
INTRODUCTION
Changes in the economic environment and the rapid advancement of technology 
in the past decade have an tangible effect on the development of the financial 
system at both domestic and global levels. Due to the changes in the global 
financial industry, the financial system in Malaysia, especially the banking 
industry, was forced to become more efficient and competitive. 

CChhaapptteerr 11 Structure of
Financial
System in
Malaysia

At the end of this chapter, you should be able to: 
1. explain in detail the role of the banking system, non-bank financial 

intermediary system and financial markets in Malaysia’s financial 
system structure; 

2. identify various institutions in the banking system, non-bank financial 
intermediary system and financial markets; 

3. differentiate various types of financial instruments available in the 
financial markets; and 

4. explain the roles and functions of commercial banks in detail. 

OBJECTIVES
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Financial Sector Masterplan 2001 was outlined to form a strong, competitive and 
dynamic financial system of best practices of a group of steady, far-sighted, 
technology-oriented domestic financial institutions which would support and 
contribute towards the economic growth of Malaysia. To achieve the objectives, 
the group must also be ready to face the challenges posed by liberalisation and 
globalisation of the financial industry. 

 1.1 FINANCIAL SYSTEM IN MALAYSIA 
Financial system acts as a mechanism that transfers fund from the party with 
excess fund to the party that needs the fund. In general, financial system 
facilitates financial transactions that generate economic growth. 

MalaysiaÊs financial system structure is divided into three parts, i.e. banking 
system, non-bank financial intermediary system and financial markets (Refer to 
Figure 1.1). 

Financial Institutions Financial Markets 

Banking System 
Bank Negara Malaysia 
Banking Institutions 

Commercial Banks 
Finance Companies 
Merchant Banks 
Including Islamic Banks 

Others
Discount Houses 
Representative Offices of Foreign 
Banks
Labuan Off-Shore Banks 

Non-Bank Financial Intermediaries 
Employee Provident Fund and Pension 
Fund
Insurance Companies 
Including Takaful 
Development Finance Institutions 
Savings Institutions 

Bank Simpanan Nasional 
Co-Operative Associations 
Unit Trusts 
Lembaga Tabung Haji 

Money Market and Foreign Exchange 
Money Market 
Foreign Exchange Market 

Capital Markets 
Equity Market 
Bond Market 

Derivative Market 
Off-Shore Market 
(i) Labuan Off-Shore  
(ii)    Foreign Finance Authority 
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Housing Credit Institutions 
Cagamas Berhad 
Credit Guarantee Corporation 
Leasing Companies 
Factoring Companies 
Venture Capital Companies 

Figure 1.1: Financial system in Malaysia 
Source: Bank Negara Malaysia and Financial System in Malaysia (2000) 

Each component plays the respective roles for the well-being and stability of the 
financial system. 

In the evolution of MalaysiaÊs financial system, various financial intermediaries 
have been formed and many types of financial instruments have been introduced 
to facilitate the flow of funds between savings and investments. These financial 
intermediaries and financial instruments have to be controlled in order to ensure 
orderly economic growth. 

1.2     BANKING SYSTEM 

Figure 1.2 illustrates the banking system in Malaysia. 

Banking system is one of the financial system intermediaries linking financial 
institutions and individuals with excess funds, and financial institutions and 
individuals with shortage of funds. In Malaysia, Bank Negara Malaysia (BNM) 
regulates and control banking institutions comprising commercial banks, 
finance companies and merchant banks in general. 

        
Most of our financial matters involve transactions with banks. For example, 
we borrow from banks to finance house and car purchases. Banks provide 
other services such as deposits and withdrawal of money. What do you 
understand of the banking system? 

THINK
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Figure 1.2: Banking system in Malaysia 

1.2.1 Bank Negara Malaysia 
The Central Bank of Malaysia or Bank Negara Malaysia (BNM) was established 
on 26 January 1959 under the Central Bank Ordinance 1958. The main objectives 
of the establishment of BNM are to: 

supply currency, act as custodian of banksÊ reserves and control the value of 
Malaysian currency; 
act as the governmentÊs banker and financial adviser; 
ensure financial stability and strong financial structure; 
act as commercial banksÊ banker; and 
control and influence the countryÊs credit situation to ensure a stable 
economic growth rate. 

(a)  Supply Currency, Act as Custodian of BanksÊ Reserve and Control the 
Value of Malaysian Currency
BNM is the sole issuer and supplier of Malaysian money. It started issuing 
its own money on 12 June 1967. The currency unit issued by BNM is Ringgit 
Malaysia, which consists of 100 sens. 

   BNM is also responsible for the safe-keeping of reserves in order to protect 
the Ringgit Malaysia currency. To safeguard the external value of Ringgit 
Malaysia, external reserves amounting to as much as 80.59% of money 
issued are allowed to be reserved by BNM, as provided under Section 29 of 
the Central Bank Ordinance 1958. In 1998, BNM fixed the Ringgit exchange 
rate at RM3.80 for every USD1.00, as a result of the economic crisis and 
speculative attack against Ringgit Malaysia. 
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(b)  Act as GovernmentÊs Banker and Financial Adviser
BNM is the banker, financial agent, and financial adviser of the government. 
As the governmentÊs financial agent, BNM has the responsibility to 
represent the government in the civil loan programs and manage the 
governmentÊs civil debts. 

(c)  Ensure Financial Stability and Strong Financial Structure 
 As the party responsible for the countryÊs finances, BNM has the duty to 

encourage financial stability and strong financial structure, and to influence 
the credit situation in order to achieve overall economic objectives. BNM 
has to ensure that the supply of money and credit are sufficiently elastic to 
meet the needs of domestic economy without straining the available 
resources. BNM controls the supply of money and credit in commercial 
banks through financial control instruments such as statutory reserve 
requirement, minimum liquidity requirement, open-market operation and 
discount operation. 

(d)  Act as Commercial BanksÊ Banker 
As the banker of commercial banks, BNM has the responsibility to 
encourage sturdy financial structure in the banking system. BNM does its 
best to encourage and to preserve banking services and other services for 
the public, and to achieve high banking and professional standards. BNM is 
also given the mandate to issue licences for banks, examine financial 
institutions and be the ultimate financier. 

