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ABSTRACT

The fully-integrated Islamic financial and investment institution concept (“the FIIFII
concept”) is basically an integration of all the functions and activities of Islamic banking,
Islamic insurance and Islamic capital market under the one roof concept. This concept is
similar to the “Islamic Universal Banking” concept whereby such an integrated institution has
the capability to provide its customers with a wide range of financial and/or capital market
products and/or services within the confinement of the Shari’ principles that provide the
equity objective and the Tabi’ principles that provide efficiency objective. The concept is
being formulated toward achieving the main components of magasid al-Shari’ah (“the higher
objectives and intents of Islamic laws or the Shari’ah”) namely; the justice, the wisdom, the
mercy and the benefits. To-date, there has been no fully-integrated Islamic financial and
capital market institutions in existence anywhere in this world. Therefore, it would be difficult
to make performance comparisons with the conventional counterparts. The principal
objective of this research is to study the viability of the FIIFII concept toward achieving
magasid al-Shari’ah in the case of Malaysia. There are two quantitative aspects in this
research that had been undertaken by using the secondary information sources gathered from
Malaysia’s conventional financial and capital market groups. There are also two qualitative
aspects in this research that had been undertaken by using the primary information sources
gathered through the survey techniques vide the use of questionnaires and/or interviews with
the experts comprising the Shari’ah and Islamic financial scholars, the Islamic financial
practitioners, the regulators, the advisers and the politicians and these experts would come
from the local universities, Islamic financial institutions, Bank Negara Malaysia, the
Securities Commissions, Bursa Malaysia and the federal and state religious institutions. The
research on the viability of this FIIFII concept had been done in three parts. The first part had
been to measure and compare the financial and efficiency performances of three fully-
integrated financial and capital market groups with those of the other three semi-integrated
counterparts by using the respective Conventional Financial Analysis (“the CFA”) and Data
Envelopment Analysis (“the DEA”) techniques. The second part had been undertaken vide the
surveys to ascertain that the FIIFII concept could operate better should magasid al-Shari’ah
act as the guiding principles in its operations. The third part had been undertaken vide the
surveys to study on the viability of the FIIFII concept toward the achievement of magasid al-
Shari’ah. The findings and analysis from the use of the CFA and DEA techniques had shown
that the three fully-integrated financial and capital market groups have on a 10-year period to
the 2011 financial year, performed better financially and efficiently than their semi-integrated
counterparts. The surveys undertaken had found that all the functions and activities of the
FIIFII concept would be inseparable from those components of magasid al-Shari’ah and
should be aimed at achieving the magasid. The surveys undertaken on the viability of the
FIIFII concept had found that the FIIFII concept would be feasible in the context of Malaysia
and would be a better alternative to the country’s existing Islamic financial and capital market
system. It is therefore, recommended that Malaysia should seriously consider developing the
FIIFII concept of the Three-tier structure whereby the FIIFII Foundation would act as the
policy decision entity, the FIIFII Holding Company as the coordinating entity, and the FIIFII
Main Subsidiaries as the implementing entities. It is proposed that the FIIFII concept should
be operating in a competitive environment and in parallel to the country’s existing Islamic
institutions in order to be profitable, efficient and more importantly, the FIIFII should be able
to achieve the magasid. It is also proposed that the FIIFII should not be owned or controlled
by the Government as its intervention would not necessarily bring success. In the final
analysis, it is felt that the FIIFII concept should be a viable financial alternative to Malaysia’s
existing Islamic financial and capital system and this FIIFII concept should urgently be
developed in stages to meet the challenges of the twenty-first century.
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CHAPTER ONE
INTRODUCTION

This chapter is divided into three parts. The first part analyzes both the global and
local trends of financial and capital markets and provides the possible justifications for
reforming the various Islamic financial and capital market institutions in Malaysia.
The second part clarifies the preliminary concept of the research with the title namely;
“The Viability of a Fully-Integrated Islamic Financial and Investment Institution
Concept toward the Achievement of Magasid al-Shari’ah: A Case Study of Malaysia.”
The third and final part explains the organization of the research which comprises
statement of the problem, thesis statement, research objectives, research questions,
significance of the research, scope and limitations of the research, and proposed

chapters of the research.

