
UNIT 1  BACKGROUND OF BANKING INDUSTRY IN MALAYSIA72

INTRODUCTION
The development of Islamic banking in Malaysia is often related to the revival of 
Islam and the aspiration of Muslims to live all aspects of their lives, including that 
related to banking activities, in accordance with the teachings of Islam. According 
to the International Association of Islamic Banks, basically an Islamic bank is one 
that implements new banking concepts based on Syariah rules in finance as well 
as other businesses. The functions of Islamic banks should reflect Islamic 
principles in real life.  

The concept of Islamic banking is different from that of conventional banking. 
From IslamÊs point of view, conventional banking means a banking system with 
interest element. Islamic banking is a sub-system of Islamic economies and is 
considered to have the capability to overcome the weaknesses of the Capitalist 
system and Marxist system. 

CChhaapptteerr 44 Islamic
Banking

At the end of this chapter, you should be able to: 
1. explain the history of the development of Islamic banking in Malaysia; 
2. explain the concept of dual banking; 
3. differentiate Islamic banking from conventional banking; and 
4. compare the similarities and differences between Al-Mudharabah 

products and Al-Musyarakah products. 

OBJECTIVES
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Capitalist system gives the individual freedom to conduct businesses, own capital, 
and own the means of production. Conversely, in Marxist system, the means of 
production are controlled by the country so that all the benefits of joint effort are 
enjoyed by society in a just and equitable manner. The Islamic economic system 
also acknowledges individualsÊ rights to own their respective yields. Besides, the 
Islamic economic system emphasises on the necessity to cooperate and protect the 
less capable members of the society. 

4.1 HISTORY OF THE DEVELOPMENT OF 
ISLAMIC BANKING 

Islamic banking activities in Malaysia began as a result of the pressure from 
Muslims to conduct their living, including banking activities, in accordance with 
the Islamic principles. In September 1963, Perbadanan Wang Simpanan Bakal-
Bakal Haji (PWSBH) was set up as a savings institution for muslims. PWSBH 
symbolises the infancy stage of Islamic banking in Malaysia. In 1969, PWSBH 
merged with Pejabat Urusan Haji to form Lembaga Urusan dan Tabung Haji 
(presently known as Lembaga Tabung Haji). 

The pressure mounted when the Islamic Development Bank of Jeddah and Islamic 
Bank of Dubai were established in 1974 and 1975 respectively. On 30th June 1980, 
the National Steering Committee on Islamic Banking was set up. The committee 
submitted its report to the government on 5th July and the Islamic Banking Act 
was enacted at the end of 1982. The Islamic Banking Act, 1983 came into effect on 
7th April 1983. The Act provides Bank Negara Malaysia (BNM) with powers to 
supervise and regulate Islamic banks. 

In addition, the Government Investments Act, 1983 was enacted to confer power 
to the government of Malaysia to issue Government Investment Certificates 
specially for investment management and liquidity management of Islamic Banks. 
GICs are government bonds issued in accordance with Islamic principles. 
Malaysia is believed to be the first country in the world to issue Islamic 
government bonds. 

On 1st July 1983, the first Islamic Bank, i.e. Bank Islam Malaysia Berhad (BIMB) 
was incorporated. On 4th March 1993, BNM introduced a scheme known as "Skim 
Perbankan Tanpa Faedah" (Interest-free Banking Scheme) or SPTF. Through this 
scheme, financial institutions in Malaysia can implement the Islamic banking 
system on a parallel basis with the conventional banking system. This concept is 
known as dual concept (will be discussed in the subsequent sections). On 4th 
January 1994, the Islamic inter-bank money market was introduced. 
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BNM established the National Syariah Advisory Council on Islamic Banking and 
Takaful (NSAC) on 1st May 1997 to provide advisory service to BNM on the 
aspects of Syariah in the operation of institutions offering Islamic banking. On 1st 
October 1999, a second Islamic bank, namely Bank Muamalat was established. 

