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Summaries of the Empirical Study of Credit Risk Management in
Conventional Banking Approach

Author and
No. Year Title Methodology Findings/ Concl
Published
I Vodova Credit Risk | -Secondary -More than 30 of total
(2003) As a Cause | Data. credit  to tgmrc of
of Banking nonperforming&ss t the peak
Crisis of the crisis and thu¥ it affected to
the adverse s n problem.
-t s gg that to wuse
guarantees collateral as the
way, to e the problems, but
thes rodeing the banks to
2 | Cebenoyan | Risk -Secondary
and Strahan | Management | Data.
(2004) . Capital | -Quantitative
Structure Analysis. 0S.
and Lending take the
at Banks V o achieve the
% t-present value
\ by sustaining in
% ans.

3 | Dell’Ariccia | Lending ntitativey [«A d credit risk management
and Booms 35‘ C mprove the banks' lending
Marquez Lendin n : $ndards; enhance the average
(20006) St arag a. ( \> redit quality, besides banks play

3% ‘.Q an important role in the
o determination of good information
\ I ~> | structure of loan markets.

4 | Ono a R ua S&l’ve -Collateral is mostly used by
Uesugi lgteral An S banks in lending activities with a
(2006) and perso -Sample data | long-term relationship between

Q— Guajantges f Japan’s | borrowers and banks.
% iﬂ'R}: éﬁ -With the different types of
Rel ionshik‘zﬁusiness loan | borrowers, banks know the
A Lending:Kﬁ) market riskiness of their investment
dence from projects.
Japan’s -Personal guarantees and collateral
Small is still needed under asymmetric
Business information in solving different
Loan Market problems that may arise.
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r—— Nor Hayati | Multi- -Secondary -The result is significant for
Ahmad & | country data. regulatory  capital in  multi
Mohamed study of | -Quantitative | products offered.

Ariff (2007) | bank credit | Analysis. -Emerging economies countries
risk (India, Korea, Malaysia, Mexico
determinants and Thailand) shows quality

management in loan-d nt is
critical. \

-The result is no lated in
leverage with cre& rise.
-Emerging economWbanks shows
higher in cr wk rather than
developed econcy banks.

5 | Richard et | Credit Risk | -Primary data | -There differing in
al. (2008) Management | (Interviews). ks operating in a

System of a | -Secondary ecgnomy from
Commercial | Data. economy in

bank in Wﬁem.
Tanzania t le in the
i ommercial
nls\t nvi ent  within
ba IS s  important

V cd’(\side tionégé
ﬁ Yong et al. | Derivative -Sec -Wi izon returns there is
(2009) Activities ta. \\\s{ sydificant in interest rate
and  Asia- swk-"n ge rate exposures.
Pacific ddta fory GWit g horizon return there is
Bank’s nff | str evidence in interest rate
Interest ta | ri anagement.
and m. 4 e bank’s activities and
Ex { \}erformance in general affect the
Rate s 4(,/ risks in bank.
BQaures l ‘é) -There is significant value in
& credit quality, lending structure
o and expansion in credit, cost of
(') funds, Gap analysis, capital
&) buffer, liquidity ratio and size of
the banks.
i v/‘:

g | i and | The “Secondary -With the changing nature of risk

wchbacher | Changing N Data. and risk management, the experts

%) Nature  of should  broad narrow the
Risk and engineering framework of the
Risk occurrence of risks and therefore
Management can enhance the development of
“The risk management to sustain evolve

in the financial industry as well.

e Challenge of int
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&
&
S

Quaggitati
Crifgs
Credit Risk

smen'

] Borders,
Uncertainty
and
Resilience.

8 | Ho and | A -Primary -The training and development of
Nurul Izza | Preliminary | Data. staff, the diversification of loan
Y usoff Study on | -Quantitative | services and risk mit\CIpi are
(2009) Credit Risk | Analysis. most popular pract&; these

Management shows  that tl'% onificant
Strategies of contribution in th§ aregfof finance
Selected which related credit risk
Financial management gies in the
Institution in study is one ozze first that adapts
Malaysia to use prirwata.