1.1 FINANCIAL AND CAPITAL MARKET TRENDS AND THE POSSIBLE
JUSTIFICATIONS FOR REFORMING THE VARIOUS ISLAMIC
FINANCIAL AND CAPITAL MARKET INSTITUTIONS IN MALAYSIA

This part analyses the recent trends of both the global and local financial and capital
markets and provides the possible justifications for reforming the various Islamic
financial and capital market institutions in Malaysia and covers the following sub-

topics:

1.1.1 Analysis of the Trends of both the Global and Local Financial and Capital
Markets

Since the early twenties, the world has been witnessing an evolutionary transformation

of her financial and capital markets. This transformation process is still ongoing and



judging from the prevailing trends, the financial and capital markets worldwide are
characterized by globalization of operations, liberalization of markets, integration of
institutions, one-stop shop, and more product flexibility. These trends of the global
financial and capital markets are seemingly leading towards the highly competitive
environments amongst the market players as characterized by the growing operational
efficiencies of such markets. The growing operational efficiencies are the result of
economies of scale brought about by the critical mass markets of myriads of gigantic
financial and capital market institutions.

The world has also recently been witnessing many restructuring and
reorganization exercises undertaken on the components of financial and capital
markets and as a result, there exist a wide range of financial and capital market
products with better product flexibility and the existence of comprehensive network
on information technology. Malaysia is no exception to this phenomenon. The
country’s various conventional banking/financial institutions, insurance companies,
and securities/investment houses are currently undergoing the process of restructuring
and reorganization through various mergers and acquisitions so as to be in line with

the global trend.

1.1.2 The Possible Justifications for Reforming the Various Islamic Financial
and Capital Market Institutions in Malaysia

The current performances of Islamic banks, Islamic insurance companies, and Islamic
capital market institutions in Malaysia are still considered to be unsatisfactory, as
most of these Islamic institutions are considered to be quite insignificant in terms of
capitalization and operations but are observed to be growing rapidly. Perhaps if no

efforts are made to reform these Islamic institutions in line with the reforms that are



currently being undertaken for Malaysia’s conventional banks, insurance companies
and securities/investment houses, then the process of Islamizing the country’s
financial and capital markets would not materialize, and those Islamic institutions
would definitely be marginalized. In view of this, the Islamic financial and capital
market institutions in Malaysia are felt to be in a dire need to reform, while
contributing to the attainment of maqgasid al-Shari’ah (“the higher objectives and
intents of Islamic laws or the Shari’ah™). It is in this direction that the research is
being undertaken.

In 2008, the world had witnessed the severe financial crisis arising from the
failures of the internationally-renowned specialized financial institutions such as AlG,
JP Morgan, Citicorp, Barclays Bank, National Westminster Bank and Royal Bank of
Scotland in their financing policies and practices, especially in the field of real estate
investment and properties financing. With an exception of Union Bank of Switzerland
that had suffered badly from its US bond transactions, and DG Bank of Germany that
had been negatively affected by the rising energy prices, most of the renowned
universal banks in Switzerland, Germany, France and Spain had survived from this
crisis. This financial crisis had shown the superiority in performance of the universal
banks as compared with that of the specialized banks. It has been observed by
financial scholars and writers such as Jordi Canals®, and Anthony Saunders and Ingo
Walter? that the attributing factors to this superior performance can be articulated
around the following points:

a) The presumed advantages for any universal bank arise from economies of

scale and scope - any universal bank offers two major types of cost

! Canals, Jordi, “Universal Banking: International Comparisons and Theoretical Perspectives,”
(Oxford University Press Inc., New York, 1997).

% Saunders, Antony and Walter, Ingo, “Universal Banking in the United States,” (Oxford University
Press, New York, 1994).



b)

advantage. There are prevalent advantages arising from possible
economies of scale: the larger the volume of operations in a certain
activity for a given level of overhead or investment, the greater the
organization’s effectiveness. There are also the advantages arising from
sharing costs between different business units, so that the total cost of
offering these activities by different units is greater than the cost incurred
when they are offered together: these are the so-called economies of
scope;

The ability of any universal bank to attract or retain customers on the basis
of offering a broad range of financial products — a universal bank offers a
wide range of financial products and services to its customers, so that they
do not depend on different financial firms. Being a one-stop supplier for
various financial services, a universal bank may hold a greater appeal for
the customers than any specialized bank due to the comprehensive
services it can offer; and

The universal bank runs a lesser risk of substitution than any specialized
bank for the simple reason that the universal bank with several, more or
less interrelated and services that is able to rebalance its various business
depending on internal resources and the dynamics of competition in each
financial product, has an option to penetrate the more quickly emerging
segments within the financial services industry — the impact on financial
innovation of a universal bank and its diversification activities has
contributed towards a lesser substitution risk that a specialized bank runs

when facing with a drastic change in the demand for financial services.



1.2 PRELIMINARY CONCEPT OF THE RESEARCH

This part clarifies the preliminary concept of this research namely; the viability of a
fully-integrated Islamic financial and investment concept (“the FIIFII concept”)
toward the achievement of maqgasid al-Shari’ah in the case of Malaysia, and covers
briefly several sub-topics namely; the FIIFII concept, the magasid al-Shari’ah, the
scope of activities under the FIIFII concept, and the structure of the proposed model

of the FIIFII concept for Malaysia.