4.2 DEFINITION OF ISLAMIC BANKING 

Islamic banking is banking activities conducted based on the Syariah principles 
known as Fiqh Al-Muamalat (Islamic rules for business transaction). Islamic 
banking does not allow payment or receipt of interest but encourages profit 
sharing. Institutions offering Islamic banking must separate the funds and 
activities related to Islamic banking from those for conventional banking. 

Under Islamic Banking Act, 1983, Islamic Bank is defined as  

The same Act provides definition for Islamic Banking too. 

Âa company which carries out Islamic banking business and holds a valid 
licenceÊ

Islamic banking business means banking business with aims and operations 
that do not involve any element which is not approved in Islam. 

        
Create a time chart to mark the development of Islamic banking, including 
the main events that contributed to the development. 

Based on the development history, how do you predict Islamic banking to be 
in the next 5 or 10 years? 

YOUR IDEA 

        
We often hear about Islamic Banking. Do you know the meaning of Islamic 
Banking?

THINK
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All banks offering Islamic banking services must display the Islamic banking logo 
as shown in Figure 4.1. 

Figure 4.1: A logo of Islamic Banking 

4.2.1 Dual Banking Concept 
The long-term objective of BNM is to create an Islamic banking system operating 
on a parallel basis with the conventional banking system. This is called dual 
banking system. To achieve the long-term objective for Islamic banking, BNM has 
formulated three strategies namely: 

(a) to have a large number of participants; 
(b) to have a broad variety of instruments; and 
(c) to have an Islamic inter-bank money market. 

(a) TTo Have a Large Number of Participants
 To increase the number of financial institutions offering Islamic banking 

services, BNM had three options: 

(i) seting up new Islamic banks; 

(ii) allowing existing financial institutions to offer Islamic banking 
 services; or 

(iii) allowing the existing financial institutions to offer Islamic banking 
services using their existing infrastructure and branches.  

 Setting up new Islamic banks would requirement huge amount of 
investment and many skilled staff immediately. If financial institutions were 
allowed to offer Islamic banking services without depending on their 
existing resources, that would also require huge amount of investment in 
terms of procuring skilled manpower and opening new branches. As 
estimated by the banking industry, a cost of RM500,000 would be required 
to open a new branch. In view of the cost and human resource factors, BNM 
decided to allow the existing financial institutions to offer Islamic banking 
services using their existing infrastructure and branches. 
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The third option was executed with the establishment of Interest free 
Branching Scheme (SPTF) on 4th March 1993 through the pilot project 
involving Malayan Banking Berhad (MBB), Bank Bumiputra Malaysia 
(BBMB) and United Malayan Banking Corporation (UMBC). All commercial 
banks, finance companies and merchant banks are qualified to participate in 
SPTF.

 The second phase of the SPTF project, which involved 10 other financial 
institutions, was launched on 21st August 1993. At the end of 1997, there 
were 24 commercial banks, 22 finance companies and 5 merchant banks 
taking part in SPTF. SPTF has been renamed as Skim Perbankan Islam (SPI) 
or Islamic Banking Scheme to reflect the suitable status and prestige of 
Islamic banking in Malaysia. 

 There were 36 financial institutions offering Islamic banking services by May 
2003. Table 4.1 lists the financial institutions concerned.  

Table 4.1: Financial Institutions Offering Islamic Banking Services

No. Name of Institution Type of Institution 
1. Bank Islam Malaysia Berhad  Islamic bank 
2. Bank Muamalat Malaysia Berhad Islamic Bank 
3. Affin Bank Berhad  Commercial bank 
4. Alliance Bank Berhad Commercial bank 
5. AmBank Berhad Commercial bank 
6. Citibank Berhad  Commercial bank 
7. EON Bank Berhad  Commercial bank 
8. Hong Leong Bank Berhad  Commercial bank 
9. HSBC Bank (M) Berhad  Commercial bank 
10. Malayan Banking Berhad  Commercial bank 
11. OCBC Bank (Malaysia) Berhad  Commercial bank 
12. Public Bank Berhad  Commercial bank 
13. RHB Bank Berhad  Commercial bank 
14. Southern Bank Berhad  Commercial bank 
15. Standard Chartered Bank Malaysia Berhad  Commercial bank 
16. AFFIN-ACF Finance Berhad Finance company 
17. AmFinance Berhad Finance company 
18. EON Finance Berhad Finance company 
19. Hong Leong Finance Berhad Finance company 
20. Kewangan Bersatu Berhad Finance company 
21. Mayban Finance Berhad Finance company 



