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ABSTRACT 

Islamic banks are said to possess ethical identity (Haniffa and Hudaib, 2007) because 
their social goals are just as important if not more important than financial goals 
because of the fact that they are based on religious foundations, i.e. the Islamic 
SharÊ’ah which has as its ultimate goal, the betterment of society. Islamic banks are 
thus expected to potray a high level of corporate social responsibility which would be 
evident in their social reporting practices as evidenced in their annual reports. 
However, two prominent studies of the social reporting practices of Islamic banks 
have shown otherwise (Maali et.al, 2003; Haniffa and Hudaib, 2007). This study 
replicated the Haniffa and Hudaib study by examining the social reporting practices of 
Islamic Banks in Malaysia. This examination involves a comparison of the social 
disclosures of 7 Islamic banks made through their annual reports against an ideal level 
of social disclosures that Islamic banks ought to make, over the years 2004-2007. This 
comparison was accomplished using the Ethical Identity Index (EII) developed by 
Haniffa and Hudaib (2007).  The findings revealed that at present, Islamic banks in 
Malaysia have much more in common with their conventional counterparts than they 
do with banks that are supposedly based on SharÊ’ah.  This is because they disclose a 
reasonable amount of information on their debtors and their corporate governance 
practices which is what one would expect from conventional banks.  However, in 
areas that would demonstrate their ethical identity and ultimate goal of betterment of 
society that separates them from their conventional counterparts, they disclose very 
little information in this regard in their annual reports. 
.  
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 ملخص البحث 

 وذلك 7ھداف) ٢٠٠٧حنيفة و ھديب، (ضعت البنوك اBس5مية لتحديد الھوية ا7خ5قية وُ 

 أولوياتاجتماعية تمثل أھمية قد تكون أكبر من أھمية ا7ھداف المالية، 7ن حقيقتھا تترتب عليھا 

دينية، على سبيل المثال الشريعة اBٍس5مية التي جعلت من أقصى غاياتھا تحسين الوضع 

ويتوقع من البنوك اBس5مية تصوير أعلى المستويات في المسئولية التعاونية  .اpجتماعي

على أية  .في تقاريرھم السنوية ليللمجتمع والتي ستتوضح في تقرير التطبيقات اpجتماعية كدبا

 اأظھرت قد لبنوك اBس5ميةفي احال، ھناك دراستان بارزتان لتقرير التطبيقات اpجتماعية 

ھذه الدراسة تنطوي على ). ٢٠٠٧، حنيف وھديب، ٢٠٠٣ماعلي وآخرون (استكشافات أخرى 

جتماعية للبنوك اBس5مية في طريق امتحان تقرير التطبيقات اB وھديب عندراسة حنيف 

ضعت من جتماعية لسبع بنوك إس5مية وُ في الكشوفات اBمتحان يشمل مقارنة وھذا اB .ماليزيا

 ٢٠٠٤جتماعية التي طبقت من سنة المستويات المثالية للكشوفات اB خ5ل التقارير السنوية ضد

المطورة من قبل حنيف و  ھذه المقارنة باستخدام دليل الھوية ا7خ5قيةوأنجزت  .٢٠٠٧إلى 

كما كشفت النتائج أن البنوك اBس5مية الماليزية الحالية مشاعة مع النظائر ). ٢٠٠٧(ھديب 

ھذا 7ن ذلك يكشف الكمية . التقليدية، أكثر من البنوك التي يفترض أن تكون وفق الشريعة

ائنين و المتعاونين مع التطبيقات الحكومية التي من المفترض دخولھا المعقولة من معلومات الد

على أية حال، المجاpت التي تكشف الھوية ا7خ5قية وا7ھداف الجوھرية . ضمن البنوك التقليدية

لتحسين المجتمع قد فرقھم عن نظائرھم التقليدية كما كشفت معلومات نسبية بھذا الخصوص في 

     .التقارير السنوية



iv 

APPROVAL PAGE 

I certify that I have supervised and read this study and that in my opinion; it conforms 
to acceptable standards of scholarly presentation and is fully adequate, in scope and 
quality, as a dissertation for the degree of Master of Science in Accounting. 

