121

CHAPTER VII

CONCLUSIONS AND RECOMMENDATIONS

7.1 Introduction : )

This chapter is devoted to providing a good explanation of the\gbnclusions and

recommendations drawn from the study and the findings. q:mn the research
&

question and objectives, and thus the findings from the ws'b the following

conclusions and recommendations are made. This terf also eserQ. the

: . : | &
implications for the practitioners and possible areas utlire study. A
4
% 9

\{3-

o
ET bt syst consider all the

S

of @ﬂraot used with different

&

willg®¥ect the whole performance

=

ing uf ﬁé daily business activity, they

7.2 Conclusion CV W
The Islamic banking industry hn

dimensions of credit risk since ther

types of exposure towards risks, be se'i

and efficiency of the barfg e carr
'3 &

cannot have any lack o gemin dit %dse it can lead to a total disaster for

the bank as well as

7

&
ec s ¢ banks are still underperforming and
Py 1 peforming

still developing redore, ilis 0 for\ study to explore in advance how Islamic

Ay

principles in credi an ent in the credit evaluation process, and thus

&

useful to implement parameters from the credit

2

the rest 1 the interviews

4

rocess.

@,

To extend this further, before the study provided a standpoint to write up this

thesis. the study only knew what credit risk was, its importance towards credit risk
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management in conventional-based and Islamic-based approaches theoretically.
However, after the interviews with the selected banks to study the current practices
and to identify the different practices between conventional practices and Islamic
practices in the credit evaluation process, and thus after the interview@he
Shariah advisers to explore how Islamic principles are used, and ho@lemem

good parameters for the credit evaluation process in Islamic banks proach, the
:s

study believes that there is a degree of credit risk management W well thought

out, which is important when banks, globally, and in §dala¥ia, particularly, are

carrying out their financing decisions.

g
After the findings are drawn, the study still at cr@gditgms k‘nah‘%ement

L ]
. ’ Y
really has a great role to play because it makes wm W S lesﬁb&ky. It also

helps banks to have a secure system of twg- si i risk(‘ agement with

different types of contract because lslarmnks‘{ SE T

which enhances the trust that banEn:'at ﬂe%l a]c@ﬁe]ps to diminish the
] Q—
M he con nalj&ﬁking approach apply. In
N

concept of risk to interest rate

addition, the study also cmeQO realige thht (th mmencement of credit risk
management commencgs bef®re INANCin cisions until when it receives

repayment from the {&ﬁrs. &

¢ s t_)b

Morem@ng the ¢ of ing financing decisions, the information
N4 Q
ntele

st impo £ \’mwns collected are both valued differently by the

needed an
differe nksS. Even though the Thust is always borne mind, they must be aligned to

symmetric information. No matter what the strategies used in attaining a good

agl
st management, four (4) doctrines should be followed: The Day of Justice

(Surah Al-Hijr, 15: 35), the Day of Evaluation (Surah Ghafir, 40: 32), the Day which
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is Promised (Surah Al-Buruj, 85: 2) and the Day of Judgement (Surah Al-Mursalat,

77: 14).

To sum up the above discussions, the study has answered the Wh

questions and achieved the objectives of the research. c\

The knowledge that the study contributed is based zese t challenges of

7.3 Theoretical Contribution

bank officers in the banks that practice Islamic windo nanc an as the
dual-banking approach, and in banks that practice th I-fledged a'u&q'mnl\mg,
approach in Malaysia. Based on the previous t ega@ top.@ of study,
guarantees and collateral have been mention b ng there tmak for a credit if

e
a customer is unable to fulfill the paymen N the specgdied tu@

: %
However, from the results of t rv“wees spo&_ , one of them believed

that Islam provides rules for good nt. ordmg, to him, good credit
menjdur t

management is based on t%

the lifetime, if custo mwe unil \!\ ake ments he/she should appoint a

guarantor. The contr ﬁ da

yetime and after death. During

ra@/ hawalah and muqassah contracts. In

oﬁne(j?e bank may collect the financing from

addition, after e of he

wealth heri fronf o feir from baitulmal, or, the financing will be
\)

br0u0ht at, as he/she mus with rewards and sins.

S
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Figure 7.1 Parameters of Credit Evaluation Process in the Islamic Banking Approach
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:V
Figure 7.1 above explains that t%)d ram

process in the Islamic banking ap%cbalﬂ)% thé%edit risk issues. The
ated

9 Q—
proposed parameters have been by ' adm‘é(s to endorse the proposed
N 8
parameters that resulted ﬂ%z intervjews |e>@w how Islamic principles are
used in credit risk maw i I'he\ it e%a ation process, and, therefore, to
implement good pa@ e \k’git can}&xlation process in the Islamic banking
¢ {
approach. % C'?’ (J“)
\
S Py a s
To 4t ood an#@e ct%w'credlt risk management in line with Islamic
. &5 .
princi instead of assessing c%mers using the five C’s and CAMPARI elements,
i %vhile first reviewing and applying the elements of ‘ad! in making decisions
asymmetric information, practicing ukhuwah with continuous relationship as

both of them share risks, Istigamah as acting rightly in performing financing,
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practicing good deeds or akhlak with Islamic ethics in business, make a syura’ as well
as discuss with customers constantly, place trust in Allah s.w.t. as practicing the
conception of ragwa, and, lastly, schedule and re-schedule for financing if needed to
extend the financing until the customer is able to pay. In addition, while eva@g.all

these elements, it does so while appraising its norms, policies, philosahactices

and strategies.

