CHAPTER 6

CONCLUSION AND RECOMMENDATIONS Y'
6.1 Introduction A

This chapter aims to present the summary of findings, ‘discussions and

suggestions for future studies. The summary of the findings_is ssed in Section
6.2. Discussion about the future research is elaborated in i0 6.3.rinally, Section
6.4 concludes the study. \d
@
N4
| .S
6.2  Summary of the Findings \/‘T

The summary of the findings is or

and Quantitative Analysis using Logi

6.2.1 Summary on Descripti ysis q

=

&
Based on analyses i %er 1 S earch@ determined other pertinent
'wbbﬁ were discussed accordingly as

knowledge pertaining

found in the follo ablesl'

Defaulted Firm% 5.2
from 2006- (r,)able 3
N
Table 5% k Type.a Plumbs&f Sukuk Type Default; Table 5.5 Analysis on
Y-v

Ave umber of Years K e Default and Before/After 2007-2008 Financial

>‘
<
A

cctjgakuk Ratings of the Sukuk Defaulted Firms;

Nd Table 5.6: Type of Industries and Economics Sector. This findings are very

& | and should be beneficial for further references.

160



Table 5.1 in Chapter 5 shows the dataset of 60 sukuk defaulted and sukuk non-
defaulted firms. The datasets consist of various sectors such as property (21
cent), securitisation (1.67 per cent), consumer products (13.33 per cent), @ction
(1.67 per cent), industrial (26.67 per cent), exchange (1.67 per cent); ing service
(6.67 per cent), printing and publication (3.33 per cent), special p&o?e vehicle or

SPV (6.67 per cent), investment (13.33 per cent), shipping 1W cent) and port
ges

(1.67 per cent). The dataset of 60 firms were represented f industries and
economics sector as in Table 5.6. \d
B

| . X

Industrial and property were the type of busi that see d‘)rl this

an% pro@s (26.66

SPV,QSVS; per cent),
nor@%ectors that create

sample size (48.34 per cent), followed by inv

per cent), then trading services and special

suggesting that it might be these partiwajstries an

more chances for sukuk firms to de i bet@
%te oﬂ) i

to

N
This can conclude that usi s;act(izt)@s of sukuk issuing firms

that venture into must alsa_look th' e indgt(ks and economic sectors the

firms wanted to invest r, under normal kir@ﬂstances, when the economy and
4 ¢ &
world financial sys eNKare stali

faultéﬁent could have been avoided.
Table 52 deseribes

of é&fk defaulted firms which were mostly

Bai’Bitham %Isla ¢ De S&:u@ (BalDS) and Murabahah. From the table,
Qv NN
it show% ostly’the i of 9@@( issued were the mixture of one type of sukuk

issu more than one type@s’hkuk being issued. Therefore, the amount from the

%}bof sukuk type murabahah were RM110 million. The highest amount issued

N

rom one type of sukuk was sukuk type Bai’'Bithaman Ajil Islamic Debt Securities
alDS) which was RM986 million and the lowest was sukuk type Murabahah
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Multi-Option Notes Issuance Facility (MONIF) which was RM40 million. Sukuk
type Bai’Bithaman Ajil Islamic Debt Securities (BalDS) recorded the
amount which was RM2,506 billion, Murabahah. Referring to Table 5. able
5.4, the total cost lost and incurred to the Government were mo@;w RM4.12
billion. Y'

Table 5.3 shows the initial rating and final rating of the QNuk default firms
under study. Some of the firms’ initial rating was high, m

) ‘iown graded to

Dippg) the final rating, some of the firms’ initial rating A+pd ded to Dip
Ay

the final rating, some of the firms’ initial ratin@ﬂo down gr elj to-Bis the

final rating, some of the firms’ initial rating in/MARC- dow@Graded to

Aﬂ%%.n graded to

as <<down graded to

Dip/D-ip the final rating. Some of the firmsZ initial rati

Dis the final rating, and some of the%'}ﬂtial rati
Dip the final rating. RAM’s and M%s rating %s g@fwnition are as shown
o S
N

