e., 13 years after its estabhsh he b nk’s oﬁtab@reduced during the AFC,

J(\hs history since 1984,

which thereafter consequently im cte] ’S p@nance. Every bank will have

managerial actions reg% urnaround s e’g the bank. This is not only due to

the AFC, the bank has to lec ancia IIenges of the GFC, much like other
banks (Nor Ha t| 'ar , 2011; Romzie Rosmana, et. al., 2014;
Salina & M 201 ) & (_/

thatfook ein 1@} had done serious damages to the banking sector

in |a Varlous measure\ s were taken by the government, including capital
c nd the setting up of Danaharta, which managed to bring back the economy on
nger platform that led to the recovery and growth of the economy, and the banks

heng & Sayed Hossain, 2001; Mohamed Ariff & Syarisa Yanti, 1999; Zaherawati

10



Zakaria et al., 2010). When the AFC attacked Malaysia, the country had the
macroeconomic performance. The number of GDP during the AFC,which was SVH‘\
down to -5 %, inflation rose from 2.7 % to 5.3 %, negative reportsfo ance
government to GDP, and also an increasing number of private sector cﬂk(Lindgren
et al, 1999; refer to Table 2.14). Y.

Related to Figure 1.3, showing the number on NPL/NP% during the AFC

and GFC of banks.
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If the banks get the bad loan provision, which causes the number of NPL to
increase, this will impact asset management companies. Furuoka et al. (2012)
that when a bank suffers from the increase of NPLs, this will cause ti@ldity
conditions. Due to the crisis, some banks in Malaysia were forced iﬂ‘&erger and
consolidation exercise by the government (see Appendices 1, 2, and W the position
banking during crisis). \,

Muhammad Ibrahim (2009) states that govern g:m d the financial
sectors after the AFC, reinforcing the strong fundam S su ow financial

sector in Malaysia. When the GFC happened, Mala as ready for he‘ s@n of

b% tot\h)Tprevious

at foo@ggn bad loans
ocu@“on recapitalising

financial crisis. For banking performance, it

crisis. Following the continuity of DanahartadNasi

from financial institutions, Danamo\%@)nal Ber

banking institutions, and the Cor Debt \m%u [ 9 mmittee focuses on

N
restructuring large corporate %hoseﬂactlo werzgge igned by Bank Negara

Malaysia (BNM) as an acti }l& m11 for o@g with the situation of AFC.
BNM also designed i ewziehave exchange control measures
&
introduced in Sep%ﬁ%% he |§b’|llty of the Malaysian economy from
international financia I&? ' toreé?éﬁlllty in the ringgit exchange rate (Bank
Negara Mal 03)
O

tar unded for BNM to give attention on Islamic

r—!-

Fin e speC|aIIy after the c@’An Islamic bank has a different system compared to

t onventlonal banks (Azid et al., 2007; Mehran et al., 2011; Ahmad, 2014,

6 ani & Rehnuma, 1994; Sarker, 1999).

13



The establishment of Islamic finance as part of the global financial system was
directed to the arising of the financial stress from global financial instability ancwmul
economic activity. BNM creates the structures, standards, and regulatory@s for
the Islamic finance to facilitate the cooperation and collaboration in financial
stability (Zeti Akhtar Aziz, 2009). The combination of indiscriminate lepding, excessive
risk-taking and overzealous financial innovation hit the financialnCrisis. However,
Islamic finance professed the outstanding performance fr rYC 'as a stable form
of financial intermediation. The resilience of the Islamiésfinancial i ns durlng

the crisis came from intrinsic strengths embedd@amlc finan cqm®ce to
t

Sharia principle (Zeti Akhtar Aziz, 2009). T \I\% eq@'ments of

Islamic finance: \, g
1. Productive economic actl\ ZSDh as | fin Qbusiness model,

financing or equity) cr the f|n

qﬂj‘m from a legitimate
N
income and wealth s the expested Islag% financial assets.