…………………………………….. 
Siti Normala Sheikh Obid 
Supervisor 
 

I certify that I have read this study and that in my opinion it conforms to acceptable 
standards of scholarly presentation and is fully adequate, in scope and quality, as a 
dissertation for the degree of Master of Science in Accounting. 

…………………………………….. 
Nazli Anum Mohd. Ghazali 
Examiner 

This dissertation was submitted to the Department of Economics and Management 
Sciences and is accepted as a partial fulfilment of the requirements for the degree of 
Master of Science in Accounting. 

…………………………………….. 
Nazli Anum Mohm Ghazali 
Head, Department of Accounting 

This dissertation was submitted to the Kulliyyah of Economics and Management 
Sciences and is accepted as a partial fulfilment of the requirements for the degree of 
Master of Science in Accounting. 

…………………………………….. 
Mansor. H.Ibrahim 
Dean, Kulliyyah of Economics and                                                                     
Management Sciences 



v 

DECLARATIO� PAGE 

I here declare that this dissertation is the results of own investigation, except where 

otherwise stated. I also declare that is has not been previously or concurrently 

submitted as a whole for my other degree at IIUM or other institutions. 

 

Umaru Mustapha Zubairu 

 
 

Signature………………………                                      Date…………………….. 



vi 

COPYRIGHT PAGE 

 

 

 

 

 

 

 

INTERNATIONAL ISLAMIC UNIVERSITY MALAYSIA 

DECLARATIO� OF COPYRIGHT A�D AFFIRMATIO� 
OF FAIR USE OF U�PUBLISHED RESEARCH 

Copyright © 2008 by Umaru Mustapha Zubairu. All rights reserved. 

THE SOCIAL REPORTI�G PRACTICES OF ISLAMIC BA�KS I� 
MALAYSIA 

 
No part of this unpublished research may be reproduced, stored in a retrieval 
system, or transmitted, in any form or by any means, electronic, mechanical, 
photocopying, recording or otherwise without prior written permission of the 
copyright holder except as provided below. 

1. Any material contained in or derived from this unpublished research 
may only be used by others in their writing with due 
acknowledgement. 

2. IIUM or its library will have the right to make and transmit copies 
(print or electronic) for institutional and academic purposes. 

3. The IIUM library will have the right to make, store in a retrieval 
system and supply copies of this unpublished research if requested by 
other universities and research libraries. 

Affirmed by Umaru Mustapha Zubairu   

 

…………………………….    ……………….. 
     Signature              Date 



vii 

ACK�OWLEDGEME�TS 

A In the name of Allah the Most Compassionate and the Most Merciful. All praise due 
to Allah (SWT) and peace and blessing be upon His Prophet Muhammad (SAW).  

First and foremost, I am indeed very grateful to Allah (SWT) for granting me 
the opportunity to successfully complete this dissertation. The road was not always 
easy, but by His Mercy and Grace, I have reached a successful conclusion. Indeed, all 
praise and thanks belong to Him and Him alone. 

May Allah bless my supervisor, Associate Professor Siti Normala Sheikh Obid, 
whose help and guidance throughout this process has been invaluable. Her patience, 
valuable input and encouragement got me through some difficult patches in the course 
of writing this dissertation, and for that I am infinitely grateful. 

Next, I am exceedingly grateful to my dear parents who always encouraged 
and believed in me throughout this process. Their advice was invaluable and their 
unflinching support, morally and financially, even more so. May Allah bless them 
with righteous lives in this world and with Paradise in the Hereafter. 