(%2

in Appendix I. q

&
Table 5.4 shows th; Ehghel of ty$‘{§of sukuk default. They were

sukuk type Bai’Bitha Islamic D }'Se@ities (BalDS) which were 16,
4

followed by Murahahah Url iten N%ﬁs/ Issuance Facility (MUNIF) and

Murabahah Medium*Ferm ciIitCéMMTN)/Murabahah Commercial Paper
f ‘ e

(MCP) whi 4 Jand &ikal pe Musyarakah were 2. The rest were the
e

i

k

NN

mixture% sukuk .res ?ively@s 1. By referring to Table 5.2 and Table 5.4,
e i

Sukuk_ t

e of Bai Bithaman @%slamic Debt Securities (BalDS) which were 16,

r%&hted 59.98 per cent. Subsequently, for type of Murabahah Underwritten
S

Issuance Facility (MUNIF) and Murabahah Medium Term Notes Facility

%MTN)/Murabahah Commercial Paper (MCP) which were 8, represented 26.04
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per cent. It is shows that Bai’Bithaman Ajil I1slamic Debt Securities (BalDS) and
Murabahah were the dominant type of sukuk issued with 24 issuances, reprw
86.02 per cent. (')

Table 5.5 depicts that 1 firm (2.8 per cent) came into default af@&ear There
were 6 firms (17.1 per cent) became default after 2 years foIIowedeirms (28.6
per cent) after 3 years. Then, 7 firms (20 per cent) were de aultNr 4 years and 5
years. Another 3 firms (17.1 per cent) were default after Y

d If\stly 1 firm (2.8

per cent) was default after 8 years of issuance.

This research found that the statistics has in d that the V|l/al @ukuk
issuer firms in Malaysia were in between 1 to Mos‘y rvndrate were
just 3 years which means that for public u ed u ed to default

after just a few years of issuance.

The dataset used in this stu s in et 06 From dataset, the
year of sukuk issuance and th suk de var among firms that led to
difference in number of years to aul erv erlods of this research were

three years before issu%x three t ,, | ce to the date of default. Table
4
defa

5.5 indicates tha K&:NN&II' sukuk firms averagely were three
years after issuances aI st (Ardlansyah et al., 2013; Zeytinoglu &

¢
Akarim, 20 a shan & Wi k(ﬁ n, 20 3), predicting year of default occured one
\
year orQ\r{e, ears A anceé}herefore these research findings support the
L 9
previousyresearch. 4
S

N
N
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6.2.2 Quantitative Analysis by Using Logistics Regression and A Tree Analysis
Chapter 1 highlighted three main objectives of this study which arew

determine the profile of defaulted sukuk, (ii) To investigate impact of I@risk,

solvency ratio and corporate governance to the defaulted sukuk and flko suggest

appropriate policy to prevent sukuk default. ?

@

The first objective is to determine the profile of de GZSUkLr- The Profiling
of Sukuk Defaulted Firms in Malaysia as stated in Ch 2 is chive as it

]
covered the whole population of sukuk defaulted firmssin Malaysia i b{tv@EOZ
until 2014. This profiling consist of informati ich can bé to r@&?chers in
sukuk and Islamic finance. The data contair&‘l \'s an@gi.vities, Type
of Industries, Issuance Date, Date o@, Rating

Rating and Type of Sukuk and Am Therefo Tf

cy,@i‘ial Rating, Final
p@ective of this study is

N
achieved when the Profiling oié Defaulted Firms (ii’@alaysia from 2002 until
2014 has been determined hm in\l\ Adix 1. \A
The second o i : to in
4
ratio and corpora:c%ﬁnance|
helps in answering théwesea
'K ¢ I (_?
Result iquidity ris how @ he quick ratio (p = 0.006) and cash to asset

N
ratio (p # 0,02%) havprvAJ?and {egthan 0.05 (p>0.05). This means the quick ratio
infl the sukuk’s defaul@ﬁificantly. Thus Hla is accepted. Either cash ratio,

g

stig ;ihe@ipact of liquidity risk, solvency
aul@uk is also achieved. This objective

ese ’(%i H2 and H3) as stated in Chapter 1.

t x ratio influences the sukuk’s default significantly. Thus H1b is accepted.

6 idity risk influences the sukuk’s default significantly.
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The analysis results on solvency ratio show that DTER has sig. less than 0.05

(p = 0.001). ICR have sig value more than 0.05. Thus, debt to equity ratio infw

~—~+

the sukuk default. ICR does not influence the sukuk’s default. These results tha
debt to equity ratio contributes to the default non-default suk s. Thus,
hypothesis H2 that the solvency ratio influences the sukuk’s defaglt is accepted.
Hypothesis H2a that debt to equity ratio influences the sukuk ult is accepted.
However, hypothesis H2b that ICR influences the sukuk’ 1t'is denied.