(e)  Control and Influence the CountryÊs Credit Situation to Ensure Stable 
Economic Growth Rate 
Controlling the supply of money and credit in the country is one of the key 
roles of BNM. To achieve this goal, BNM controls the countryÊs finances 
through various instruments. Among them are: 

(i) Statutory reserve requirement 
(ii) Minimum liquidity requirement 
(iii) Open-market operation 
(iv) Discount operation 
(v) Interest rate control 
(vi) Credit control and lending guidelines  
(vii) Moral persuasion 

(i) SStatutory Reserve Requirement 
 A portion of every Ringgit of deposit collected by banking institutions 

is required to be deposited at BNM. Currently, 3.5% of all deposits 
collected by each bank must be deposited at BNM as statutory 
reserves without interest payment as a measure to safeguard the 
interest of the depositors. 
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 As a financial control tool, BNM will increase the statutory reserve 
ratio if contrationary monetary policy is practised and decrease the 
ratio if inflationary monetary policy is implemented. When BNM 
increases the statutory reserve ratio, commercial banks must keep 
more reserves at BNM. This will reduce the banksÊ capacity to lend to 
their customers and consequently, reduce the supply of money in the 
countryÊs economy. Conversely, if BNM decreases the statutory 
reserve ratio, the supply of money in the countryÊs economy will 
increase as the banksÊ capacity to lend increases. 

(ii)  Minimum Liquidity Requirement
 Under section 38(1), Banking and Financial Institutions Act (BAFIA), 

1989, banking institutions are required to comply with the minimum 
liquidity ratio so as to ensure that there is always sufficient liquid to 
meet deposit withdrawals. Currently, banking institutions are 
required to keep 15% of all deposits collected in the form of liquid 
assets, which include cash, balance with BNM, call money, treasury 
bills, Cagamas bonds and other government securities. Like statutory 
reserve requirement, minimum liquidity requirement is also a 
financial control tool. 

(iii)  Open-Market Operation 
 Open Market Operation (OMO) involves the buying and selling of 

government securities in the open market by the central bank with the 
objective to directly influence the supply of money in the economic 
system. When BNM decides to buy government securities (for 
example, Treasury Bills), it practises inflationary monetary policy as it 
effectively injects money into the banking system. If BNM sells 
government securities, it is considered practising contractionary 
monetary policy as money is withdrawn from the banking system.       

(iv)  Discount Operation 
 Commercial banks can borrow funds from BNM through discount 

window at the central bank. Money supply will increase when 
commercial banks use such loan facility. BNMÊs role is to control the 
interest rate or discount rate on this loan facility. BNM can reduce the 
discount rate in order to encourage borrowing by banks. 

(v)  Interest Rate Control 
 BNM can influence banksÊ availability as well as cost of credit by 

controlling bank loan interest rates and deposit interest rates. Changes 
in interest rates can encourage and discourage the suppliers of fund 
(banksÊ depositors) and the users of fund (banksÊ borrowers). Initially, 
BNM had the absolute power to determine deposit interest rates and 
bank loan interest rates. However, BNM subsequently allowed market 
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force to determine loan interest rates through the Base Lending Rate 
(BLR) concept. 

 The use of BLR has its setback, and most importantly, in determining 
the suitable cost of fund. At present, cost of fund (the biggest 
component in BLR) is determined by BNMÊs intervention rate. If there 
is excess liquidity in the banking system, BNM reduces the liquidity 
by increasing interest rate. As a result, the cost of borrowing increases 
and the level of borrowing from commercial banks decreases.  

(vi)  Credit Control and Lending Guidelines 
 Apart from the above, BNM also controls money supply in the 

economy through credit control and lending guidelines as well. For 
example, previously, hire-purchase financing grew out of control to 
the extent that BNM became very concerned about the matter. Such 
activity was the source of excess liquidity in the banking system and 
contributed to the increase in inflation rate in the economic system. 
Taking cautious measures, BNM issued directives to restrain the hire-
purchase activity by imposing stringent terms and conditions for hire-
purchase such as shorter loan period and increased percentage for 
advance deposit. 

 BNM has the power to set guidelines for specific economic sectors too. 
For example, BNM has resolved that agricultural loans, small and 
medium industries (SMI) loans and housing loans are priority sector 
loans accorded with special privileges in terms of cost of borrowing 
and availability of fund.   

(vii)  Moral Persuasion 
 Moral persuasion refers to the influence by BNM or its governor on 

commercial banks to implement a proposed policy. For example, 
when there was high level of lending to the construction and real 
estate sector, BNM advised banks to limit their lending to the sector to 
30% of the total approved loans. At present, such technique is no 
longer effective and BNM has to issue written directives with legal 
impact.

        

What would happen to the country’s financial system if Bank Negara 
Malaysia (BNM) did not exist or there were more than one central bank? 

YOUR IDEA 
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Test your comprehension by answering the questions below. 

1.2.2 Commercial Banks 
Section 2, BAFIA 1989 defines a commercial bank as an entity that carries out 
banking businesses which in turn are defined as: 

(a) Businesses that involve the following: 

(i) accepting deposits for current accounts, deposit accounts, savings 
accounts and other similar accounts; 

(ii) making payment to or collect cheques written by or paid by the 
customers; and 

(iii) providing financing through: 

lending;
leasing;
factoring; 
purchase of bills of exchange, promissory notes, deposit 
certificates, debentures or other tradable instruments; and 
acceptance of or guarantee for an individualÊs liabilities. 

(b) Other businesses as permitted by the central bank and approved by the 
Ministry of Finance. 

Commercial banks are the largest group of financial institutions in Malaysia. At 
the end of 2001, 74.2% of total deposits and 40.9% of total assets in MalaysiaÊs 
financial system were held by commercial banks, and 71% of loans offered by the 
system were from commercial banks. At the end of 2000, commercial banks held 
70.7% of total deposits and 41.3% of total assets, and offered 75.8% of total loans 
and advances. 

        
1. Discuss the ways used by Bank Negara Malaysia (BNM) to control the 

supply of money in the Malaysian financial system. 

2. Bank Negara Malaysia (BNM) intends to practise tighter monetary 
policy to overcome inflation problem in our economy. What can BNM 
do to achieve such objective? 

Exercise 1.1 
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Commercial banking system is the principal axis of a financial system. Failure of 
a commercial bank will have an impact on the commercial banking system, the 
financial system and the entire economic system of the country. 

Table 1.1 shows the list of commercial banks in Malaysia. There are 23 
commercial banks, out of which 10 are locally owned and the remaining 13 are 
foreign owned. 