2. There is a mut ha

&
r’ on @l sharing for the purpose to
undertake % oprlat due dllﬁg on the viability of business

proposa&a\d to @m‘d Isla%ﬁjmance from the potential risks of

f|na
3 |

usu &_S mf (EJ state that Islamic banks have a better

perfor ring J‘?l%.% Acc@ing to these researchers, Islamic banks have a

bett ormance on credit e@ée they are newcomers in the market. It is related to

mg the lower percentage of assets attached to loans (loan to asset ratio) by

6 ic bank, compared to conventional banks.

14



This study points out the essential of changes in Bank Islam, the indicators that
bring a declining performance during and after the financial crisis. Other studYMt
show a declining performance of Bank Islam are mostly quantitative studi@e see
Appendix 24 for the details of list of previous study that related the r , such as:

1. Profitability, liquidity, risk and solvency, and commu Involvement

(Samad & Hassan, 1999; Mohamed Yusuf & Salina, 20%2; Siti Rohaya et
al., 2012). z '

2. Stock market (Nashirah & Sofian, 2017; Said;*2011).

AR
3. Using comparative analaysis on the @enue, nd of‘t .@ency
(Bader et al., 2008). P 4 \/Y"

4. Analysis of efficiency performanee ( Hathi etal., Zo@azlan Sufian
etal., 2014). \: > é

5. Corporate governance c ges (Cﬁﬁ*ﬂa @\1* 2014).
N

different indicators, such

as working capital/liquidg’ i ncI i |E$ nd industry outlook, and
employees. This mod% es s e si f‘tfon@declining performance of Bank

t to
Islam. This study@closei \ha ges §ank Islam during the implementation
ana

of the strategic men

2y,

urna@ﬂd Plan (TP) and the development Bank

¢
Islam after t %eme ation: (_/
rran(2

N
C 009) claims,that the roots of strategic management can be traced back

to t e course, typically @'e'd business policy which used to be part of most
pgs s before it was converted to strategic management at the end of the 1970s.
From the point of view of business policy, the study outlined the responsibility

Q the role of the senior management, the critical issues that impact the overall

15



organization, and the decisions that decide its course. Strategic management was then
often seen as an art involving technical expertise rather than a discipline to be ew
by empirical research (Becerra, 2009). (’}
Wheelen et al. (2012) reveal that strategic management isﬁ%ection of
management decisions and actions that decide the long-term success chpany. This
covers environmental scanning (both external and intern strategy formulation

(strategic or long-range planning), strategy implementatio aluation and control.

é-&

The strategic management analysis, thus stresses the itoring luating of

external opportunities and threats in the context of th

g
ngths and k'e@f the
us@ icy, cov\e‘:\&’s~ subjects

i and\in y anaje?ig?Wheelen et
al, 2012) \% 6‘

Becerra (2009) infers thatﬁ%gic nﬁn‘nt ,Q\often seen as an art
involving technical expertise ra%n a saence de z@ed by empiric research.
Becerra (2009) discloses t }rir ﬂ%si; in the long term when top
managers in an organi@%g de‘ywit trdtegbdecisions that deal with the long-
term direction of t eﬂw In oih

val firm(*tJ%/ boundaries, and understand overall the

an understandlr\ '
¢
performanc %rra 009 ecribﬁj at strategy does not yet have a central
'S a

organization. Strategic management, originally

such as strategic planning, environmental

:
S, the{igf%mentation of the strategy provides

N
philosophy on‘the firm and=also on the market performance at this point, while

oS

the Qdiscipline somehow, @'s with an applied and instrumental viewpoint on the
N

b%ﬁbr of the firm and their effects on bussiness performance. Becerra also propounds
hatrthe area of strategic management has not been able to selectively digest the vast

terature on the firm’s economic philosophy and apply it to its own strategic decision-

16



making objectives. It should be argued that the approach does not yet have a central
theory of what firms do and their success in the market, even though the Wh?m
somehow deals with an applied and instrumental viewpoint on the behavio@y\janrms
and their consequences for business performance.

