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. Time allowed . Three (3) hours
. Total number of questions : Seven (7) questions
Number of questions to be answered : Five (5) questions

Part A : Two (2) questions [20 marks each]
Part B : Three (3) questions [20 marks each]

. Candidates must obtain a minimum of 30 marks in Part B as well as pass the paper as a
whole.

Begin each answer to a new question on a fresh page.

. Answer all questions in English.




PART A

ANSWER TWO (2) QUESTIONS ONLY

1. (a) Define price elasticity of supply and explain how it is measured. [3]
(b) Using examples, list and explain four factors that affect the price elasticity of demand. [8]
(c) 0] Explain the law of demand. [3]
(ii) Explain three conditions where the exceptional demand curve (that is, a demand
curve that does not follow the law of demand) exists. [6]
(Total:20 marks)
2 @ Consider a hypothetical economy that produces only three goods — steaks, eggs and soft
drinks. Information on the quantities and prices of each good sold for two years is given below:
1986 2001
Output
Steak (pounds) 10 11
Eggs (dozens) 10 15
Soft drinks (bottles) 8 14
Price
RM2.80 RM3.20
E;egzk (fapeerr dpooztg:]‘;') RMO0.70 RMO0.90
Soft drinks (per bottle) RM4.00 RM4.60
For this hypothetical economy, calculate each of the following for years 1986 and 2001:
0] Nominal Gross Domestic Product (GDP) [4]
(i) Real GDP in constant 1986 ringgit (that is, 1986 is the base year) [5]
(b) Why do economists prefer real GDP to hominal GDP as a measure of output growth? Explain
your answer. [5]
(c) 0] Explain the difference between GDP and Gross National Product (GNP). [3]
(i) What do you understand by the term “net factor payment”? [3]
(Total:20 marks)
3 @ Assume that Mr A deposits RM1,000 with Bank Y. If the cash ratio (statutory reserve ratio) is
assumed to be 10%, answer the following questions stating any assumptions made and
showing your answers using the partial balance sheet of the bank, where applicable:
0] Explain the process of credit creation. [11]
(i) Calculate the size of the money multiplier. [3]
(b) What are the qualities of a good medium of exchange? [6]
(Total:20 marks)
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PART B

ANSWER THREE (3) QUESTIONS ONLY

4.

The Central Bank of Malaysia Act 1958 (Revised — 1994) defined Bank Negara Malaysia as the bank
which constitutes the apex of the monetary and banking structure of the country with the objectives to:

. issue currency and manage the nation’s international reserves;
. act as a banker and financial adviser to the Government;

. promote monetary stability and a sound financial structure; and
. influence the credit situation to the advantage of Malaysia.

Describe each of the above four objectives.
(Total:20 marks)

In order to achieve its monetary policy objectives, Bank Negara Malaysia (BNM) has at its disposal
several monetary policy instruments, which include:

. direct borrowing and lending in the money market;

. open market operations;

. statutory reserve requirements; and

. centralisation of deposits of the Government and the Employees Provident Fund (EPF) with
BNM.

Explain each of the above four instruments.
(Total:20 marks)

€) Write short notes on the following topics:
0] The objectives of the merger programme for the domestic banking sector [5]
(ii) The objectives of the Financial Sector Masterplan 2001 — 2010 [5]
(b) Elaborate on the services provided by merchant banks. [10]

(Total:20 marks)
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(b)

Briefly describe any five of the following Syariah principles used in Islamic banking:

0]
(i)
(i)
(iv)
)
(vi)
(vii)
(viii)

Al-Wadiah Yad Dhamanah (savings with guarantee)
Al-Mudharabah (profit-sharing)

Al-Musyarakah (joint venture)

Al-Murabahah (cost-plus financing)

Bai'al-Dayn (debt trading)

Al-ljarah Thumma al-Bai’ (leasing and subsequently purchase)
Al-Qardhul Hasan (benevolent loan)

Al-Kafalah (guarantees)

Write short notes on the activities of the following groups of financial institutions:

@
(ii)

development finance institutions

savings institutions

(2]
(2]
(2]
(2]
(2]
(2]
(2]
(2]

(5]
5]

(Total:20 marks)

- END OF QUESTION PAPER -
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OUTLINE ANSWERS

PART A

Question 1

Candidates major weakness in this question was their failure to recognise the difference between fadors
affecting the price éadticity of demand and fadors affeding demand. Many candidates were dso unable to
explain the law of demand. However, they were @le to ill ustrate the three onditions where the exceptiona
demand curve eists with a variety of examples.