Results on corporate governance show that on udit OW(AC) has
L

Yw
irms. | _\C}

nces the ctability of sukuk

significant relationship towards default non-default s

The first hypothesis is (H1) liquidity ri

firm g:idity risk is

>
c
=~

default. For the study on sukuk default a

measured by liquidity ratios that arew ’1e thresh f 1@?0 by convention

between 1:1 or 1:1.5) that contributéd to the defabit. '&i y(}bios used in this study

are quick ratio and cash to as . Boﬁ rati

N
are {)s@ard financial ratios that

>

Moyer et al., (J%I ed that immediate 4i idity is measured by quick ratio.
4
This is because q iQQtio is| N mge@sure of liquidity than the current
ratio. Firm that‘éb to i ' iabl *{’Sﬁéiness entity must have enough cash in
¢
hand to pay 'tg@ as they co dﬁe.dn:.aher words, the firms must remain liquid. In
\
ok

most business firms use to h&liqT i
m

additio et alf, (19 raisecE%at liquidity ratios are the quick measures of a
\

firmZs ability to provide sufﬁcie%%:ash to conduct business over the next few months.
i

e practices, it is a common precursor to financial distress or bankruptcy if
id

ity is low or declining therefore liquidity ratios are good leading indicators of

ash flow problems.
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From accounting practices, one way to determine the state of liquidity is by
examining the relationship between the firm’s current assets and apprwmg
obligations. Therefore, quick ratio is calculated by deducting inventories @rrent
assets and dividing the remainder by current liabilities. The quick r imilar to
the current ratio except that it excludes inventory, which is usuallyythe least-liquid
current asset. The generally low liquidity of inventory results from factors:

i. Many types of inventory cannot be easily sold Y

thfy are partially

completed items, special-purpose items, and the

ii. Inventory is typically sold on credit, anc@ecome acco nﬂ r?@ables
before being converted into cash.
Generally, quick ratio provides a be@s:ro\of overall Ilq@v\-{y only when

a firm’s inventory cannot be easily verted into cas ry is liquid, the
current ratio is a preferred measure. \Y ,{x
~ ": ' D

Quick ratio shows the extent of cash and other current assets that are readily
convertible into cash in comparison to the short term obligations of an organization. A
quick ratio of 0.5 would suggest that a firm is able to settle half of its current liabilities
instantaneously.

In contrast, a quick ratio that is greater than industry average may suggest that
the firm is investing too many resources in the working capital of the business which
may be more profitable to be used elsewhere. If a firm has too much spare cash, it
may consider investing the surplus funds in new ventures and in case firm is out of
investment options, it may be prudent to return the excess funds to shareholders in the

\form of increased dividend payments. Quick ratio which is lower than the industry

\average may suggest that the firm is taking too much risk by not maintaining an
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appropriate buffer of liquid resources. Alternatively, a firm may have a lower quick
ratio due to better credit terms with suppliers than the competitors. When analyzing
the quick ratio over several periods, it is important to take into account seasonal
variations in some industries which may cause the ratio to be traditionally higher or
lower at certain times of the year as seasonal businesses experience irregular bursts of
activities leading to varying levels in current assets and liabilities over time.

Quick ratio must be assessed in the context of the specific industry of an
organization. In some business environment, quick ratio is more reliable measure of
liquidity for manufacturing firms and construction firms that have relatively high
levels of inventory, work in progress and receivables.

Certain business sectors traditiona!l‘y have a very 0w, quick, rﬁtid such as the
retail sector. Firms leading the retail segtor afe éble to negetiate very favorable credit
terms with suppliers due to their do‘_mi_nanc‘e ih'-the'_maﬂrkétleading to relatively high
current liabilities in comparison .tc:) their I_idUid asséts. The' "bﬂusiness environment is
also relatively stable in the retail Sector] and'fheéxpansibhdf operations is incremental
which allows such firnis to aIntain IoWer qfu\‘ick ratigs without taking too much risk.

Quick ratio is also an‘ indic'at-or.of }s.ol\‘/eﬁc“y of an entity and must be analyzed
over a period of time and also in the context of the industry the firm operates in. Firms
should maintain a quick ratio that provides sufficient leverage against liquidity risk
given the level of predictability and volatility in a specific business sector among
other considerations. The more uncertain the business environment, the more likely
that firms would maintain higher quick ratios. Conversely, where cash flows are stable

and predictable, firms would seek to keep quick ratio at relatively lower levels. In any

167



case, firms must achieve the right balance between liquidity risk arising from a low
quick ratio and the risk of loss resulting from a high quick ratio.

