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ABSTRACT

This thesis studies the Islamic Interbank Money market in Malaysia (IIMM) from the
Shartflah and legal point of view. The significance of the research can be viewed from
the point of the criticism against the credibility of the market in terms of the Sharfflah
compliance requirement. Another problem is the dearth of tradable instruments in the
IIMM which culminates in the liquidity mismatch in the liquidity portfolios of the
Islamic financial institutions. The scantiness of the instrument also poses challenges to
the emerging jurisdictions of the Islamic banking across the globe as regards the best
Islamic money market model that is worthy of adopting. The objective of this research
IS to contribute to the efforts towards the solving of the problems. Thus, as for the
issue of the compliance of the Market with the Sharfflah principles, a jurisprudential
study of the underlying contracts of the Modus Operandi of the market and that of the
instruments was conducted. Therefore, the findings of the study show that there is a
need for the Shartflah adaptation of the underlying contracts of the Modus Operandi of
the IIMM. However, as for the underlying contracts of the instruments of the IMM, it
is discovered that they are all Sharfflah compliant, given the fact that all the contracts
are rooted in the literatures of Islamic jurisprudence, notwithstanding the divergence
of opinions between the scholars of the notable schools of law, on some of the
contracts. Moreover, as regards the matter of the inadequacy of tradable instruments, a
proposal for the developing of Bayll al-WafE0 which is a sale contract under the
Islamic commercial law as an instrument of the Islamic Interbank money market is
made. Therefore, an instrument which is coined as Bayl al-WafE0 Repo (BW Repo-i)
is proposed to be introduced into the Islamic Interbank money market. The
proposition is the contribution of the current research to the subject of the 1IMM.
Finally, the study is a qualitative legal and jurisprudential research. It finally
concluded that the Malaysian model of the Islamic Interbank money market can be
adopted by other jurisdictions as the best practice model. This will be helpful to the
existing jurisdictions that are confronted with the problem of Islamic money market
and the emerging jurisdiction of Islamic banking and finance, due to its, viability,
simplicity, sophistication and the Sharfflah compliant credibility.
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CHAPTER 1

INTRODUCTION

11 INTRODUCTION
The success of the Central Bank of Malaysian ‘Bank Negara Malaysia,” in its efforts
to ensure the growth of Islamic Banking and finance is crystal clear. However, the
prelude to such development is the outcome of the success of the Bank in the
developing of a reputable model of Islamic interbank money market (1IMM) in the
country. The IIMM has emerged as the leading best practice for the emulation of the
emerging Sharfflah compliant money market jurisdiction across the world. Thus, the
concept of money market in the broad sense is defined as ‘the business activity in
which banks and other financial institutions engage to lend money to each other,' on a
short term basis for the purpose of their liquidity management. In another word, the
market is a financial mechanism for dealing with short term papers such as notes and
bill. This is in contrast to the capital market, which provides for medium and long-
term financing.” The money market system is available in both the conventional and
Shartflah compliant banking systems.

The instruments of the money markets include Commercial Papers, Bankers
Acceptances, Treasury bill, Certificate of Deposits and other short-term securities. It

provides liquidity funding for the financial system.? It is an open secret that the 1IMM

! Macmillan English Dictionary for Advanced Learners, International Student Edition, (UK: Selwood
Systems, 2006), at 918.

2 Henry Campbell black M. A., Black Law Dictionary, 5" Ed., (St. Paul Minn. West Publishing Co..
1979), at 907.

* Ibid.



operates on the same platform with conventional systems,* after the elimination of
prohibited acts from it. Thus, the activation of al-ljtihEd’ is a necessity for the rapid
growth of the 11IMM,® hence, the adoption of the principle by its jurists (the Sharffiah
scholars)” who embarked on the way of al-Rukhlah wherever there is a necessity®.
That is, based on collective al-IjtihnEd® and al-maqEsid-based al-IjtihEd.’® As a matter
of fact, al-Rukhlah is of a God’s gift to mankind which cannot be rejected.*

However, since the money market system under the Islamic financial
institution is the Islamic interbank money market, which is a Shartflah compliant
system; the instruments of the Islamic inter-bank money market must conform to the
principles of Shartiah. It is required that all the products that are involved in the sale
and buying must be from the ethical activities. The profits gained should not be from
prohibited business, such as alcohol production, gambling, pornography, interest-
based activities and interest-based debt. Some of the acceptable instruments of the
market, under Shartfiah are the profit sharing contract of MulErabah and the trading

contract of MurEbahah, al-bayll bithmanin Ejil, bayfl al-dayn and bayil al-Enah®. The

* Syed Omar Syed Agil Aidit Ghazali, Reading in the Concept and Methodology of Islamic Economics,
(Kuala Lumpur: CERT Publication, 2007), at 189.

® Hikmatullah Babu Sahib, Islamic Law and Modernity Conflict and Reconcelliation, in Contemporary
Issues in Islamic Law, Ed. By Abdul Haseeb Ansari, (New Delhi: Serial Publications, 2011), at 199.

® 1bn lAshEr, Treatise on Magasid al-ShartNah, (Kuala Lumpur:  Islamic  Book  Trust and
International Institute of Islamic Thought, London, 2006), at 219.

® Macmillan English Dictionary for Advanced Learners, International Student Edition, (UK: Selwood
Systems, 2006), at 918.

219.

" xabtb ATmed, Product Development in Islamic Banks, (Edinburgh: Edinburg University Press, 1988)
at 46.

® YEstn Suwaylim UEhE, Hukm al-Islam fi Arbah Shahadat al-Isthmdr wa Wadd'i‘'u Sandddig
al-Idkhar, (al-Hazhar: 1417) at 13.

® Aznan Hasan, An Introduction to Collective ljitihad (ljtihad Jama’i), at 29.

ATmad al-RaysEnt, al-Shatibi Theory of the Higher Objectives and Intents of Islamic Law, (Kuala
Lumpur: Islamic Book Trust and International Institute of Islamic Thought, London, 2006), at 336.

' Nicolas P. Aghindes, Mohammedan Theories of Finance with and Introduction to Mohammedan Law
and a Bibliogra, (New York: The Faculty of Political Science, Columbia University1916), at 114.

"2 Financial Sector Talent Enrichment Programme, FSTEP, Islamic Banking Hand Book, at 178.





