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Abstract. This study aims to investigate the determination of wage rate in Islamic
leasing scheme of selected Malaysian Financial Institution in developing the
economy of Muslims. This is a qualitative study which utilises three data methods
of data collection namely observation, interview and documental evidences. The
data has been descriptively analysed. The findings of the study proved that majority
of the Islamic pawn centre in Malaysia used three main instruments, particularly,
ar-rahnu, al-qard and al-wadi’ah yad dhamanah. Thus, the wage rate for keeping
the goods is based on the principle of al-wadi’ah yad dhamanah. However, the rate
varied between institutions. Findings of the study revealed that the collection of
wage rate can be implemented provided that the rate did not exceed one percent of
every RM 100 of the marhun value. As a conclusion, the Islamic leasing or pawn
services in Malaysia has significantly assisted in developing economy of Malaysian
society and has been getting supports from Muslims as well as non-Muslims due to
the reasonable wage rate. Among the implications of this research was the involved
authority need to create special Act relating to Islamic leasing scheme because to
dateis only based on the guidelines of Islamic Leasing Activities (Ar-Rahnu) issued
by the Malaysian Co-operative Commission (SKM).
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1. Introduction

The practice of leasing has already existed since the Jahiliyyah period. During that time,
among the Arab community, a leased item will be the property of the mortgage holder if the
financier is unable to settle his/ her debts within the appointed time (Jawad ‘Ali, 1971). The
practice of leasing is recognized after the advent of Islam as one of the approach of aggrement
or pleadge for repayment of debt by the financier. Prophet Muhammad (pbuh) once pawned
his suit of armour as a mortgage and this proved that the practice has been taught since early
Islamic era. As what has been mentioned in the hadith:
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Translation: “From Aisyah r.a, said that Prophet Muhammad (pbuh) bought food from a
Jewish by leasing his suit of armour as a _form of leasing”
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Based on the hadith, it is proven that the prophet has been very moderate in his life. In a
normal basis, he did not store food for himself and the family. Therefore, there were times
when he had to lease his suit of armour to a Jewish to buy food despite its being an asset for
him to fight in wars and to protect him from the enemy’s weapons (Al-Bukhari, 1981).

Islam categorised leasing (ar-rahnu) as harus (necessity) as one of the method of settling
financial burdens. The practice of borrowing money in the form of property (ar-rahnu) is one
of the syara’ compliance approach as mentioned by Allah SWT in al-Quran:
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(Surah Al-Baqarah: Ayah 283)
Translation: “And if you are on a journey and cannot find a scribe, pledges [may be taken]
in hand: but if you trust one another, then let him who is trusted fulfil his trust, and let
him be conscious of God, his Sustainer.”

Based on the ayah, Allah SWT stressed that all lending and borrowing business required a
witness and a written record in any circumstances except for during emergency. During
travels, a borrower should hand over an item as a collateral of his debts (Salahuddin Abdullah,
2009).

The Islamic mortgage scheme has been introduced in Malaysia since 1992 as an alternative
to the conventional mortgage scheme that has been in existence for so long. The use of
conventional mortgage system is banned in Islam because there is an element of riba in its
transaction, thereby suppressing the poor and the poor who make the mortgage contract. This
is because, based on the Pawnbrokers Act 1972 (the conventional charge act) two percent
interest per month can be charged on granted loans (Pawnbrokers (Amendment) Regulations,
1982).

After the introduction of Islamic pawnshops in Malaysia, the Islamic community has
shifted from conventional systems towards a more secure and profitable Islamic system of
both contracting parties. Majority of Islamic mortgage institutions in the country only charge
wages on low cost mortgages. However, there is also an Islamic pawnbroking institution that
does not charge any fees or charges to the mortgagor that is Terengganu Islamic Muassasah
Mortgage (Shamsiah, 2008).

The basis of wage collection on mortgage charged on the leaser conforms to the Islamic
law. In addition, lower wage rates help reduce the burden of financiers. The scheme has also
received positive response among the community. In relation to that, several financial
institutions and banks have applied Islamic pawn scheme as one of their institution's products
such as Bank Rakyat Islamic Mortgage, Malaysia Islamic Economic Development Foundation
(YaPEIM), Bank Islam, Agro Bank and the latest, Pos Malaysia.