1 @ The price dasticity of supply can be defined as the degreeof responsiveness of the sellers with
regard to the quantity supplied to changesin price, i.e. when price canges, what will happen
to the quantity supplied.

Es = % change in quantity supplied
% changein price

(b The foll owing fadors cause individuals to change their economic behaviour thus affeding the
price @asticity of demand:

. The presence of close substitutes for a goal tends to makeits demand more dastic.
Asthe priceof a particular good goes up, consumers tend to substitute away the more
expensive good For example, if people consider Darlie tocthpaste to be a ¢ose
substitute for Colgate toothpaste, then if the price of Colgate increases, ceeris
paribus, many consumers will defed to Darlie. Hence, the dasticity of demand for
Colgateis quite dadtic.

. The omnodity's are in the cmnsumer’s budggt.
In general (although not always), the smaller the fradion of income ésorbed by a
commodity, the lesselastic the demand, ceeris paribus. We don’t exped people to
cut bad their purchases of safety pins when safety pins becme more expensive. In
contrast, if auto pricesincrease, many famili eswill purchase fewer cas.

For goods which are ax important part of the amnsumer’s life (i.e., necessty goods),
and whose st constitute amajor portion of an individual’s income, consumers are
unlikely to reduce such consumption significantly when prices increase, ceeris
paribus. In other words, demand for such goodsis quite inelastic.

. The time frame of the andysis

The dadticity of demand for a commodity may be greaer in the long run than in the
short run. Consider an increase in the price of a commuter ticket. In the short run,
consumers have littl e choice but to take the same trip as before. In the long run, given
time, a nsumer can respond to an increase in price by joining a ca pod, moving to
a new residence that is closer to work, or buying a ca. Thus, given a longer time
horizon, the dasticity of demand for public transportation may be mnsiderably
greder than the short-run elasticity.

. Habits
Habitual smokers and drinkers tend to be inelastic in their demand for cigarettes and
alcohol asthese goods have dmost become part of their life.

. Income leved
People in the high-income bradket tend to be more dastic in their demand than the
lower-income group.

. Prices of goods
Demand for lower priced goods tend to be more inelastic compared to that for
expensive ones.
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(©

0]

(ii)

The demand curve is a schedule showing quantities demanded at varying prices, at a
given point in time. The law of demand shows an inverse relationship between price
and quantity demanded, i.e.

the higher the price, the lower the demand
the lower the price, the higher the demand

Demand curves can be pasiti vely sloped due to the foll owing reasons:

Giffen (Necessity) goods

These ae normally poa quality goods. When the prices of these products
rise, red income falls. Given a lower red income, consumers will buy more
of them and less of the other goods. Therefore, when the price rises the
demand for Giffen goods also rises. Example: rice

Festive seasons

During festive seasons the prices of goods and services tend to increase.
However, due to the mnsumers needs to ceebrate the festivals, their
demand will tend to rise even when prices increase. Example: Fashion
clothing

Goods for snobs or ostentatious goods
In the cae of expensive jewellery, ownership patrays datus in the society.
Therefore, the higher the pricethe higher the demand. Example: Luxury cars

Panic situation

In situations such as emergencies and war, the demand for certain goods will
increase tremendouwsly. Prices will tend to increase due to limited supply.
Increese in demand will therefore caise an increase in prices. Examples:
Staple food and even items such as gold.

Question 2

This question was poaly answered. Most candidates refleded a weak understanding of the @ncepts of nominal
GDP, red GDP, GNP and net fador payment.

