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ABSTRACT

Ar-Rahn is an agreement between borrower and the lender whereby the
borrower puts up a valuable asset as collateral to the lender to convince him
(lender) that his right on loan intended will not be forsaken if the borrower fails to
pay. In such eventuality, the lender has the right to sell off the charged asset to
compensate loan. Any balance arising from the sale after deduction of the
balance in the borrowed amount will be returned to the customer (owner). This
study surveyed the impact of Ar-Rahn loan on the socioeconomic of the micro
entrepreneurs in Kota Bharu in term of their business performance and standard
of living. Firstly, this study is conducted with the objectives of to understand the
concept of Islamic mortgage in Kelantan and secondly to compare the Islamic
Mortgage system by Ar-Rahn shops of PKB and Ar-Rahn Scheme of Bank
Rakyat. Thirdly, to determine the effect of Ar-Rahn scheme on the
socioeconomic of the micro-entrepreneurs in Kota Bharu. The 137 of micro
entrepreneurs that taking Ar-Rahn loan was selected. The finding suggests that
Ar-Rahn loan is very helpful to the micro entrepreneurs in Kota Bharu. They will
improve or start their business by getting loan from Ar-Rahn. Besides that they

will also improve their standard of living.



Introduction

1.0 INTRODUCTION

There are two types of pawnshop namely conventional and Islamic
pawnshops. The conventional pawnshop has been in operation since a long
time ago. Its history begins since Chinese arrived in Malaya and discovered
many mines of tin especially in Larut, Perak. As they obtained profits through
the mining activity, they made an investment in credit concession system
including pawn broking. Some of them have an experience in pawn broking
service in China and hence wanted to implement the same activity in Malaya.
That was why we discovered the pawnbrokers’ premises in this country were

monopolized by the Chinese.

Since 1871, the conventional pawnshop has been operating in Malaya under
the pawnbroker's ordinance 1871. Under this ordinance, the pawnshop
administration was implemented by every state with different system.
Pawnbrokers Act 1972 was introduced on 2™ January 1973 and was enforced
to administer the pawnbrokers consistently throughout Malaysia. According to
the Act, business of pawnbrokers lies under the portfolio of the Ministry of

Housing and Local Government.

Islamic Mortgaging Financing System