CHAPTER 4  ISLAMIC BANKING  77

22. Public Finance Berhad Finance company 
23. RHB Delta Finance Berhad Finance company 
24. Southern Finance Berhad Finance company 
25. AFFIN Merchant Bank Berhad  Merchant bank 
26. Alliance Merchant Bank Berhad  Merchant bank 
27. AmMerchant Bank Berhad  Merchant bank 
28. Aseambankers Malaysia Berhad Merchant bank 
29. Malaysian International Merchant Bank Berhad Merchant bank 
30. Abrar Discounts Berhad  Discount house 
31. AFFIN Discount Berhad Discount house 
32. Amanah Short Deposits Berhad  Discount house 
33. CIMB Discount House Berhad Discount house 
34. KAF Discounts Berhad  Discount house 
35. Malaysia Discount Berhad  Discount house 
36. Mayban Discount Berhad  Discount house 

Source: BNM Web Site (http://www.bnm.gov.my) (May, 2003) 

(b) TTo Have a Broad Variety of Instruments
 During the 10 years (1983  1993) prior to the establishment of SPTF, many 

Islamic financial instruments were introduced through Bank Islam Malaysia 
Berhad (BIMB). 21 Islamic banking products were introduced in 1993. We 
will discuss the Islamic Banking products in Section 4.5. 

(c)  To Have an Islamic Inter-bank Money Market
 Islamic inter-bank money market was launched on 3rd January, 1994 as an 

intermediary between financial instruments and financial institutions. This 
market consists of three components: 

(i) Inter-bank trading of Islamic financial instruments; 
(ii) Islamic inter-bank investments; and 
(iii) Islamic inter-bank cheque clearing system. 

 Malaysia is the first country in the world to set up Islamic money market. 
Besides, Malaysia is also the first country in the world to implement dual 
banking system and a complete Islamic banking system. This achievement is 
attributed to BNMÊs success in executing all three strategies for Islamic 
banking.
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4.3 THE DIFFERENCES BETWEEN 
CONVENTIONAL BANKING AND ISLAMIC 
BANKING

We can differentiate Islamic banking from conventional banking by using the 
following criteria: 

(a) Basis of operation 
(b) Basis of earnings 
(c) Certainty on returns 
(d) Relationship between bank and customers 
(e) Objectives

(a) BBasis of Operation 
 Conventional banking is based on interest or riba, which is prohibited by 

Islam. Riba is an addition to or an excess of the original capital. Three main 
elements in riba related transactions are: 

(i) Riba is an addition to or excess of the original capital or (loan) 
principal. 

        
Based on your understanding of Islamic banking concept and your 
experience in dealing with banks offering conventional banking and Islamic 
banking service, what differentiates conventional banking from Islamic 
banking?

THINK

        
Most commercial banks in Malaysia offer Islamic banking besides 
conventional banking. How do these banks carry out two banking systems 
simultaneously and how does BNM help them implement the dual system? 

You can obtain additional information on the implementation of dual banking 
on BNM’s web site at http://www.bnm.gov.my

YOUR IDEA 
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(ii) Riba is predetermined based on the tenure. Riba is considered pre-
determined because the interest rate and the payment are fixed before 
any business takes place. This means the banksÊ income can be 
determined before any banking business is conducted. This is contrary 
to Islamic banking which predetermines sharing ratio only. Income is 
only determined after the banking business is conducted. 

(iii) Riba is a condition of the transaction. 
 As stated in verse 175, Surah Al-Baqarah in the Al-Quran, an addition 

to the capital is legitimate if it is resulted from a business transaction 
based on Syariah principles; an addition to the capital is illegitimate if 
it is attributed to interest. The operation of Islamic banking is based on 
just and equitable concept. 

