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" Advancing Shariah Contract Applications for a More Productive and Inclusive Economy in line with Shariah
Objectives
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Diagram 1: Growth and Development of Islamic Finance in Malaysia

Building Foundation Mainstreaming Diversification & Innovation Advancing Value-based
1983 - 2000 2001-2010 2011 - 2021 Finance for Impact

Promating financial inclusion for Muslim through | Broadenrange of soluionsand scale | Addressing ecosystem gaps and . Shar pen Malaysia's
access for Istamic financial solutions }  supported by comprehensive offerings | driving global | proposition as an
i ' 1 galaway for lslamio financa
|
1983 1993 1997 2005 2008 2017 2020 2024
Firstislamic Bank  lslamic Windows  Shariah Advisory  INCEIF University?  First Foreign Islamic  Value-Based ITEKAD initiative First Islamic
(Now: 17 Banks) Coundil (SAC) Bank Subsidiary  Intermediation (VBI) Digital Bank
First Foreign (Now: 2 Banks)
Islamic Bank
1984 1995 2001 2006 2015 2018 2022 2025
First Takaful Operator  Is \Emb Interban IBFIM' Malaysia Islamic ASAS? Centralised Shariah MIFC Leadership MIFC Business
(Now: 15 Operators)  Money Market Financial Centre (MIFC) Autharities Forum Council (MLC) Network (MBN)
(CSAF)
Market share 1994 ! 2004 i 2014 : 4Q 2025
for Islamic ! ' !
banking* and Takatul ' Takatul ' Taatul \ Takatul
takaful® sector <1% ! 5% ! 13% ! 24%
! ' !
' Islamic Banking and Finance insttute Malaysia (I8FIM) 1 Association of Shariah Advisors in Islamic Finance (ASAS)
2 Intemational Centre for Education in Islamic Finance By fatal Islamic financing/ total financing in the financial ecosystem
(and Intemational Shariah Research Academy for Islamic 2 By total takaful net premium or contributiory total net premiums or contributions in the
Finance (ISRA), 2006) Insurance sector
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! Technological Revolution Climate Transition Geopolitical Instability Socio-economic Pressure
- Growth of digital asset and use Net Zero 2050 commitment. Trade disruptions, energy Subsidy rationalisation, aging |
i of Al reshape economy green investments crisis population, rising cost of living |

Converting the strengths of IFis’ broad business offerings into impactful socio-economic outcomes

Enhance access to financing and protection

(i; Credit Intermediation /\ ljarah (rental) () Ta'awun(mutual assistance)
Deposi, provision of finance Rent-to-own scheme lowers @?‘9 Takaful solutions or arrangements to
FI%  home ownership barrier through g»:‘\u{“}v provide protection for marginalised
rental with option to purchase e ¥ segments
(2) Investment Intermediation Promote social cohesion and equitable wealth
Investment account, non-debt
solutions
rj ::Nm;l(:an:ownllem) f f Sadaqah (donation)
UNG:10 VeI, 1 rasgumures Il it Fund to assist unserved/ underserved
- support con'!munlty nosca g o AT\ segments such as the homeless
(3) Blended Social Finance school, child/elderly care centre
"~ Philanthropic capital and social
funds
F Ei ic Transf ion and ility
S 5 Musyarakah (partnership) —_ Climate transition
(4) Takaful protection [g-gl &8 Financing entrepreneurship and channelling '*(F'l ™  Blended financing to finance just and
Mutual assistance (ta‘awun) rQMlg investments into high-impact and innovative 4% orderly climate transition, and promote
d I sectors == sustainable practices

Note: Examples shown are illustrative and non-exhaustive.
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Contractual requirement Purpose and outcomes