2. @ (i) Nominal GDP 1986 = 10(RM2.80)+10(RM0.70)+8(RM4.00)
= RMG67.00
Nominal GDP 2001 = 11(RM3.20)+15(RM0.90)+14(RM4.60)
= RM11310
(i) Red GDP 1986 = 10(RM2.80)+10(RM0.70)+8(RM4.00)
= RM67.00
Real GDP 2001 = 11(RM2.80)+15(RM0.70)+14(RM4.00)
= RM97.30
(b Nominal GDP is the sum of the quantities of final goods and services produced times their
current prices. Anincreasein nomina GDP can be caused by two reeasons:
J Anincreasein the total production
J Anincreasein prices
Therefore, we do not know whether nominal GDP is changing because of changes in the
amount of goods and services produced or in that of prices.
Red GDP is cdculated using market price from a base yea, therefore it will not facethe
problems of the Nominal GDP.
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() (i GDP is the total value of goods and services produced in a courtry like Malaysia
The amount will include goods and services produced by both Malaysians and
foreigners in Malaysia. On the other hand, GNP takes into acmount goods and
services produced by Malaysiansin Malaysia and overseas.

(i) Net fador payment is the difference between the value of goods and services
produced by foreigners in Malaysia and the value of goods and services produced by
Malaysians overseas. When the net fador payment is negative, it means that the
foreignersin Malaysia ae eaning more than what Malaysians are eaning in foreign
courtries, and vice versa.

Question 3

Some candidates did reasonably well in answering part (a) of this question on the processof credit credion and
the money multiplier. Part (b) required candidates to list the qualities of a good medium of exchange, but most
candidates discussed the important functions of money instea.

3. @ 0) The foll owing assumptions will have to be made to explain the processof credit
credion:

J The eomnomy is closed
. Thereis only one bank in the banking system

J All peoplein the emnomic system will deposit all their money and take
loans from this bank.

When Mr A deposits RM 1,000, Bank Y will have an excess cash reserve of RM900
(based on 0% SRR assumption). The bank’s bodks of ledger (partial) will 1 ook
something like this:

Liabilities Assets

Deposits— Mr A RM 1,000 Cash RM1,000

Assume that Bank Y gives Mr B aloan of RM900. Thisloan is represented only by a
bodk entry. There is no movement of cash as own in the bank’ s ledger below:

Liabilities Assets
Deposits— Mr A RM 1,000 Cash RM1,000
Deposits—Mr B RM 900 Loans—Mr B RM 900

The money supply is now RM1,900. The excess cash reserve is RM810 (RM900 x
90%). Assume that this excesscash reserve of RM810is lent out to Mr C. Bank Y's
ledger is shown as below:

Liabilities Assets
Deposits—Mr A | RM 1,000 Cash RM1,000
Deposits—Mr B RM 900 Loans—Mr B RM 900
Deposits—Mr C RM 810 Loans—Mr C RM 810

The money supply isnow RM2,710. The processof credit credion will continue
urtil the total money supply equalsto RM 10,000
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(i) Money multiplier = 1/cash ratio = 1/0.10= 10
Therefore, an original deposit of RM1,000will expand the money supply urtil
RM10,000. In other words, the amount of money creaed is equal to RM9,000.

(b The qualiti es of a good medium of exchange ae:
. Acceptability —it hasto be acceted as a medium of exchange;
. Durabili ty — it can be kept for a mnsiderable period d time;
J Divisibility —it isrealily divisible into smaller units;
J Remgnition — it is easily reaognisable;
J Uniformity —it is $milar in terms of weight and size
J Portability —it is easily carried around; and
J Scarcity —it is carce
PART B
Question 4

Candidates dill had a very poa understanding of this question despite the topic’s importance as it represented
the core asped of central banking and the question being asked frequently. Most candidates failed to highlight
that currency issue is the privilege of a central bank. They aso did not understand how a nation acaimulates
reserves and where they are kept.

Issues curr ency and manages the nation'sinternational reserves

In performing its function of issuing currency, BNM is required by law to maintain a

minimum cover of 80.59% in external assets against its notes and coins in circulation. In

pradice, BNM has always maintained a cver well above 100% of BNM' s currency liabiliti es,
refleding its commitment to maintain full gold and foreign exchange badking for the

Malaysian Ringgit. As at the end of 2001, the mver was approximately 530%.

Maintaining a strong reserves paosition is also important to bah the short-term objedive of
eonomic recovery as well as the longterm aim to maintain a sustainable external position. A
large reserves cushion is indeed a key element in proteding the untry against unforeseen
destabilising developments. This is important to sustain market confidence and stability,
enhance cedit worthiness and at the same time, provide the Government with geder
flexibili ty in the conduct of domestic palicies.