2. Problem Statement

n Malaysia, the Islamic pawnbroking system was pioneered by Terengganu State
Government which officially launched the Terengganu Islamic Muassasah Mortgage (TIMM)
on 23 January 1992 which is based on ar-rahnu and al-qard al-hasan (Azila Abdul Razak,
2011). Furthermore, Permodalan Kelantan Berhad set up the Ar-Rahnu Shop introducing the
concept of wages in Islamic pawnshops on 12 March 1992. On October 27, 1993, Bank
Rakyat in collaboration with Malaysia Islamic Economic Development Foundation (YaPEIM)



also introduced a scheme of Islamic pawnbroking which also charge wages (Azizah Othman,
Norashidah Hashim and Syahrina Abdullah, 2012).

Wages charged based on leased items are counted as wadi'ah as clearly stated in the
pamphlet of Islamic pawnshops by those institutions. This scheme is based on three main
principles namely al-qard al-hasan, ar-rahnu and al-wadi'ah yad dhamanah. The problem arises
is what factors are considered in determining the rate of wages in Islamic mortgage schemes in
Malaysian Islamic pawnbroking institutions is this scheme a necessity in developing the
Malaysian economy? As such, the focus of this study is on the setting of the wage rate in the
Islamic mortgage scheme at selected financial institutions in Malaysia and the need to develop
the economy of Malaysian society.

The research questions are:

a) How is the setting of a wage rate determined in Islamic pawnshops scheme among
selected financial institutions in Malaysia?

b) Is the Islamic pawnshops scheme necessary in developing the economy of Malaysian
society?

The research objectives are:

a) To analyze the setting of wage rates in Islamic pawnshops scheme at selected
financial institutions in Malaysia.

b) To identify the necessity of Islamic pawnshops scheme in building a community
economy

3. Literature Review

Based on the research title; " Determining the Wage Rate in Islamic Leasing Scheme of
Selected Malaysian Financial Institution: A Requirement in Developing the Economy of
Society ", researchers have made a survey of Islamic Mortgage Scheme (ar-rahnu). Islamic
pawnshops or ar-rahnu intended to make an item or property as collateral for borrowed debts
(Mustofa Al-Khin, 2005). If the debt can not be settled, the collateral can be used as payment
to the debtor's debt (Abdullah Alwi Hj Hassan, 2007). This is an allowed practice in the
Islamic law as one of the requirement of the Islamic sale and purchase.

In Malaysia, Islamic pawnshops were introduced in 1992 as an alternative to conventional
mortgage systems. The Islamic community has increasingly receiving this scheme year after
year as it is much better than conventional pawnshops (Nur Hayati Rasmin & Ruzian
Markom, 2014). In addition, this scheme is a financial instrument that provides convenience
and assistance to the public to get cash loans easily and quickly based on Islamic law. It is also
one of the safer and more profitable financial contracts for both contracted parties (Abdul
Halim El-Muhammady, 2012).

Islamic pawnshops are more profitable to borrowers as most Islamic pawnshops in the
country only charge a fee for storing goods. There is also an Islamic pawnbroker institution
that does not charge any fees or charges ie Terengganu Islamic Muassasah Mortgage
(S.Hisham et al, 2013). Customers are particularly interested to use this scheme as it only
charges a low wage rate. Islamic pawnshops can not charge wages over one percent of the
marhun value as compared to conventional pawnshops that charge two percent of the value of
the loan (Shamsiah Mohamad, 2008; Pawnbrokers (Amendment) Rules, 1982).

In addition, these financial instruments are not only accepted in this country, but other
countries have also adopted the implementation as mentioned by Sapeing Masae (2011) and



Akhmad Hanafi Dain Yunta (2007) study. Both studies, were carried out in Thailand and
South Sulawesi. Sapaeing Masae explains that there are three forms of mortgage practiced in
Pattani, Thailand, the traditional pawnshops, conventional pawnshops and Islamic pawnshops.
Based on the three forms of charge, the Islamic mortgage system is gaining public response
because it does not involve riba’ and fraud in its transaction. Similarly, in the study of
Akhmad Hanafi Dain Yunta stated that people are increasingly adopting Islamic pawnshops
scheme compared to conventional pawnshops despite the debate on the legal point of use of
mortgage property.