Table 1.1: Commercial Banks in Malaysia 

No. Name of Commercial Bank Ownership

1. Affin Bank Berhad Local 

2. Alliance Bank Malaysia Berhad Local 

3. AmBank Berhad Local 

4. Bumiputra-Commerce Bank Berhad Local 

5. EON Bank Berhad Local 

6. Hong Leong Bank Berhad Local 

7. Malayan Banking Berhad Local 

8. Public Bank Berhad Local 

9. RHB Bank Berhad Local 

10. Southern Bank Berhad Local 

11. ABN AMRO Bank Berhad Foreign 

12. Bangkok Bank Berhad Foreign 

13. Bank of America Malysia Berhad Foreign 

14. Bank of China (Malaysia) Berhad Foreign 

15. Bank of Tokyo-Mitsubishi (Malaysia) Berhad Foreign 

16. Citibank Berhad Foreign 

17. Deutsche Bank (Malaysia) Berhad Foreign 

18. HSBC Bank Malaysia Berhad Foreign 

19. J.P. Morgan Chase Bank Berhad Foreign 

20. OCBC Bank (Malaysia) Berhad Foreign 

21. Standard Chartered Bank Malaysia Berhad Foreign 

22. The Bank of Nova Scotia Berhad Foreign 

23. United Overseas Bank (Malaysia) Berhad Foreign 

Source: Bank Negara Malaysia Web Site (http://www.bnm.gov.my) (2003) 
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The roles and importance of commercial banks to the economy can be understood 
from the following main functions of commercial banks: 

(a) creating money; 
(b) providing payment mechanism; 
(c) collect savings; 
(d) providing credit; and 
(e) financing international trades. 

(a) CCreating Money 
 One of the key functions of commercial banks is their capability to create 

and eliminate money through lending and investment activities with the co-
operation of the central bank. 

 How does a commercial bank create money? At the end of 1993, there was 
RM14.6 billion of money and RM28 billion of current deposits in the 
country. How could the current deposits be more than the money in 
circulation? 

 This happens because commercial banks create money in the form of 
deposits. Every bank creates deposits and a portion of the new deposits can 
be refinanced to create more deposits. This process continues until the new 
deposits are a few times more than the original amount. Please refer to 
Example 1.1 for illustration.   
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From the above example, the creation process continues and will only stop if the 
car spare part vendor spends or hides away all RM128 earned from the sale. If the 
creation process takes place continuously, the original overdraft of RM200 can 
create deposits amounting to RM1,000. How do we get this sum? Please refer to 
Example 1.2. 

Example 1.1 

(a) Bank X gives Mr. A an overdraft of RM200 to purchase a radio. Mr. A pays 
the radio vendor by cheque. 

(b) When the radio vendor deposits the cheque into his current account in  
Bank Y, a new deposit of RM200 is created. 

Bank Y keeps 20% of the deposits in its reserves and lends the balance 
totalling RM160 (i.e. 80% x RM200) to Mr. B to purchase office furniture. 
Mr. B pays the furniture vendor by cheque. 

Bank  Y 

Deposits                         RM200 Reserves                       RM40 
Loans                           RM160 

(c) When the furniture vendor deposits the cheque into his current account in 
Bank Z, a new deposit of RM160 is created.  

Subsequently Bank Z keeps 20% of the deposits in its reserves and lends 
the balance totalling RM128 (i.e. 80% x RM160) to Mr. C to purchase car 
spare parts. Mr. C pays by cheque. 

When the car spare part vendor deposits the cheque into his current 
account in a bank, new deposits of RM128 are created. 

Bank  Z 

Deposits                         RM160 Reserves                       RM32 
Loans                           RM128 

(d) The creation process (b to c) continues and will only cease if the car spare 
parts vendor spends or hides away all RM128 earned from the sale. 
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Example 1.2 

Radio Vendor’s Deposits   = RM200 
Furniture Vendor’s Deposits   = RM200 x (80/100) 
      = RM200 x (80/100)1

      = RM160 
Spare Part Vendor’s Deposits  = RM200 x (80/100) x (80/100) 
      = RM200 x (80/100)2

      = RM128 

If the creation process continues (until the final round of deposits is close to 
zero), the fractional exponent will increase. Mathematically, the total amount of 
created deposits can be calculated by using the following formula: 

                       
Where:

P =  Original value of deposits  
r =  Ratio of cash needed by the bank 

(You do not have to know how the formula is obtained, but you need to know 
the logic of how the formula is obtained.) 

Based on Example 1.1, the amount of money created by banks is: 

Total deposit  =  P 
1
r

 =  200 
1

20
100

 =  200 (5) 

 =  1,000 

Total Deposit = P 
1
r
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Commercial banksÊ capability to create credit is very important to a 
countryÊs economy because such capability helps build an elastic credit 
system for economic progress. Without bankÊs credit, business are unable to 
grow and operate smoothly. 

(b) PProviding Payment Mechanism 
One of the important functions of commercial banks is the provision of a 
mechanism to pay or move funds. This function has become increasingly 
important as the usage of cheques and credit cards increases from time to 
time. All the cheques in our country are cleared through banking system 
using computer technology that speeds up cheque clearance process, 
reduces clearing cost and improves clearing accuracy.  

(c) CCollecting Savings 
Commercial banks provide services which are very important to all 
economic sectors by making available the facility to collect savings that can 
be used for economic and social purposes. Depositors are paid interest on 
their savings at commercial banks. The collected funds are then lent to 
traders and consumers. In other words, commercial banks are important 
financial intermediaries for our countryÊs economy. 

(d) PProviding Credit 
Another key function of commercial banks is its provision of credit to 
qualified customers. Bank credit helps elevate output level, further expand 
investment capital and improve the living standard of the society. Bank 
credit is important to finance agricultural, trade and industrial activities. 
Without sufficient bank credit, economic activities will be stunted. 

(e) FFinancing International Trades 
Basically international trades and domestic trades are similar. Nevertheless, 
there are a few differences that made it necessary for banks to offer 
international banking services. Such differences exist as financial systems 
and economies differ across the various countries. In addition, difficulty in 
securing payment guarantee makes the special services provided by 
commercial banks crucial. Commercial banks provide financing for import 
and export activities through various trade finance facilities. 

1.2.3 Islamic Banks
Islamic banks are commercial banks operating in accordance with Islamic law or 
Syariah Islam which forbids the element of interest or usury. At present, there are 
two Islamic banks in Malaysia, i.e. Bank Islam Malaysia Berhad (BIMB) and Bank 
Muamalat Malaysia Berhad (BMMB). BIMB was the first Islamic bank that 
operated under Islamic Bank Act, 1983, followed by Bank Muamalat Malaysia 
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Berhad (BMMB) which was established in 2001. These two banks offer products 
and services similar to those offered by ordinary commercial banks except that 
they follow the syariah law. Financial products and services following the Islamic 
principles will be discussed in detail in Unit 1 Chapter 4. 

1.2.4 Finance Companies 
Section 2, BAFIA 1989 defines finance company as an institution that conducts 
finance company businesses which in turn mean: 

(a) businesses that involve accepting deposits for deposit accounts or other 
similar accounts; 

(b) businesses that provide lending, leasing, hire-purchase facilities, including 
those subject to the Hire-Purchase Act, 1967; or 

(c) other businesses permitted by Bank Negara Malaysia and approved by the 
Ministry of Finance. 