I also extend my heartfelt gratitude to my friends and well-wishers who 
provided much needed support and encouragement throughout the writing process. 
May Allah reward them abundantly.             
. 
 



viii 

TABLE OF CO�TE�TS 

Abstract .......................................................................................................................... ii 
Abstract in Arabic ......................................................................................................... iii 
Approval Page ............................................................................................................... iv 

Declaration Page ............................................................................................................ v 

Copyright Page .............................................................................................................. vi 
Acknowledgements ...................................................................................................... vii 
Table of Contents ........................................................................................................ viii 
List of Tables ................................................................................................................ xi 
List of Figures .............................................................................................................. xii 
List of Abbreviations .................................................................................................. xiii 
Transliteration Table ...................................................................................................xiv 

CHAPTER 1: I�TRODUCTIO� ............................................................................... 1 

Introduction......................................................................................................... 1 

Research Background ......................................................................................... 2 

Motivation for Research ..................................................................................... 3 

Research Question .............................................................................................. 4 

Research Method ................................................................................................ 5 

Significance of Research .................................................................................... 6 

Organization of Chapters .................................................................................... 6 

CHAPTER 2: ISLAMIC BA�KI�G, THEORIES A�D PRACTICES ................ 8 

Introduction......................................................................................................... 8 

An Overview of Islamic Banking ....................................................................... 8 

History and Development ........................................................................... 9 

The Objectives and the Philosophy of Islamic Banking ........................... 10 

Sources and Uses of Funds ....................................................................... 12 

SharÊ’ah: The Foundation for Islamic Banking ................................................ 13 

Sources of SharÊ’ah Law ........................................................................... 14 

The Prohibition of Riba ............................................................................. 15 

Principles of SharÊ’ah in the Islamic Banking System ..................................... 17 

Profit and Loss Sharing Principles ............................................................ 17 

Fees or Charges Based Principles ............................................................. 18 

Free Services Principles ............................................................................ 18 

SharÊ’ah Supervisory Boards ............................................................................ 19 

Functions and Duties ................................................................................. 19 

Reports of the Board ................................................................................. 20 

Criticisms of Islamic Banking .......................................................................... 22 

Criticisms on the Purity of Products Offered by Islamic Banks ............... 22 

Criticisms on Failure of Islamic Banks in Their Social Welfare Role ...... 23 

Summary ........................................................................................................... 24 
 
 
 



ix 

CHAPTER 3: SOCIAL REPORTI�G (SR) ........................................................... 26 

Introduction....................................................................................................... 26 

Theories of Social Reporting ............................................................................ 27 

Legitimacy Theory .................................................................................... 27 

Decision Usefulness Approach ................................................................. 27 

Stakeholder Theory ................................................................................... 28 

Agency Theory .......................................................................................... 29 

Political Economy Theory......................................................................... 29 

Normative Accountability Approach ........................................................ 30 

An Islamic Perspective on Social Reporting .................................................... 31 

Accountability ........................................................................................... 31 

Social Justice ............................................................................................. 32 

Ownership and Trust ................................................................................. 33 

Disclosure – an Islamic Perspective:......................................................... 34 

Measuring the Ideal Level of Social Disclosure ............................................... 36 

Conventional Perspective .......................................................................... 36 

Islamic Perspective.................................................................................... 38 

Haniffa and Hudaib (H&H) 2007 ..................................................................... 39 

Research Design ........................................................................................ 40 

Constructing the Ideal Ethical Identity Framework .................................. 40 

Sample Selection ....................................................................................... 46 

Research Instrument .................................................................................. 46 

Summary ........................................................................................................... 47 

CHAPTER 4: RESEARCH DESIG� A�D METHODOLOGY .......................... 49 

Introduction....................................................................................................... 49 

Research Method .............................................................................................. 49 

Sample Selection .............................................................................................. 51 

Research Instrument ......................................................................................... 53 

Data Collection and Analysis Procedures......................................................... 55 

Annual Dimension EII (ADE) .................................................................. 58 

Annual Mean Dimension EII (AMDE) ..................................................... 59 

