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Abstract 

Financing activity is one of the vital parts of banking activities. Prudent lending 
provides a positive effect to the banks and the large extent portrays the prosperous 
economic condition of a country. On the contrary, imprudent financing supply 
exposes banks to multiple risks and causes deterioration to the economy. The study 
aims to examine financing activities conducted by Islamic banks in Malaysia by 
investigating the possible factors that influence their financing growth. Using Pooled 
Ordinary Least Squares (POLS) estimation, the study estimates the unbalanced 
panel data of 14 Islamic banks in Malaysia that covers nine (9) years data from 2007 
to 2015. The findings reveal capital, asset quality, earnings, liquidity and size are the 
important determinants of Islamic banks financing growth in Malaysia. Empirical 
findings also discover financing growth of Islamic banks in the country is slower 
during the financial crisis period. However, the study is unable to find a significant 
difference in the financing growth between the crisis and non-crisis period. 
Interestingly, the study can provide evidence of prudent financing disbursement 
among Islamic banks in Malaysia. The results show Islamic banks behave following 
the expected manner in deciding to disburse more financing. Hence, it is possible to 
conclude Islamic banks in Malaysia behave prudently in financing decision and thus, 
higher financing growth implies a prosperous economic condition in the country.  

Keywords - Asset quality, capital, earnings, financial crisis, financing, Islamic banks, 

liquidity 

Introduction 

The financial system is the backbone of a country. It plays an important role in 

the intermediation process. It alleviates the flow of finances between the depositors 

and the borrowers in the banking system to function smoothly. The depositors are a 

person with an excess of money meanwhile the borrowers are the person who 

obtains funds to fulfil their financial needs. On top of having money protection 

facilities, the depositors would deposit their money to the banks with the purpose of 

wealth expansion in which, to gain a return from the investment. On the other hand, 

the customers would borrow money either for their usage or for business expansion 

purposes. This suggests the importance of the banking system in smoothing the flow 

of funds from the surplus units to the deficit units via intermediaries which is, the 
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banks (Allen & Santomero, 1997). In spite of providing lending to the economy, the 

banking institutions also offer other services which include the custodial services, 

payment system services and asset transformation services. Similar to the traditional 

banks, Islamic banks act as intermediaries between deficit and surplus units. Yet, 

instead of providing borrowing and lending activities, Islamic banks accept deposits 

(using Sharia acceptable contract) from the surplus unit and provide financing to 

their customers, the deficit unit. As of other banking activities, Islamic banks do offer 

other services similar to the traditional conventional banks as long as it does not 

breach the Sharia-compliant requirements (Ghiath Shabsigh et al., 2017; Halit & 

Yaşar Uğur, 2017). 

Regardless of Islamic or conventional banks, their functions in the economy are 

vital especially in promoting the country to achieve sustainable economic growth. 

Due to this reason, it is crucial to have an efficient financial system in which, a strong 

and invigorated banking system, to assure the sound financial health of the country. 

This is because the unsound of financial health disrupt the banking industry, to a 

large extent, triggers the stagnation of country economic condition (Soedarmono & 

Sitorus, 2017). 

Among the services provided, the main crucial activity that contributes to 

banking growth is the lending activities (credit creation) for the conventional banks 

and the financing activities for the Islamic banks. Lending and financing activities are 

known as the primary sources of income in the banking business. The banks 

compete among the market participants in offering the most competitive rates (price) 

that would attract customers to obtain financing and at the same time, accumulate 

greater earnings to the banks (Meslier, Risfandy, & Tarazi, 2017). Parallel to banking 

profit-oriented objective, banks would strive for the best to have a substantial amount 

of business that is their lending or financing activities. Thus, different banks would 

have different ways and strategies in serving the lending (financing) activities in the 

economies. 

Fig. 1 presents an increasing trend of total financing of Malaysian Islamic banks 

for the past eleven (11) years (BNM, 2018). Generally, aggressive lending 

(financing) supply in the banking sector implies outperformance of economic growth. 

This is due to the booming economy that encourages business activities which 

requires more lending (financing) for expansion. Adding to the noise, The Edge 

Financial Daily (2019) reports that Malaysia banking sector is expected to grow 5 per 
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cent of total loan growth for the current year. The acceleration of the total loan 

growth portrays good evolution for financing activities from both businesses and 

retail consumers. 

