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ABSTRACT 

Islamic Syndicated Financing (ISF), by which a consortium of banks forms joint 

participation in raising large-ticket financing for a corporation, has emerged as an 

alternative source of external debts for firms and a vital risk management tool for banks. 

ISF’s characteristics, amongst others, enable transfer and transaction of the risks such 

that Islamic banks may hold ISF exposure for a certain period and opt to subsequently 

sell down this exposure. This helps Islamic banks in managing their credit risks 

overtime in corresponding to industry and market changes. Despite ISF's viable 

features, Islamic banks’ participation in ISF issuance remains low. According to Bank 

Negara Malaysia, over the last decade, Malaysia’s Islamic banks, have not been actively 

participating in ISF origination, albeit notable growth compared to the pre-Islamic 

finance era. Besides, ISF has yet to receive wider mainstream acceptance among the 

large corporations, the latter appears to have a preference over Sukuk to fund their 

businesses. The purpose of this study was to explore the factors which influence banks’ 

decision to take part in ISF. Qualitative data were collected through in-depth interviews 

with sixteen (16) relationship bankers from thirteen (13) Islamic banks and development 

financial institutions. The research has discovered three (3) main challenges facing the 

banks in introducing ISF including lack of liquidity framework, lack of relationship 

banking, and lack of standardization in ISF legal documentation. There are four (4) main 

factors that influence the Islamic banks to participate in ISF comprising relationship 

banking, liquidity supply, financing parameters, and religiosity. These findings have led 

to several implications including the need for regulatory support and collaboration 

among financial institutions to achieve standardization in ISF market practice. This may 

be achieved through the digitization of ISF legal documentation to ease standardization 

efforts and reduce transaction costs. The findings also suggest the need for insourcing 

of client coverage role to a standalone Islamic business unit and for boosting liquidity 

supply through the fintech platform. The novelty of this study is underpinned by the 

fact that it is the first study that has produced in-depth insights into the internal workings 

of ISF in the Malaysian Islamic syndication market. It has yielded genuine industry-

based evidence that diverges from the classical understanding of lender-borrower 

relationships produced in syndicated loan literature. Hence, the study has made 

significant contributions to the literature, in helping to bridge notable knowledge gaps 

in the Islamic corporate finance literature. This study has also unearthed fresh insights 

that pave the way for future quantitative and qualitative research in the field of ISF. 
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 خلاصة البحث 

الذي من خلاله تُشك ِّل البنوك مجموعة مشتركة لأجل توفير تمويل ذي   - قد برز التمويل المجمع الإسلامي
دَيِّن خارجي، وكذلك بمثابة مصدرٍ بديل للمؤسسات في سبيل    –مبلغ ضخم لجهة ما   الحصول على 

تمويل المجمع الإسلامي، من بين أمور أصبحت أداةً فَ عَّالةً لإدارة المخاطر بالنسبة للبنوك. فمن خصائص ال
صارف الإسلامية المخاطر المعرَّضة في أخرى، بأنها تمك ِّن من تحويل وتخفيض في المخاطر بحيث تتحمل الم 

معينة، وتختار بيع المخاطرة بعد ذلك. وهذا يساعد المصارف الإسلامية في التمويل الإسلامي المجمع لفترة  
على الرغم من خصائصه القيمة،   .ل الفترة بالتوافق مع تغيرات الصناعة والسوقإدارة مخاطرها الائتمانية خلا

ي الماليزي فإن مشاركة البنوك في إصدارات التمويل المجمع الإسلامي تبقى منخفضة. بناء على المصرف المركز 
طرح معاملات   على مدار العقد الأخير، فإنَّ البنوك الإسلامية في ماليزيا لا تشارك بنشاطٍ أثناء مرحلة 
النمو الملحوظ للفترة قبل المصرفية والتمويل الإسلا مي. إلى جانب التمويل المجمع الإسلامي، وهذا مع 

ل الشامل من قبل المؤسسات الكبيرة، كون الجهات ذلك، فإنَّ التمويل المجمع الإسلامي ما زال ينتظر القبو 
دراسة هو استكشاف العوامل التي ن هذه ال والغرض م .  الأخيرة تفضل الصكوك من أجل تمويل أعمالها