Annual Bank EII (ABE) ............................................................................ 60 

Overall Mean Dimension EII (OMDE)..................................................... 61 

Overall Mean Bank EII (OMBE) .............................................................. 62 

Summary ........................................................................................................... 64 

CHAPTER 5: A�ALYSIS A�D DISCUSSIO� OF RESULTS ............................ 67 

Introduction....................................................................................................... 67 

ADE, AMDE & ABE (2004)............................................................................ 67 

ADE, AMDE & ABE (2005)............................................................................ 69 

ADE, AMDE & ABE (2006)............................................................................ 70 

ADE, AMDE & ABE (2007)............................................................................ 72 

Overall Mean Dimension EII (OMDE) ............................................................ 73 

Overall Mean Bank EII (OMBE) ..................................................................... 81 

Trend Analysis .................................................................................................. 82 

Summary ........................................................................................................... 84 

 



x 

CHAPTER 6: CO�CLUSIO� .................................................................................. 85 

Introduction....................................................................................................... 85 

Overview of Findings and Implications ........................................................... 85 

Limitations and Future Research Suggestions .................................................. 88 

BIBLIOGRAPHY ...................................................................................................... 90 

APPE�DIX: RESEARCH I�STRUME�T ............................................................ 95 

 



xi 

LIST OF TABLES 

Table No.                                                                                         Page No.  
    
4.1  List of fully-fledged Islamic banks in Malaysia   51 

4.2 List of Islamic banks examined in study    52 

4.3  Ideal number of items to be disclosed under each dimension 57 

4.4  Summary of variables to be determined and formulae  63  

5.1  ADE, AMDE & ABE (2004)      68 

5.2  ADE, AMDE & ABE (2005)      69 

5.3  ADE, AMDE & ABE (2006)      71 

5.4 ADE, AMDE & ABE (2007)      72 

5.5 OMDE and Rank for each dimension over 2004-2007  74 

5.6  Overall Bank Ranking Based on OMBE    81 

 

 



xii 

LIST OF FIGURES 

Figure No.                                                                                                          Page No. 
 
       5.1       Social Disclosures of Islamic banks in Malaysia (2004-2007)           83 

 

 
 
 
 
 
 
 
 
 
 
 
 
  



xiii 

LIST OF ABBREVIATIO�S 

H&H   Haniffa and Hudaib 

BIMB   Bank Islam Malaysia Berhad 

BM   Bank Muamalat 

KFH   Kuwait Finance House 

RHB   RHB Islamic Bank 

CIMB   CIMB Islamic Bank 

HGL   Hong Leong Islamic Bank  

EON   Eoncap Islamic Bank 

EII   Ethical Identity Index 

ADE   Annual Dimension EII 

AMDE   Annual Mean Dimension EII 

ABE   Annual Bank EII  

OMDE   Overall Mean Dimension EII 

OMBE   Overall Mean Bank EII 



xiv 

TRA�SLITERATIO� TABLE 

Arabic 
Term 

Transliteration Arabic 
Term 

Transliteration Arabic 
term 

Transliteration 

 f ف r ر ‘ ء
 q ق z ز B ب
 k ك s س T ت
 l ل ṣ ص Th ث
 m م Ì ض J ج
 n ن Ï ط ḥ ح
 h ه Ð ظ Kh خ
 w و ʿ ع D د
 y ي gh غ dh ذ
 u ـُ  i ـِ  a ـَ 
ا+ـَ   ā  ِيْ +ـ  Ê  ُوْ +ـ  ū 

 

 

 
 



 1 

CHAPTER O�E 

I�TRODUCTIO� 

I�TRODUCTIO� 

After many centuries of domination by the West, and the subservience and adoption of 

Western culture and values as a result of this domination, there has been a revival of 

Islamic principles and values in Muslim countries.  This revival was a result of a 

growing discontent among the Muslims with the values of the West.  This discontent 

spread to all aspects of life, including the economic aspect. Specifically, there were 

grave concerns for the conventional banking practices present in these Muslim 

countries.  These banks were involved in the charging and collection of interest (riba) 

which is strictly prohibited in Islam.  “The desirability of abolishing fixed interest 

rates and the Islamization of financial systems” (Haqiqi and Pomeranz, n.d.) is one of 

the main reasons for the establishment of Islamic banks. 