Nevertheless, aggressive lending (financing) supply to the economies may also 

trigger disruption in a financial system (Khan, Scheule, & Wu, 2016; Zhang, Cai, 

Dickinson, & Kutan, 2016). This is because too much lending (financing) growth 

portrays imprudent lending (financing) supply in the economy. It causes greater non-

performing loans/financing hence the deterioration of banks’ asset quality. In a 

prolonged event, the deterioration of the banks’ asset quality induces greater credit 

risk exposure. 

Additionally, the fast-growing of lending (financing) in the economies also leads 

to banks liquidity issue. The liquidity issue arises because the banks give out more 

loans/financing, either short-term or long-term loans/financing to the economies 

relative to the number of deposits in the banks. This scenario consequently brings to 

the mismatch of banks asset and liability, thus exposing greater liquidity risk to the 

banks (Diamond & Dybvig, 1983). The banks are incapable to provide liquidity 

whenever the customers demand withdrawals. In addition to credit risk and liquidity 

risk, excessive lending (financing) activities are also related to capital risk to the 

bank. In spite of compulsory minimum capital adequacy requirement imposed by the 

regulators, banks can be more caution by having a comfortable level of capital. This 

is especially needed during the unstable economy and volatile market. The 

eagerness of lending and financing disbursement may expose the banks to greater 

capital risk. 

For the above reasons, the banks have to ensure prudent lending (financing) 

supply to avoid the spread of risks towards banking institutions and to the large 

extent jeopardizes the health of the country financial system. Prudent management 

of lending (financing) decision determines the aftereffect of loans/financing 

disbursement. A wise and viable decision on lending (financing) activities contributes 

to the prosperous economy in a country while incompetent lending (financing) 

management gives an adverse effect on the economy. Banks' decision on lending 

(financing) activities is driven by important factors. The direction that banks react in 

response to these factors determines the management of their lending (financing) 

activities.  
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Figure 1: Malaysian Islamic Banks Total Financing (RM million) 

In response to this problem, the study is concerned to investigate the possible 

factors that influence lending (financing) growth. The study is motivated to 

investigate the aforementioned aims from Islamic banking perspective as portraying 

the study gaps and contributions especially in the body of Islamic banking and 

finance kinds of literature. Henceforth, the study refers to financing activities for 

Islamic banks in Malaysia.  

Review of the Literature 

In this section, the study provides empirical literature associated with financing 

growth. The study acknowledges the discrepancy of evidence from Islamic banking 

and finance perspective, hence the study is motivated to bridge the gap of potential 

determinatives that influence financing growth of Islamic banks in Malaysia. The 

discussion includes empirical evidence from both local and international context to 

ensure the robustness of the results. Financing or lending is an act of banks 

disbursing money to customers with the expectation to be paid back according to the 

contract. Note that, irrespective of Islamic or conventional banking studies, the 

literature regards financing (instead of lending or loan for conventional banks) to 

represent both groups of the banks. 

Elekdag and Han (2015) list out rapid financing growth could be due to several 

reasons; i) intense financial state of a country, ii) improving the state of the economy, 

or iii) unreasonable credit turbulent. The authors further highlight that the rapid 

growth of financing is highly likely relates to unbalanced financial development. The 

unbalance of financial development normally induces a sudden transition that causes 
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a financial crisis. Due to this reason, the current study generally hypothesizes 

capital, asset quality, earnings, liquidity, banks size and financial crisis period have a 

significant influence on financing growth of Islamic banks in Malaysia.   

Empirical study by Košak, Li, Lončarski, and Marinč (2015) reveal capital with 

highest loss-absorbing capacity influences the financing growth positively meanwhile 

the study reveals contradicting result for the capital with lower loss-absorbing 

capacity for non-Organization for Economic Cooperation and Development (non-

OECD) and Brazil, Russia, India and China (BRIC) countries. Brei, Gambacorta, and 

von Peter (2013) and Carlson, Shan, and Warusawitharana (2013) disclose capital 

positively influences the financing growth. The former investigates the relationship 

among the G10 plus Austria, Australia and Spain while the later focus on 48 

continental states and Washington. The authors indicate greater capitalized banks 

encourage the banks to provide more financing to the customers. Knowing capital 

ratio, it plays such an important role in the banking system to cushion the banks in 

case of losses. Thus, the banks build up sufficient amount of capital to screen 

themselves from adverse shocks possibly because of financing activities (Bolton, 

Freixas, Gambacorta, & Mistrulli, 2016; Gambacorta & Shin, 2016; Sette & Gobbi, 

2015). 