This study then assured and commended a long term strategy’ of Bank Islam
from the point of view of the people who have no experienc V\Mnk Islam. Even
the level menager can also learn and grasp the effectiven mt'ategies of Bank
Islam. In order to evaluate the success of deterioratin nkin irwsialvciisis
rfial ert/a.i@}since
fo%‘ﬁructured

n\ent Ban@:szl.am by the
identification of signs of distress bw (2014) turr@wd strategies by

Schoenberg et al (2013), >\ -
choenpberg et a % \ T $
% QC

1.3 Research Questions \ 1
For the present study, %;ﬁve re

u
:
crisgwthe banking industry as a whole and

1. What was the irﬁ(tof thf
Bank Isla@cm? 'he ialéﬁvﬁts different compared to conventional
¢

) .
banks® c) 4 \(_/

2. w@m of ass ‘,and Ii&lities affected Bank Islam the most during the

inamcial crisis on the ba @g‘zi.ndustry? Was the impact on assets and liabilities
\ilar between Bank Islam and the conventional banks?

0 How did Bank Islam react to and face the financial crisis in 1997 and 2008? Were

there changes in organizational structure and did the systems meet the challenges?

17



What was the emphasis of the changes in terms of risk management, business
expansion, and growth? Y-l
4. How did Bank Islam manage the assets and liabilities to QF%\ for
recovery/turnaround after the financial crisis? *
5. What was the management strategy that Bank Islam employed dm'and after the
financial crisis to recover itself in growth and performanc”?v~ there changes in

business strategy, financial structure, and ownership?

O

c}v

1.4 Research Objectives

These research objectives of the study eved b’y rlngﬁ' research

questions. The main objective of the pres stu ersta e turnaround

strategy of Bank Islam, with a partlcuN on its ris th@%ere impact of the

financial crisis to becoming proflt nd re m\nggo gdive in the market. To

N
answer the research problems%sent%tudy as gu@ by three objectives as

follows:

1. To highlight the % f the nan e;l on Bank Islam’s performance
compared to thatsof the co,t ban nd to identify what organizational
aspects that an eco Eﬁﬁ'b he financial crisis, in particular the

business , s man en&a
2. To j ;kth aI act&t undertaken by the bank to turnaround the

m&nance in terms of as@nd liabilities management, organization system, and

E\ess
6 o determine the strategic management and change indicators that influenced the

bank’s recovery process and associate the performance to its strategies.

18



1.5 Significance of Study
The study used evidence presented in Figures 1.1, 1.2, and 1.3 to sup

declining performance during the AFC and GFC, where Bank Islam was @amly
affected by the financial crisis. From the above-mentioned evidence, i hows that
not only Bank Islam was affected, but there were also three other cWional banks
(Maybank, Public Bank, and Affin Bank) that were affected by the cial crisis. This
study highlights the declining performance of Bank Isla m\/\fng the signs of
distress based on the Yakola’s model (2014). Apart fro at, t Swr‘ltifies the

. : Yy
financial crisis lw@g the

01% icall%‘rhe study
formaé“eg:nd recovery
rate@%hls study is also

method used by Bank Islam to recover its firm afte

turnaround strategies model by Schoenberg

provides the understanding in the process 6f,th

processes that brought success to Ban\h

important for practitioners or man o learn \Nh le rp:éts of signs of distress

by Yakola and turnaround stra chﬁenbe et aI pollcymakers the study

discloses how Bank Negara. ent’ Mme& allow the banking industry,

which includes Bank | erC|se heir r{a strategies.
<

1.6 Scope of the,Stu O (54'

The ian b nkln sémdv/a introduced in 1867 by Mercantile Bank, in

N
1875 b% ed Ba P in 1 by Hong Kong Bank. Bank Negara was then
|ntr in the 1960s to hel «%ﬁtrol the financial institutions of the country (Victor,

