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Abstract

This paper examines how spiritual capital can erilce peoples’ economy. It focuses on how coming
together of Malay based on their Islamic believe x@jected the economy of once despised set glpém

a nation the world are looking up to champion tslarhic economic renaissance in the world. The study
looked at three Islamic institutions in Malaysiatthave both direct and indirect effects on theneooy of
Malay as Muslims and the overall effect on the Msia in general. The institutions studied are I$tam
financial institutions, the Zakat institutions atiee Waqaf institutions in Malaysia. The institutiowere
examined based on ACT(s) established them, what baen achieved through these institutions by the
Malay specifically and Malaysia in general. It viasnd that these institutions have positive comntiins to
micro and macro economy of the country such asngayiconsumptions, investment, growth and poverty
alleviation.

Keyword: Spiritual capital, Malay Muslims, Zakat, Waqafdslic finance.

1. Introduction

Although the Lyda Judson (1920) and Jane Jacol&lji8ere identified as the first proponents of abci
capital, (as cited by Woolcock, 1998), the analgéisocial capital at micro level is usually asedto Robert
Putnam (Grootaert 1997). Putnam (1993) definesaboapital as those features of social organizatanh
as network of individuals or households, and theoésted norms and values that create externaldres
community as a whole. These externalities can ritleepositive or negative in nature. James Coleman
(1990) opens the door to broader interpretatiosaziial capital in his definition when he definesiab
capital as a “variety of different entities [whichll consist of some social aspect of social stmggtand
[which] facilitate certain actions of actors — winet personal or corporate actors within the stmetturhe
Coleman definition expands the concept of socipitahto include both vertical and horizontal asations
and behavior within and among the entities, sudirras Vertical associations showed that the relaghip is
characterized by hierarchical relationship withgaelity in power distribution among the membersisTh
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association-based social capital also may be negatipositive, (Grootaert & Van Bastelear 2002)pThe
most comprehensive view of social capital was eéoned in the work of Douglas North (1990) and Mamrco
Olson (1982).They view social capital to encomgagth social and political environment that shapmias
structure and enables norms to develop. By thisrongiew, they make social capital more formal and
include formalized institutional relationship andustures like political regime, the rule of laviaet court
system, and civil and political liberties, (Groatag& Van Bastelear 2002). Macro institution strérens the
impacts of social capital on economics and soaitt@mes of both horizontal and hierarchical assiocia.

Whatever level social capital operates, it exieftsence on development as a result of interadtietween
two distinct types of social capital: structuradacognitive. Structural social capital enhancesrmfation
sharing and joint action and decision making thioestablished roles and social network facilitdtgdules,
procedures and precedents. Cognitive social capitalhe other hand, refers to shared norms, values,
attitudes, and beliefs; these make it a more stibgeand qualitative concept, (Krishna & Uphoff 200
These two forms of social capital may be, but netessarily complimentary. Capital- tangible and
intangible- is an asset or a class of assets iblatsya stream of benefits. The benefits of samgital include
related elements like information sharing and milituaseneficial collective action and decision makin
(Grootaert & Van Bastelear 2002). This work therefstudies the effect of spiritual capital of fslan the
economic development of the Muslim Malays and Msikay

2. Literature Review
2.1. What is spiritual capital?

Zohar and Marshal (2004) view spiritual capitahasew paradigm which requires radical change otirsigt
about philosophical foundation and the practicbuginess. “It is not anti-capitalist or even nopitaist,
but it does require addition of moral and sociahelision to capitalism”. Spiritual capital is not itgelf a
monetary wealth, but it argues the possibility adking a profit by doing business in a wider conteft
meaning and value. Spiritual capital draws its édirom the deeper realm of human motivation and tow
shift it, (Zohar & Marshal 2004). Faith providasmoral foundation for civic regeneration. Faitheg
meaning to community service and good will, forgingpiritual connection between individual impulaeg
great public issues. That is, religion helps pedplaternalize an orientation to the public goBecause
faith has such power to transform lives, faith-liggegrams can enjoy success where secular prodgraves
failed (Bettertogether, n.d.).