Ideally, Islamic banks and other Islamic financial institutions are supposed to 

adhere strictly with the precepts of the SharÊ’ah’, the Islamic code of law “derived 

from the Holy Qur’an, Hadith of the Prophet Muhammad (Peace be upon him), and 

juristic reasoning (ijtihad) of Islamic scholars” (Kamali, 2000: 1).   Due to the 

prohibition of interest in Islam, they could not offer conventional financial services 

and had to offer those in compliance with the SharÊ’ah. Examples of such services 

include Mudarabah, Musharakah, and Ijarah.  Whereas the goal of conventional 

banks is to make as much profit as possible and at any means; for Islamic banks, 

whereas profit is a part of its goals, it isn’t the most important goal.  To understand the 

goal of an Islamic bank, one has to understand the objectives of the SharÊ’ah. Imam 
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Ghazali (as cited by Dusuki n.d.) states that “the objective of the SharÊ’ah is to 

promote the well-being of all mankind, which lies in safeguarding their faith (din), 

their human self (nafs), their intellect (‘aql), their posterity (nasl) and their wealth 

(mal). Whatever ensures the safety of these five serves public interest and is 

desirable”.  From these noble objectives, it can be gathered that the most important 

role of Islamic banks is to promote the betterment of the society in which they are set 

up by providing means by which members of the society can better themselves, 

particularly improving their posterity and wealth. 

Allah says in the Holy Quran, “O you who believe, why do you say that which 

you do not do? Greviously odious is it in the sight of Allah that you say that you do 

not do.” ( as-Saff: 2-3) and the researcher’s study had as an goal, a determination of  

whether Islamic banks in Malaysia were fulfilling their claim of complying with the 

SharÊ’ah by comparing their disclosures as reported in their annual reports against an 

ideal level of disclosure as measured by the “Ethical Identity Index” developed by 

Haniffa and Hudaib (2007).    

RESEARCH BACKGROU�D 

As far as the researcher was aware, there were two studies in the literature that had 

explored the social reporting practices of Islamic banks by comparing the amount of 

disclosure in their annual reports against an ideal level of disclosure based on the 

SharÊ’ah. The aim in both studies was to determine if any discrepancy existed between 

what Islamic banks actually disclose regarding their activities, and what they ought to 

disclose based on their claim of being founded on SharÊ’ah principles.  

The first study was that undertaken by Maali, Casson and Napier (2003). The 

authors developed a benchmark set of social disclosures appropriate to Islamic banks 
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based on three fundamental concepts of “accountability, social justice, and ownership 

that are central to social relations” (Maali et.al, 2003: 11) in Islam. They then 

compared the actual social disclosures of 29 Islamic banks around the world as 

reported in their annual reports. The comparison was to determine the extent to which 

each of the examined Islamic banks’ social disclosures measured up to the developed 

benchmark.  Their findings suggested that social reporting by Islamic banks fell 

“significantly short” (Maali et.al, 2003: 26) of the authors’ “expectations for entities 

whose operations are based on Islamic principles” (Maali et.al, 2003: 26). 

The second study, undertaken by Haniffa and Hudaib (2007), undertook a 

longitudinal study over a 3 year period of the annual reports of 7 Islamic banks in the 

Arab Gulf region. They compared the “communicated disclosures” of these banks 

with the “ideal disclosures based on the Islamic ethical business framework” as 

measured by what the authors termed the “Ethical Identity Index” (EII), (Haniffa and 

Hudaib, 2007: 97). Their results indicated that the overall mean EII of only one 

Islamic bank out of 7 surveyed to be above average, and the largest incongruence was 

found to be related to four dimensions: (1) commitments to society, (2) disclosure of 

corporate vision and mission, (3) contribution to and management of Zakāt, charity 

and benevolent loans, and (4) information regarding top management. 