In 1959, under the Central Bank of Malaysia Act 1958, Bank Negara Malaysia

M) was established (new legislation enacted in 2009). The central bank is tasked

19



with ensuring monetary and financial stability and maintaining supervision of the
country's payment system. The finance market of Malaysia is now distinctly cow
of both conventional and Islamic financial services. On 1 March 1983, t%(%&/sian
government incorporated Bank Islam to launch the firm after four m ter, on 1
July 1983 (Bank Islam Annual Report , 1984). Y'

Its aims and values are Islamic law under the guidance™ef the Malaysian
government as a policy for the Malay Muslims to obta Yr.t ollowing Bank
Islam’'s encouraging results, the Malaysian governm et it M‘to make
1993 (Sal tkl._\ﬂ-%[%').
’s Islami ncia@s}em into
the global Islamic financial world began ( \'a Anué?&.eporta).

In meeting the changing demands ofwalem economy, th@id growth of the
domestic Islamic financial system, @uated&b%an a,@pansion and advances
e ki

Malaysia one of the most important centers in the wo

In 2005, the competitive extension of

in Islamic banking and finance creasingly important. The ability of

Islamic banking institutior%n 5:1 € prod@ith appealing and creative
characteristics at the r% are c‘g par I‘s'vmbtraditional banking products has

drawn Muslim %Musli
ser ici

aliligindicating the ability of the Islamic
banking sector

Malaysia A ﬁ@lepo b). &

[
N
c red t@ qoth &pnve@al banks which have evolved longer than Bank

financial intermediation (Bank Negara

e
Kk

Islamkaxample (several co@wﬁonal banks which are a comparative sample for this

S “WMaybank was incorporated on 31 May and began operations on 12 September

d in Kuala Lumpur (Maybank Annual Report, 2013). In 1966, Tan Sri Dr Teh
ong Piow founded the Public Bank. On 31 May 1975, in Malaysia, Affin Holdings

20



Berhad (AHB) was incorporated. Compared to Maybank, which has a gap in operational
years younger than 23, 17 years younger than Public Bank, and 8 years youngvun
Affin Bank, compared to the results of Bank Islam. (’}

The approved capital of Bank Islam is 500 million, split iR;QO million
ordinary shares, each worth one Malaysian dollar. The bank began withy paid up capital
of M $80 million in 1983. It held a monopoly role at the time_in thésdomestic Islamic
banking industry. After a 10-year period (in 1993), Bank I R;n ial wealth stood

at US$53 million. As the government of Malaysia has invested 3745 wf its paid-
L

Islam has to adhere to the same regulatory gui

banks selling conventional banking poductwm' i

8 %, effective on 1 January 1992, is exwza
Islamic banking has a banki@sucture \N Islamic
N
: ol A

of operations and practices (N Abdul Aris, et al<.3ca?3). The basic distinction
between Islamic and conve ’%anl] i«ﬁil@anks’ operations are carried
out without the inclu ements: of r, a,'w®h Is strictly forbidden in Islam.
’ 4 ’ &
However, there ar;@her di‘s \ﬂ'en that gyentional banks profit from in all their
operations. In cemparison, | i
¢

% 'nks a@ésed not only on profit, but also on faith.
They must Ess@th its ideal in&e t@re based on the faith of Islam, adding more
gi

N
tgious’valu .)—Iowev& they are supposed to benefit from their business

t the same time. A@ﬂing to Nooraslinda Abdul Aris et al. (2013), the
I%\bbanking system must find a balance in its business priorities between profit and
that the bank is defeating the very aim of its life by achieving one element and not

&
e other. The bank is a disappointment as an Islamic entity by being a profit-wise

21



success, yet by neglecting the rules of Sharia enforcement. The healthy equilibrium

between its two major traits, benefit and faith, is essential to the bank's grow

sustainability. Tables 1.1 and 1.2 contain some distinctions between conv@s and

Islamic banking.