For customers to have an effective knowledge for good crwmanagement in

line with Islamic principles they should make sure tha OZ2) lnain beliefs of
credit/financing in Islam — daruriyyat (necessity) and h t( awre aligned
! R

N
e thr cn’n@ns for

with the principles. Then, it will also be in line
financing, which embraces niat (intention),Ymdu\Lé es) h& eligible
T
o

Furthermore, Islam also give guidel ',-Tr D R
management with which the indiv@omcﬂ)e o it \d aoplios initheic dsily
&

routine of business activity. Thigi 1 oy ifetindland after lifetime. In respect
he

rate/amount for financing.

&3

of reducing the credit ris fe!in‘bslam gives rules for the use of

kafalah, hawalah, ar

burden for custo N
e

ent; fthe™§o peréx)on being channeled for sadagah (charity)
4
PUTPOSES. iwiore, in pe‘t c{} er the lifetime, Islam gives rules for the use of
itag

to fulfill the ﬁnaﬁhmg, or take it from heirs, or take from baitulmal,

or gharamah

wealt
]

“the financing will be brought to akhirat and will paid from rewards and sins.

However, after the validation process, there are four (4) issues stated which

includes of Islamic elements, five C’s and CAMPARI, sources of documents and
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lastly, software documents. First, how these Islamic elements to be applied in
practical? To solve this issue, banks may incorporate these elements in its Product
Disclosure Sheet (PDS), the elements has to be explained to the customer at the time
of signing the acceptance of the letter of offer and the financing docu@n,
Second, what is the significant of Islamic elements over five C’s and C 12 It is
positive or negative consequences? To explain this issue, of course il positive when

%ements add

[slamic banks and customer practice the Islamic elements. The N@

value over the five C’s and CAMPARI but the terms OLW synchronized as

mention in findings in this research study. Third, ho ic ban\#ources of
documents in making financing decisions by using t Islamg ele ellts &d in
parameter? To explain this issue, Islamic ban o relf On ghe clm for his

financial and business information. Additio ly, la

credit/payment history from Bank Nega@sm (BN

such as referral from the customer’s e financ TF &.dence if the customer
0 S
is found to be a bad paymaster, er xisti B hether conventional or

Islamic bank), then his akhla c,-. hi se his/her application with
; (

\s q&rce client’s

nd @ reliable sources

Islamic banks may be reje tly, rﬁgf/anks need to develop software as
aim of implementin t?hpararlueter To this issue, for sure, having the

necessary softwa \de nge }'p m§4slamlc banks to perform their credit

O

evaluation prf ecti VVT} st$e, Islamic banks may have already installed

F inanun ) tion System (FOSQ;Vr any similar system to track the status of the

clmnté&ess financing apphcatlon.

;To sum up from the above discussions, the study found that any development

to strengthen credit risk is always welcome. As already mentioned, the parameter



127
provides the value add mechanism in achieving a thorough financing evaluation
process. However, Islamic banks must be mindful that moving forward, the financing
or credit officers must have the necessary skills and experience to handle the proposed

parameter and they have to be well trained. As a result, it is good to implgme¥t this

parameter if the clients are ready to embrace this parameter and the bs%rsonne[

have the necessary experience and skills. X

N

7.4  Recommendations for Further Research in Credit Rigk Wement

The study recommends that for the Islamic ing nwo have a

X
developed industry with Islamic principles that @l-prac ce, as' @as to
accomplish greater success, they should continuo su% oy tmlue all the

Y—

information regarding the customer’s busin Wation

ally spiritually of

customers, with a high level during the fin g decisi

the information that they might consy bzi%v o sttt olhE DokSiblY
deci

lead to a miscarriage in their ﬁn&

o
customer’s default arises. Q . , I 0
' 4 &
Bank practitio shouldl \&“ )"bw to bear in mind that the two
dimensions of crediwl ana r th@% of the pre- and post-approval stages
‘ Pf S

C'D xré
of financing ith' be gequainiing @ or stopped at a particular stage of the
business b %thit , e sffoul a continuous process. Therefore, the study
N
believesaghat is will lead to gr@@r attainment or success since credit risk, which
@plementary to the key activity of the banks and cannot be avoided.
I

n addition, to sustain in the banking industry, bank practitioners should follow

=

the step-by-step process in managing credit risk, policy guidelines and make sure their
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customers know them well. Both should have a continuous relationship as well as

share the risks. The study believes that these may avoid some problems and the issue

N

The study also believes that for a good relationship with custome%\. the

of confusion in the case of the absence of the predecessor.

business financing activity, both should be aligned from the begmn& making

financing decisions, and throughout the business to make it easier t ny and, if

possible, solve problems in time before they get out of hand. ghais ¥n diminish the
issues beforehand, and automatically lead to good solutions. '