Reflect intended economic
function of the contract

Essential to preserve Shariah
validity, legal certainty and
regulatory consistency Deliver outcomes aligned with
BALANCED broader Shariah objectives
CONSIDERATION /

v

@ Strengthening Shariah Contract Framework Through Two Reinforcing Dimensions

— @ (2 B

Recalibrating the Form of Shariah Contract Requirements Strengthen the Substance of Shariah Contract Applications
Establish a coherent and more enabling framework that Guide IFls ‘l° apply Shariah contracts according to purpose and
supports innovation Shariah objectives

Establish Universal Reorganise into Consider Intended Consider Relevant
Requirements Contract Clusters Economic Function Shariah Objectives
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o Sustainable Prosperity | Ethical & Faith-guided
e Umran) Conduct (Tadayyun Contributing to the
= 3 well-being of
OU Lx’(l;thqreE g individuals,
u MES
. . s e . society, economy
Proser.va.non of Prosor\_/atlon of Preﬁerva(lon of Presﬁrvanon of Preservation of and environment,
religion life intellect lineage wealth

in this life and

hereafter
Achieving Maqasid Shariah in Islamic finance
9 — 3 Guide the
N i
aja \é AN ( ) sl application of
\ 7/ Y e

contracts towards

SHARIAH - S outcomes that are
OBJECTIVES Fair & Clarity & Wealth Creation & Stability & Practicality and beneficial, fair
Benevolence i i i i 2 >
volen Transparency Circulation Sustainability Adaptability balanced and
sustainable
{ Balanced Consideration |
Adherence to Applicable Shariah Requirements
= = Ensures the
0 =n Universal requirements =5 Specific Requirements validity, integrity
SHARIAH = ! Fundamental principles applicable 0 —#¢”| Additional requirements clustered . and enforceability
REQUIREMENTS = to all Shariah contracts based on the nature of each contract of Shariah
contracts
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NEEDS AND CHALLENGES UNDERLYING SHARIAH CONTRACT INTENDED OUTCOME GREATER VALUE CREATION

({110 (+ Needs working capital ) (* Mudarabah (working capital) ) ("+ Business expands )
+ Needs financing for + Musyarakah (business + Jobs created Better alignment
expansion expansion) + Exports and halal
MSME in the + Limited collateral and + Murabahah (equipment value chain @ with rea
Halal Industry \_ track record 7, \_purchase) ) \__ strengthened 2
+ Need housing for own (. ljarah Muntahiyah Bi ) (s Promote home ) Broader
=1l stay Tamlik (leasing with path to ownership W and more
Firsttime + Needs Shariah- ownership) * Promote well-being ¢ growth
Home Owner compliant financing * Musyarakah Mutanaqgisah and financial
& Limited savings ) L (diminishing CO-OWnE'ShIp)J _ stability 4 I@ Risk-sharing and
g r‘ [' Larger upfront capital ) ( Istisna’ (construction) * Promote energy sble and
|2=.2 + Longer investment « ljarah (leasing) s /,'Q_"; eaninaf
Renewable horizon + Wakalah (agency for + Promote climate i
Energy Infrastructure | +  pighar execution risk management services) and environmental P
Project N dvesosi bl \ / resilience \ /
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\ CASH FINANCING
Q /N Provides direct access to cash for
[O] individuals and businesses.

trade and operating activities.

05 TRADE WORKING CAPITAL
Provides working capital to facllitate

Examples:

~
l Examples:
T p

+ Personal financing ® \ * Import & export financing

* Microfinancing (e.g. Ar-Rahnu) J * Invoice financing

+ Credit Card / Cashline * Factoring

« Term financing « Accepted bills

+ Payday financing - :

* Revolving credit = ASSET & SERVICE ACQUISITION

— Acquires assels and services for
personal, business and institutional use.

