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ABSTRACT 

"Those who benefit from interest shall be raised like those 

who have been driven to madness by the touch of the of the 

Devil; this is because they say:"Trade is like interest." While 

God has permitted trade and forbidden interest.Hence those who 

have received the admonition from their Lord and desist, may 

have what has already passed,their case being entrusted to God; 

but those who revert shall be the inhabitants of the fire and 

abide therein forever." 

(Surah Al-Baqarah, verse 275-281) 

The principles of Islamic Banking System were established 

in the Quran 14 centuries ago. The emergence of the system is 

often related to the revival of Islam and the desire of Muslims 

to live all aspects of their lives in accordance with the 

teachings of Islam. Now, an organization of financial 

institutions operating on these principles has existed worldwide 

and more formal coordination could result in a nearly global 

Islamic financial network. Since the establishment of the Dubai 

Islamic Bank and the multinational Islamic Development Bank in 

1975, over 100 such banks have opened for business worldwide. 

These banks have attracted deposits estimated at over $10 

billion; In Malaysia, the Islamic bank established in the 

country, Bank Islam Malaysia Berhad commenced its operation on 

March 1, 1983. 

The Islamic banks in need to comply with the Quranic 
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1. 1 INTRODUCTION 

The evolution of the Malaysian financial system can be 

divided into four stages. It started with the commodity money 

stage also known as Barter Trade, then the birth of paper 

currency and later to financial intermediation. The system is 

now in its maturity stage where a variety of specialised 

financial institutions have emerged to effectively meet the needs 

of both surplus and deficit units in the economy. The Malaysian 

financial system, as in other countries can be divided into 

three:-

1) the banking system; 

2) the non-banking financial intermediaries and 

3) the financial markets 

The banking system comprises the monetary institutions and non-

monetary institutions. The monetary institutions are those 

institutions whose principle liabilities are generally deposits 

received from customers. Commercial banks (including Bank Islam 

Malaysia Berhad) are the only institutions allowed to operate 

current accounts. 

The non-monetary institutions which are closely linked to 

the monetary institutions. These institutions include finance 

companies, merchant banks and discount houses. 

The non-banking financial intermediaries which are 

supervised by various Government departments and agencies, can 

be divided into five groups of institutions, namely the 
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