(b) BBasis of Earnings 
 Earnings in conventional banking means the difference between interest 

received and interest paid. In Islamic banking, earnings are derived from the 
profits of the projects undertaken by customers.

(c) CCertainty on Returns 
 Interest rates in conventional banking are determined based on floating 

interest rates, which take into account of interest rate fluctuations. The 
returns in Islamic banking are not certain because only the profit/loss 
sharing ratio is predetermined. This means that in conventional banking, a 
customer will have to pay the interest even though his business suffers from 
losses. In Islamic banking, the provider of capital and the customer share the 
losses based on the profit/loss sharing ratio pre-agreed upon. 

(d) RRelationship between Bank and Customer
 In conventional banking, banks are the creditors while the borrowers are the 

debtors. In Islamic banking, a partner-buyer-seller relationship exists 
between the two parties. 

The important aspect of this relationship is the balance of power between 
the two parties. In conventional banking, banks are the dominant party in 
the relationship and therefore they can dictate any terms and conditions as 
they wish. Many lawyers have the opinion that loan agreements are indeed 
biased towards the banks. In Islamic banking, customers and banks have 
equal opportunity to specify the terms and conditions or to change the terms 
and conditions based on their respective needs. 
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(e) OObjectives 
 The conventional banking emphasises on profits only, but Islamic banking 

emphasises on profits as well as social welfare. Although conventional 
banking practises corporate social responsibility, the practice is more for the 
image of the banks. Islamic banking emphasises on the society as it is part of 
Syariah requirements which form the basis of Islamic banking. 

4.4 ISLAMIC PRINCIPLES IN ISLAMIC BANKING 
Islamic banking is implemented based on Syariah principles. There are various 
Syariah principles used in the diverse range of Islamic banking products. The 
principles concerned are: 

(a) Al-Wadiah principle (savings) 
(b) Al-Mudharabah principle (profit sharing) 
(c) Al-Musyarakah principle (joint venture) 
(d) Al-Murabahah principle (cost plus) 
(e) Al-BaiÊBithaman Ajil principle (deferred payment sale or instalment 

payment sale) 
(f) Al-Ijarah principle (leasing/renting) 
(g) Al-Takjiri principle (leasing/renting that ends with ownership) 
(h) Al-Kafalah principle (guarantee) 
(i) Qard al Hasan principle (benevolent loan) 
(j) Al-Ujr (fee) 

(a) AAl-Wadiah Principle (Savings) 
Al-Wadiah is a contract between the owner and the custodian of the goods. 
The custodian has the responsibility to prevent the goods from theft, loss or 
damage.

Al-Wadiah current deposit and Al-Wadiah savings deposit are Islamic 
banking products that follow the Al-Wadiah concept. Banks are given the 
trust by the depositors to keep the deposits properly and safely. 
Depositors/customers have the right to withdraw their deposits at any time 
and the banks must be prepared to return the deposits when demanded. 

It is at the banksÊ discretion to pay dividend on any deposit. The depositors 
do not require any other reward from the bank as they receive the benefit 
from the bank in terms of deposit safekeeping service. Nevertheless, banks 
usually pay dividends as a result of intense competition in the banking 
world these days. 
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 What benefit does a bank get for safekeeping its customersÊ deposits? 
Customers allow the bank to use their deposits, and that represents trust 
from the customers. Therefore, banks have the responsibility to invest the 
deposits wisely.

(b) AAl-Mudharabah Principle (Profit Sharing) 
 Al-Mudharabah involves a contract between two parties, i.e. a capital owner 

and an entrepreneur. The capital owner provides a sum of money to enable 
the entrepreneur to carry out business projects. Profits from the project are 
to be shared based on pre-agreed profit sharing ratio. 

In the context of Islamic banking, a depositor (capital owner) deposits a sum 
of deposits with the bank (entrepreneur) with an objective to share the 
profits derived from investing the fund. Profits are shared based on pre-
agreed ratio. 

Islamic banking products based on Al-Mudharabah principles are: 

(i) Al-Mudharabah general investment account (GIA); 
(ii) Al-Mudharabah special investment account (SIA); and 
(iii) Al-Mudharabah project finance. 