Table 1.2 shows the list of finance companies in Malaysia 

Table 1.2: Finance Companies in Malaysia

No. Name of Finance Company Ownership

1. AFFIN-ACF Finance Berhad Local 

2. Alliance Finance Berhad Local 

3. AmFinance Berhad Local 

4. Bumiputra-Commerce Finance Berhad Local 

5. EON Finance Berhad Local 

6. Hong Leong Finance Berhad Local 

7. Kewangan Bersatu Berhad Local 

8. Mayban Finance Berhad Local 

9. Public Finance Berhad Local 

10. RHB Delta Finance Berhad Local 

11. Southern Finance Berhad Local 

Source: Bank Negara Malaysia Web Site (http://www.bnm.gov.my) (2003) 
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1.2.5 Merchant Banks 
Section 2, BAFIA 1989 defines the businesses of merchant banks as: 

(a) businesses that involve accepting deposits for deposit accounts and 
providing financing; 

(b) businesses that provide consultancy and advisory services related to 
corporate and investment matters, and make or manage investments on 
behalf of other parties; and 

(c) other businesses permitted by Bank Negara Malaysia and approved by the 
Ministry of Finance. 

Table 1.3 shows the list of merchant banks in Malaysia.  

Table 1.3: Merchant Banks in Malaysia 

No. Name of Merchant Bank Ownership

1. Affin Merchant Bank Berhad Local 

2. Alliance Merchant Bank Berhad Local 

3. AmMerchant Berhad Local 

4. Aseambankers Malaysia Berhad Local 

5. Commerce International Merchant Bankers Berhad Local 

6. Malaysian International Merchant Bankers Berhad Local 

7. Public Merchant Bank Berhad Local 

8. RHB Sakura Merchant Bankers Berhad Local 

9. Southern Investment Bank Berhad Local 

10. Utama Merchant Bank Berhad Local 

Source: Bank Negara Malaysia Web Site (http://www.bnm.gov.my) (2003) 

1.2.6 Discount Houses
Discount houses are financial intermediaries dealing specifically in short term 
funds for short term investors and short term borrowers. They act as financial 
intermediaries that move funds from other financial intermediaries, statutory 
bodies and large corporations having large quantity of liquid funds in the form of 
short term deposits such as overnight money, call money and deposits of 3-
month maturity or less. 
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Central Bank Regulations require every discount houseÊs to invest at least 75% of 
their deposit funds in Treasury Bills, Cagamas Bonds and other Government 
securities of less than 5-year maturity. The balance can be invested in BankersÊ 
Acceptances (BA), Negotiable Certificates of Deposits (NCD), Floating Rate 
Negotiable Certificates of Deposit (FRNCD) and Commercial Bills. Commercial 
banks, finance companies and merchant banks often use the service of discount 
houses to harmonise their respective liquidity positions. 
Table 1.4 shows the list of discount houses in Malaysia.

Table 1.4: Discount Houses in Malaysia

No. Name of Merchant Bank Ownership

1. Abrar Discounts Berhad Local 

2. Affin Discount Berhad Local 

3. Amanah Short Deposits Berhad Local 

4. CIMB Discount House Berhad Local 

5. KAF Discounts Berhad Local 

6. Malaysia Discount Berhad Local 

7. Mayban Discount Berhad Local 

Source: Bank Negara Malaysia Web Site (http://www.bnm.gov.my) (2003) 

1.2.7 Labuan Offshore Banks
On 1 October 1990, International Offshore Financial Centre (IOFC) was set up in 
Labuan to enable local as well as international companies and investors to carry 
out investment and financial activities at international level. These activities 
include those related to banking, financing, corporate restructuring, insurance 
and credit. Offshore banks are commercial banks set up at Labuan IOFC under 
the Offshore Banking Act 1990. Financial activities at IOFC are conducted in 
foreign currencies except for Ringgit Malaysia. 

For example, offshore banks in Labuan are allowed to provide loans quoted in 
any foreign currency such as US Dollar, but they are not permitted to offer loans 
quoted in Ringgit Malaysia.  

Banking services and facilities offered by offshore banks are as follow: 

(a) Open deposit accounts in the form of Multiple Currency Account (MCA) or 
in any major currency (except for Ringgit Malaysia) for Malaysians and 
foreigners.
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(b) Open current accounts for customers but no cheques will be issued. 
Payments and funds transfers are done via written instructions. 

(c) Offer trade finance facilities such as Letters of Credit, BankersÊ Acceptances 
or (BA), and trust receipts. All facilities are in foreign currencies. 

(d) Prepare remittances for international payments and receipts and allow 
customers to buy and sell foreign currencies in spot exchange market, 
forward market or through SWAPs. SWAP means exchange, i.e. a foreign 
currency can be bought through SWAP agreement by which a foreign 
currency can be exchanged with another foreign currency to reduce foreign 
exchange risk or speculation activities. 

(e) Provide various types of offshore loans and financing facilities such as term 
loans and revolving credits. Offshore banks also provide advisory services 
related to acquisitions and restructuring of companies.    

        
Banking system in Malaysia consists of various types of financial 
institutions playing their respective and important roles in Malaysia’s 
financial system. 

Based on your comprehension and research at the myOUM Digital 
Library, complete the following table: 

No. Type of Institution Role/Importance 

1. Bank Negara Malaysia  
2. Commercial Banks  
3. Islamic Banks  
4. Finance Companies  
5. Merchant Banks  
6. Discount Houses  
7. Offshore Banks  

YOUR IDEA
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1.3   NON-BANK FINANCIAL INTERMEDIARY      
        SYSTEM 

Financial institutions in the non-bank financial intermediary system are divided 
into 4 groups, as shown in Figure 1.3. 

Figure 1.3:  Non-bank financial intermediary system

Like banking financial institutions, non-bank financial intermediaries also play 
the role of matching the parties with excess funds with the parties with shortage 
of funds. 

The difference being, banking system is directly under BNMÊs regulation, while 
non-banking financial intermediary system is under the direct control of 
various government departments and agencies, and indirectly under BNM 
through periodic reporting. 

        

We have talked about the financial system and the banking system. What do 
you understand about the non-bank financial intermediary system, based on 
your comprehension and experience in banking and financial matters? 

THINK
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Generally, financial institutions in the non-bank financial intermediary system 
are controlled by various government departments and agencies. For example, 
Bank Simpanan Nasional (savings institution) is under the control of the Ministry 
of Finance, Malaysian Industrial Development Finance Berhad (MIDF) is under 
the Ministry of Plantation Industries and Commodities, and deposit taking 
cooperatives under the Ministry of Entrepreneurial and Cooperative 
Development. BAFIA 1989 provides that financial institutions in the non-bank 
financial intermediary system shall also be controlled by Bank Negara Malaysia 
indirectly through periodic reporting. 