Besides capital, the study considers asset quality as one of the causal factors 

for financing growth. The deterioration of banks asset is presentable in the form of 

larger non-performing financing. This indicates the customers are incapable to 

honour their obligation as per earlier agreed in the contract. Nikolaidou and Vogiazas 

(2017) emphasize that alleviation of new financing allotment to the economy is 

disrupted if the banks in Central East and South-East European (CESEE) countries 

are unable to buffer losses caused by non-performing financing. This portrays the 

positive relationship between asset quality and the financing growth of the banking 

system. The more non-performing financing created induces interruption in 

facilitating a new allocation of financing. Kim and Sohn (2017) uncover similar 

findings in which deterioration of asset quality lessens the capability of the banks to 

provide financing. The deterioration of asset quality either greater non-performing 

financing or increase in financing loss allowance subsequently alarming the banks to 

reduce financing disbursement. This is to hinder further losses that could harm the 

stability of the banks. Among others, Ibrahim and Rizvi (2018) and Roulet (2018) 

also uncover the deterioration of banks' asset quality discourages the financing 
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ability of the banks. The authors explain the greater credit risk exposure faced by the 

banks consequently dampens the capital accumulation. This is due to the pressure 

caused by credit risk vulnerability. As a result, the banks experience hardship in 

curbing illiquid assets (financing). Due to this reason, the banks tend to shrivel the 

proportion of financing disbursement to their customers.   

Furthermore, the banks have to take into account their earnings position to 

grant financing to their respective customers. Bitar, Madiès, and Taramasco (2017) 

suggest highly profitable Islamic banks especially small banks are doing well with 

their credit monitoring system. The authors remark the greater profitability portrays 

the efficiency of the banks in managing their cost. The author's further state that 

greater credit monitoring system simultaneously enhances the ability of the banks to 

give out more financing. The statement is also supported by Meriläinen (2016) which 

indicates greater profitable banks grant more financing regardless of their ownership. 

Additionally, Cull and Martínez Pería (2013) also reveal similar findings. The author's 

highlight government banks in Latin America with higher profitability provide more 

financing to the customers. However, the authors are unable to prove a significant 

relationship between profitability and growth of financing. On the other hand, 

Louhichi and Boujelbene (2017) depict earnings of the banks does not necessarily 

result in higher financing growth. The authors disclose the negative relationship 

between banks earnings towards the growth of financing. Yet, the finding is only 

pronounced to Islamic banks in Middle Eastern and Asia countries.  

Other than granting financing, the banks are also providing liquidity whenever 

the customers demand withdrawals. Therefore, these two (2) core functions of the 

banks as intermediaries have to be well managed in avoidance of jeopardizing banks 

core functions in which, particularly a cause to the unfavourable banking system. 

Thus, the current study also takes into account the bank's liquidity in measuring 

financing growth. Roulet (2018) points out the liquidity of the banks escalates the 

growth of financing. This is because the liquid banks hold more liquid assets which 

facilitate the banks to absorb sudden shocks induced by extreme withdrawals 

demand from customers. The banks that hold more liquid assets have a lower 

tendency to liquidate their assets at fire sales to meet the customer's demand 

withdrawals. Therefore, the liquid banks are capable to fund the demand withdrawal 

simultaneously raise the percentage of financing given to the customers. Likewise, 

Kupiec, Lee, and Rosenfeld (2017) opine shorten of banks liquidity level discourages 
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the ability of the banks in granting more financing. This is because the banks have 

scarce liquidity level that restrains them to offer for new financing. Brei and 

Schclarek (2013) also bring out correspondence findings to the aforementioned 

scholars. The authors remark a positive significant relationship between banks 

liquidity and financing growth. The more liquid the banks consequently enhance their 

capability in granting more financing. 

Among the aforesaid possible determinants, the study also conceives the size 

and financial crisis period to control the bank's variation and the time variation 

involved in this study. Ibrahim and Rizvi (2017) express larger banks offer less 

financing to the customers and thus experience lower financing growth. The findings 

apply to both conventional and Islamic banks. In another view, regardless of their 

different sample, Ibrahim (2016) and Louhichi and Boujelbene (2017) also reveal a 

negative relationship between banks size and financing growth. The former focuses 

on Malaysian sample while the later studies on 10 Middle Eastern and Asian 

countries. The author further stresses larger banks are highly likely to have slower 

growth of financing relative to smaller banks. This is due to the large banks are risk-

averse which less likely to invest in a riskier portfolio. 