تؤثر على قرار المصارف من أجل المشاركة في التمويل المجمع الإسلامي. وقد تم جمع البيانات النوعية من 
مع   مُركََّزة  مقابلات  ) ١٦) خلال  مثَّلوا  الذين  المصرفية  العلاقات  منسوبي  من  إسلامياً ١٣(  مصرفاً   )

اكت  المالي.  التطوير  ) ومؤسسات  أن  البحث  المجمع ٣شف  التمويل  تقديم  المصارف في  تواجه  ( تحديات 
السيولة، وغ القانونية الإسلامي، هو غياب إطار  المستندات  المعيرة في  المصرفية، وغياب  العلاقات  ياب 

( عوامل تؤثر على المصارف الإسلامية في المشاركة في ٤توجد هناك )   .قة بالتمويل المجمع الإسلاميالمتعل
لة، ومعايير التمويل، والميول ويل الإسلامي المجمع، وهذه العوامل هي: العلاقة المصرفية، وعرض السيو التم

ة للدعم الرقابي والتضامن من قِّبل الدينية. هذه النتائج أدت إلى إبراز تأثيرات متعددة والتي تشمل الحاج
الإسلامي. يمكن تحقيق هذا من خلال المؤسسات المالية لتحقيق المعيرة في ممارسات سوق التمويل المجمع  
. ويمكن المعيرة، وتخفيض تكاليف المعاملةرقمنة المستندات القانونية للتمويل المجمع الإسلامي لتسهيل جهود  

جة لتلبية احتياجات العميل من قِّبل وحدة أعمال إسلامية مستقلة. نَّ هناك حابأالنتائج  الاقتراح بناء على  
تتميز هذه الدراسة كونها أول من نوعها التي  .ن خلال منصات التقنية الماليةوضخ السيولة المعروضة م

المجمع أنتجت نتائج عميقة حول الإجراء الداخلي للتمويل المجمع الإسلامي في السوق الماليزية للتمويل  
النَ  .الإسلامي لاقات طي للعمَ وقد نتجت منها شواهدٌ صريحة مرتبطة بالصَّنعة، والتي تختلف عن الفهم 

في أدبيات القروض المجمعة. لذا، فإنَّ الدراسة قد قدمت مساهمات   جاء المرتبطة بين الدائن والمدين كما  
بارزة للأدبيات ذات الصلة من خلال تسديد الفجوات المعرفية الملحوظة في أدبيات التمويل الإسلامي 

الطريق من أجل بحثٍ كَم ِّي   التجاري. وكذلك، فإن هذه الدراسة قد كشفت نظرات حديثة التي مهدت
  .التمويل المجمع الإسلامي  ونوعِّي في مجال 

 .التمويل المجمع الإسلامي، القروض المجمعة، التمويل المجمع المصرفي  الكلمات المفتاحية: 
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CHAPTER ONE 

INTRODUCTION 

1.1 INTRODUCTION 

The rise of the Islamic banking industry has reinforced Islamic banks’ intermediation 

role in mobilizing financial resources through the usage of various Shariah-compliant 

financing instruments (BNM, 2020; DK Asli & L.Ross, 1999). Traditionally, Islamic 

banks offer financings on a bilateral basis to large firms, wherein a single bank is 

granting a financing facility to a single corporate customer. However, over the last 

decade, Islamic banks have begun to participate in a multibank financing arrangement 

through the introduction of Islamic syndicated financing. Such an arrangement enables 

Islamic banks to adopt a multilateral approach to transformation, transfer, and 

transaction of risks (Altunbas & Kara, 2011; Joseph Yam, 2017). Hence, the necessity 

for Islamic syndicated financing is established.  

Islamic Syndicated Financing (ISF) refers to a financing facility offered by 

a group of Islamic banks – the syndicate financiers, to a single firm, by forming 

a partnership in a joint financing operation through one of the Shariah permitted modes 

of financing (AAOIFI, 2015). ISF has been increasingly recognized as an important 

source of external debt among large corporations to fund various business sectors such 

as energy, oil and gas, infrastructure, healthcare, and financial (Farbood Hutan, 2009; 

Godlewski & Weill, 2014). According to Dealogic (2018), there has been a notable 

surge of ISF issuances globally between 2016 and 2018. A total of 30 deals worth 

USD19.96 billion were signed in 2017 compared to 28 deals amounting to USD9.38 

billion in 2016. In 2017, Malaysia commanded the highest market share totalled 50 
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percent, followed by the Kingdom of Saudi Arabia (KSA) with a 23 percent market 

share (Islamic Finance News [IFN], 2018). By 2018, the ISF market further grew by 

11.42 percent to USD22.4 billion, which accounted for an increasing share of 0.60 

percent (2017: 0.32 percent) of the total syndicated loan market worldwide. 