In addition, bank practitioners should always b n mind wh( ,ji q fons
in making financing decisions. This is because the arcwgperati anffing bwness in

a very unstable and dynamic environment. To xten thi

responses from the respondents in this stu\%1

h as @xsed by the
uld éﬁhore pro-active

O
o
o
=

in making financing decisions, the im ntat1 on Wn '@nmples in the pre-
and post-approval stages 0ffmanc1 zgs welpas c%c?orate more with Pusat
Zakat and Majlis Agama Islam@ ' dlin lSS@Zﬂ‘lSlng from high default
cases. % v_j‘l

/77
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Practical Implications
The study puts forth the following practical implications:-

Bankers should learn to document all the financing decisions that thWe
even if they are from personal reasoning and keep discussing %:\with

customers to have good values to ensure a tight relationship with [sI®¥nic banks
so that they are able to fulfill their obligations. J

The values are more important than cash. Thus, ba s?&stomers. as both
of them are in a partnership in doing business, ed¥on g Serieg of values
and all acts that the system form should be b@ged on th c&ig:.ct)} lues.
The reason being is that the values have a SA&IC?IJT .'xefers to
the Islamic ethic principles of good ak akmin o

\ivityg
As a continuous relationship (Z@IS the 0 6&:55 in business
activity, Islamic banks and cusemers sho

T 9@35 and Istigamah on
I N >
individual obligation to ful ithif tim oth@uld bear in mind that

wherever there is a plaY. ill a ns,&re should also be a plan to
fulfill it within the % me. ;J‘Qtvﬂ of them should be to have a
&
good way of ev&N)n to'de ine tl@te of achievement by scheduling
%
and re-sche the inh? ip ea)@ that the time-line of financing is the
& of

correct hievg thS)eokl. S
The ould beWair@nd st (‘adl) in making financing decisions, which

&

w ere should be no%'mmetric information and that customers should

—+
—

ow clearly the Islamic financing contracts used. In addition, putting trust in
Qllah s.w.t. (tawakkal) is good when making financing decisions.
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5. By thinking about the principles of the Islamic religion, this study raises the
awareness of the readers about the importance that Islam places on evaluation

and this study found unique credit risk management methods derived
therefrom. Bank practitioners and customers should believe in resur\tiY:md

good things, and avoiding the bad things, and, hence, extra elemdgats ightead of

the five Cs and CAMPARI elements can be applied in the ev ol

7.6  Suggestions for Future Research (4
L

Y-
Credit risk and credit risk management of mers fdef; lli @ been

ad-@mohamed
: . \ 9
Ariff (2007), Smith and Fischbacher (2009) W h@OM), Gavalas
(1 &
re a ill some areas of

and Syriopoulos (2014) and other researN

interest for future research that m %aps “~For example, future

u
research will look at part of the& -basedhgystegh in ﬁcing (Mudharabah and
Musharakah) in terms of haYﬂlaml ba Ig ?ach plays an important role

when it comes to financing actjities i eé&ypes of exposure towards risk. In

reality, is the debt-bas&\p)ac Ltill liedgyNslamic banks?
&)
\ | %)
ThereforggylOr < n’P?@}research, the researcher will apply mixed-
N3
methods res@ quaiag

nd@ntitative), by conducting interviews and

collecti@estionnaires fron&&hmlc bank practitioners to identify what reality is

reali ds an equity-based system and how well this system is applied, as well as

examined by various studies, such as Vodova (2

det§mine their point of view concerning different types of risk exposure towards

an equity-based system. Hence, the assumptions will clearly open the eyes of
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practitioners to an extent and lay them more work for better achievement to be

accomplished.

7.7 Limitations \z

The study believes that the consequences and outcomes of tﬂ%dy would
have been more elaborate, or more dissimilar, if the study had moge inzviewees since
the business financing officers and Shariah advisers who wer?vviewed were few

in number, and the banks and Shariah committees wer: Pﬁ‘@graphical

g
0

Honestly, it was in the beginning of all ressfél gh@the ones

} ldedse.sults. Thus,
-3

S e)@'t or professional

.k
é.what have the study
(—,

area.

which the study interviewed and contacts witlyge OndBYtS

the results and recommendations shoulu\ consider

advice but as a mere academic exer % tak@%r
@

. . “ .
found out in the progression of thiSwQrk andwyhat ave&b& tudy contemplate which

based on the exploration, analy?i Prfiiou Og.é\d that banks practitioners be
‘ 1 (
duty-bound to do in order to'1

mpove_th & ‘(/

P
7.8  Chapter Sucm ,?"l ¢ O
his % ter gugthe lscus@the conclusions and recommendations after

T
the worka is research was c@feted. Section 7.2 explained the supplementary
conclus™gs ¥ Section 7.3 discussed some of the recommendations pertaining to the
an industry as well as the Islamic banking approach to sustain better. Section 7.4

discussed the practical implications. Section 7.5 discussed some of the good



ction 7.6, the study discussed the

h, and, lastly, in se

oestions for future researc

of the study.
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