In other empirical evidence, Kim and Sohn (2017) postulate the relationship 

between sizes of US commercial banks and financing growth is ambiguous. This is 

due to the bank size influences the financing growth either positive or negative 

relationship. The authors indicate small banks concentrate more on traditional 

financing rather than diversifying portfolio, hence generating higher financing growth. 

This proposition depicts the negative relationship between smaller banks and the 

growth of financing. In another strand, the author further explains in line to the theory 

of too-big-to-fail, larger banks are highly likely to take higher risk in which, increase 

the financing growth. The banks expect themselves to be bailed out by the 

government in the case of financial distress to prevent the possibility of a contagion 

effect, particularly in the banking system. Thus, it portrays the positive relationship 

between larger banks and growth of financing. Moreover, Meriläinen (2016) finds 

equivocal results between the size of the banks and financing growth in Western 

European banks. The author states larger commercial banks have lower growth of 

financing while both cooperative banks and private savings banks disclose 

contradicting results.   
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In spite of controlling for the variation of banks, the study also counts in the 

financial crisis period. This is to control for the time horizon. Berger and Bouwman 

(2009) unveil during the financial crisis period the banks tend to reduce the financing 

activities, thus leading to lower financing growth. The authors indicate banks lessen 

the financing activities because of the doubtful feeling towards the customers. The 

banks are afraid of not being paid back by the customers during the financial crisis 

period. Due to this reason, the banks shrink the financing disburse in dodging the 

higher number of defaulters. As a result, during the financial crisis period, the banks 

have a higher tendency to have lower growth of financing. Furthermore, Meriläinen 

(2016) disclose the financing growth of privately owned savings banks in Western 

European was reduced during the financial crisis period. The author explains the de-

escalation is due to the negative shocks caused by the crisis. Louhichi and 

Boujelbene (2017) emphasize larger Islamic banks are often unwilling to take the 

higher risk during the financial crisis period. The author points out that Islamic banks 

tend to face greater exposure as they grow in size especially with regards to the 

management of risk, investment decisions and Sharia compliance. The great 

exposure deterrent the financing activities of Islamic banks, thus degenerating the 

growth of financing.  Looking from a different view, Ibrahim and Rizvi (2017) uses 13 

Islamic banks dataset comprises of Bangladesh, Bahrain, Egypt, Indonesia, Jordan, 

Kuwait, Malaysia, Pakistan, Qatar, Saudi Arabia, Tunisia, Turkey and the United 

Arab Emirates uncover during the financial crisis Islamic banks have higher financing 

growth as compared to conventional peers. However, the authors are unable to 

verify the causes that lead to the higher financing growth of Islamic banks. 

The literature sums up there are similarities in regards to factors that could 

influence financing activities in both local and international banking environment. 

However, the study focus on financing determinants for Islamic banks in Malaysia. 

Based on the previous literature, the study develops the following hypotheses, which 

demonstrate foreshadow of potential nexus between the banks’ capital, asset quality, 

earnings, liquidity, size and financial crisis towards the financing growth of Islamic 

banks in Malaysia. 

H1A Capital significantly affects Malaysian Islamic bank financing growth 

H2A Asset quality significantly affects Malaysian Islamic bank financing growth 

H3A Earnings significantly affects Malaysian Islamic bank financing growth 
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H4A Liquidity significantly affects Malaysian Islamic bank financing growth 

H5A Size significantly affects Malaysian Islamic bank financing growth 

H6A There is significant different of Malaysian Islamic bank financing growth 

between crisis and non-crisis period 

Data Description and Methodology 

The study focuses on Islamic banking institutions in Malaysia that comprise the 

full-fledged Islamic banks and the Islamic bank subsidiaries. Henceforth is discerning 

as Islamic banks for both. The sample is taken from 14 Islamic banks that make up 

104 observations, covering 9-year data from 2007 to 2015. The study considers the 

availability of the data in deciding the study period. The reason behind for the years 

span is the lack of Islamic banks data availability especially before 2007. The Islamic 

banking sector in the country starts to emerge starting 2006 onwards presentably the 

establishment of more Islamic bank subsidiaries. All data was obtained from the 

Bankscope database by Bureau van Dijk. The study aims to examine the 

determinants of financing growth, thus the dependent variable in the study is 

financing growth for Islamic banks. The study believes, there are numbers of the 

independent variable that must be taken into consideration when banks need to 

make a decision on their financing activities. The model developed based on the 

following independent variables; i) capital, ii) asset quality, iii) earnings, and iv) 

liquidity. The study includes the size and financial crisis period as control variables in 

the model. Table 1 provides a list of variables with their proxy and measurement. 
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Table 1: List of Variables and Proxies 