A

Table 1.1: The Differences between Conventional and Islam anks

a0

Conventional
Banks

No Aspects

Islamic Banks

1 Functions and Fully based on man- Must be bas Shzri ’ah'principles.
operating modes ~ made principles. )
2 Investor Predetermined rate of Investor a ital pri viWnagement
assurance interest. as entrepreneur and share the r , Ren
profit are only fdicat&s. | L}T
3 Rulesof accounts Governed by product G d By undert kingﬂntlﬁcm\ s
terms and conditions. determining the germs, and conditigns.
4 Fundamental Lending and borrowing Watio in{;’?ﬂp business.
function with ortant Fhﬂ% and the ctstomers’
compounding interest. bﬂ nessug é
Creditors and debto N

5 Relationship

e Buyerdand Sellefs,

€ ould pe: |
e Partner Q
e |nvestor:
nd

d rate

turn must be indicative

&r‘nteé%@rn may be given as hibah

6 Deposits rate and ~ Fixed interes .Nuha%]
guarantee deposits are & (gift)
guaranteeg? rate? « Q—
\d Only Wadiéﬂ.deposit accounts are guaranteed.
ly ba

Fixeiﬁ?bfit mark-up (Bai Bithamin Ajil,

7  Loan/financing Usual on "‘\“.
rate floal s, BLR +/- uéb
Prates. b Floa

ting profit rates (Musharakah, ljarah)

ahah)

ce: (Nooraslinda Abdul Aris, et al., 2013)

Table 1.2: @Qees bdtwee Islamio.ihd Conventional Banking System

\\ Py

rF N
No  Aspects Islamic Banking Conventional Banking
1 Function stodian, of gf)od(J J Lender
trepreneur Borrower

inaxr ,\.}\
2 ‘ Deposit 'g'ré'c@tody‘-(.. Interest based deposit

Investments,
3,°™ Loan/Finance  Debt financing Interest based loan

Equity financing

Interest free Interest as the main income

Profit is the main income

% .> Interest
Islamic Banking Act 1983

Bank and Financial Institution Act
1992, Civil Law

 Act/Law
Sharia Law
6

Others Free from prohibited elements
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Nik Aiman et al. (2013) state that riba was strictly prohibited by Islamic banking

in order to create justice in the economic system and to eradicate any fTT

exploitation and unfair practices. They further explain the gaps betw@ two

financial systems: *

1. The financier is assured of securing the principal loan and t?positive return

from the loan in a riba-based debt financing (conv thancial system)
ec

eneur is not assured

itive ttwe loan has
"X
no risk-sharing aspect, as in the case @t payment, t ﬁn@r has
the right to sell the collateral to rs?g‘ he% Islan@?inancial
system is, therefore, compelled W nt an\/ such,aspect.ofinjustice from

happening in the system. \ é

2. In the sense of the fiqhu@ﬁmalat r\,ﬁ%n j@ﬁtitutions are required

N
to carry out all theiri gacﬁv ies(Islamicibusiness transaction). This

is to ensure that Iﬁ \élce cc]t
elements, s% iba, gharar (}rﬂen@ncertainty), maysir (gambling)

and sKon are r I n thgsﬁness sense, these verses suggest that
Islamic nci i ns(‘é}%t treat their customers equally and

without sharing any chance of failure, while th

of such a return despite the hard work. This

&
i esta@d and that unfair exploitative

\Geveral studies have been carried out to analyze the performance of Bank Islam

G other Islamic banking facility in Malaysia or in another region, but still in the field
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of Islamic banking. The comparative performance between Islamic banking and

traditional banking based on some metrics was also compared. T

Merriam (2009) defines that in the postmodern world, study is o \e the
modern world’s logic, scientific method, and certainties no longer hold. e variable
is favored or more powerful than another by embracing the worl Iversity and

plurality. Postmodern research is highly experimental, plaémnd innovative,
consistent with this viewpoint, and no two postmodern iesplooky alike. Merriam
(2009) reveals that a single case or small, non-random, osef chhosen in