In Malaysia, ISF assets have expanded exponentially by 1871 percent from 

RM0.52 billion in 2008 to RM13.1 billion in 2019 (BNM, 2020). ISF has been growing 

on average at 54.36 percent against the syndicated loan market’s average growth of 8.6 

percent year-on-year in the last 10 years since 2008. ISF has also progressively seized 

a chunky slice of syndicated loan market share by 41.76 percent as of 2018. This serves 

as statistical evidence that ISF has truly emerged as a financing alternative for 

Malaysian corporate firms with large and complex financing requirements. 

Notwithstanding, the true potential of ISF has not been fully unleashed as ISF product 

is still plagued with several challenges, which makes arranging for the ISF more 

complicated than the syndicated loan.  

However, given the scarcity of ISF literature, there has yet to be academic 

documentary evidence that can illuminate the challenges faced by Malaysia’s banks in 

arranging ISF and the factors considered in banks’ decision making to participate in 

ISF. Therefore, exploratory qualitative research is undertaken. In seeking the 

comprehension of this newly explored topic of concern, it is critical to elicit the 

viewpoints of banking syndication practitioners as they act as the forefront stakeholders 

in dealing with corporate customers, pitching for ISF deal mandate, and arranging for 

ISF issuance (Burhouse, Gambrell, & Harris, 2004). This study explores the influence 

of concepts of relationship banking, liquidity supply, financing parameters, and firm’s 

information disclosure, over banks’ decision making to participate in ISF, through 

exploring the perceptions of a group of syndication practitioners in Malaysia.  
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1.2 RESEARCH BACKGROUND 

Islamic syndicated financing (ISF) is an important alternative source of external debt 

for Shariah-compliant corporate firms (Godlewski & Weill, 2014). In the language of 

Boot and Thakor (2000), ISF can be characterized as a combination of “relationship 

financing” and “transaction financing”; relationship financing contains confidential 

information of the firm and the bank, while transaction financing is comparable to debt 

sold in the capital market. ISF arrangement commences with a lead bank undertaking 

the credit screening and monitoring of the corporate customer in a relationship banking 

context. Subsequently, the financing exposure is distributed to other financiers through 

a capital-market like setting (Allen, 1990; Ramakrishnan & Thakor, 1984).  

Thus, where privacy matters and agency problem appears severe, corporate 

firms prefer to issue debt by way of banking syndication than capital market 

syndication, as the relationship banking element helps to mitigate the presence of 

information frictions and agency problem (Champagne & Coggins, 2012; Sufi, 2005; 

Dennis & Mullineaux, 2000). Due to the benefits accrued to relationship banking, banks 

in Malaysia have been gradually issuing ISF over the years as can be sighted in their 

respective banking group’s consolidated annual audited financial statements. Besides, 

ISF serves as a risk management mechanics to the banks given financing exposures are 

shared and transferred across several financiers (Maybank, 2018). 

As depicted in Figure 1.1, 1.2, and 1.3, ISF assets are reported in the audited 

financial statement as of financial year ending 31 December 2018 of the three (3) 

selected Malaysian Islamic banks; the ISF assets of which are reported in consolidation 

with their respective conventional banking groups’ assets, namely Malayan Banking 

Berhad, RHB Bank Berhad, and Affin Bank Berhad, respectively (Maybank, 2018; 

RHB, 2019; Affin Bank, 2018). 
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Figure 1.1 ISF Assets of Maybank Islamic Bank Berhad 

 

 

Figure 1.2 ISF Assets of RHB Islamic Bank Berhad 

 
 

 

 

Figure 1.3 ISF Assets of Affin Islamic Bank Berhad 
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Albeit notable ISF issuances, marketing, and originating of ISF pose challenges 

to the relationship bankers due to numerous issues plaguing ISF given the product 

ecosystem remains underdeveloped (Khaleq et.al, 2012). Firstly, ISF implementation 

processes are largely unstandardized, ranging from the absence of standard legal 

documentation format, absence of pricing benchmark, and differing Shariah advisory 

committee’s interpretation in connection with the Shariah concept and structure applied 

(Khaleq & et al., 2012). Secondly, the absence of the Islamic secondary market platform 

hinders Islamic banks from selling down a portion of ISF commitment and restrict them 

from diversifying the risk. This forces them to hold the long-term commitment which 

otherwise could have been invested into other more viable financing sectors.  