1.2.1 The FIIFII Concept

The FIIFII concept refers to that of a fully-integrated Islamic financial and investment
institution. The FIIFIl concept is basically an integration of all the functions and
activities of Islamic banking, Islamic insurance, and Islamic capital market under the
one roof concept. It is being formulated by incorporating the Islamic universal concept
and Islamic guiding principle towards achieving the mission statement of “Delivering
innovative and mutually beneficial financial and investment products, for our
investors and borrowers that free them from the shackles of riba’ (“the interest in all
its various forms”), maisir (“the gambling”) and gharar (“the ambiguities”) and in the
fulfillment of magasid al-Shari’ah”.

The FIIFII concept can be equated to the term “Islamic Universal Banking”
concept whereby such Islamic integrated institution has the capability to provide its
customers with a wide range of financial and/or capital market products and/or
services within the confinement of both the Shari’ and Tabi’ principles, and in
cognizance with the maqasid al-Shari’ah. Shari’ principles provide equity objective
whereas Tabi’ principles provide efficiency objective. Shari’ principles in financial

transactions are: the prohibition of riba’, the application of al-bay’ (“the trade and



commerce”), the avoidance of gharar in contractual agreement, the prohibition of

maisir, and the disengagement from production of prohibited commodities.

1.2.2 The Magasid Al-Shari’ah of the FIIFII Concept

The magasid is simply the interests that are obtained by persons in this world and in
the hereafter, either by means of obtaining benefit or through prevention of harm. The
interest refers to an attribute, deed or action that brings benefits to the general public
or individuals at all times or most of the time. The prevention of harm refers to an
attribute, deed or action that would result in destruction or harm to the general public
or the individuals either all times or most of the time. The magasid in a general sense
is the essence, and the ruling of the Shari’ah or the command that is conspicuous in all
circumstances or in the majority of the cases. The Shari’ah is inseparable from its
magasid. The magasid are an integral part of the commands and prohibitions of the
Al-Mighty Allah Swt. (“the Lawgiver”).?

According to Al-Shatibi in his Al-Muwafaqgat, the magasid al-Shari’ah is
divided into the primary purpose and the complementary purpose. The primary
purpose is the necessary benefits for the public, which aims at the protection of
religion, life, mind, progeny and property. The complementary purpose fulfills the
wishes and desires of the competent person, and at the same time, he is allowed to
participate in determining it for his needs and desires, such as getting food, shelter,
marriage, clothing, etc. that facilitate his life.*

The FIIFII concept is very much inseparable from the maqgasid al-Shari’ah as

all the functions and the activities of the FIIFII are aimed at achieving the main

® Sharif, Samsuri Bin, “Consolidation of Multi-Contracts in the Islamic Financial Transactions”,
(11UM, 2003).

* Al-Raysuni, Ahmad, “Imam Al-Shatibi’s Theory of the Higher Objectives and Intents of Islamic Law”,
(The International Institute of Islamic Thought, Hendon VA, USA, 2006).



elements or components of the magasid namely; the hikam (“the wisdom”), the adl
(“the justice”), the maslahah (“the interests”), and the rahmah (“the mercy”) of the
Islamic financial and capital market institution. These elements of maqgasid al-Shari’ah

are general and can be applied in the structure and development of the FIIFII concept.

1.2.3 The Scope of Activities under the FIIFII1 Concept

The FIIFII concept which provides its customers with a wide range of financial and
capital market services within the confinement of both the Shari” and Tabi’ principles
and in cognizance with the maqgasid al-Shari’ah, shall encompass all activities
pertaining to Islamic Commercial Banking, Islamic Investment Banking, Islamic
Development Banking, Islamic Insurance or the Takaful, and Islamic Social Banking
as elucidated below:

a) Islamic Commercial Banking will encompass all the Shari’ah-compliant
activities pertaining to corporate banking such as lending, trade facilities
and deposit-takings; retail banking such as personal credits and savings,
debit card facilities, housing and motor financing; general commercial
banking services such as automated telling machine (“the ATM”) facilities
for electronic banking, custodian services and foreign exchange (“the
FOREX”) transactions; and trustee services such as nominee-ship and
trusteeship.

b) Islamic Investment Banking will encompass all the Shari’ah-compliant
activities pertaining to corporate finance advisory that shall cover mergers
and acquisitions, listings of securities and debt-structured financing and
advisory; wealth management that shall cover all forms of investment

management; securitization and trading that shall cover capital market