‘Y
s to under dlin.@hthe

any. ¢ b 4§
Y,
K c@g;witnessing

qualitative research precisely because the researcher

particular, not to find out what is normally true

Sothisresearchtooktheuniqueness% Islam as asingle

and attesting to the signs of distress i nk }Iam duri e as@gﬁ on the financial

crisis and also the recovery perforrr@gsof Ban %as ,(r}‘many facts to support
‘% o S

the long-term findings. 9
S
1.7 Motivation of Stu% "Rj‘.l 0’
&

The motiv wf thii how well Bank Islam has done,
especially afterég ab
¢

conventionélw(as sted i Taﬁlet_lj and 1.2.) The barrier movement is more for
N

Islamic% dug” adhea:e to religious laws and Sharia compliance.

O\Q

H Islamic banking, s@ﬁcally Bank Islam, still continues to operate the

iffer nﬁ‘eﬁ in management between Islamic and

after the financial crisis attack by implementing a Turnaround Strategies to

e
&Elop and grow the business.
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Quantitative and qualitative data can be used as a proof of Bank Islam’s success,

such as the signs of distress model developed by Yakola (2014) in responsyﬂe
ring

financial crisis and the turnaround model developed by Schoenberg et al. (@J

the recovery period. A

According to Eisenhardt & Graebner (2007), the research i%e IS generally
broadly defined within the framework of an established the rwthe rationale is
focused on the ability qualitative data to provide insight i 2Iex 'social dynamics

that quantitative data cannot easily disclose. According t rria (Wen public
L

dy present dn [hg{é‘grch

d to aré i€ rec K personal
\ Y,
resa\t in reseaé?:gtting. They

also contain much that is irrelevant to research since we <<(Jt created for that

purpose. On the other hand, they Mntainh;lm_;sv\gn @Bing insights, into the
phenomenon under study. The%/ of researchers be&@ they are well worth the
time and effort to find a }Dstig tﬁ?:@ records also contains the
investigator's quantitat%Ys.'Prc:iltive vdlu@ns, attitudinal indicators, content

assessments, and | Winal 1
used to help a ’I?%e investigation.
q& ¢ ' Cf)(-}

This_s used Ban Isﬁm@ a single case for a long-term review of

% N
perforn‘% nges’f P84 (th&/ear the Bank Islam was founded) to 2014 (the

records, personal documents, and physical materia

setting are included in a report, what is generall

documents, and physical material that are alsead

rom ys on a range of subjects can all be

year, servation ended), f@ﬁg on the performance of signs of distress that trigger

t ining performance and the performance of the recovery process through the

0 ementation of turnaround strategies.
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Single-case analysis, according to Eisenhardt & Graebner (2007), “usually
exploits opportunities to investigate a significant phenomenon under rare or ?ﬂe
circumstances (page 27).” However, single-case studies can richly expla ture
of a phenomenon (Siggelkow, 2007; Eisenhardt & Graebner, 2007). iam (2009)
states that in qualitative research, a single case or limited, nonrandom, purposeful
sample is chosen precisely because the researcher wishes to u eMthe particular in
detail, not to find out what is generally true of the many.

Based on previous studies, there has not been ry s CM that can
L

ound (Pearc IU%@Yt;ns,
ouri, 2043; yanjuit& Ngugi,
Nt

&
y c@iled the changes

recognize the change in a business unit in making a

1993; Mokhtar et al., 2007; Hopfmueller, 2016;

2014; Lawrence, 2015; Schoenberg et al.,

Using the Yakola and Schoe%&dels, this
made by Bank Islam. This study, V\%S base \K%ol ;Q}gns of distress model,
'E y N

aimed to highlight the financial di hat @ank ISlam en tered following the AFC

cia profié ity, and industry outlook as

and GFC. Working capita@y, ln
well as employees are% ators that th ?bd@ses to identify declining results.