5] Agarwal Distance and | -Secondary - It is anortant of banks in
and Private Data. > formation asymmetries
Hauswald Information | -Loan i :I;use borrowers is
(2010) in Lending applications likel Wg firms who

dataset by clo th k and
small firms to i i r't&é% e banks
large banks ns.

4 \3'

10 | Papanikolao | Market -Secondary ing 4 &5t s'hould. .be

u (2010) Structure, Data. V d anCthere is positive
Screening % to _4Lgcreen the credit
Activity and \ ants mechanism against
Bank iais higher.
Lending % N
Behavior o ~ n&)

11 | Soares et al. | Quantitati -T are three (3) areas included
(2011) Versus e wide range of criteria of the

ks in their analysis which it
cludes ofy  irthe market
environment, the management’s
experience and also the financial
performance.
-The qualitative nature
(management criteria) results in
high numbers of these three (3)
criteria rather than the quantitative
nature (financial ratios).

-The best banks (in terms of
overdue credit) are results in
higher relative valuation of

qualitative criteria.

-The paper reflects on the role of
multi-criteria  decision analysis
(MCDA) models as a way to
process credit risk assessment
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ﬁ, integrating qualitative and
quantitative aspects.
12 | Hillairet and | Credit Risk | -Quantitative | -The one who has extra
Jiao (2012) | with Analysis. information has good estimations
Asymmetric of the probability of default.
Information Yv
on the
Default %\
Threshold. 3
13 | Mohamad Natural -Quantitative | There are signMycant relationships
Yazis  Ali | Environment | Analysis. between Mers of the banks
Basah and | al Risk towardg‘w racial groups, the
Mazlynda Management t §pes of banking system,
Md. Yusuf |: Credit u filiagions and
(2012) Evaluation ality Wﬁ(s in making
Perspective alu A
of Malaysian relfgions) |pffi E&!Y(:n and
Banking cultural vgluc)has '%’pact to the
Industry ng it evaluation
N the different
wg Credit evaluation,
&k as a measure on the
atural environmental
a’agement.
" 14 | Berrios The ondary tTh 'is negative relationship
(2013) Relationsiy ata. b n less prudent lending and
betwee - a interest margin.
Ba :El? OJine R is hope that to study more on
Ri d | Databage. ( \)the relationship of understanding
Profital#fity -6 1t£ié; of these result and financial crisis
l\ lysis. for further research.
-Most of the banks applied the
credit risk management
It i procedures in managing the loan
(20 ;Q' agp Nﬁ) @nalysis portfolio, but banks has took an
% Gh alalr \r action to the customers in
R s Banks: i demanding the suitability of the
Exploratow' loan (credit) for the customers in
Study the process of evaluate the credit

application.

-Banks also used the CAMPARI
model in credit evaluation as
substitute to the other five’s C

elements of credit.
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-The study suggests that to
establish the bureau of vibrant
credit-referencing to enhance the
customer relationship for the
banking business by providing the
customer’s credit history.

BEOR

Imbierowic
z and Rauch
(2014)

“Gavalas and )

M of

16 | Wiersch and | Why Small | -Secondary
Shane Business Data.
(2013) Lending

Isn’t What It
Used to Be

17 | Suleiman Methods of | -Survey
and  Sharif | Evaluating Method.
2013 Credit Risk | -Quantitati
: ) used by | Anal N

Commercial %
Banks in \
Palestine

&

-For policymakers\ e into
account to help th% business
to compete in &e arket and

reduce the terminations

affecting to mall business
credit and it n&ds to propose the
strategies Wggygrease competition
betweeRMmebusinesses and small
busiligss ity and thus move

acti
or lroﬁt ble for banks
i siness loan.
L ]
NS
| &

used-Tive C’s of
593— FAPE and
in evaluation
in Palestine

and  they
re on credit record

it
tem
0
ral.
usagre study was developed a
w@)del called PACT (Person,
ty, Collateral and Terms) to
uate the credit plus the use of
isting  method in  credit
"evaluation for commercial banks.

portfolio

internal
[Tating system
major
Australian
Banks.