The traditional padlicy for the Ringgit exchange rate has been for market forces to determine
the rate and reflead underlying economic fundamentals. Interventions are mnducted only to
smoath excessively volatile fluctuations. The onset of the Asian financia crisis in July 1997
however prompted the introduction of seledive exchange ntrols on September 1 1998and
fixing of the exchange rate & RM3.80 per US$1 eff edive September 1, 1998

Banker and financial adviser to the Government

BNM' sbusiness includes managing the Government’ s li abiliti es, bath in Malaysia and abroad.
It advises the Government on its loan programmes, including the terms and timing of the loans
and issue of new types of securities. In addition, BNM is resporsible for trading, registering,
settlement and redemption of Government securities through its computerised trading and
settlement system.

The Central Bank Act of Malaysia dso empowers BNM to provide temporary advances,
known as "ways and means' advances, to the Government to cover any deficit in the budget
revenue. However, there ae lega limitations to the amount and the duration of loans that
BNM can make avail able to the Government. The main underlying phil osophy of these legal
limitations is to prevent the Government from resorting to deficit financing. It is essentially
legally impossible for deficit financing to occur in Malaysia.

4, (@
(b)
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As the Government’s adviser, BNM also maintains a dose relationship with the Ministry of
Finance In addition, BNM' s relationship with the Government is also maintained through the
participation of the Governor and BNM officials at various Government committees.

(c) Promote monetary stability and a sound financial structure

The ultimate objedive of monetary palicy in most economies increasingly points towards a
common goal of attaining monetary or price stability. Price stability is a key prerequisite for
sustained economic growth, in the asence of which the mobilisation of resources and the
efficient channelling of resources to productive investment would be alversely affeded. For
more than four decales, the maintenance of price stability has contributed towards the
Malaysian emnomy’s dructural transformation and its achieving sustainable e®nomic
growth.

The other side of the @in to monetary stabili ty is financia stability. This conforms to the view
that a sound and stable financial system is necessary for the @nduct of monetary palicy.
Maintaining financial stability, in turn, requires gable monetary conditions  that the balance
sheds of corporations and financial institutions are not adversely affeced by conditions of
maaoemnomic stress Having appropriate palicies in placeis important to ensure a sound
banking system that provides a mechanism for the intermediation process to enable the
eoconomy to function efficiently.

An essential element for promoting financial stability isthe eistence of a strong and effedive
prudential framework. This will ensure that banking institutions operate in a prudent manner,
thereby minimising the risk of bank failures, which could be disruptive with adverse
implicaions on ecnomic adivities. BNM, as the lender of last resort, has to ensure that the
level of risks assumed by the banking system is kept to a prudent level. BNM is also the sole
authority regulating the banking industry in Malaysia.

(d) Influencethe credit situation to Malaysia's advantage

BNM isalso responsible to the Government for influencing the aedit situation to help achieve
the nation' s overal emnomic objedives. BNM is obliged to ensure that the supply of money
and volume of credit are sufficiently elastic to the demands of the domestic emnomy, without
creding undue pressure on resources and prices. It regulates the volume of money and credit
generation by the banking system through a range of instruments, including guidelines on
lending to priority secors and seledive aedit and administrative measures.

The imposition of guidelines on lending to priority sedors and seledive aministrative
measures are meant to target only spedfic sedors of the e@nomy. The guidelines on lending
to the priority sedors are necessary to ensure that the e@nomic and social objedives met are
consistent with netional objedives. In the cae of seledive aedit measures, such credit
controls are imposed to influence the diredion of lending adivities to spedfic sedors without
aff ecting the availability of fundsin the system and the prevailing level of interest rates.

As these guidelines would have aless desirable impad on the efficiency of distribution of
resources in the eonomy in the longer run, such guidelines are introduced only under
compelling circumstances and for limited periods. A case in point were the pre-emptive
measures of 1997to addressthe imbalances in the resources channelled to the property sedor,
consumption spending and the purchase of stocks and shares.
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Question 5

Candidates lacked an urderstanding of monetary pdlicy; in particular the concept of liquidity and how it
influences interest rates and economic adivities. Many candidates had the impresson that BNM’s adion in the
money market meant dired participation in red ecnomic adivity. For this reason, the candidates were unable
to answer the question of centralisation of Government and Employees Provident Fund (EPF) deposits corredly,
as they thought the Government and EPF funds parked at BNM were meant for investment.