(i) AAl-Mudharabah General Investment Account (GIA) 
 Al-Mudharabah general investment account (GIA) depositors may 

receive returns on their deposits which are used or invested by the 
banks. The returns are in the form of profit sharing based on pre-
agreed ratio. 

 For example, sharing ratio of 70%:30% means the depositor is entitled 
to 70% of the profits, and the bank 30%. All GIA depositors are entitled 
to one standard rate of return as all GIA deposits are pooled together 
and invested by the bank at its discretion.

 Investment losses are borne by all the depositors. This does not mean 
that the bank does not have to bear any of the losses. Losses incurred 
are recorded in the bankÊs books and accounts and this certainly 
tarnishes the bankÊs integrity and trust worthiness, not to mention the 
negative consequences to the share price of the bank, if its shares are 
listed on the stock exchange. 

(ii) AAl-Mudharabah Special Investment Account (SIA)
  Like general investment accounts (GIA), special investment accounts 

(SIA) are also for savings or fixed deposits. However, there are 
differences between the two types of accounts in some aspects. 
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Most SIA depositors are institutional investors while GIA depositors are 
retail customers. This may be due to the much higher minimum 
investment amounts required for SIA compared to GIA. 

SIA depositors are allowed to decide which or what projects that they 
want their funds to be invested in, while GIA depositors give the banks 
absolute discretion in investment decisions. This happens because SIA 
deposits are not placed into a common pool like in the case of GIA 
deposits.

Unlike GIA deposits which provide a standard rate of return for all 
depositors, the rates of return on SIA deposits differ from one depositor 
to another. This is because SIA depositors decide individually on the 
investment projects they wish to take part in.   

SIA depositors are allowed to negotiate on the profit sharing ratio. This 
is not the case for GIA depositors. However, just like GIA depositors, 
SIA depositors have to bear any losses incurred. 

 In conventional banking, the equivalence of GIA and SIA is fixed deposit 
account. The difference between conventional fixed deposit and 
GIA/SIA is basically the difference between conventional banking and 
Islamic banking. 

(iii) AAl-Mudharabah Project Finance
 Project finance is a frequently used banking product by entrepreneurs to 

finance their projects. Al-Mudharabah project finance is similar to Al-
Mudharabah investment account, except for one difference  in Al-
Mudharabah project finance, the bank is the capital provider and the 
entrepreneur is the bankÊs customer.

 In Al-Mudharabah project finance, profits from the project are shared 
based on pre-agreed profit sharing ratio, while the losses are borne by 
the bank. However, this does not mean the customer does not bear any 
losses. Indeed the losses are reflected in the customerÊs books and 
accounts and this can jeopardise the customerÊs integrity as an 
entrepreneur.

 The equivalence of this product in conventional banking is term loan or 
industrial loan. Again, the difference between conventional bank loan 
and Al-Mudharabah project finance is basically the difference between 
conventional banking and Islamic banking. 
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(c) AAl-Musyarakah Principle (Joint Venture) 
 Al-Musyarakah principle refers to a joint venture for a specific business. 

Both the lender and borrower finance the business jointly, and the lender 
participates in the management activities. The profit sharing ratio does not 
necessarily follow the equity participation ratio. However, in the event of 
losses, both parties will share the losses on the basis of their equity 
participation.  

Al-Musyarakah project finance and Al-Musyarakah trade finance are 
banking products based on Al-Musyarakah principle. 

(i) AAl-Musyarakah Project Finance 
 In Al-Musyarakah project finance, the bank and the entrepreneur (bankÊs 

customer) contribute capital towards the cost of a specific project. 
 Both parties have the right to participate in the management of the 

project. However, such rights can be waived. Profits from the project are 
shared by both parties based on pre-agreed ratio, but not necessarily 
based on equity participation. Nevertheless, losses from the project are 
shared based on equity participation. 

 The equivalence of Al-Musyarakah project finance in conventional 
banking is term loan or industrial loan. 