4
Aside from that, Kf\dy disclu \qu pro@ a turnaround based on Schoenberg
et al. (2013) n@ hic ully C%tfyred Bank Islam’s viable performance

!
ial crisis, a tI{en 'ncthuced the turnaround strategies model from

following th: a
\
Schoenl{r{, l. (20 ich i&lements the turnaround process in two steps,

nanﬂhontent-orientated nd}process-orientated strategies. Schoenberg’s most

c \hing model depicts not just the financial but also the organisational framework

i
6 e turnaround.
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1.8 Limitation of Study

This study has shortcomings, including the fact that it only looked at a single
case, which was Bank Islam. The aim was to use a single case study to evaluate the
performance of Bank Islam from 1984 to 2014.

The data were gathered using public records from Bank Negara Malaysia’s
official website, electronic data references and books from Bank Negara library, the
Bank Islam’s official website, and the Tun Seri Lanang Library’s official website. The
indicators required in Yakola’s signs of distress model and the Schoenberg et al.’s
turnaround model were used to collect the data.

As compared to the previous report, this report focuses on gathering all
information on the improvements in Bank Islam’s results and not only quantitative
research, but also qualitative data on Bank Islam’s performance, such as Yakola’s
indicator sign of distress and Schoenberg et al.’s turnaround model.

The study’s emphasis was on the turnaround process, which was to explore the
fundamental structure of the turnaround process at a depth that would be impossible
outside of a dedicated scientific study in strategic and organisational management issues
in turnaround situations. Sudarsanam & Lai’s (2001) these were the first to integrate
financial and strategic management perspectives (Eichner, 2010) in turnaround research

(Wittig, 2016).

1.9 @petkational Definitions , 5"

A, 191 AFC and GFC

~ The definition of AFC and GFC is related to financial instability which occurred on 2™

July 1997 and 2007 (Furuoka et al., 2012; Kawai, 2009; McKibbin & Stoeckel, 2009;
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Merrouche & Nier, 2010; Kaplan & Rodrik, 2002; Mcguire & Conroy, 1998; Ping,
2007; Toth, 2011). The financial crisis led to the declined performance of bus ,
thus affecting the banking performance. The AFC began from Thailand an(%\d the
contagion effect. At the same time, Malaysia also suffered an ecorﬂkdownturn
during the AFC, but Malaysia refused the IMF support. The Malaysian government
reformed several policies to strengthen the economy, stabilize tWency of Ringgit
Malaysia (Cheng & Sayed Hossain, 2001; Furuoka et al., ms'et up a financial

institution named Dana Harta (Wee, 1999). However, th Cin he‘?Nthhukorala,

Y
2010) and Malaysia still imposed a capital control t he exchange alts Eib\;ﬂin &

Rasiah, 2009). % \.’ Y\}T
1.9.2 Business Performance \%\, é

Changes in business perfor@s cause&hg Q‘\é\nd GFC impacted the

N
business cycle (Burn, 1969) whéy coﬂntry perier@ different changes in the
&
an

business pattern (Bidabad%, ilc e o‘lé@rement in business profit,
investment, and credit% itz, 19;) %j { Q.

1.9.3 Profit NG
\ ¢ ' Cé-}
i of the use iﬂ'ditet/o s that highlight the performance changes in

Prof!E
business/(1brafim, 2016). ?stud hows that banking performance changes in terms

A\ ) Y N
of profitability, such as ROA@E, and ROI. The profitability is the measurement of

xial efficiency (Norhidayah et al., 2011; Samad & Hassan, 1999) and the

Gsiency of bank operations (Kabajeh et al., 2012).
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1.9.4 ALM (Asset Liability Management)

Most financial institutions evaluate the performance based on ALM toww
the risks due to changes in business performance (Dedu & Vasilache, I
2010). The definition of ALM is a strategic balance sheet that relaﬂ&a bank’s

liquidity and the bank’s risk management framework (Choudhry, 201?