4. Research Methodology

In general, this study was conducted using descriptive qualitative methods. Qualitative
methods are defined as studies that do not involve measurements or statistical techniques as
well as investigations through statistical procedures (Strauss, A. & Corbin, J., 1990).
Qualitative research can be referred to as a research approach that emphasizes descriptive,
inductive, basic theoretical constructs and studies on how humans provide meaning to their
lives (Rozmi Ismail, 2013). This study was conducted using the method of observation,
interview, descriptive and evidential in data collection. The overview of the use of these
methods will be as follows:

4.1 Method of Observation

Observation is an effective technique used in data collection to study and understand the
processes that occur in the study. In this method researchers will see, hear, observe and ask to
understand what is happening in realistic situations and circumstances. Researchers will
engage in a way that does not interfere with the research process. The method of data
collection used based on this method is the form of participative observation (Sabitha
Marican, 2009).

4.2 Method of Interview

Interview is a method that will be used in this study which involves the interview between
the researcher and the subject of the interview to obtain relevant information with the study.
Through this interview method, data obtained from observations can be strengthened and
complemented. This means that it is a triangulation intended to verify the data or information
obtained. The interview method used was based on unstructured interviews (Rozmi Ismail,
2013).

4.3 Method of Evidential Document

In addition to observation and interview techniques, evidential document will also be used
in this study. This method involves the analysis of data obtained from the documents used by
researchers to see the forms, patterns and trends that occur and provide solid evidence to
strengthen the credibility of interview techniques and observations. The technique of
collecting and gathering information from this document also gives researchers the
opportunity to add, compare and reinforce the study data (Sabitha Marican, 2009).



4.4 The Need Of Islamic Leasing Scheme In The Developing The Economy Of Malaysian
Society

The need for Islamic pawnshops is one of the important instruments in developing the
society economy, especially the local community. This can be seen from three aspects,
namely, the source of capital to entrepreneurs of Small and Medium Enterprises (SME),
financing education loans and community services (Mohd Ali, 2005). These three aspects will
clearly explain how Islamic pawnshops can develop the Malaysian economy.

4.4.1 The source of Capital to Entrepreneurs of Small and Medium Enterprises (SME)

According to the Small and Medium Enterprise Corporation (SME Corp. Malaysia), a new
definition of SMEs covering all sectors of service has been established which covers
manufacturing, agriculture, construction as well as mining and quarrying. The two main
criteria for determining the scale of the enterprise are the annual sales volume and the full
number of employees. SMEs for the manufacturing sector are defined as firms with annual
sales of not more than RM50 million or not more than 200 full-time employees. Meanwhile,
SMEs for the services sector and other sectors are defined as firms with annual sales of not
more than RM20 million or not more than 75 full-time employees.

In Malaysia, there are various SME venture opportunities that receive full support from the
government. The Government offers various forms of financing assistance to SME
entrepreneurs. This assistance is channeled through responsible agencies as well as through
financial institutions. SMEs often faced difficulties in getting capital loans from financial
institutions. This is because of the small and limited production of SMEs, no collateral or
appropriate guarantor and lack of business record due to poor management system that
resulted their application to be rejected (Moha Asri, 1999). Additionally, financial institutions
are unsure about the ability of SMEs to repay loans within the specified timeframe. Most of
SME's capital resources are from the savings of its own entrepreneurs as well as donations or
loans from relatives and friends.

Therefore, Islamic pawnshops provide financial aid to facilitate capital investments as well
as the rollings of capital. For example, Ar-Rahnu YaPEIM provides easy, fast and secure
micro-credit facilities to the public especially those with low income for small-business capital
and other productive activities. This can help the country in developing the socio-economic
status of the populations and successfully attracting SME entrepreneurs to opt for Islamic
pawnshops as their business capital source. There is a study found that many, especially
Kelantanese female SME entrepreneurs choose this Islamic pawn scheme as they need fast
money as capital, purchase stocks and so on (Azizah Othman et al, 2012).

4.4.2 Financing Education Loans

Education is the key asset of the country’s development. Neglecting the importance of
education is to hinder the achievement of the nation and to limit individual needs both for
personal and social purposes. The importance of this education can be seen clearly when there
is a high allocation of expenditure in the education sector and government daring actions of
risk taking to produce competitive human capital in the future.

In the 2018 Touchpoints Budget presentation by the Prime Minister cum Minister of
Finance, YAB Dato 'Sri Mohd Najib Tun Haji Abdul Razak on 27th October 2017, Education
became the Third Thrust to top the development of education, training and skills as well as
talents. Government has also allocated RM45.9 billion to the Ministry of Education for



managing and developing expenditure including providing schooling assistance to over 5.2
million students nationwide. This huge allocation demonstrates the government's seriousness
and emphasis on education as one of the key elements of national progress and development.