1.3.1 Institutions of Development Finance
Institutions of development finance have the specific purpose of providing 
medium and long term capital, as well as mobilising savings, economic activities 
and expertise with an aim to promote investment in the industrial and 
agricultural sectors. The role is executed by way of financial assistance, equity 
participation and acting as guarantor for borrowers. 

These institutions also help to identify new projects, make available additional 
financial assistance and provide technical and management advice. The role of 
institutions of development finance complements the services offered by 
commercial banks and finance companies. Institutions of development finance in 
Malaysia are: 

(a) Bank Industri dan Teknologi Malaysia Berhad 
(b) Bank Pembangunan dan Infrastruktur Malaysia Berhad 
(c) Bank Pertanian Malaysia (BPM) 
(d) Bank Export-Import Malaysia Berhad 
(e) Bank Pembangunan Sabah (SDBB) 
(f) Perbadanan Kemajuan Borneo 
(g) Perbadanan Kredit Sabah 
(h) Malaysian Industrial Development Finance Berhad (MIDF) 

Institutions of development finance are expected to play a bigger role in financing 
and development as a result of the government policy aiming to make Malaysia 
an industrial country by 2020. However, institutions of development finance face 
intense challenge from other financial institutions which are more development-
oriented.

Commercial banks, finance companies and merchant banks have begun to replace 
institutions of development finance in the financing of lower risk but more 
profitable business development ventures. New ventures of higher risk are 
financed by development banks. Nevertheless, the government is expected to 
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provide the necessary incentives to improve the efficiency and effectives of the 
institutions of development finance in order to intensify industrial development 
in the country. 

1.3.2 Savings Institutions 
Even though commercial banks and finance companies are the two biggest 
groups of deposit collecting institutions in Malaysia, there exists other savings 
institutions which promote and mobilise savings of the middle and lower income 
groups, especially those from the rural areas. These savings institutions depend 
mostly on the network of branches and other offices as well as large potential 
customer base to collect huge amount of savings. Savings institutions in Malaysia 
are:

Bank Simpanan Nasional (BSN) 
Cooperatives societies 

(a) BBank Simpanan Nasional  
 Bank Simpanan Nasional (BSN), established through reorganisation of the 

post office system, is the main savings institution in Malaysia. BSN was set 
up mainly to promote the savings habit. The establishment of BSN was a 
strategy to build up personal savings to finance the countryÊs economic 
development programmes. It functioned as a civil debt holder. However, 
this function has weakened over time due to declining rate of deposits 
growth at BSN, and competition from commercial banks and finance 
companies. 

Savings deposited at BSN are guaranteed by the government. BSN uses post 
office network, mobile vans and branches to provide services to customers 
at places lacking in the services of commercial banks and finance 
companies. 

(b) CCo-operative Societies 
 In Malaysia, a co-operative society is defined under Co-operative Societies 

Ordinance 1948 as: 

Âa society that aims to improve its membersÊ interests through co-operative 
principles.Ê 



UNIT 1  BACKGROUND OF BANKING  INDUSTRY IN MALAYSIA24

In general, co-operative societies are not actual financial intermediaries. Many 
co-operative societies in Malaysia provide financial intermediary services. For 
example, they accumulate savings/ funds through share investments and 
deposits, and channel the funds in the form of loans to members. Credit co-
operatives, like Bank Rakyat, mobilise large quantity of funds not only from 
its members, but from the public too, to finance the bankÊs lending operation. 

1.3.3 Provident Funds, Pension Funds and Insurance 
Companies

Provident funds, pension funds and insurance companies form the biggest group 
of non-bank financial intermediaries. They mobilise financial resources from their 
members in the form of contributions, pensions and insurance premiums to 
retirement schemes and insurance schemes. Contractual and long term savings 
are stable financial sources for institutions making long term investments. 

(a) PProvident and Pension Funds 
 Provident and pension funds are financial intermediaries that collect funds 

from workers and providing funds during a workerÊs old age. Every worker 
is required to contribute a portion of their respective salaries to their funds. 
Employers also contribute to the funds for their workers. Some companies 
also provide additional pension funds for their retired workers. These funds 
are aimed to help meet the workersÊ cost of living during retirement. 

 Examples of provident and pension funds in Malaysia are: 

(i) Kumpulan Wang Simpanan Pekerja (KWSP) 
(ii) Kumpulan Wang Simpanan Guru-Guru (KWSG) 
(iii) Tabung Angkatan Tentera 
(iv) Pertubuhan Keselamatan Sosial (PERKESO) 

(b) IInsurance Companies 
 Insurance funds are funds collected in the form of insurance premiums paid 

by insurance policy holders for protection against calamities such as loss of 
working capability, illness, fire, accident and theft. 

        
Are savings institutions still needed since commercial banks and finance 
companies do collect deposits in addition to providing other banking 
services?

THINK
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 In Malaysia, there are two types of insurance businesses, i.e. life insurance 
and general insurance. 

(i) Life insurance is for the protection against risks related to death, loss 
of working capability and major illness. 

(ii) General insurance covers non-life insurance, i.e. losses as a result of 
fire, accident or theft. 

Occasionally, insurance companies are unable to sell insurance against certain 
risks when the risk is too high for them to bear. It is not uncommon for an 
insurance company to share its high risk businesses with other insurance 
companies known as reinsurer companies. 

Islamic insurance business was introduced on 24 November 1984 by Syarikat 
Takaful Malaysia Sdn. Bhd. This company offers Takaful Keluarga (Life) and 
Takaful Am (General). Islamic insurance is insurance business conducted in 
accordance with Islamic principles. 

On 1 April 1988, the duty to supervise insurance companies was transferred 
from the Treasury to BNM. Following that, the Governor of BNM assumed 
the role of Director General of Insurance with effect from 1 May 1988. 

Provident funds, pension funds and insurance companies play two important 
roles in the economy of Malaysia. Firstly, they provide a number of financial 
protection measures during retirement, or in the event of death or disability. 
I.e. they provide financial assistance when the membersÊ normal stream of 
income deteriorates or ceases. Secondly, they move and re-channel long term 
savings into private as well as public sectors to finance long term investments. 

1.3.4 Other Non-Bank Financial Institutions 
(a) UUnit Trust Companies 

Unit trust companies act as financial intermediaries for small investors 
wishing to own shares in various portfolios of companies. Unit trust 
ownership provides the investors with advantages in terms of diversity, 
choices and professional investment management. Generally unit trust 
involves three parties, professional trust fund manager, trustee and unit 
holder.  In Malaysia, the trustee for all unit trusts is the Public Trustee of 
Malaysia. 