Notation Proxy Measurement 

Dependent Variable 

Financing Growth FG Financing growth relative to previous year 

financing (%) 

Independent 

Variables 

Capital CAP Equity to net financing (%) 

Asset quality AQ Financing loss provision to net operating 

revenue (%) 

Earnings EARN Net income to average total assets (%) 

Liquidity LIQ Liquid assets to total deposits and short 

term funding (%) 

Control Variables 

Size  SIZE Total Assets (USD million) 

Financial crisis FC 1 for the financial crisis, and 0 otherwise 

The study employs the Pooled Ordinary Least Squares (POLS) method for 

unbalanced panel data. Adequate panel data testing of F-Chow test, BPLM test and 

Hausman test were included to determine the best estimator for the model. The 

following equation exhibits the POLS equation for the model. 

𝐹𝐺𝑖𝑡 =  𝛽0 +  𝛽1𝐶𝐴𝑃𝑖𝑡 +  𝛽2𝐴𝑄𝑖𝑡 +  𝛽3𝐸𝐴𝑅𝑁𝑖𝑡 +  𝛽4𝐿𝐼𝑄𝑖𝑡 +  𝛽5𝑆𝐼𝑍𝐸𝑖𝑡 +  𝛽6𝐹𝐶𝑖𝑡 +

 𝑒𝑖𝑡 (1) 

The study also conducts relevant diagnostic tests to identify and rectify issues 

that could affect the results. It includes the heteroscedasticity test, multicollinearity 

test, stationary test and serial correlation test. The study utilizes a STATA statistical 

package for all testing and estimation. 

Empirical Findings and Discussion 

The study employs POLS about insignificant results of the following panel data 

testing. Hausman test suggests the Fixed Effect Model (FEM) is more adequate than 

the Random Effect Model (REM). However, insignificant of BPLM test, and F-Chow 

test indicates POLS is the best estimator for the model. Table 2 displays the results 

of the panel data testing. The diagnostic tests identify there is no multicollinearity, 

serial correlation and stationary issues. However, the testing identifies 

heteroscedasticity issue in the panel data. 
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Table 2: Panel Data Yesting 

Note: * is significant at 10% level 

Table 3 reports the POLS estimation of the financing growth model. The model 

is found to be the best fit with significant F-statistic while 44.04% of the variance of 

loan growth can be explained by the model. The study identifies all variables are 

positive and statistically significant to the Islamic bank financing growth except the 

financial crisis. Capital, asset quality and earnings are statistically significant at 1% 

level while liquidity and size are significant at 5% level and 10% level respectively. 

The finding reveals capital positively influences Islamic banks' financing growth 

in Malaysia. Islamic banks with higher capital are bound to have greater financing 

growth due to their capability to disburse new financing. The findings are supported 

by a previous study (Košak et al., 2015). Oppositely, Islamic banks with lower capital 

may have constraints to create new financing to their customers, hence lowering the 

financing growth. The study rejects the null hypothesis and declares that capital is 

one of the important determinants of Islamic banks financing growth in Malaysia. It is 

worth to scrutinize when there is a negative relationship between capital and 

financing growth in banking. In this case, banks disburse higher financing although 

their current capital level is low. This relationship discovers the banks are providing 

financing with the tolerance of capital risk exposure. The finding deviates the 

possibility of unmanageable financing activities among Islamic banks in Malaysia as 

the financing is established on the satisfying capital requirement. Hence, higher 

financing growth is highly driven on the level of Islamic banks capital capabilities. As 

such, it can be concluded, higher financing growth signals a positive environment in 

the banking system and the economy.   

F-Chow Test BPLM Test Hausman Test Appropriate Model 

F = 0.15 chibar2 = 0.00 chibar2 = 11.15* POLS 
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Table 3: Pooled Ordinary Least Squares Estimation 

Coefficient t-value 

Capital  1.16 *** 3.78 

Asset quality 0.83 *** 7.12 

Earnings 

29.0

6 *** 3.74 

Liquidity 0.56 ** 2.06 

Size 0.89 * 1.88 

Financial crisis 

-

10.24 -1.12 

_cons 

-

49.03 *** -4.28 

F-statistic 

14.5

1 *** 

R-squared 

0.47

30 

Adjusted R-

squared 

0.44

04 

Observations 104 

Note: *** is significant at 1% level, 

 ** is significant at 5% level, and 

* is significant at 10% level.