(ii) AAl-Musyarakah Trade Finance 
In conventional banking, a bank customer importing goods from 
overseas may use Letter of Credit (L/C) facility to finance the imports. 
In Islamic banking, a customer may use Al-Musyarakah trade financing 
product. Through Al-Musyarakah trade finance, the bank and the 
customer tie a partnership to import goods. The bank issues a Letter of 
Credit to pay for the imports, while the customer deposits a sum of 
money with the bank based on his share of the cost of imports. After the 
goods are sold by the customer, profits earned will be shared between 
the bank and the customer.  

The significant difference between Al-Musyarakah project finance and 
Al-Mudharabah project finance is in the capital contribution. In the 
former, both parties contribute the required capital while in the latter, 
the required capital is contributed by one party only. The obvious 
similarity between the two financing methods is in the sharing of profits 
and losses. 



UNIT 1  BACKGROUND OF BANKING INDUSTRY IN MALAYSIA84

P L/C facility offered by conventional banking is almost the same as Al-
Musyarakah trade finance product offered by Islamic banking. Visit 
BNM web site http://www.bnm.gov.my as well as the web sites of banks 
offering Islamic banking and conventional banking, and identify the 
differences between the two systems. 

(You can access the web sites of other banks through the hyperlinks at 
BNM web site.) 

(d) AAl-Murabahah Principle (Cost Plus)
 Al-Murabahah principle involves the sale of goods at a price calculated as 

follow:

The lender buys goods desired by the customer and then sells the goods to 
the customer at a higher price, after taking into account the cost of the goods 
and profit margin. The terms and conditions must be mutually agreed by 
both parties. 

Loans involving sale and purchase agreement and Al-Murabahah trade 
finance are Islamic banking products based on Al-Murabahah principle. 

Al-Musyarakah trade finance requires the importer to contribute a sum of 
capital to finance the imports, but Al-Murabahah trade finance does not 
impose the same requirement. Therefore, Al-Murabahah finance does not 
involve profit sharing on the sale of goods. The importer is merely required 
to repay the Letter of Credit amount plus commission on the maturity date. 

(e) AAl-BaiÊBithaman Ajil (Deferred Payment Sale or Instalment Payment Sale) 
 Al-BaiÊBithaman Ajil (BBA) principle is a fragment of Al-Murabahah 

principle. BBA refers to the sale of goods on a deferred payment or 
instalment payment basis, compared to Al-Murabahah which requires full 
payment at once. In BBA, the tenure and method of payment must be 
mutually agreed by both parties. 

SELLING PRICE = COST OF GOODS + PROFIT MARGIN 
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Islamic banking products based on BBA concept are: 

(i) BBA asset financing; 
(ii) BBA hire-purchase; and 
(iii) BBA share financing. 

 Islamic banking customers may purchase their houses or any other fixed 
assets through BBA financing. In BBA financing, the bank purchases the 
asset desired by the customer and resells the same to the customer. In 
return, the customer pays the bank the pre-agreed instalment payments. 

 Consumer goods such as electrical appliances, business equipments and 
vehicles can also be purchased through BBA. After the customer decides on 
the desired goods, the bank buys and resells the goods to the customer. The 
customer then pays the bank by instalment payments, whether on a monthly 
basis, quarterly basis, half-yearly basis or yearly basis. 

(f) AAl-Ijarah Principle (Leasing/Renting)
 Based on the Al-Ijarah principle, the bank buys the asset chosen by the 

customer. The bank then leases the asset to the customer, and the customer 
will pay lease rental to the bank by instalment payments based on mutually 
agreed terms and conditions.

 Al-Ijarah principle is similar to BBA hire-purchase in terms of repayment by 
instalments, but they differ in terms of asset ownership. Conventional 
banking product equivalent to Al-Ijarah leasing is the ordinary leasing 
product used to finance purchases of fixed assets. 

(g) AAl-Takjiri Principle (Leasing/Renting that Ends with Ownership) 
 Al-Takjiri principle is a fragment of Al-Ijarah principle. Lease contract under 

Al-Takjiri gives the customer the option to own the asset at the end of the 
lease tenure, and the rentals or lease payments already settled by the 
customer are taken into consideration in determining the selling price. 