The researcher hoped to contribute to this body of literature by examining the 

social reporting practices of Islamic banks in Malaysia. 

MOTIVATIO� FOR RESEARCH 

The researcher was motivated to engage in the study for two reasons. Firstly, an 

attempt by the researcher to fulfill a religious obligation of enjoining the good and 

forbidding the evil as conveyed by Almighty Allah in the Holy Quran in many verses. 
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An example of such a verse can be found in the Quran (al-imran: 104), “Let there 

arise out of you a band of people inviting to all that is good, enjoining what is right, 

and forbidding what is wrong: They are the ones to attain felicity”. It is the fervent 

hope of the researcher that by exposing an incongruence between the actual practices 

of Islamic banks in Malaysia as reported in their annual reports, and what they ought 

to be doing in accordance to SharÊ’ah, Islamic bank managers and their primary 

stakeholders will be convinced of the need to improve their practices and move closer 

to the ideal as demanded by SharÊ’ah.  

 The second reason that motivated the researcher was an attempt to answer a 

call for further research made by Haniffa and Hudaib (2007). They stated that since 

their sample was only restricted to Islamic banks in the Arabian Gulf region, “future 

studies can be extended to Islamic banks in other countries as well” (Haniffa and 

Hudaib, 2007:111).  To answer this call, the researcher’s study explored the social 

reporting practices of Islamic banks in Malaysia by comparing their social disclosures 

made through annual reports against an ideal level of social disclosures that Islamic 

banks ought to make. This comparison was accomplished using the Ethical Identity 

Index (EII) developed by Haniffa and Hudaib (2007). The EII will be discussed fully 

in chapter 3 of the researcher’s study. 

RESEARCH QUESTIO� 

The study had one central research question, which led to the development of three 

aims in order to answer this central research question. The central research question 

was as follows: 

Do the social disclosures of Islamic Banks in Malaysia meet the SharÊ’ah 

requirement of full disclosure? 
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The aims of the research were: 

1. To ascertain the level of social reporting by Islamic banks in Malaysia 

through an examination of their annual reports.  

2. To compare the level of social reporting by Islamic banks in Malaysia 

with an ideal level of social reporting expected by SharÊ’ah-based 

organizations using a benchmark developed by Haniffa and Hudaib (2007) 

3. To determine whether any discrepancy existed between the actual level of 

social disclosures made by these Islamic banks in Malaysia and the ideal 

level as measured by the Ethical Identity Index (EII) developed by Haniffa 

and Hudaib (2007). 

RESEARCH METHOD 

The researcher’s study used as a guide the study undertaken by Haniffa and Hudaib 

(2007) by using the Ethical Identity Index (EII) they developed, to determine the 

social reporting practices of Islamic banks in Malaysia. Haniffa and Hudaib (2007) 

explored whether any discrepancy existed between the communicated and ideal 

ethical identities of Islamic banks in the Arab Gulf region. For this reason, this 

researcher adopted their research method, which was a longitudinal survey of the 

annual reports of 7 Islamic banks over a period of time. Content analysis was used to 

explore the social reporting practices of 7 Islamic banks in Malaysia,  and then 

compared with the checklist instrument developed by Haniffa and Hudaib (2007) to 

constitute the ideal ethical identity of Islamic banks (Haniffa and Hudaib, 2007: 103). 
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SIG�IFICA�CE OF RESEARCH 

The first reason why the study was significant relates to the role of business in society, 

particularly one occupied by Muslims. According to the social contract theory, 

business and society are equal partners, each enjoying a set of rights and reciprocal 

responsibilities. In other words, there is a direct and indirect mutual need between 

business corporations and society (Lantos 2001).  