Analyzing a coverage ratio depends largely on how much risk the creditor or
investor is willing to take. Depending on the desired risk limits, a bank might be more
comfortable with a number than another. If the computation is less than 1, primarily it
translates that the firm in question is not earning sufficient money to fund its interest
payments, thereby neglecting to pay back the principal payments of the debt. Based on
this, it is clear that a firm with a calculation of less than 1 would not be capable of
even paying the interest of its debt. This kind of firm is beyond risky and probably
would never found any nature of bank financing.

Conversely, if the coverage equation equals to 1, it also translates that the firm
is making an adequate fund to pay its interest. Thus, this scenario is not much better
than the last one as the firm is still unable to fund the principal payments. Therefore, it
can only cover the interest on the current debt when the due comes.

Also, if the coverage measurement is above 1, it translates to the fact that the
firm is profiting more than enough fund to pay its interest obligations with some extra
earnings left over to carry out the principal payments. In this case, most creditors
search for a coverage that is at least 1.5 prior to accepting any loans. To put it
differently, the primary objective of banks is to guarantee that a firm makes at least
1.5 times the amount of their current interest payments.

Since corporate governance is a categorical data, Balance of Board is used in
thi‘-s_'study to map the dataset as in Appendix 6. As discussed in the previous chapters,

_the eomposition of Independence Directors was composed as follows, One-third of the
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Board's membership = 1; and Not One-third of the Board's membership = O.
Meanwhile, for existence of Audit Committee was scaled as follows, Yes = 1; NO‘= 0

The findings as in Chapter 5 indicate that firm that had no boar_d-_'meetings
followed by existing of audit committee was most significant indicatof £Owara sukuk
non-default. If the firms had board meetings, non-default sukuk:‘ -Was‘" influenced
significantly by existence of audit committee. | ‘

In terms of corporate governance, this study aims fo build résearch framework
to help interprete the Shariah governance mechanisms in Islamic Financial Institutions
(IFlIs). After a review of the existing theories that have been used to describe the
phenomena of corporate governance, it is found that the most common theory used in
corporate governance as well as the Islamic governance field are Agency Theory and
Stakeholder Theory. Both theories are integrated based on interconnected concepts
and their relationship with Shariah governance.

Asian Development Bank (2017) reported that Malaysia occupied third place
after Thailand and Singapore in the entire corporate governance score card. Although
both countries are developing, Thailand has set higher governance needs compared to
Malaysia. According to Sitthipongpanich and Polsiri (2013), the Thai board of
companies require at least five members. This is a fairly large board size compared to
Malaysia at least two members (Companies Act 2016, 2016). Further, the
Independency board in Thailand is higher by having at least one-third of the board and
not less than three directors who are assigned as independent directors. In Malaysia,
the independency minimal board has two or one-third of the Board.

In Malaysia, there are a number of cases of bad corporate governance, such as

Renong, Perwaja Steel and Malaysian Airlines System (MAS). This situation has led
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many scholars to observe that lack of good corporate governance to a certain degree
contribute to a major cause of the economic crisis in the East Asian regionw
corporate governance weakness has been considered as one of the causes o East
Asian Financial Crisis (Roshima et al., 2014). Solomon (2004) ated that

Malaysia typifies the insider-based model of corporate governampCe, with most

companies owned and controlled by the founding families, Some’ studies blamed
SX‘: her East Asian

crisi o.NﬁQd‘

laysial h pL[oI‘i@Tthe

thenin@ d s%?t‘ure and

ac&\{e a respo;éol fiduciaries.
It further stated that the duty to be ard'i>n of the an)é‘\Nell as effective

steward on the directors, therefor(% limite Mt g@\eeing the conduct of
E y N

business and making strategic d%& but'as well as m(é'i?g sure that the company
operates in accordance wi }Hhal S and Ia@y maintaining an effective
propri

governance structure M ring a "zitla n@agement of risks as well as the
’ &
level of internal co N{ ' N é.)
& Board i i

In prac&
E ‘

corporate governance problems as the reason why Mal

economies, such as South Korea) succumbed to the fina

Subsequently, the Security Commission
development process, where it focuses o

composition are recognising the role of diréetors

irman and stIU eputy chairman, CEO, senior independent

comprised o

NN
director% ay al }he de@y chairman), executive directors, and NEDs,
whej&a

‘% nce and Voting Guidelines (November 2007), NAPF stated that all the
I

oard will be @brted by the company secretary. In Corporate

tors are responsible for the strategy and governance of the company. Also, the

d}cutive directors are responsible for the successful implementation of that strategy,
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and independent NEDs have a special responsibility for overseeing the performances
of the executive directors, but the size of the board will vary from one com?ﬂo
another. The ideal size is one that balances the need to avoid the board b@}large
that it becomes unwieldy, and the need to have a board that is large enﬂéﬁo contain
individuals with a balance of skills and experience appropriate for agcompany of its

size and business. \,

Whether the board were consulted to give advic tg dec"sion or not the

consequences were fatal, defaulted. Firms should to Malaysian’ Code on
B
Corporate Governance or MCCG (Code) and Shari ernance ( G'Ji@%S on