Unit trust companies are a new phenomenon in our country when 
compared to the United Kingdom. The first unit trust company in Malaysia, 
Amanah Saham Malaya Berhad, was established in 1959 while the first unit 
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trust company in the United Kingdom was established in the 19th century, 
i.e. in 1868. As at the end of 1980, there were 5 unit trust companies 
managing 21 unit trust funds in Malaysia. Until 1980, the size of unit trust 
fund in Malaysia was considered small as compared to the funds at other 
financial institutions. The launch of the Amanah Saham Nasional Scheme 
(ASN) in April 1981 stimulated the unit trust industry and in January 1990, 
the Amanah Saham Bumiputera Scheme (ASB) was founded. These two 
unit trust schemes have triggered the expansion of unit trust fund 
impressively.

Unit trust in Malaysia is governed by the Trustee Act 1949 (Amendment 
1978), Section 84-97 of the Companies Act 1965, the Securities Industry Act 
1983 and Trust Deeds. Prior to 1978, unit trust investment was controlled by 
terms and conditions imposed by the Trustee Act 1949 and Trustee 
Investments Act 1965. These two acts were reviewed and combined in 1978 
to produce the Trustee Act 1949 (amendment 1978). The operation of unit 
trust companies is monitored by the Securities Commission. 

(b) HHousing Credit Institutions 
Housing credit institutions provide housing loans. The government 
encourages house ownership by Malaysians, and ensures that the public, 
especially those with low income, have the opportunity to have their own 
houses. The government focuses its effort on providing low cost housing 
while the housing credit needs of middle and high income groups are 
catered to by commercial banks, finance companies, housing cooperatives 
and two housing credit institutions, i.e. Malaysia Building Society Berhad 
(MBSB) and Borneo Housing Mortgage Finance Berhad. Besides this, the 
government has set up a Housing Loan Division in the Treasury 
Department to provide low credit cost for housing (interest rate at 4% per 
annum) for government employees. 

The government, through BNM, requests that financial institutions to play 
an active role in providing suitably priced financing for the purchases of 
residential properties. Financing purchases of residential properties is one 
of the important sectors for commercial banks in Malaysia. BNM issues 
guidelines related to provision of housing loans every year.       

(c) LLeasing Companies and Factoring Companies 

(i)  Leasing 
The Leasing industry started in 1874 with the incorporation of the first 
leasing company, followed by factoring industry in 1981. 
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Leasing is an agreement between an asset owner (lessor) and a lessee by 
which the lessor agrees to let the lessee have the use of the asset and in 
return the lessee pays rent to the lessor by instalments. At the end of the 
lease agreement, the asset concerned is still owned by the lessor and the 
lessor can give the lessee the option to purchase the asset. 

The Leasing industry grew rapidly in the 1980s. However, there were a 
few constraints, including high capital requirement and domestic tax 
structure that retarded the growth of the industry.  

(ii)  Factoring 
In factoring, a company „sells‰ or surrenders the rights to its accounts 
receivable to a factoring company, and in return the factoring company 
advances a percentage of the value of the accounts to the company. The 
percentage usually ranges from 70% to 80%. Factoring companies also 
provide management and administration services related to accounts 
receivable. The main income of factoring companies comes from 
factoring commission earned from the management of accounts 
receivable, and discount or discounting interest earned from advances 
paid to customers. 

As in leasing, factoring is a relatively new industry in Malaysia but has 
expanded rapidly. Nonetheless, there are a few obstacles that impede 
the growth of this industry: 

Many small and medium businesses are still uncertain about the use 
of factoring in their businesses for lack of knowledge in factoring 
and its benefits. 

Factoring companies require high capital. 

Negative perception  it is widely assumed that companies using 
factoring are companies that are facing financial problems. 

(d) VVenture Capital Companies
 The incorporation of the first venture company in Malaysia, i.e. Malaysian 

Ventures Berhad, marked the beginning of the usage of this type of capital 
in the domestic business world. Venture capital involves financing of high-
risk investments or assets which are normally not financed by banking 
institutions. This kind of financing usually focuses on high technology fields 
such as biotechnology and robot industry. Venture capital companies also 
finance new products and businesses such as those in  the shipping 
industry. The main problem faced by venture capital companies is to 
determine how much risk they can take and whether the returns 
corresponds to the risk they take. This sector also faces capital related 
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problems and most of the existing venture capital companies are associate 
companies of financial institutions capable of providing such huge capital. 

(e) LLembaga Urusan dan Tabung Haji (LUTH)
 LUTH was established in August 1969 to promote and to coordinate 

activities related to the fulfilment of religious obligations by Muslims. Apart 
from organising the pilgrimage to the Holy Land in Mecca, LUTH also 
manages funds which largely comprise long term savings of prospective 
Muslims intending to perform the pilgrimage.  

Test your comprehension by answering the questions below. 

       
1. Compare the differences and similarities between each of the 

following pairs in terms of their roles in MalaysiaÊs financial 
system.

No Bank Bank Comparison 

1. Bank Bumiputra 
Commerce Berhad 

Bank Kerjasama Rakyat  

2. Malayan Banking 
Berhad (Maybank) 

Bank Pertanian 
Malaysia 

3. RHB Bank Berhad Public Bank Berhad  

4. Malayan Banking 
Berhad (Maybank 

Mayban Finance 
Berhad

5. Arab Malaysian 
Merchant Bank 
Berhad

BSN Commercial Bank 
Berhad

6. Bank Pertanian 
Malaysia 

Bank Simpanan 
Nasional (BSN) 

7. MBF Finance Berhad Bumiputra Merchant 
Bankers Berhad 

8. Bank Pembangunan 
Malaysia Berhad 

Bank Industri Malaysia 
Berhad

9. Bank Islam Malaysia 
Berhad

Southern Bank Berhad  

Exercise 1.2
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 1.4 FINANCIAL MARKETS 

You have studied two components of MalaysiaÊs financial system, i.e. banking 
and non-banking financial intermediaries. The third dimension in MalaysiaÊs 
financial system is financial markets. Financial markets can be divided into two, 
i.e.:

money market and foreign exchange market; and 
capital market 

Maturity period of the traded securities is the key characteristics that distinguish 
between the money market and foreign exchange market from the capital market: 

Money and foreign exchange market involve short term financial instruments, 
i.e. those with maturity of less than one year. 

No. Bank Bank Comparison 

10. Talasco Insurance Kumpulan Wang 
Simpanan Pekerja 
(KWSP)

11. Permata Discounts Mayban Finance 
Berhad

12. Malaysian Industrial 
Development
Finance 

Bank Penbangunan 
Malaysia Berhad 

13. MCIS Insurance Public Finance Berhad 

14. BBMB Fcatoring 
Berhad

BBMB Leasing Berhad 

15. Showa Leasing 
(Malaysia) Berhad 

Public Leasing and 
Factoring Sdn. Bhd. 