Tawarruqg-based

UIDITY

ATION & LI )l
= nd i : Examples
= Manages IFI's cash flow and liquid Products in the p“"‘}’ o? 2 ;
assets to meet obligations Malaysian IF . c(;zg'cr:z“;nr:alncmg (completed / under
() s

Market

X2 * Vehicle financing
« Commodity Murabahah Placement « Equipment financing

(unsecured) « ASB financing
* Collateralised Commodity + Education financing

Murabahah + Sukuk underwriting
* Renovation financing

@@ DEPOSITS & INVESTMENT = g
Enables IFls to source funds from DERIVATIVES AND RISK
u[]ﬁ depoasitors for intermediation @ MANAGEMENT

Manages risks arising from exposure in
financial markets

Examples

Current Account L
@ Examples

* Profit Rate Swap

* Cross Currency Swap

+ Options

+ Savings Account
+ Term Deposit
« Structured Products
(e.g. Range Accrual, elc.)
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O |

Greater clarity is needed on the future role of tawarruq within
a more balanced and diversified Shariah Islamic finance ecosystem.

RECOGNISE

Recognise tawarruq as a
viable Shariah-compliant
mechanism (makhraj
shar’ie).

Maintain its practical and

/'I scalable role in supporting
al financing and liquidity
arrangements.
Support continued access
‘.‘ to Islamic financial
- services and the resilience

of the Islamic financial
system.

POSITION

@

Position tawarruq where
it addresses genuine
needs.

0.
o°®

Recognise its relevance
where other Shariah
contracts are not
reasonably available,
practical or suitable.

Facilitate other Shariah
contracts where their
purposes are better suited
to promote a more balanced
and diversified Islamic
finance ecosystem.

A
o

Strengthen tawarrugq
standards, governance
and market practices.

Ensure proper safeguard
inexecution of ownership,
possession (gabd),
agency and commodity
transactions.

Strengthen public
confidence and support
broader Shariah
objectives.
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Progressive and
collaborative,

led by BNM in

with the industry

©

Balanced against
market realities

Supported by sufficient
time

©

Targeted,

i)

Focused on areas where
alternatives can

rather than broad-based deliver meaningful value to preserve product
substitution of and be and
tawarruq viably financial stability

THREE PROGRESSIVE APPROACHES

to develop the necessary
solutions, infrastructure
and capabilities

partnership

ESTABLISH DIRECTION
AND PRIORITIES

Build a shared understanding of
, the strategic direction.
Identify product segments where
|5 altemative Shariah contracts
may be more appropriate.

E] Assess implications for existing
=) products and industry readiness.

Prioritise and sequence efforts
~*, based on:
« relevance and potential value;
* commercial viability; and
* implementation complexity.

>

SUPPORT PROGRESSIVE
ADOPTION
Broaden adoption progressively as
viable alternatives and enabling
conditions mature.

DEVELOP VIABLE PATHWAYS )
AND ENABLING CONDITIONS

e Establish a collaborative industry
&5 working group.

Explore viable alternative structures

and practical solutions. (.3 Monitor outcomes and industry
S

experience.

supporting ir
and opevallonal arrangements Provide further support and refine

the approach where necessary.

— Address implementation constraints,

and:enhance indusiry. cepabiities. Advance contractual diversification

T without causing undue market

a» Develop alternatives that reflect
disruption.

the distinctive value of the relevant
Shariah contracts

@ Identify where diversification
offers the strongest potential for
viahla adnntinn

( KEY MESSAGE:

KEY MESSAGE:

Scale viable alternatives
progressively in line with market
and imnlamantatinn readinacs

Build practical alternatives and
the conditions needed for
affactive imnlamantatinn

KEY MESSAGE:
&85
\Y

13
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«—‘"—ﬁ“lfﬁ Sustainable Prosperity (7n Ethical & Faith-guided
I ;0.9
(‘Umran) {1y}’ Conduct (Tadayyun)
Preservation of Preservation of Preservation of Preservation of Preservation of
religion life intellect lineage wealth

Achieving Maqgasid Shariah in Islamic finance

SOENN S ©

Fair & Clarity & Wealth Creation & Stability & Practicality and
Benevolence Transparency Circulation Sustainability Adaptability