Finan€i |tuti1@;(issued in
fraﬁ‘ew , Shari T

Governance
Framework (SGF). Therefore, this stuw }rried ou e t@paet of corporate

governance to these sukuk defaulte(ﬂgs base \l'hev\/l y{ﬁm Code on Corporate

Governance or MCCG (Cod%Sharﬁh g arnagQ %he Guidelines on the

Governance of Shariah C h&e f amic Eﬁhncial Institutions issued in
Ilah 0

\'/e@ce Framework (SGF), that was

eperéﬁ( variable, the liquidity risk (quick ratio

: o

and cash to s&b&io), olven r&io@e t to equity ratio) and corporate governance
N

(existen% dit commi f) conq%uted to the sukuk default and defaulted sukuk

fir anwhile, the full mode];f-fnding from WEKA revealed that existence of audit
N
@ee, debt to equity ratio and quick ratio effect to sukuk default and sukuk
& Ited firms. Therefore, from the findings, it shows that liquidity risk, solvency
tio and corporate governance contributed to the sukuk default and sukuk defaulted
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firms in Malaysia from 2006 to 2011. This findings have answered the second
objective of the study. Yv

Therefore, research objectives have answered three research que@hich
are; (i) Is there any impact of liquidity risk to the defaulted sukuk issw&ms under
study? Is there any impact of solvency ratio to the defaulted sukuk issuing firms under
study? Is there any impact of corporate governance to the defaultéd sukuk issuing
firms under study? Y. l

The fourth research question, ‘What is propose el of: suWulted firm

X
rnance? | rd}r @swer

based on liquidity risk, solvency ratio and corporate

the fourth research question above, here is th

plﬁ the st\/ﬁ;/ In this

study, predicting sukuk default is the dep

D

it is Vzr.ny variable,
and is explained by firms’ specific, fi 1al yatio expla

V@‘les. If the default
variable gets a value of 1 in some y%t means\JN:fE'W‘n

given year, or it has gone into cy in'that given yeq(_qf the firm has gone into

bankruptcy it doesn’t have xe iif ation af@t year. The default variable

is collected from years%
Predictabili sukuk (i

as default firm @e i

form catego i&) '1' for

measures’ t regréssed mulfcﬁ'iate regression technique, logistic regression

Y—v
d. Y
metmere use \c.)

\_ogistic regression methods of analysis allow the use of a mix of continuous
ndwcategorical predictor variables to explain a categorical outcome or dependent

ariable. When the variables are categorical, the use of logistic regression is useful for
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locating explanations between variables (Stearns et al., 1995). The main objective of
logistic regression is to attain the highest predictive accuracy possible with th?ﬂm
set of predictors (Hair, 1995). The principle of logistic regression is to(e%s the
multiple linear regression equation in logarithmic terms and thuﬁ;wome the
problem of violating the assumption of linearity. The values of thefparameters are
estimated using the maximum-likelihood method, a technique where‘coefficients that
make the observed values most likely to have occurred are Y.

cted. l
WEKA is the other method used in this study to%eonfor to\wa analysis
]

del ofsuk de’fa&@‘zf'irm

eff@ S t@ength of

meas@ward sukuk

ity @ nd cash to asset

and robustness of the results. Therefore, the propos

in Chapter 5 concludes the results as follows:

variable. It shows audit committee is th

default non-default firm, followed by& Erao, debt t
ratio. From the model, if there is n@sit comm%,\gus
N

Sign minus (-) in quick ratio %ighep quic ratio,:té?smaller risk firm to be
&
Sitive e

defaulted; and (3) Cash to hio r1 f@y the sukuk default firm. If a
firm has higher cash t% tio, the fir has h@er risk to be defaulted. So does
4
uit

’
I

debt to equity rat'd\{igher 'i \ro\ q y% o, the higher risk the firm to be
defaulted. & {V

% Y
6.2.3 % n o’ ECo Pﬂcs P&pectives
X

m the economics m(?)sbective, economic growth is significant for the
& ~

ent of a country and sukuk capital market is one of the financing methods

G only used to accelerate a country’s economic development (Musa et al., 2020)..
u

kuk issuances are needed for working capital or to refinance existing debt.