 Al-Takjiri principle is similar to BBA hire-purchase contract, except that 
asset ownership is automatically transferred under BBA hire-purchase. In 
conventional leasing, the ownership of the asset usually remains with the 
lessor at the end of the lease. Nevertheless, there are ordinary leases which 
give the lessees an opportunity to own the asset concerned through option 
to purchase. 
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(h) AAl-Kafalah Principle (Guarantee)
 Al-Kafalah principle involves guarantee by a bank to bear the liability of its 

customer. Al-Kafalah bank guarantee is similar to bank guarantee in 
conventional banking. For example, an entrepreneur planning to operate a 
petrol station may be required to obtain bank guarantee from his bank. To 
enjoy such a facility, the customer must place a deposit as collateral. 
Ordinary bank guarantee is this productÊs equivalence in conventional 
banking.

(i) QQard al Hasan Principle (Benevolent Loan) 
 Based on this principle, the borrower is only required to repay the principal 

amount borrowed. Nevertheless, he may pay an extra amount at his 
absolute discretion as a token of appreciation. For example, Malaysia 
Investment Certificate (MIC) is a benevolent loan to the government of 
Malaysia. MIC holders do not expect any returns because dividends are paid 
at the governmentÊs absolute discretion. 

(j) AAl-Ujr (Fee) 
 Al-Ujr refers to commissions or fees charged for services.  

Test your comprehension level by answering the questions below:  

4.5 ISLAMIC BANKING PRODUCTS AND 
SERVICES

Products and services offered by Islamic banking are based on Syariah principles 
discussed earlier. There are five different categories of Islamic banking products 
and services: 

(a) Savings or deposits 
(b) Retail finance services 
(c) Credit card services 

       
1. Discuss the similarities and differences between Al-Mudharabah trade 

finance and Al-Musyarakah trade finance. 

2. Discuss the similarities and differences between Al-Murabahah Letter of 
Credit and Al-Musyarakah Letter of Credit. 

Exercise 4.1
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(d) Trade finance 
(e) Banking services 

(a) Savings or Deposits

Product/Service Syariah Principle 

Savings account-i Wadiah (savings) 
Mudharabah (profit sharing) 

Current account-i Wadiah (savings) 
Mudharabah (profit sharing) 

General investment account-i Mudharabah (profit sharing) 

Special investment account-i Mudharabah (profit sharing) 

Specific investment account-i Mudharabah (profit sharing) 

Negotiable Debt Certificate-i BaiÊBithaman Ajil (deferred payment 
sale or instalment payment sale) 

Negotiable Deposit Instrument-i Mudharabah (profit sharing) 

(b) RRetail Finance Services

Product/ Service Syariah Principle 

Home/house financing-i BaiÊBithaman Ajil (deferred payment 
sale or instalment payment sale) 

Land financing-i BaiÊBithaman Ajil (deferred payment 
sale or instalment payment sale) 

Hire purchase agency-i Al-Ijarah Thumma al BaiÊ (leasing) 

Cash line facility-i BaiÊBithaman Ajil (deferred payment 
sale or instalment payment sale) 
Murabahah (cost plus) 

Share financing-i BaiÊBithaman Ajil (deferred payment 
sale or instalment payment sale) 
Murabahah (cost plus) 
Musyarakah (joint venture) 

Unit trust financing-i BaiÊBithaman Ajil (deferred payment 
sale or instalment payment sale) 
Murabahah (cost plus) 
Musyarakah (joint venture) 
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Umrah & visitation financing-i BaiÊBithaman Ajil (deferred payment 
sale or instalment payment sale) 

Working capital financing-i Murabahah (fixed price plus) 

(c)  Credit Card Services

Product/ Service Syariah Principle 

Credit card-i   Bai' al-Inah (sell and repurchase agreement)   

(d)  Trade Finance

Product/ Service Syariah Principle 

Accepted bills-i   Murabahah  (fixed price plus) 