2. Why are commercial banks important to the financial system of a 
country?
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Capital market involves long term financial instruments, i.e. those with 
maturity of more than one year.

1.4.1 Money Market 

Money market is the trading ground between banks and those with short term 
money. Transactions in this market involve discount houses, money brokers, 
commercial banks, finance companies and merchant banks. Money market is 
more used by financial institutions than individuals. 

The operation in money market consists of three categories, i.e.: 

(a) placement of time deposit or fixed deposit; 
(b) provision of (commercial) financing; and 
(c) buying and selling of money market financial papers. 

Listed below are the money market related topics which will be discussed 
further:

(a) Financial instruments in money market; 
(b) Money markets in Malaysia; and 
(c) Foreign exchange market. 

(a)  Financial Instruments in the Money Market;  
(i) TTreasury Bills 
 Treasury Bills are government debts with maturity of 91, 182 or 364 

days (3, 6 or 12 months). They are issued by BNM in its capacity as the 
debt managerÊs agent of the country. Funds collected are used to 
finance annual (current) operating expenditure of the government. 

(ii) GGovernment Investment Certificates 
 In July 1983, Government Investment Certificates (GIC), a non-interest 

bearing instrument, were introduced to enable Bank Islam Malaysia 
and other institutions to invest their liquid funds in the Islamic way. 
GICs are used by Islamic institutions to fulfil the statutory reserve 
requirement and minimum liquidity requirement imposed by BNM, 
and to invest their temporary excess funds. 

Money market involves the trading of short term financial instruments quoted 
in Ringgit Malaysia (RM). 
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(iii) BBank Negara Bills 
 BNM Bills were introduced in February 1993. They are similar to 

Treasury Bills. 

(iv) CCagamas Bonds 
  Cagamas Bonds are bonds issued by the national mortgage company, 

Cagamas Berhad, to finance the purchase of commercial banksÊ 
housing loans. They were introduced in October 1987. These bonds 
with mortgage backing are issued via auctions through major dealers 
system.

(v) BBankersÊ Acceptances 
  Together with Negotiable Certificates of Deposit (NCD), BankersÊ 

Acceptances or BAs were introduced in May 1979. A BankerÊs 
Acceptance is a bill of exchange issued on the obligations of and 
acceptance by a commercial bank or merchant bank. BAs are usually 
used by importers, exporters, buyers or suppliers who need financing.  

(vi) NNegotiable Certificates of Deposit 
 Negotiable Certificates of Deposits (NCD) are deposit receipts lodged 

in commercial banks by customers. NCDs were introduced to 
overcome the weakness of normal deposits, i.e. the imposition of 
penalty for withdrawal of deposit before maturity. NCD holders can 
withdraw the NCD deposit at any time without the penalty of 
discounting the NCD concerned. Therefore, NCDs do not bear any 
depositorÊs name. The NCD issuer pays the principal and interest 
amount to the holder at maturity. 

(vii) FFloating Rate Negotiable Certificates of Deposit  
 Floating Rate Negotiable Certificates of Deposit (FRNCD) are similar 

to NCDs, except that the interest rates of FRNCDs are adjusted every 3 
or 6 months based on the Kuala Lumpur Inter-Bank Offered Rates 
(KLIBOR). Introduced in June 1988, FRNCDs have the advantage to 
minimise the interest rate risk of investors. 

(b)  Money Markets in Malaysia 
Money market instruments are transacted in the primary market as well as 
secondary market. Probably many of us do not know what primary market 
and secondary market is. In the following sections, we will discuss further 
on primary market and secondary market for deposits. 
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(i) PPrimary Market for Deposits 

The participants in primary market consist of the original suppliers of 
funds and the end users:  

Original suppliers of funds comprise of individuals, enterprises, 
plantation houses, international trading companies, provident funds, 
pension funds and other trust funds, public authorities, and 
government departments who deposit temporary excess funds at 
commercial banks, finance companies, merchant banks, discount 
houses, and other deposits taking financial institutions. 

End users are borrowers comprising individuals, companies and 
government.

Commercial banks have exclusive rights to accept temporary short term 
funds in non-interest bearing current accounts. Apart from Negotiable 
Certificates of Deposit (NCD), commercial banks are allowed to accept 
savings account deposits and fixed deposits from the customers. As a 
competitive strategy, commercial banks offer multi-tiered interest rates 
which award higher interest rates to higher deposit amounts. Commercial 
banks can collect deposits of various tenures, i.e. 1 month, 3 months or 
any tenure in the multiple of 3 months subject to a maximum of 60 
months. For 1-month deposit, the minimum deposit amount required is 
RM5,000. For 3 months and above, the minimum deposit required is 
between RM500 and RM1,000. 

Just like commercial banks, finance companies can also accept fixed 
deposits and savings deposits. Initially finance companies were allowed 
to collect fixed deposits of 3-month tenure only. However, effective 
October 1991, finance companies are allowed to accept fixed deposits of 1-
month tenure too. 

Merchant banks can accept fixed deposits from commercial banks, finance 
companies and other institutions as stipulated by BNM, such as MIDF, 
Bank Pertanian Malaysia, Bank Rakyat, Bank Simpanan Nasional and 
insurance companies. Initially, a minimum deposit amount of RM250,000 
was required from financial institutions and RM1,000,000 from other 
organisations, for deposits of no less than 1-month tenure. However, with 

Primary market for deposits is where deposits are lodged by depositors in 
financial institutions such as commercial banks, finance companies, merchant 
banks and discount houses. These deposits are then channelled as loans to 
borrowers. 
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effect from October 991, merchant banks are allowed to collect fixed 
deposits at a minimum sum of RM200,000 from any of the mentioned 
institutions.

Discount houses are allowed to accept deposits of less than 1-month 
tenure from the public, banks and other financial institutions. Minimum 
deposit amount accepted by discount houses is RM50,000. Most of the 
deposits held by discount houses consist of call money and overnight 
deposits. Call money is deposit that can be withdrawn on demand on 
condition that the request for withdrawal is received before 11.30 a.m. on 
the day of withdrawal. Overnight money is deposit kept for one day only 
but allowed to be rolled over with or without the negotiated interest rate. 

(ii)  Secondary Market for Deposits 

Secondary market for short term deposits involve inter-bank trading of 
short term deposits among commercial banks, finance companies, 
merchant banks and discount houses. 

Inter-bank money market transactions involve small branches of foreign 
banks and local banks without large deposit base. It is the most active 
money market and the traded instrument is cash deposits collected by the 
banks.

Inter-bank money market is often used by banks to accommodate the 
requirement for short term funds which in turn is triggered by the 
requirement to: 

accommodate financing needs of customers; and 
fulfil the statutory reserve requirement and minimum liquidity  
requirement.