default for firm; (2)
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Sukuk financing is used mainly in the transportation sectors, building
highways, infrastructures, shipping and aircraft sectors, real estates, constructw!s
well as petrochemical projects that attract investments from major firms @orld.
Sukuk issuances connect the local economy to the global arena.‘!kGO sukuk
defaulted and sukuk non-defaulted firms in this study represen 2 types of
industries and economics sectors. \,

The findings shows that industrial and propert X:W re the type of

businesses that seemed to dominate (48.34 per cent), fellowe Wment and
B

special purposé Y@V‘; 0

nces fir ere % igh risk.

an econgél:tsectors that

06@5011. This can be

s,@‘ng firms that venture
N,

consumer product (26.66 per cent), trading service

=

SPV (13.34 per cent). It is proven that suk

Suggesting that it might be these partic

create more chances for sukuk firms l% ;a::l in betwe
concluded that the choice of busir{s&ctivitﬂu%k

into must also look at the types.@fii tries'hnd e nomieé&!tors the firms wanted to
invest. However, under nor. MU I hen@conomy and world financial
systems are stable, the %tlzvents could Havé bs@'avoided.

4 2

From the findlings a so\r:z?g at @efaulted were influenced by years

of default eve& a 'croéé\ivities, apart from types of sectors.
¢
Therefore, t &)riou types f €ross-activities associated with sukuk issuance for

NN
public % firm r Jgry risky “for sukuk to default particularly when it falls

durim&)bal financial crisis of 2007-2008 cycle. Many issues were raised
¥

r N corporate governance as discussed in this thesis referring to Appendix 6. It
c é: 9

gested that public unlisted firms should not be given financing by issuing sukuk

3

~

s this act would disgrace the ability of sukuk which is immune to default. In fact, this
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study has shown that total losses incurred by government were more than RM4.12

billion. This amount is quite substantial for the government to bear the losse

the support from the government to prevent sukuk from becomin@{t, it

demonstrates the significance of sukuk industry in the Malaysian economy:

Y~

6.2.4 Discussion on 2007-2008 Financial Crisis \,

inancial Crisis, which
occurred in 1997 to 1998. The second cycle was the G Fin c}ades‘of 2007-
2008. The business cycle is hence observed to be ars, \Ier tl’e &Qomic
cycle is 5 years for the medium-term period. rs of 20 ZOJ.Q%TI the in-
Wy

between these two cycles of financial crisw h ceur of the Asian

Financial Crisis in 1997/1998 and Gl %cial Cris 7/2@

Table 1.1 in Chapter 1 sh@jhat the

N
tremendously in 2007 and 2009% to QQ:ases e nu@r slumped to 3 in 2008.
&
r in2

However, the number sho a n:I 0 3 cases before dropping to

The first cycle of financial crisis was the Asi

f& ault cases increased

just 1 default case in 2 table

4
financial crisis an decreas"
significant decrease Ofythe

¢ I (_.%
the number aulted suk iI(Z@- 009 were related to the world’s financial

N
crisis. The kr comclud }hat ﬂté% is tendency for the number of bankruptcies

amqgg&ivate-own sukuk is firms in Malaysia to increase and this trend
263

n%mless will affect banking and financial institutions in Malaysia, particularly

year of the default occurance correlates with the world financial crisis.

pict d“a‘n itbeasing trend three years prior to

thr@rs after as the trend portrayed a

Ses 6607-2008. The trend also indicated that
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Intuitively, most of the familiar events in the financial crisis are linked more to

X
g

In the course of this research, the significant questions are raised. They are: the

movements in liquidity risk and corporate governance.
6.2.5 Sumup

relationship between sukuk default firms and liquidity risk, solency ratio and
corporate governance characteristics. In answering these |zs, tr'e investigations
focused on the factors influencing liquidity risk an Iven Wterms of

ased an bal c}c@.

financial ratios, and corporate governance characteris

Some of the sukuk firms had been operati eir busi as a\sgg activity
but some other sukuk firms run their bus'ﬁ@ as G‘YSS- ivities@g activity is

defined by researcher in this study asw uk firm ent@nto one industry

and economic sector” whereas for %activitle\,"bn%w q@h’m had ventured into
A N
various types of industries and eéc sectors”. 2 « (é?

due to the latter represents

This study argues tlﬁi i]
the debt obligation (% suer. Howeyer,! I\@ammad Taqi Usmani, who is