2.2. Islamic social capital

The Islamic social capital is characterized by sirgefor moral values in production and networkivgich
promotes opportunities for innovative interactitesween sets of agents thus forwarding the Islathics.
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The goals of Islam are to lead life with a comhimrabf materialistic and spiritualism in accordamdgth the
teachings of Al-Qur'an and Sunnah of the Prophehdumad (peace be upon him). They are based on
Islamic concepts of human well-being and goodwifech stress brotherhood and socio-economic justice
well as requiring a balance of both the material spiritual needs of all humans (Chapra 1992).Nihslim
world is still a long way from integrated globalasiic governance with global Islamic institutioms.the
absence of that governance and institutions, howenxaworks can play a vital part because theyaare
organizational form with an extraordinary capaéityinnovation, managing risk, building trust, fiiteiting
joint action and gathering information in a mantteat flows around and between geographical, |egal,
institutional barriers. Consequently, networkingl@ng much to make up for the absence of integnaind
may be considered as a part of the shuratic (dis@)rprocess and ummatic (Islamic world-systensjrde
working for the all round development of an Islamsaciety.( Farooqi 2006).

2.3. Isamin Malaysia

Although there is no consensus among the histovanshen, where and who brought Islam to Malaysia,
evidence of Islamic script using hijira calendatediaback to early ninth century has been foundoombs
inscriptions in the country. Entrance of Islam tallysia is being linked to the spread of Islamdast of
peninsular Malaysia including the port of Penangciwtwas a renowned trading center, either throbgh t
Indian Muslims or Arabian traders who spread thepgbof Islam along with their trading whereventfiad
themselves. It was believed that local people $enstmplicity of Islam and the brotherhood inherienit

that has placed mankind on equal footing no métesr status, abandoned their earthen religiorotex to
Islam en mass. The effort of implementing Islanthry ulama reached the political leaders who endorac
Islam in succession and within a short period Isteaches places such as Banten, East Java, Magcassa
Mallaca and Terrenganu to mention but few. The amserved as imams, preachers and advisors to the
villagers and played a part in administration, vahied a number of powerful sultans to hold firmbythe
teachings of Islam.

However, colonization of the region by successiestern power truncates the spread of the nasdeagione

of al-Islam. Christianization efforts by the migsawy colonial masters and the preference givenhiog€se
and Indian foreigners above the native Malay reduskam to religion practiced between the four wall

the mosque and in the kampungs throughout the i@larle and governance was left to a generation of
Muslim bureaucrats who were westernized and sezathr(Fatimi 1963; Kamar n.d.).

2.4. Islamic Resurgencein Malaysia

Islamic resurgence is an effort to re-establishnist value, Islamic practices, Islamic Institutipidamic
laws, and Islam as a whole, in the Muslims livergwiere. It denote an attempt to re-introduce g
ethos, an Islamic social order, at the vertex oittvihe Muslims are guided by the Qur'an and Sunnah
(Muzaffar 1987). This involves the adoption of Masldress, Muslim form of greetings, and avoidante o
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things that are haram from the Qur'an and Sunnah as dealing in interest and eating of non halatlf
Islam has been the main religion in the Malaysianipsular since the fourteen century. It has maiath
relationship with Malay state and society for saleenturies. All Malays are presumed Muslims. Tikis
evident in Islam being the official religion of tivalaya since the country achieved independend®%7.
This does not mean Malaysian is an Islamic stateldtam as the official religion is essentiallgegognition
of its primer status in the evolution of Malaysipolity as seen in the performance of Muslim prayars
official function, the construction of mosques hg states, holding of Qur'an- recitation competitémd the
coordination of Muslim hajj by government agency.

The growing Islamic consciousness became more appir Malaysia in the early 1970s when government
first introduced the calling to prayer over the gmument radio and television services. Since taeeries of
media programme have been put in place to edueatg@about pure Islamic teachings. From the mil-70
onward, political leaders in the Malaysian leadpulitical party, United Malay National Organization
(UMNO), started given more emphasis on Islam whamraunicating with the Malay (Muslim) populace.
However, with the pronouncement of the introductidrits Islamization programme in 1982, the Islamic
tone of the government has become more pronoussentially a response to the ever expanding dtreng
of Islamic resurgence in within the Malay middlesd, the programme has inculcated Islamic values in
Muslims and established various Islamic institusiofMuzaffar 1987).

3. Institutionalizing Islamic Spiritual Capital in Malaysia

The three major economics institutions in Malaysiane out of Islamic spiritual capital cover bystipaper
are: Islamic finance, Zakah and Wagaf.