5. @

(b)

(©

Direct borrowing and lending in the money mar ket

Dired borrowing and lending in the money market represents one of the methods BNM uses
in its money market operations to influence the level of interest rates. Dired lending and
borrowing are @mnducted through principal deders (PDs). This approach will allow BNM to
focus on the nedl for liquidity in the system as a whole, rather than responding to the needs of
ead individual ingtitution. Only under spedal circumstances, in its cgpadty as lender of last
resort, does BNM provide dired accessto its rediscount window to individua ingtitutions,
including non-principal deders.

Presently, dired borrowing and lending — conducted in the form of money market tenders —is
the most important instrument in steeing the interest rate level and dredion. Its role in
influencing interest rates is further reinforced by the intervention rate. While the intervention
rate will only be aanounced whenever there is a change in the palicy stance, money market
tendering is conducted on adaily basis.

BNM adively deds in market operations through the PDs, who then ded with the rest of the
money market players. The market players will submit their bids/offer through PDs. BNM
normally focuses its operations in the shorter tenor of one month or less and occasionaly in
threemonth maturity. Such operations are mnducted on a dean basis, without requiring any
collateral.

Open market operations (OMO)

OMO are transaded mainly via the sale and purchase of Government seaurities and ather
papers either diredly or through repurchase ayreements (repo)/reverse repo. The scope for
adive OMO however has been constrained by the limited availability of Government papers
(Government seaurities, Treasury bills and Government Investment Issues). Government
papers are thinly traded as they have mainly been held by a cative market to mee statutory
investment requirements.

At the same time, the diminishing supply of the papers, refleds the Government’s improved
financial position since 1993 and the downsizing of its operations. With the limited supply of
papers, OMO have been largely used to provide a discount window fadlity to banking
institutions as a last resort in times of liquidity needs.

In addition to the Government papers, other papers eligible for rediscounting at the window
fadlity include Cagamas bonds/notes, BNM bill s and seleded private debt seaurities. BNM
has the option of conducting OMO either through dired transadions or through repurchase
agreements. Asin the cae of dired lending/borrowing, BNM only deds with the PDs.

Statutory reserverequirements (SRR)

The SRR is one of the oldest monetary instruments deployed by BNM to control the liquidity
situation in the banking system. Banking institutions are required to maintain a cetan
percentage of their reserves with the Centra Bank. SRR is defined in terms of a bank's
eligible liabilities (EL). The EL base cmprises depasits (including negotiable cetificaes of
deposit and repurchase agreaments) and net interbank borrowings. All banking institutions are
required to place a ertain percentage of their EL as cash reserves with BNM.

The SRR is a powerful instrument available to BNM because it affects the level of depasits
and loans that a bank can legally suppart given the size of its reserves. A restrictive monetary
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palicy stance @n be pursued through increasing the ratio. This will reducethe level of excess
reserves avail able to the banking ingtitutions, thereby leading to a @ntradion of loans and
deposits. As sich reserves do not ean interest, the st is usually passed on to the austomers
through higher lending rates. This will discourage borrowings, particularly for conspicuous
spending.

Conversely, a lower ratio will increasse the lending ability of the banking institutions.
Although the SRR has been used as a monetary pdlicy instrument, itsimposition is part of the
safety net put in place for the protedion of depasitors. Variations in the SRR was only
implemented under circumstances when it was absolutely necessary to either mop-up o injed
large amounts of liquidity in asingle step.

(d) Centralisation of Government and EPF deposits with BNM

The Money Market Operations (MM Q) Account of the Accountant-General (AG) provides
BNM with an effedive instrument for monetary management, not only in controlling liquidity
at source but more importantly, to ensure that Government operations are cnsistent with the
objedives of monetary palicy.

The MMO Acoount of the AG — readivated in 1990 —was one of the key measures
implemented in the 199096 period to ensure that the Government deposits with the banking
system did not accumulate unnecessarily as that would negate the tight monetary policy stance
BNM adopted during that period. Under this arrangement, BNM manages the Government's
funds, consistent with the desired interest rate level and underlying excessliquidity conditions.
During atight liquidity situation, BNM could recycle these depasits to the banking system.