4 2
Chairman of the ariah| N ga@ brief definition to clear the

misunderstandings ontthe di ' bet 381/ sukuk as compared to the conventional
bonds. Usm r%@ssed at‘ b d%re(r_l}%?regarded as ownership to the bond holders
in com %ere bonds w Titially issued. Instead, the bonds documented
the ji

erest-bearing debt owe the bond holders. Other than that, there are also
ly

intereStypayments paid on a regular basis to the holders of the bonds. On the subject of

& est, the amount is set on a particular percentage of the capital, but not calculated
S

ed on percentage of profits. Alternatively, the concept of bonds provide guarantee
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upon redemption on the return of principal after bond maturity, despite the firm’s
financial performance. Another important characteristic of conventional bonds

it is not essential for the issuer to pay back the money more than the prin@well
as the interest that had been agreed by both sides. With that, any profi ed by the
firm accrue exclusively to the issuer’s side. In this case, the bond holdérs do not have
any right to request their share in the profits made by th Mise beyond the
interest agreed before. Contrary to all these characteristic mltf initial stage of
introduction is found to be different from the conventio onds. HWas to date,

"AX

many sukuk offered in the market has become almo same/cha te’is@f the

conventional bond. The glaring difference of% con@ ondi/%' that the
arfah haria@;grd must be

sukuk contract must specifically abide byaSh

formed to observe the implementatiow li Agha

Meanwhile, the Securities @jsrission I%/si J@erstands that there is
N
no size appropriate to all prz%mr zﬁl sectors. I<Q CG 2017, Company's

mandate to apply or clarify altern 'vej\ e co y achieves revenue through
p

the adoption of corpt%) rnance: pra i‘cids.db\:omparison with MCCG 2012,
4
MCCG 2017 provides an increla co@ion of the board by increasing the
need for independenceyof t 'he p@d of independent directors and diversity
¢
of gender. &@h theSe ne cha'ngé.ae mainly for large companies, other listed
% NN
companiés encagti ,to adc&' practices to achieve corporate governance
sl >
exc . c.)
\
%\n summary, the first sukuk default event in Malaysia was in 2002, and it
céur

red when sukuk firms failed to fulfill the monthly obligations. Since then until

014, a total of 35 sukuk defaulted firms were recorded in which mostly were from
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property investments that run cross-activities. Years of sukuk default fell between
2006 to 2009. These years coincided with the global financial crisis that SW
between 2007-2008. Hence, it showed the link between default events aﬁ%fhncial
crisis as well as types of industries and sectors. A

Some of the business activities were palm oil, propw,.'investment,
manufacturing, importers, exporters, and broker. In propert elopment were
construction activities and property development through mt olding. Broker
activities include specialised heavy duty vehicles an emb 'nw‘products
e provision) of zi@‘zsgles
g % age Qr?i'ucts and

pute@;ttes, digital
(C@!).

Business activities like vid%ssettet’?p?,ycgm g:}}'rsc recordables (CD-
Rs), digital versatile disc recné(DVB-Rs) are vzg(.?\ for the firms to issue
sukuk? The nature of the businéss o S, Sé like there were no proper
planning from manag% the dil'g:.ty of thb‘irms. Whether the management

4 ¢ &

made the best dec'tqkby issr \Suk K for%ﬁnancing, obviously the decision was
unwise. Majority o fir regis&%ﬂ default only after two to three years

5 | ¢
after issuanc 9) ' 4 (
-, . - \
i ch

g Isfami }'nance%r sukuk defaults is both misperception and

locally/manufacturing of specialised heavy duty a

services. Manufacturing activities include man

steels. Data storage products such as videw e tast,

versatile disc recordable (DVD-Rs), compact ﬁsc recor

mish&;, thus it is unfair tg he blame on Islamic finance. Hence, for the sukuk

oy

%Sbto grow further in the global economy, correcting the perception and
S

ption of sukuk defaults is crucial. In conclusion, it is totally wrong to make an

Qumption that sukuk as among many Islamic financial instruments, to be impossible
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to default, solely on the ground of Shariah issues. These instruments are also exposed
to the credit risk as well as the other risks similar to other financial tools. Yv

