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ABSTRACT

This research investigates the performance and impact measurement of Value-Based
Intermediation (VBI) adoption in Malaysian Islamic Financial Institutions (IFIs). Since
its introduction by Bank Negara Malaysia (BNM) in 2017, VBI has been a cornerstone
of IFIs' sustainability efforts. While IFIs have made significant progress, challenges
remain in measuring VBI performance and impact. The study evaluates the current VBI
performance measurement tools used by IFIs, assesses their alignment with VBI
implementation goals, and explores innovative ways to enhance measurement. By
conducting an in-depth case study of Alpha Bank, this research develops a
comprehensive VBI Impact Measurement (VBIIM) Model that integrates financial,
social, and environmental dimensions. The VBIIM Model offers a more holistic
approach to measuring VBI performance and impact, addressing the limitations of
existing tools. It provides a framework for IFIs to track progress, communicate value
creation, and contribute to sustainable development. Key findings reveal significant
limitations in existing VBI performance measurement tools, which often fail to capture
the full impact of VBI initiatives. The research contributes to the field by offering a
practical tool for IFIs to enhance their VBI initiatives and support BNM's vision for a
sustainable Islamic finance industry. The study also highlights Alpha Bank's
commitment to social responsibility, environmental sustainability, and inclusive finance
through its VBI initiatives. Moreover, the research suggests that integrating Stakeholder
Theory and Maqasid Shariah elements into the VBI Scorecard can enrich the assessment
of VBI performance. The VBIIM Model is a valuable tool for IFIs to measure their VBI
implementation's performance and impact, identify areas for improvement, and
ultimately guide them toward sustainable practices and enhanced stakeholder
engagement.

Keywords: Value-Based Intermediation, Islamic Financial Institutions, VBI Impact
Measurement Model, Maqasid Shariah, Stakeholder Theory, sustainability,

performance measurement.

v



TABLE OF CONTENTS

Page

CONFIRMATION BY PANEL OF EXAMINERS ii
AUTHOR’S DECLARATION iii
ABSTRACT iv
ACKNOWLEDGEMENT v
TABLE OF CONTENTS vi
LIST OF TABLES xii
LIST OF FIGURES xiii
LIST OF ABBREVIATIONS Xvi
CHAPTER 1_INTRODUCTION 1
1.1 Introduction 1
1.2 Research Background 3
1.3 Problem Statement 6
1.4  Research Objectives and Research Questions 8
1.5  Research Scope 9
1.6  Research Significance 9
1.7 Thesis Structure 11
CHAPTER 2 LITERATURE REVIEW 13
2.1 Introduction 13
2.2 Overview of Islamic Finance 13
2.2.1 Islamic Finance in Malaysia 15

2.2.2  Ensuring Shariah Compliant 17

2.2.3 Magqasid Shariah 18

2.3 Value-Based Intermediation (VBI) 21

2.3.1 VBI Initiatives 23

Vi



CHAPTER 1
INTRODUCTION

1.1 Introduction

This research has undertaken an in-depth analysis of the performance and impact
measurement of Malaysian Islamic Financial Institutions (IFIs) in relation to their
adoption of Value-Based Intermediation (VBI). VBl is a concept that has been expressly
encouraged by Bank Negara Malaysia (BNM) since 2017 as the driver of IFIs towards
sustainability. IFIs are financial institutions that conduct their activities by Shariah Law.

The government of Malaysia and BNM have been actively engaged in
positioning the country as the world leader in Islamic Banking and Finance. The success
of the IBF system has been demonstrated by the tangible increase in financing activities
(Arshad et al., 2018). The IFIs' market share growth from 2012 to 2015 resulted from
the Muslim population's appreciation and acceptance of IBF as a financial foundation
(Arshad et al., 2018; Hassan & Mohamad Nor, 2019; Ibrahim et al., 2019). Nevertheless,
the detrimental effect of the annual economic growth has hindered the government's
initiatives to promote the system within Malaysia (BNM, 2018b). Thus, BNM has
motivated the IFIs to explore new strategies by introducing the VBI Implementation
Strategy Paper (BNM, 2018a). This strategy has emphasised and highlighted four
primary areas to guide IFIs' roles and impacts towards sustainability (BNM, 2018a).

BNM has generated the VBI concept to support the VBI Community of Practices
(CoPs) in practising Shariah through their product offering and conduct to promote
sustainable impacts on the economy, customers, communities and environment.
Moreover, the former governor of BNM, Tan Sri Dr Zeti Akhtar Aziz, has highlighted
how IFIs can contribute to economic growth beyond financial profitability through
implementing VBI (Malek, 2018a). VBI intends to consider the interests of shareholders
as its adoption can positively impact the economy, society and environment (Arshad et
al., 2018). By this, Mohd Yunus (2018) emphasised that VBI was designed to produce
advantageous results in IFI business models. Nine IFI pioneers who formed the CoP

have voluntarily adopted VBI since its introduction in 2017. The number of CoP