Letter of Credit-i Murabahah (fixed price plus) 
Musyarakah (joint venture) 

(e) BBanking Services

Product/ Service Syariah Principle 

Stock brokerage service Ujr (fee) 

Telegraphic Transfer Ujr (fee) 

TravellerÊs Cheque Ujr (fee) 

Demand Draft Ujr (fee) 

CashierÊs Order Ujr (fee) 

Standing Instruction Ujr (fee) 

ATM service Ujr (fee) 

Tele-banking Ujr (fee) 
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4.6 LATEST MEASURES TO DEVELOP ISLAMIC 
BANKING

Detailed below are the latest measures implemented by Bank Negara Malaysia to 
develop Islamic banking in Malaysia: 

Date Measure 

1 Dec 1998 Financial institutions participating in Skim Perbankan Tanpa Faedah 
(SPTF) or Interest-free Banking Scheme were allowed to use the term 
„Islamic banking‰ in their banking operations, businesses and 
correspondences. 

This was implemented to avoid confusion over the term „interest-free 
banking‰ among Islamic banking customers, since the term could 
mislead the customers to believe that banks were offering loans 
without charging any interest or any other charges. 

8 Dec 1998 Bank Negara Malaysia (BNM) introduced guidelines on Islamic 
negotiable instruments equivalent to Negotiable Instruments of 
Deposits (NIDs) used in conventional banking. 

The guidelines brought in two Islamic deposits products, i.e. 
Negotiable Islamic Debt Certificate (NIDC) and Negotiable Islamic 
Deposit (NID). 

Both of these measures enhanced the deposit taking opportunity of 
Bank Islam and Skim Perbankan Islam (SPI) institutions, and further 
developed the Islamic money market in tandem with the increase in 
liquid and negotiable instruments. 

        
There are equivalences of Islamic banking products and services in 
conventional banking. What are the similarities and differences between the 
two groups? 

You can obtain additional information on products and services offered by 
conventional banking as well as Islamic banking by visiting the web sites of 
commercial banks and Islamic banks, through the hyperlinks at BNM web 
site (http://www.bnm.gov.my).

YOUR IDEA 
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2 Jan 1999 Banking institutions participating in Skim Perbankan Islam (SPI) or 
Islamic Banking Scheme, which replaced SPTF, were required to 
elevate the status of Islamic Banking Unit to Islamic Banking 
Department. The new status came with broader scope and more 
responsibilities. The head of Islamic Banking Unit at each participating 
bank was upgraded to be Assistant General Manager. 

Feb 1999 Discount houses were permitted to participate in SPI. Three discount 
houses joined the scheme by Feb 1999. 

2 Jan 2001 Minimum Islamic banking funds were increased as follow: 
Commercial banks - increased from RM5 million to RM20 million 
Finance companies - increased from RM5 million to RM10 million 
Merchant banks -  increased from RM3million to RM6 million 

2001 A second Islamic Bank, Bank Bumi-Muamalat Malaysia Berhad was 
established following the merger between Bank Bumiputra Malaysia 
and Bank of Commerce Berhad. 

Test your comprehension level by answering the question below. 

Islamic banking in Malaysia began with the incorporation of the first Islamic bank 
in 1983. Islamic banking activities were intensified ten years later with the launch 
of  Skim Perbankan Tanpa Faedah (SPTF) or Interest-Free Banking Scheme, which 
was subsequently replaced by Skim Perbankan Islam (SPI) or Islamic Banking 
Scheme. The banking industry now practices dual banking system, the first in the 
world. In the dual banking system, Islamic banking operates on a parallel basis 
with conventional banking. 

        
Compare the similarities and differences between Islamic banking system 
and conventional banking system. 

Exercise 4.2

SUMMARY
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The government always takes the necessary steps to heighten the development of 
Islamic banking in Malaysia in view of the huge potential for Islamic banking in 
the country as well as in the region. 

Eventhough Islamic banking products seems similar to conventional banking 
products, they are different in terms of receipt and payment of interest. Interest is 
prohibited in Islamic banking. In view of that, Islamic banking practises the profit 
sharing concept. 