A similar arrangement was also made with the EPF, since October 1992. In line with a more
market-oriented approacdh to monetary policy management, the interest paid on both acounts
is based on market rates.

Question 6

Few candidates knew the objedives and rationale of the merger programme and FSMP. Part (b) on the services
the merchant banks provide was well answered.

6. @ 0) Merger programme for the domestic banking secor

The merger programme for the domestic banking sedor was initiated in July 1999
The initial programme awisaged the aedion of six large and strong domestic
financial groups from 21 damestic commercial banks, 25 finance @mpanies and 12
merchant banks. Subsequently, al domestic banking institutions were given the
flexibility to form their own merger groups and choose their own leader in eadh
group to lead the merger process In resporse to this approacdh, approval was granted
for the formation of ten banking groups. By end-2001, their merger exercises were
amost completed.

The recant regiona currency crisis and the threa from globalisation and
liberalisation have triggered the initiation of the merger programme. During the
199798 financial crisis, it was evident that a fragmented banking seaor was highly
vulnerable to shocks that could pcse systemic risksto it.

Growing competition and strong presaures from the external front to further liberalise
the banking sector have dso clealy shown that the domestic banking sedor can no
longer remain proteded. The financial liberalisation envisaged under the General
Agreement on Trade in Services (GATS) to gradually remove barriers to entry and
access among the WTO members has highlighted a aucia need. The domestic
banking sedor must gea itself to be ale to med the challenges and competition
arising from increasing globali sation and technologicd advancements.
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(b)

(i) Financial Sedor Masterplan

The Financial Sedor Masterplan (FSMP) released by BNM in March 2001, provides
a blueprint for the development of an effedive, competitive, resilient and dynamic
financial system with best pradices that suppat and contribute positively to the
growth of the emnomy. The FSMP also provides a blueprint for developing a are of
strong and forward-looking domestic financial institutions that are more technology
driven and ready to facethe dhallenges of liberali sation and globali sation.

While oppatunities have emerged in this new environment, the chalenges of
globalisation and technology advancements are having an unpreceadented impad on
the gproach of banking and financial businesses. It is, therefore, vital for the
financial system, particularly the domestic financial institutions to be resilient and
efficient for the Malaysian financial sedor to remain effedive and responsive in the
faceof a more globalised, liberali sed and complex domestic emnomy.

The recommendations in the FSMP have, therefore, focused on enhancing domestic
cgpadty and cgpability prior to the introduction of an increasingly more competitive
environment and subsequently moving towards greder international integration.

Services Provided by Merchant Banks

Merchant banks were spedficdly formed to service the needs of the crporate sector and to
complement the fadlities offered by commercial banks which mainly focus on providing
short-term credit for working capital and trade financing. As such, the operations of merchant
banks hinge mainly on providing advisory and management services to corporations as well as
conducting wholesale lending and depasit taking adivities.

Spedficdly, merchant banks play a role in the short-term money market and capital raising
adivities including financing, spedalising in syndicaion, corporate finance and management
advisory services, arranging for the issue and listing of shares, as well as investment portfolio
management.

As a matter of palicy, merchant banks were required to generate 30% of their total income in
the form of feeincome, and this minimum feeincome requirement was uplifted in December
1996 Most of the feeincome were generated from the traditional fee-based adivities of the
merchant banks namely, loan syndicaion and management of consortium loans, corporate
advisory services, underwriting services and patfolio management. The level of fee-based
income generated by the merchant banks has increased substantially over the decale in line
with the increase in corporate adivities.

Apart from engaging in the fee-based adivities, merchant banks also extend credit to the
eonomy. As the merchant banking industry’s business focuses mainly on the crporate
sedor, it operates mostly on a wholesale basis and is largely involved in projed-based
financing. As such, alarge chunk of the merchant banks' total loans are in the form of term
loans. However, the industry also provides financing for the operational adivities of corporate
clients mainly in the form of revolving credits.

Ontop d the traditional mode of credit extensions, merchant banks have dso been involved in
venture caital financing to finance high-risk businesses built on the strength of innovative
ideag/products, as oppased to the traditional debt and coll ateral-based financing. This augurs
well for the eonomy as the development of such businesses play a vital role in providing the
necessary impetus for industrialisation and achieving the objedives of transforming Malaysia
into an industriali sed nation.
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Question 7

Answers for both parts were accetable, athough there were candidates who were @nfused about the
diff erences between Idamic and conventional banking products.