- It is critical to align to Basel
guidelines for banks in relation to
core risk-weighted assets and
capital requirements in the
underlying loan portfolio.

The
Relationship
Between
Liquidity

-Secondary
Data.

- The findings of the study shows
that the relationship between
credit risk and liquidity risk has
influence the probabilities of
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I

Summaries of the Empirical Study of Credit Ris

No. r'

Risk and default (PD) and there are no
Credit Risk time-lagged relationships between
in Banks of these categories of risks.
Lindset et | Credit Risk | -Quantitative | -There are incomplete information
al. (2014) and Analysis about the financial state of the
Asymmetric debt issuing company t%ﬁs the
Information: debt holders and eq N ers.
A Simplified -It is shows that t H r impact
Approach on credit spre is dSymmetric
information  and e authors
assumes highvmt spreads for
short-term%

\9%

and Bahrain

Banking Approach
Author Title Methodology
and Year
Published Y
Makiyan Role of Rate | -Quantitative fintly_Nependent on
(2003) of Return on | Analysi int Tdeposits, the
Loans in the SV bf the™wariables and rate
Islamic ;
Banking <.Onot significantly
System  of the changes in the
Iran rpt te of return on debts.
.« Q
Saiful Performance -T&W performance  recorded
Azhar of  ISlaniguy’ hidRer return on assets (ROA).
Rosly and | and r ~ﬁ§iness financing (loan) that
Mohd Main% s 2 & fers Islamic financial products
Afandi Abu | Bagks NN o’are less concern on the efficiency
Bakar alaYy l e terms as they lack of ethical
(2003) i(/ content.
¢ l (')0 -The Islamic financing offered
P 4 are not expected to motivate them
l \S) to sustain in the business
% g (1 % efficiency.
X
[ [slamic &Y Secondary -There is an average level of
d et | Banking and’| Data. Mudarabah financing with five
005) Finance in | -Annual percent and for Musharakah
Theory and | Report. financing it is shows only four
Practice: The | -Quantitative | percent of total finance.
Experience | Analysis. -The reason is both of these types
of Malaysia of business financing is increased

risk associated with them and
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R

thus these Islamic modes of |

based?

financing  will increase in
importance for further Islamic
banking development and growth
in Islamic financial industry.

4 Greuning Banking and | -Primary -PLS modes of financing are
and Igbal | the Risk | Data. reluctant to indulge invnic
(2007) Environment | -Secondary banking system bec {f the

Data. factor of banks’ yitors  to
faced risks.
-It is showed that it 13 reflection
for Islamic b system in
case of Jow §evel of the
transparencN thus trust is
eliminate?een the customers
and t 2
A
5 | Siddiqui Financial -Quantitative | - is di fe?eq profile in
(2008) Contracts, Analysis. amic? barfks h.‘@; risk
Risk and is fc as‘ fih  the
Performance nventiyn b kini?tem.
of  Islamic amjc ing stem had
Banking sho Nd pergQiance in risk
V marige respect to the
% ré rew on equity (ROE)
\ and rns ssets (ROA).
NN ¢
£
6 | Iqgbal The Impact opdary e=t/1b-ab, financing is also
(2008) of plighe credit risk followed by
Consolidati Muslégakah financing,
n on Islagy abah financing and Zjarah
Finangial , es of finance with only ten
Servi% [ rcent.
Indpstry “éj}-’l’he occurrence of credit risk in
K % different Islamic financial
& &) | contract tends to be more limited
O engagement in PLS modes of
(') financing that Islamic banking
system need to content with.
e » titative | -The current practice of Islamic
. ing: Ralysis. banking systems is not too
o~ s Interest-free c:.)\’ different  from  conventional
or interesbﬂ' banking.