Hence, without education, our society will be backward and left behind in the rapid
development of modernization which is being carried out in foreign countries. The rising cost
of living not only affects the lower income group, but also the middle-income group that is the
majority in Malaysia. This includes costs incurred in the education sector such as the cost of
school supplies, fees, housing rental and so on.

Thus, Islamic pawnshops can overcome the problems of the needy by using these facilities
such as financing home as well as emergency and education needs (Abdul Ghafar and Nor
Zakiah, 1997). The Islamic pawnshops scheme does not require reasons for leasing compared
to application of loans from financial institution, which requires more stringent information
such as income statement projections (for business purposes) as well as guarantors. In contrast
to Islamic pawnshops, it does not impose restrictions or provisions on the way in which the
funds will be used. Furthermore, the process is fast and easy which takes less than 30 minutes.
(Calvin W. H. Cheong et al, 2012).

Hence, the financial loans provided by Islamic pawnbroking institutions can provide a bit
of help to students who need immediate educational funds. Apart from the fast and easy and
process, the cost of wages is also reasonable. Hence, the country's aspiration to produce
intelligent, progressive workforce with high level of integrity will be possible because of these
financial facilities.

4.4.3 Significance in the Community Service

Various efforts have been made to help low-income people to develop their lives in
Malaysia. Those in need of financial assistance will go to financial institutions to apply for
loans but are bound by stringent rules and regulations for obtaining loans. This requirement
can be overcome with micro credit scheme whereby Islamic pawnshops scheme is regarded as
the best alternative to solve the situations.

Islamic pawnbroking customers are classified into three categories: housewives, private
workers and civil servants (Azizah Othman, 2015). These groups tend to choose Islamic
pawnshops as sources for obtaining financial loans because of their low income and
inelligibility to apply for loans from banking institutions. Some also argue that Islamic
pawnbroking customers include small businesses using these loans as source of business
capital (Selamah et al, 2006).

There is also a study of non-Muslim communities in the country which states that Islamic
pawnshops are totally different from conventional pawnshops based on their interest rates.
They put in their jewellery at Islamic pawnbroking institutions for security guarantees, low
wages and the features of the Islamic pawnshops (Nor Surilawana et al, 2014).

Islamic pawnshops in Malaysia are generally in the pursuit of social responsibility to the
community, particularly in providing financial assistance with no burden on communities and
by providing low service charges. This contrasts with the conventional pawnshops scheme
which is more likely to put a burden on the lower income group which clearly is in contrast to
the Islamic sharia practice (Azila Abdul Razak, 2004).



5. Result and Discussion

Malaysian Islamic pawnbroking institutes are required to comply with GP25: Islamic
Mortgage Tax Guidelines (Ar-Rahnu). Among the major requirements for the implementation
of Islamic pawnshops in Malaysia is the adoption of some figh concepts in its scheme that is
al-rahn, al-qard and al-wadi'ah yad dhamanah. Al-Rahnu refers to a valued item that is used as
a back-up to debt (loan) or in other words as a security of debt and is payable thereby if the
debtor's debt can not be settled. Al-Wadi'ah Yad Dhamah refers to the savings of valuables
which are collaterated such as gold and every savings will be charged for wages. Whereas, al-
Qard refers to a loan given on a certain percentage of the value of marhun and wages are not
charged on the basis of the amount of loans issued (Shamsiah, 2008; Fatimah Murni Jusuh,
2003).

Based on GP25: Islamic Mortgage Tax Guidelines (Ar-Rahnu), the prescribed rate of pay
for each Islamic mortgage institution in Malaysia shall not exceed one per cent of each
RM100 value of marhun. Of three Islamic pawnbroking institutions are made in this study:
Ar-Rahnu Pos Malaysia Berhad, Ar-Rahnu Islamic Economic Development Foundation
Malaysia (YaPEIM) and Ar-Rahnu Agro Bank. These three institutions are found to comply
with GP25: Islamic Mortgage Tax Guidelines (Ar-Rahnu). However, there are still some
differences, such as the ratio of wage rates, maximum financing rates, and financing periods.
Comparison is more obvious as in the table below (Nurwadia binti Mohd Yusop, 2017; Mohd
Rozaidi Hamat, 2017; Mohd Rusdy bin Mohammad Afandi, 2017).