(iii)  Treasury Bills Market 
Treasury Bills market becomes important when Treasury Bills and 
other government securities become one of the liquid assets required 
by the minimum liquidity requirement. The expansion of the domestic 
money market has been promoted by way of encouraging commercial 
banks and other financial institutions to invest in Treasury Bills.        

Secondary market for deposit is where financial institutions trade deposits or 
financial instruments among themselves. 
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Companies and local authorities also purchase short term Treasury 
Bills, other short term government securities and other money market 
papers through repurchase agreements or REPOS. REPOS is an 
agreement between financial institutions by which one party agrees to 
sell a money market paper at market price and also to repurchase the 
same paper at a future date at a specified price deemed attractive 
enough to the buyer/investor. REPOS provides the investors (buyers) 
the opportunity to lend their funds for short term and is secured by 
money market papers. At the same time, REPOS provides the sellers 
(financial institutions) the opportunity to refinance their investment in 
money market papers with short term funds. 

(c)   Foreign Exchange Market

Only commercial banks are allowed to conduct foreign currency businesses. The 
transactions take place either among themselves directly or through money 
brokers and foreign exchange brokers. 

Who are the buyers and sellers of foreign currencies? Buyers of foreign currencies 
are those who want to purchase goods, services or financial assets that have to be 
paid in foreign currencies. The sellers of foreign currencies are those who own 
foreign currencies and want to convert them to local currency. Obviously, the 
emergence of foreign currency market was encouraged by international trades. 

Financial instruments used in foreign currency exchange market include foreign 
currencies, bank drafts, telegraphic transfers and bills of exchange. BankersÊ 
Acceptances (BA) in foreign currency are also often used in this market. 

There are two markets in foreign exchange market, i.e. spot exchange market and 
forward market. Spot exchange market involves immediate delivery of foreign 
currencies. In forward market, foreign currencies are bought and sold for future 
delivery.

This market involves trading of short term financial instruments quoted in 
foreign currencies. 



CHAPTER 1  STRUCTURE OF FINANCIAL SYSTEM IN MALAYSIA  35

Visit Bank Negara MalaysiaÊs website at www.bnm.gov.my, find the 
information on the financial system in Malaysia and then outline the 
system. What would happen to our countryÊs financial system if one of 
the intermediary systems failed to function? 

1.4.2 Capital Market
Capital market is divided into primary market and secondary market. Primary 
market involves buying and selling of new securities. If a company wants to 
finance its expansion with equities, it sells new shares in the primary capital 
market.

Secondary market involves buying and selling of existing securities. For example, 
if Mr. Johan wants to buy RHB Berhad shares, he can do it at Bursa Malaysia.

Capital market in Malaysia helps the countryÊs economic development process by 
mobilising long term funds to finance public development and private 
investment initiatives. Capital market also encourages the development of private 
enterprises by providing access to funds required for investment and corporate 
expansion activities. 

Financial instruments in capital market have maturity periods of more than one 
year. These instruments are usually less liquid because of their long maturity. 
However, the existence of secondary market enables these instruments to become 
more liquid through trading in such market. Capital market instruments are 
issued by both government and private sectors. The Federal government issues 
bonds of maturity ranging from 2 to 21 years, while private firms issue debt 
instruments such as bonds and debentures, and equity instruments such as 
shares.
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Test your level of comprehension by answering the questions below. 

        
1. Who can match the needs of the groups with surplus of funds with 

the groups that need funds? 

2. Elaborate on the compositions of the banking system and non-bank 
financial system. 

3. Bank Negara Malaysia (BNM) wants to practise tighter monetary 
policy to overcome inflation problem in the countryÊs economy. 
What can BNM do to achieve the said objective? 

Circle the correct answers. 

4. Which of the following is NNOT a commercial bank? 
A. EON Bank Berhad 
B. Bank Muamalat Malaysia Berhad 
C. Alliance Bank Berhad 
D. All of the above are commercial banks. 
E. B & C 

5. Which of the following is a savings institution? 
A. Bank Rakyat 
B. Malayan Banking Berhad 
C. Sime Bank 
D. Hong Leong Finance 
E. All of the above are savings institutions. 

6. Which of the following is NNOT a function of Bank Negara Malaysia? 
A. Issue licences for the establishment of banking institutions. 
B. Issue licences for the establishment of financial institutions. 
C. Issue licences for the establishment of commercial banks. 
D. Issue licences for the establishment of Islamic banks. 
E. All of the above are Bank Negara MalaysiaÊs functions. 

Exercise 1.3 
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7. The following are the differences between commercial banks and 
finance companies, EEXCEPT:
A. Commercial banks are permitted to handle savings accounts, but 

finance companies are not permitted to do so. 
B. Commercial banks form the biggest group of financial 

institutions in the financial system in Malaysia. 
C. Finance companies focus their attention on hire-purchase 

activities.
D. Only commercial banks are permitted to carry out off-balance 

sheet activities. 
E. All of the above are differences between commercial banks and 

finance companies. 

8. Merchant banks are permitted to carry out the following activities, 
EXCEPT:
A. Provide hire-purchase facility 
B. Provide leasing facility 
C. Provide corporate finance consultation 
D. Manage investment portfolios of individuals 
E. A & B 

9. Capital market involves the following market(s): 
A. Equity market 
B. Bond market 
C. Foreign Exchange market 
D. A & B 
E. A, B & C 

10. Money market and foreign exchange market differ in terms of: 
A. Money market involves cash while foreign exchange market 

involves financial instruments. 
B. Main participants of foreign exchange market are commercial 

banks while money market involves all banking institutions 
C. Unlike money market, foreign exchange market is exposed to 

foreign exchange risk. 
D. A & B 
E. B & C 
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SUMMARY
Transfer of funds from those with excess funds to others who need funds is 
coordinated by financial intermediaries in MalaysiaÊs financial system. These 
financial intermediaries consist of banking system, non-bank financial 
intermediaries and other institutions in the financial market. All of them operate 
in the two key financial markets, i.e. money market and foreign exchange market, 
and capital market. 

Bank Negara Malaysia is the central bank that regulates the activities of financial 
intermediaries directly as well as indirectly in accordance with the specific acts 
and guidelines in order to uphold the security and stability of the countryÊs 
financial system. An efficient financial system should be able to provide financing 
facility to facilitate borrowing and investment activities. 

11. Bank Negara Malaysia (BNM) has decided to sell Malaysian 
Government Security (MGS) to commercial banks as part of its Open 
Market operation (OMO). This means: 
A. BNM practises inflationary monetary policy. 
B. It will reduce the business costs of commercial banks. 
C. Commercial banks will be more meticulous in credit analysis. 
D. Commercial banksÊ investment in marketable securities will 

deteriorate.