Based on the achievements of more than thirty years in sukuk ind tm the
announcement by the government in November 2014 that Malaysmﬂ&h leader
(also presently) in Islamic finance and the main contributor to the world, sukuk market
has strengthened the status of the country among other sukuk ance countries.
Apparently, the issue of sukuk default which hit the fi LY;stim in 2009 has

changed the paradigm of the stigma of sukuk and makes itsimmune t as sukuk

Yv
is an Islamic equity that complies with Shariah a@e of profit r|'1 Ca}

6.3  Challenges

As the market develops, it can\?}med tha suk rket faces many

challenges. Initial challenges are the c plexme %J @I-ted firms. The global

financial crisis attracts attentlo ang&s of ly G@Iex structured products.
In particular, such products.are |cuI §\f‘as to unwind in the event of
default. Many compl S¥that su‘er f m's icant deterioration and defaults
during the financialngrisis ar der Qﬁe sukuk business. Therefore, the
complexity oft su to encourage participation from many
investors a n |nv ved fore tltj?gh structured products (Nor Fadilah Bahari

et. a&% Yé\

her top challenges @re widely spoken and significantly debated within

t \He of the sukuk industry are; the complexity of sukuk structure in the market,
Q ifferences on the acceptance and views on the Shariah concept of sukuk, its
ading mechanisms and its tradability approaches among Shariah scholars. Lack of
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liquidity in the secondary market, disparity in legal, tax and regulatory frameworks
and latest one is the presence of socially responsible investment (SRI) or greew
in the market are the other challenges. (’}

From the library research, most of the literatures are on bond a d default.
In Web of Science (WoS) database using the keyword - “Bond and benhd default on 8
February June 2020, it was found that the number of publicat'ormond default and
non-default is around 800, whereas using the keyword - Y:

ul'u k”, only about

140 publications appeared (Rahman et al., 2020). ThuSit indi aWstudy and

until now, there is no finance book written by @gown ite r‘s@?tl'he
researcher discovered just a paragraph which ned veér raII@ Islamic
finance and sukuk, it shows how critical ar@pN i '\res oqusubject. As
for liquidity risk, so far merely two %)/ere founa:

default and sukuk default firms. Go(e;suent po |\m¥u g‘@‘for the sukuk industry
ﬁ y N
demonstrates the significance O%i sﬁ i i

ut @related to sukuk

ndustry in the;Malaysian economy.

RN

Y. ' S
6.4 Future Resear (
- > o‘bjo' 0

There are K\;\reas ur topic open for future research. From this

thesis, a lot have beerdisc t
#

field. Amoeg%s are the mﬁe@ of sukuk defaulted firm, highly complex
cts

I more research to be conducted in this

Q
=

- \ - -
structur , the.Co }exny&ukuk structure in the market, the differences on

the acceptance and views on t@#ariah concept of sukuk, its trading mechanisms and

i§\abtbility approaches among Shariah scholars, lack of liquidity in the secondary
et, disparity in legal, tax and regulatory frameworks and latest one is the presence

f socially responsible investment (SRI) or green sukuk in the market. Many complex
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firms that suffer from significant deterioration and defaults during the financial crisis

are leaders in the sukuk business. Further studies need to be explored in depthw

sukuk, liquidity risk and financial crisis. (ﬁ\

6.5  Concluding Remarks ?
This study highlights that Malaysia is a well-known I§IaMance navigator
€

and a key player in the sukuk industry. Moody’s Investo (2014) noted that
Malaysia is accounted for a nearly two-thirds share ocal quikuk, and
approximately 59 per cent of the global total suku ances! Ba c’n @Yack
record, Malaysia has been put as the main contri o the wo uk r@gﬁet.

The findings indicated that sukuk N&ve‘]ts\sukl@:gulted firms
that occurred coincided with the Zoo@orld finanei cri@ince Malaysia is
the prime sukuk issuer in the Wor@'juder thl\hﬂ*‘i r):Q, it would affect the

N
financial institutions in Malay% sukﬂk de e\iegcs)occurred particularly in

relations to liquidity risk, salvenc ndl: 0 90\‘/; ce.

The findings p in this study. efe @Tirst exploratory study on sukuk
4 f &
defaulted and sukuk%lted jl \Iw meﬁw be a breakthrough under this scope
of research andgs referral 'reseté/ﬁés. Apart from that, it is the effort from
¢
the researchfig@iert contriBute to&c&nowledge on sukuk, Islamic capital market
reentulsl

N
and the amic¢ financial syséﬁﬁ in practice.

N &

is hoped that, the small contribution of this study will help to suggest

ppropriate policy makers to prevent sukuk default. In addition, this study helps to

nhance the implementation of Islamic capital markets particularly on liquidity risk
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management and corporate governance monitoring mechanisms. With that, it will

further equip the Government of Malaysia as the hub in Islamic capital mTﬁ

terms of sukuk at the local and global level. %\

182