Table 1. The Differences in the Implementation of Islamic Mortgage Scheme between Pos Malaysia
Institutions, YaPEIM and Agro Bank

Differences
Item Pos Malaysia Yapeim Agro Bank
Wage Rate RM 0.85 RM 0.80 RM 100 to RM 2000:
/100 value RM 0.50
of marhun RM 2001 to RM 5000:
RM 0.60
RM 5001 and above:
RM 0.75
Margin of 75% of the value of  70% of the 70% of the value of marhun
Loans marhun value of
marhun
Maximum RM 100,000.00 RM RM 150,000.00
Financing 75,000.00
Financing 6 months + 6 6 months + 6 months + 6 months
Period months 2 months +
2 months

The above table shows that the lowest rates of savings between these three institutions are
in Ar-Rahnu Agro Bank's scheme compared to Ar-Rahnu YaPEIM and Ar-Rahnu Pos
Malaysia. On the other hand, Ar-Rahnu Pos Malaysia has the highest margin of 75% and
followed by Ar-Rahnu Agro Bank and Ar-Rahnu YaPEIM of 70% for both.

Next, the highest possible aspect of financing is Ar-Rahnu Agro Bank, amounting to
RM150,000.00 followed by Ar-Rahnu Pos Malaysia of RM100,000.00 and lastly



RM75,000.00 which is in Ar-Rahnu YaPEIM. While in terms of financing periods, the lowest
period of funding is in Ar-Rahnu YaPEIM and the longest period of financing is for 12
months, in Ar-Rahnu Pos Malaysia and Ar-Rahnu Agro Bank.

Table 2. The Differences of Wage Rate: Pos Malaysia Berhad, YaPEIM dan Agro Bank

Situation: “A debtor wants to make a gold mortgage with the value of his mortgage
(value marhun) amounting to RM715 and he wants to only apply for a loan of RM
500 the value of marhun. The debtor wants to lease the goods up to six months.”

Institution Wage Rate
= Value Of Marhun X Rate/100 X Financing Period

Pos Malaysia YaPEIM Agro Bank
Calculation =RM500xRM =RM500x RM = RM 500 x RM

0.85/100x 6 0.80/100x 6 0.50/100x 6

=RM 25.50 =RM 24.00 =RM 15.00

Based on the calculation of the wage rate in Table 2, there is a difference in wage rates in
the three institutions should the debtor borrow a sum of only RM500 from the value of
marhun. If it is only for six months, Ar-Rahnu Agro Bank charged the lowest wage rate of
only RM15.00. The value varies by RM9.00 compared to the charges in Ar-Rahnu YaEPIM.
While the highest wage rate is at Ar-Rahnu Pos Melaysia Berhad of RM25.50, varying from
RM10.50 of wage rate at Ar-Rahnu Agro Bank. This rate of wages will also increase
according to the increment of mortgage period.

Hence, this study found that the Islamic pawnshops had a huge impact on the development
of Malaysian economy. Its fast and easy system can attract the public to choose this scheme as
a source for immediate money recovery. Its sharia-compliant transactions also attracted the
public to leave the conventional pawnshops scheme hesitation that has been in existence for so
long without hesitation.

6. Conclusion

This study has found that the majority of Islamic pawnbroking institutions in Malaysia
absolutely impose wage rates on mortgage items to customers. However, these rates vary
according to the institution as described in the findings of the study. these different wage rates
allow customers to have alternatives on choosing the insitutions to go to. However, this rate
difference can also cause confusion and misunderstandings among the public. Hence,
adjustments need to be made for the implementation of Islamic pawnshops scheme in
Malaysian Islamic pawnbroking institutions.

In addition, the implementation of Islamic mortgage schemes in Malaysia is also based on
GP25: Islamic Mortgage Tax Guidelines (Ar-Rahnu). To date, no special act has been adopted
as in conventional pawnshops using the Pawnbrokers Act 1972. Hence, the authorities need to
establish a special act to be applied accordingly in all Malaysian Islamic pawnbroking



institutions. Each institution also needs to strengthen the services provided to its customers
and to make continuous improvements to the services.

As a conclusion, the setting up of wages in Islamic pawnshops does not burden the needy
society, but it will give many benefits to the community and further promote their economy.
The public is easy to accept this scheme because of the fast and easy monetary process, instant
loans and can prevent themselves from borrowing from unauthorized sources such as
unlicensed money lenders. Based on these responsibilities, it is undeniable that Islamic
pawnbroking institutions have had a huge impact on developing the community and
contributed towards the country's economic growth.
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