7. @ Syariah principlesin Islamic banking— choose avy five

0]

(i)

(iii)

(iv)

v)

(vi)

(vii)

(viii )

Al-Wadiah Yad Dhamanah (savings with guarantee

Refers to goods or deposits, which have been deposited with another person, who is
not the owner, for safekeeping. As Wadiah is a trust, the depository becomes the
guarantor and, therefore guarantees repayment of the whole anount of the depasits,
or any part thereof, outstanding in the acount of depositors, when demanded. The
depasitors are not entitled to any share of the profits but the depository may provide
returns to the depositors as a token of appredation.

Al-Mudhar abah (profit-sharing)

Refers to an agreement made between a party, who provides the caital and another
party (entrepreneur), to enable the entrepreneur to carry out businessprojeds, which
will be on a profit sharing basis, acording to a pre-determined ratio agreed upon
ealier. Inthe cae of losses, the losses are borne by the provider of the funds.

Al-Musyar akah (joint venture)

Refers to a partnership or joint venture for a spedfic businesswith a profit motive,
whereby the distribution of profits will be gpationed acording to an agreed ratio.
In the event of losses, both parties will share the losses on the basis of their equity
participation.

Al-Murabahah (cost plus)

Refers to the sale of goods at a price, which includes a profit margin as agreed to by
both parties. Such sales contrads are valid on conditi on that the price, other costs and
the profit margin of the sell er are stated at the time of the agreement of sale.

Bai’ al-Dayn (debt trading)

Refers to debt financing, i.e. the provision of financial resources required for
production, commerce ad services by way of sale/purchase of trade documents and
papers. Only documents evidencing red debts arising from bona fide merchant
transadions can be traded.

Al-ljarah Thumma a-Bai’ (leasing and subsequently purchase)

Al-ljarah contrad (leasing/renting) and Al-Bai’ contrad (purchase). Under the first
contradt, the hirer leases the goods from the owner at an agreed rental over a
spedfied period. Upon expiry of the leasing period, the hirer enters into a second
contrad to purchase the goods from the owner at an agreed price

Al-Qardhul Hasan (benevolent loan)

Refers to an interest freeloan. The borrower is only required to repay the principal
amount borrowed, but he may pay an extra amount at his absolute discretion, as a
token of appredation.

Al-Kafalah (guaranteg

Refers to the guarantee aperson provides to the owner of goods, who has placal o
deposited his goods with a third party, whereby the guarantor and the third party
must med any subsequent claim by the owner for his goodks.
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Development Finance Institutions (DFIs)

Established by the Government to promote development programmes in the
agricultural, industrial and international trade and export sectors, the DFIs continue
to play a complementary role to the banking institutions in the intermediation
process. They maintain their role as niche providers of specialist capital financing for
projects which require medium to long-term financing in the agriculture, industrial
and manufacturing sectors. DFIs have traditionally relied heavily on borrowings to
fund asset growth as they are not licensed to mobilise deposits from the public. These
institutions have access to resources at concessionary rates from the Government and
foreign and international institutions.

Examples of DFIs are:

J Bank Pertanian Malaysia

J Bank Industri Malaysia Berhad

J Bank Pembangunan & Infrastruktur Malaysia Berhad

J Export-lmport Bank of Malaysia Berhad

J Malaysian Industrial Development Finance Berhad

d Sabah Development Bank Berhad

. Malaysian Industrial Estates Berhad

. Borneo Development Corporation (Sabah) Sdn. Bhd.

. Borneo Development Corporation (Sarawak) Sdn. Bhd.

Savings Institutions

Savings ingtitutions complement banking institutions in their role as major deposit-
taking institutions. These savings ingtitutions play a particularly important role in the
promoting and mobilising savings among the middle and lower-income groups,
especialy in areas, which banking institutions do not adequately serve. Savings
institutions source funds mainly from deposits largely to extend loans and
investments.

Examples of savings ingtitutions are:

J Bank Simpanan Nasiona
. Bank Rakyat
J Other co-operative societies
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