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Historically, the conventional banking system was developed as early as the 14th century long 

before the emergence of Islamic banks.  Islamic banking system was initiated in the 20th century mainly 

due to the awareness among Muslims to implement Islamic teachings in all walks of life. In Malaysia, the 

first Islamic bank, Bank Islam Malaysia Berhad (BIMB) was established in 1983. Since then, Islamic banks 

gradually grow in numbers and range of products and services, serving not only the Muslims but also 

becoming prominent among the non-Muslims as well.   

 

Basically, in term of services provided, both conventional and Islamic banks offer more or less 

the same types of services to the public. The main functions of banks whether conventional or Islamic is 

to mobilize the funds from the surplus unit and to offer financing to the deficit units. Both systems 

function as the financial intermediary between the two units and fulfil their financial needs accordingly.  

 

Practically, both are regulated under the 

same legal and regulatory requirements with 

some variations to suit Shariah requirements 

where necessary with regards to Islamic banks. 

These similarities in term of functions, services, 

legal and regulatory requirements inevitably 

raised a question commonly raised by the public, 

does Islamic banks merely an imitation of its 

conventional counterpart?  

 

The distinguishing factor between the two 

systems lies in the Shariah requirements which is 

fundamental for Islamic bank. Islamic banks are 

founded firmly by Shariah requirements and must 

end to end comply with Shariah. Any infringement 

of the requirements will render any products and 

services invalid.  Malaysia is blessed as we have 

one of the most comprehensive Shariah 

Governance Framework (firstly introduced in 2011 

and recently revised in 2019) to ensure end-to-

end Shariah compliance. Among other things, 

Islamic banks are required to established Shariah 

Committee to advise on Shariah matters. Control 

functions namely Shariah review and Shariah Audit are also required to serve as second and third lines 

of defence to ensure compliance with Shariah.   
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The elements of transparency, justice and fairness between contracting parties, the prohibition 

of riba and gharar (uncertainty) are the fundamental requirements in all Islamic contracts. As all Islamic 

banks’ products and services are contract-based, the rules and requirements of those contracts are 

basically to realize those fundamental elements, which must be fully complied. Financing based on 

contract of sale for example requires the parties to fix the price of subject matter at the point of sale. 

Once the parties agreed, the price payable cannot be increased although the profit rate used in price 

calculation might increase later. This is different from conventional banks whereby the products mostly 

are interest-based loan which the interest rate can goes up without any ceiling. In Malaysia, the Bank 

Negara Malaysia (BNM) allowed Islamic banks to impose late payment compensation, subject to certain 

requirements. This is to compensate the Islamic banks against the actual cost incurred only. Any amount 

collected in addition to the actual cost will be given to charity and the Islamic banks are not allowed to 

recognize the amount as their income. However, such practice is not applicable to conventional. 

 

As a conclusion, similarities of products and services in term of financial results to the customers 

do exist across the two mainstreams. However, there are also differences mainly in term of underlying 

principles and philosophy. Take the analogy of 2 stalls in the same food-court under the same 

management, one offering certified halal food and another is not halal certified. Both stalls are offering 

the same services to the same group of customers with the same appetite and taste preferences. Both 

are governed under the same regulations imposed by the food-court owner. For the halal certified stall, 

the logo indicates that there are some additional requirements to be fulfilled. The fact that both stalls 

offer similar types of food, having the same colour of plates and utensils, same size and design of table 

and chairs and similar food price and taste does not mean that one imitates the other! 

 

 

 

 

 

 