Based on this theory, Islamic Banks have a duty to help the society in which 

they operate in, in order to fulfill their responsibility as good corporate citizens. In 

addition, and perhaps more importantly, the fact that these banks are founded on 

SharÊ’ah makes it even more pertinent that they act as excellent corporate citizens. 

This is because the ultimate purpose of the SharÊ’ah is betterment of the society.  The 

researcher’s study hoped to remind Islamic bank managers and their stakeholders of 

their responsibility to improve their practices by aligning them with the true objectives 

of SharÊ’ah. 

ORGA�IZATIO� OF CHAPTERS 

This dissertation presenting the researcher’s study was organized into six chapters. 

These are as follows: 

Chapter 1: Introduction: This chapter provided a background of the 

researcher’s study, and outlined the motivation of the study, the central research 

question and aims of the study, the research methodology, the significance of the 

study, and finally provided an organization of chapters in the dissertation. 

Chapter 2: Islamic Baking – theories and practices: This chapter provided 

an overview of Islamic banking, followed by a discussion of the Islamic law 

(SharÊ’ah) which is the foundation for Islamic Banking Laws and Regulation. The 
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principles of SharÊ’ah in the Islamic banking system are expounded, followed by a 

discussion of SharÊ’ah Supervisory Boards and the role they play in Islamic banking. 

Finally, criticisms leveled against current Islamic banks are examined. 

 Chapter 3: Social reporting: This chapter examined the various theories of 

social reporting expounded in the literature to explain why firms disclose social 

information. This was followed by a discussion of an Islamic perspective on social 

reporting. Methods used in the literature to measure ideal levels of social disclosure 

were then discussed from a conventional as well as an Islamic perspective, and finally 

the Haniffa and Hudaib (2007) study is discussed in great detail as it served as a useful 

guide for the researcher’s study. 

Chapter 4: Research Methodology: This chapter described the research 

methodology used in answering the central research question. A discussion of the 

research method utilized for this study which was content analysis was first described 

followed by the process of sample selection A discussion on how the original ideal 

ethical identity index (EII) benchmark developed by Haniffa and Hudaib (2007) was 

modified and adopted for the researcher’s study followed, and then, the data collection 

and analyses procedures for the study were expounded. 

Chapter 5: Findings and Discussion: This chapter provided the findings of the 

results of the researcher’s study, and discussed the implications and significance of 

these results. 

Chapter 6: Conclusion: The chapter provided general conclusions of the 

researcher’s study, and presented some limitations of the study as well. Suggestions 

for future research were also made in this final chapter. 
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CHAPTER TWO 

 ISLAMIC BA�KI�G, THEORIES A�D PRACTICES 

I�TRODUCTIO� 

Islamic banking refers to a system of banking activity that is in conformance with the 

Islamic law (SharÊ’ah) in all aspects. “Among other things, SharÊ’ah prohibits dealing 

in interest and undertaking transactions with unknown fate, while it requires 

transactions to be lawful (halal), and also requires Muslims to pay the religious [levy] 

Zakāt. Abolishing interest from their dealings is the fundamental principle on which 

Islamic banks are based” (Maali et.al, 2003: 3). This chapter examined the concept of 

Islamic banking. First off, an overview of Islamic banking was provided, followed by 

a discussion of the Islamic law (SharÊ’ah) which is the foundation for Islamic Banking 

Laws and Regulation. The principles of SharÊ’ah in the Islamic banking system were 

then expounded, followed by a discussion of SharÊ’ah Supervisory Boards and the 

role they play in Islamic banking. Criticisms leveled against current Islamic banks are 

examined, and the chapter concluded with a summary. 

A� OVERVIEW OF ISLAMIC BA�KI�G 

In this section, a brief history and development of Islamic banking was provided, 

followed by a discussion on the objectives and philosophy of Islamic banking. The 

sources and uses of funds for Islamic banks were then discussed to end this section. 

 

 