1.9.5 Sign of Distress Y.

This study highlights the signs of distress by Yé@()m b ators such
as working capital/liquidity, financial, profltabll%mdust out ok a II as
employees. Sign of distress is an indicator that_id s a dgelinin erf\’r‘i@.}]ce that

tres&ﬁ?irm should

will bring losses to the business. After id |fy|

provide a turnaround strategy to reco t\ﬁ)usiness

\ Ay
&
1.9.6 Turnaround Strategy ‘% @ 4 Q‘:)
Turnaround strategy is tey,recqv. a threatening situation in the firm
j elfi@m bankruptcy and liquidation

’

(Pretorius & Holtzhaugen, 20@8), to r
Sl ¢4 y .
(Faghfouri, 2013), te, find ve'r ‘OpIQ in business crisis turnaround strategies, and

strategic recovery a tles rg et..&q 2013) as well as the way to change the

O

fortunes of d ng differght (SEF&egies (Angwin et al., 2015). This study

\by following the turnaround strategies by

highligh eCO\‘er fo
Schoens tal. (2013) with c@;{g:t orientated and process-orientated strategies.

g Conclusion
The situation of the Asian Financial Crisis (AFC) and the Global Financial

Crisis (GFC) as they relate to banking performance was investigated in this study as the
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background of the study. The Malaysian government was already taking steps to address
the AFC situation. After ten years of recovery plans implemented by the AFCY'HE
areas of engineering, financial system, private sector, and capital man@, the
Malaysian economy is stronger and more flexible, allowing for wth and
continued development momentum. Financial crises always follow thefSame trend and
are followed by similar events. The highlighting of financial rMCh as the AFC,
which began in mid-1997 and was followed by the GFC i X:d esulted in some
declines in banking results (following the fact in Figure to 1. ).w‘ners have
started to design a strategic management by desig@ since the fi clal.f}‘zn:urn
(Pearce Il & Robbins, 1993). Over the course ec% i0d, thesé activities
will turn the situation of deteriorating oumt\;gz pﬂod ive pelé;;nce. These

procedures necessitate the implement of ajrnaroun egi@*

By focusing on the five re@;j‘r questl\&&t e{\'esearch objectives to
N

explain the performance of Bar%base& on the signs @stress by Yakola (2014)
o fill in

@ap for the question on Bank

and turnaround model, the ﬁhttx emI
Islam's performance % he tur ;rojj 'stm@y and its implementation that
e to

'3

*
S

brought the bank an ur stainable, profitable performance.

Functions, dep@ance, i
¢ (,?I
between Isl a ionfal bAnks. EVen though Bank Islam has many restrictions
% N
compar% ventional Pks, it-ean still pursue performance. Yakola (2014) uses a

diﬁ&nodel to determine t{a\)dause of declining performance by sign of distress,

%mndicates that performance based on working capital/liquidity, financial,
rofita

and(iéﬂlaw are just a few of the differences

bility, and industry outlook, as well as employees. The model not only provides

Qantitative but also qualitative indicators for determining the cause of Bank Islam’s
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declining performance. Schoenberg et al. (2013) introduced the turnaround strategies

model, which divide the turnaround process into two steps: Content-orientaw

process-orientated strategies. Schoenberg’s most convincing model @ the

turnaround's financial and organisational framework. This study prese Islam as
a single case study with a long-term analysis from 1984 to 2013. Y'
The background of the study, research problems, research questions, research

objectives, significance of the study, the motivation o tation of study

operational definition, and conclusion are depicted in Fi 1.4. ‘\d
| ]

k I "\Y'
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Figure 1.4: A Diagram Outline of Chapter 1
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