-They use causality test and the
result shows that there are inter-
related between Islamic banking
system and conventional banking
system in terms of the rate of
returns.
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r—8’ Khan How -Secondary -Islamic banking system provides
(2010) ‘Islamic’ is | Data. more ethical transactions rather
Islamic than conventional banking system
Banking? as they provides the interest free
financing and prohibit gambling
and Gharar (uncertainty)
activities. Y'
-By sustaining the \ f the
Islamic principles %cdapling
the appropria&] Islamic
terminology, Islar banking
system can be stand in the
competitivg marRet to have full-
fledge oflgwidemity
9 | Fauziah Empirical -Primary -Therg a ificant different in
Hanim Evidence on | Data. strate 1 creiil risk mitigation
Tafri et al. | the Risk | - a thgr ¥ toolg identified
(2011) Management | Questionnaire [sl mW(.)nvenlional
Tools s. nking sysfem. .\Y'
Practiced in | -Quantitative ic bfnk el:d‘{ldcqualc
[slamic and | Analysis. n? stghs togaanage the
Conventional 1 g hawgtds areas.
banks. " g
T 10 | Muhamma | Performance | -Quan 'N rforms better is
d Jaffar and | Comparison | an % baﬁg system in terms
Irfan of  Islamic -Smy c | adequacy and
Manarvi and % i /;\
(2011) Conventional 0 %t, is quality and earning
banks i abilimy"is  found better in
Pakistan coﬁ&hional banking system.
N
—']TJ Ebrahimi et | Islamg -Priiary . }%ﬁe ethic in evaluation would
al. (2011) Pers% opleesy o e looked from Islam point of
abgut ,.Qé aryo’view such as self-evaluation,
Mon | : ,e plurality of evaluation tools,
&ionx\s\ {Q speed in evaluation, consideration
Myl Q to individual differences.
ucziona] ’ (')
mpli tio% ;\SJ
12 | Nazidep a® RisxiE/ "| *gdnary -Risk management practices in
(20 Mana mglt..EHta. dual banking system in Pakistan
& Practices: ',‘f is significant different.
\ Comparison | Questionnaire | -It is suggest that Islamic banking
of g system should be more proactive
Conventional | -Quantitative | in analysis of credit risk and
and Islamic | Analysis. develop innovation in credit risk
Banks in assessment to makes different
Pakistan from the conventional banking
system.

i
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El'3/ Faridah Financing -Secondary -The findings of the study shows
Najuna Structures, Data. that there is significant
Misman Bank -Quantitative | relationship between the financial
(2012) Specific Analysis. structures and  bank-specific

Variables variables related to the ggedit risk.
and  Credit

Risk: g &
Malaysian %

[slamic *

Banks

" 14 | Rashid Information | -Primary -The reason ortcomings in
Ameer et | Asymmetry | Data. the disclagure because of the
al. (2012) and -Interviews. shortagg o port and lack of

Regulatory -Surveys. (pegti
Shortcoming | -Secondary -t t tltrt the expertise in
s in Profit | Data. gulati a also the
Sharing Islafgg jukists yse _Istigra’-
Investment ductive §ppr 3 ~\Y.
Accounts S propo tch{@lles may
ducep information
S rh% andv\_énhance the
r ene% of  Islamic
gw ﬁk' SyStElg'
n

—’15‘4 Abedifar et | Risks in | -Quan tiV\ foute¥ that there are less

al. (2013) [slamic Sis. “xehpongdye in terms of loan
Banking ali@’\ of Islamic  banks

“o ed to the other one of

@;’,system.

TW [slamic slamic banks correspond to

(2013) Co entix $gh asset quality, better in
Ban&g? capital and intermediation ratio
ines but less cost-effective.
G,
e
17 | Chusaipiy . -The study suggests that for
and % 2 Islamic banking system become
Q2 % i® odecondary more  proactive in  banking
Indonesian ;tl')ata. industry.
[slamic \") -Besides that, Islamic banking
\ Banking system should be more
aggressive in providing the
quality of credit risk management
and be in line with Shariah
principles and guidelines and thus
improving the aspects in risk
management techniques which
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has not been be assessed

adequately.