As a consequence of these challenges, ISF product features appear 

uncompetitive compared to syndicated loans, which in turn, discourages the relationship 

bankers from promoting ISF to wider corporate customers. Particularly, in the context 

of Malaysia, the relationship bankers are representing the conventional parent corporate 

banking arm and at the same time cross-sell ISF and other Islamic financing products, 

under the dual banking leverage business model (DBLM).  

DBLM refers to a business setting where the Islamic subsidiary (Principal) 

leverages on the strength and resources of the conventional parent corporate banking 

arm (Agent), by outsourcing the marketing, sales, and client relationship management 

functions to the latter based on a fee chargeback (A.  Amir, 2017). The model has been 

introduced into the financial system by CIMB Bank since 2005 to drive the Islamic 

banking business at an optimal operational cost. However, following the cessation of 

regulatory incentives for Islamic financing since 2010, DBLM has given rise to the 

competing behavior of the Agent due to the absence of incentives to market Islamic 

products including ISF.  
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The Agent’s competing behavior is potentially driven by conflict of interest in 

whether or not to serve the Islamic subsidiary’s interest by being as fair in marketing 

ISF as a syndicated loan. The Agent may tend to act in a way that is contradictory to the 

Principal’s interest due to asymmetric information such as clientele relationship gap and 

knowledge gap between the two (2) entities. For instance, the Agent may form bias by 

leveraging on its existing clientele relationship to favorably promote syndicated loan 

over ISF as and when the syndication deal opportunity arises. Given the fact that 

banking syndication is mostly driven by relationship banking, the DBLM model appears 

to work in the best interest of the Agent as the client relationship manager and to go 

against the priorities of the Islamic subsidiary as the Principal product owner. 

Possibly, the lack of relationship banking may have caused the sluggish growth 

of ISF despite a significant rise in the availability of Islamic liquidity supply within the 

Malaysian Islamic banking system. From the supply-side perspective, lack of Islamic 

banks’ participation in ISF indicates a potential lack of relationship banking given the 

DBLM setting which sees ISF product being marketed through a conventional banking 

arm where the latter becomes the client relationship manager holding the control over 

investment decision. This has given rise to a principal-agent problem between 

subsidiary Islamic bank (as the product developer) and the conventional banking arm 

(as the sales agent), due to the product knowledge gap. Besides, it exposes the Islamic 

banking business to direct competition from the conventional counterpart in terms of 

marketing and origination preference. Since ISF is not aggressively marketed to the 

wider corporate customers, it creates low visibility on the product compared to SL. 

Thus, it hinders the effective mobilization of Islamic liquidity through ISF. 
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Figure 1.4 Composition of ISF vs SL in Malaysia from 2009 - 2019 

 

As illustrated in Figure 1.4, from the demand-side perspective, save for the 

corporate customers listed as Shariah-compliant counter, the rest have predominantly 

chosen to raise the syndicated funds through SL instead of ISF. Whilst there has been a 

consistent rise in ISF market share over the years, SL is still dominating the total 

banking syndication as of 2019. This is potentially attributed to low product awareness 

as the conventional banking arm has not been actively marketing ISF. Besides, the 

demand for ISF remains to be largely determined by the banks’ investment preferences 

and decisions. As for corporate customers, especially those of publicly listed companies 

not classified as Shariah-compliant stock, they are indifferent about the type of 

syndicated facility proposed by the banks, as their main objective is to raise sufficient 

liquidity from the debt investors be it from conventional or Islamic sources.  

The intricacy of challenges facing the relationship bankers in originating ISF 

has therefore established an excellent laboratory for examining the perception of 

relationship bankers regarding the factors influencing banks’ decision to participate in 
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