Asset quality is associated with credit risk. Disbursement of financing given low 

asset quality implicates high exposure to credit risk. During the booming economy, it 

is expected that financing growth increases with greater asset quality and reduces 

when the market conduces poor asset quality. The positive relationship between 

asset quality and financing growth reveal in the estimation provides evidence of 

prudent assessment of credit quality by Islamic banks in Malaysia with regards to 

financing disbursement. Even though aggressive financing could lead to greater 

credit risk exposure, the finding unveils the Islamic banks in the country have 

substantive financing growth with a condition of good asset quality and manageable 

credit risk exposure. The immense growth of Islamic banks financing activities 

indicates healthy business and economic activities as the financing disburse is 

principally centre upon quality assets. The relationship between asset quality and 

financing growth is found to be statistically significant. The results are found to be 

similar to prior literature (Ibrahim & Rizvi, 2017; Kim & Sohn, 2017; Roulet, 2018). 
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Earnings and Islamic bank financing growth are significant and positively 

related. The relationship is similar to Bitar et al. (2017) in their previous literature. 

This implies Islamic banks with greater returns can offer greater financing, thus 

obtaining higher growth. The findings discover Islamic banks financing growth in 

Malaysia is significantly influenced by the current earning that translate the capability 

of the banks to fulfil customer financing demand.   

The empirical results identify earning as the main influence of financing growth 

of Islamic banks in Malaysia. The result suggests Islamic banks in the country 

promote healthy financing activities, which generate new financing based on the 

current earnings and not solely depending on the depositors. Additionally, a positive 

association between earnings and financing growth implies efficient financing 

activities as it increases when earning increases. Unlike the opposite relationship, 

banks are noted as inefficient in their financing activities when the banks offer lower 

financing although the earning is substantial. 

Liquidity is another common issue in banking where the asset-liability mismatch 

occurs due to the trade-off between liquidity and financing activities. The inverse 

relationship between liquidity and financing growth indicates banks are exposed to 

great liquidity risk when they offer a higher amount of financing although their 

liquidity level is low. Therefore, banks with restrained capital level have to sacrifice 

their liquidity to disburse more financing. From another perspective, these banks 

may need to forgo new financing activities to maintain ample liquidity level. The 

finding discloses Islamic banks in Malaysia disburse more financing provided the 

liquidity level is high and sufficient but offer less financing when it can jeopardize the 

bank's liquidity. The relationship is positive and statistically significant at 5% level. 

The result is consistent with a previous study, Kupiec et al. (2017). It is warrant 

reasoning out higher financing growth among Malaysian Islamic banks does not 

create greater exposure to liquidity risk, postulated positive relationship between the 

two. 

It is anticipated, banks with a larger size to have more capabilities to offer 

greater financing, hence higher financing growth (e.g Meriläinen, 2016). Size and 

financing growth is positively related and significant at the 10% level. Smaller Islamic 

banks in Malaysia commonly have lesser financing growth due to their financial 

constraints. Additionally, consistent with the too big to fail theory, large banks have a 

greater tendency to take higher risk, thus disbursing higher financing growth (Kim & 
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Sohn, 2017). The study also reveals financing growth is lower during the financial 

crisis period relative to the non-crisis period. Nevertheless, the study fails to reject 

the null hypothesis, hence it cannot find if there is evidence of significant differences 

between the two periods in the sense of financing growth.  

Conclusion 

The main aim of this study is to find the determinants of financing growth of 

Islamic banks in Malaysia. The rationale of the study is to examine how do Islamic 

banks in the country decide on their financing activities and growth. Imprudent 

financing activities are highly likely causing harm to the bank itself as well as to the 

financial system and the country as a whole. The ways Islamic banks determine their 

financing growth indicate that their financing activities are either healthy and properly 

managed or vice-versa. 

Empirical results key out five (5) determinants that significantly influence 

Islamic banks financing growth in Malaysia. Capital, asset quality, earnings, liquidity 

and size positively and significantly influence Islamic banks financing activities. It is 

to conclude, Islamic banks in Malaysia determine their financing activities based on 

their current capabilities and the creditworthiness of the customers. The results also 

suggest, soaring financing growth connotes eminent economic growth as Islamic 

banks are capable to provide quality financing without being exposed to great credit 

risk, liquidity risk and capital risk. At the same time during an outstanding economy, 

the Islamic banks can be more efficient in providing financing. Based on the 

empirical results, the study believes, higher financing growth by Malaysian Islamic 

banks portrays a prosperous economy for the country. 
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