(2014)

2l

Dankwa Principles -Primary data. | -The selected banks used various
1O et al.|and Practice | -Quantitative | types of lending models but the
(2013) of Lending | Analysis. commonly used model was the
in The CAMPARI model.
Banking -These results gives lZns to
Sector: A customers, helped ks to
Case Study increase its pro\tabidfty and
of Some thereby reducing extent of
Selected default.
Banks In i
Ghana
Abdul Risk Taking | -Quantitative | -The Ca atio (CAR) and
Wahab et | Behavior and | Analysis. i i Asset  Ratio
al. (2014) | Capital *ulls in positive
Adequacy in
a Mixed o hage¥a Sysgmable
Banking ,’t lis\vs.rl?ould
System: New pit owth to
Evidence iskipr financing
from
Malaysia V risk sets especially
using % mic &pank subsidiaries
Dynamic \ andOull-ﬂedge Islamic
OLS and % S ) to follows the
Two-step € al practice.
Dynamic 0 ° %_7
System A‘Q
GMM N
Estirgator &
“Thim et al. | ! lslamic  banks have better

insights in the improvements in
utilization of assets, expenditure
control and effective management
who’s the customer’s trust and
confidence towards Islamic banks

omrjerc are rising.
B@Mg N
Finar€ial \Y‘
Ratios v

N

[slamic -Primary -There are four dimensions of the
Finance and | Data. afterlives of development of
the -Secondary Islamic  banking system in
Afterlives of | Data. Malaysia in terms of the Islamic

Development
in Malaysia

 Asas

finance project.

-The dimensions includes of the
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wide range of networks regarding
to the economy of Malaysian

country, the assemblage of
religious, the full-fledge Islamic
economic practices and the

responsibility of managerial role
in the area of interest.

L%aring
5ga ng are

Muhamma | Debate of | -Secondary -The Profit and

d Hanif | Shariah Data. (PLS) modes of

(2014) Based and highly used in financig contracts
Shariah and deposits pu A
Compliance: -However, this Wactice is not
An widely con d (negligible)
Evaluation due to no uciveness of the
of  Islamic existi alyral environment of
Finance bugj i f
Practice B

Maswadeh | A Compliane | -Quantitative 1 an&x@% not

SN (2014) | of  Islamic | Analysis of taShire the
Banks with | (questionnaire sfer the
the ) \x% to the

Principles of
Islamic
Finance
(Shariah):
An

Empirical
Survey of the
Jordanian
Business

-Primary data.
ararf&es.

mended to more
asized banks

echanism by which
d loss should be

med.
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General Questions:

Do you accept that I put your name in the thesis?

What is your name?

What is your position in the bank?

How long have you worked in the industry? What is your working expgrience?

What is your educational qualification?

Al i S e

Phase I: Interviews Banks

1. From your experiences, what are the current pr. ticwcredit evaluation
process in business financing approval?

2. How you evaluate clients by using five C’s and ARI ellnen :

8 What are the factors in failure of credit evaluation ess V

4, In your opinion, what are the Islamic elem that cgn b d.' %'redit
evaluation process? T.&

<Ji In your opinion, how the Islamic elements thalegn be ysell ingreditSgvaluation

process? \ Y
DL
N O

A

Phase I1- Interviews Shariah Advise% >\T &
\
% (]

A
1. What is your opinion r m fi CA%ARI elements used in
credit evaluation p %iﬁantt 0 @ s approach?
t l eé&

rgces
2. In your opinion, he 1Blamgf di ts that can be used in credit
evaluation process? s s &

Nthe l'la\ eme&l\at can be used in credit evaluation

g In your opinio
process? K Q,

4. What is ereepti '!t n@sid As-Shariah in credit evaluation
process? % ' ")

54 What ige #ed | czd m@ement (during and after the lifetime) in

[slamye v ofp?c ptighs?
6. :g r opinio St theProposed parameter?

=

7 D agree to validate ti@parameter for Islamic banks approach in future?

S o
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