3.1. Islamic Finance

The emergence of Islamic financial institution irallslysia is relatively new. Its growth can be diddeto
two broad categories of banking institution and banking financial intermediaries. The legal bésighe
formation of Islamic bank known as Islamic Bankifgt (IBA) came into effect on*7of April 1983. This
act empowers Bank Negara Malaysia (BNM) to supereaisd regulate Islamic banks. This was followed
simultaneously with the Government Investment A&83 which empowers government of Malaysia to
issue Government Investment Issue (Gll), which gosernment securities issued based on shariah
principles. This enables the Islamic banks to itviasGll in order to meet the prescribed liquidity
requirements as well as to invest their surplusl$uihe first Islamic bank in Malaysia, Bank Is|kfalaysia
Berhad (BIMB), came into existence of\July, 1983, (Nawai and Wan Nawag 2007). Since,therumber

of Islamic financial institutions have been estsiidid, and are now in the process of forming anmniisla
inter-bank market.
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Within the first ten years of introducing the IsliarBanking Act, the Malaysian government took fertktep

to popularize Islamic banking and finance, by allmyvconventional banks to offer Shariah-compliant
instruments. Started with an initial paid up cdmtfaRM 80 million at inception, Islamic bank wapped to
control about 20 percent of the market share byy#ee 2010. The most distinctive feature of Iskami
banking in Malaysia is that it is being embracedtb¥hinese and non-Muslim population who arerapto
deposit their savings or borrow money on an Islamaisis, (Islamic Banker 2009).

The non-bank Islamic intermediaries include: Takaompanies, Development Financial Institutions,
Saving Institutions and other financial intermemtiawhich offer Islamic banking services such assihtg
credit institutions. Following the recommendatidrttee task force on the study of the establishnoéran
insurance company in Malaysia by the governmerit981, Takaful Malaysia was incorporated in 1984,
when Syarikat Takaful Malaysia Behard was estabtisto fulfill the need of the general public to be
protected based on the Islamic principle. With atharized capital of RM500 million and a paid ufR¥10
million when it commenced operation in July, 198akaful Malaysia paid-up share capital rouse beyond
RMS6 billion in 2009. Following the transformatiohakaful Malaysia into a public listed companyli®96,

its share is now listed on the main board of BiMsdaysia Security Berhad. There are now five congmn
operating Takaful in Malaysia and their operati@ms being supervised by BNM with BNM Governor
doubled as the Director General of Takaful.

Tabung Haji is the most prominent Islamic savingfitntion. Being the first Islamic financial insttton in
Malaysia, Tabung Haji was established under the8acf Pilgrims Management and Fund Board. It
commenced its operation in 1963 with the objectivesnabling the Muslims to save gradually to perfo
hajj, the fifth pillar of Islam, have active andegdtive participation in halal investment, and pdevadequate
facilities and services to safeguard the interésfiuslim pilgrims during hajj operation. The pilgrs fund
board performs three functions: Hajj services, B#pand investments. A Malaysian Muslim can open an
account with Tabung Haji for as low as RM 10. Tlepakits collected by the board are invested irouari
shariah compliant investment, both short and loagntinvestment, and the profits accrue from the
investments are paid to the depositors accoundassh

The Development Finance Institutions, championedBayk Rakyat, is a cooperative credit institution
operating based on Islamic principles. These catperbanks accept deposits and provide persazairg

and other financing facilities to its members. Da@k, with more than 100 branches nationwide, thtoed
Islamic banking in its operation in 1993 and hasrbactively promoting and providing Islamic banking
products and services throughout Malaysia. BankyRiagartners Yayasan Pembangunan Ekonomi Islam
Malaysia (YPEIM) to pioneer the provision of Islampawn broken service known as Ar-Rahanu. Other
development finance institution such as Bank Petusan Kecil dan Sederhana Malaysia Berhad, Bank
Pembanguanan Berhad and Bank Pertanian Malaysiaprtslamic banking facilities on window basis for
the provision of medium and long term funds to potenindustrial, investment and growth while the
Agricultural bank provides Islamic banking faci#isi to promote agricultural sector.
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The treasury housing loan division (THLD) is anatimermediary in the non-bank Islamic financiattee
that plays a great role in providing house finagdacilities to civil servants since May 1996. THIas
established with the government policy of providalgnew houses financing to civil servants in limith
Islamic principles (Nawai & Wan Nawang 2007).

3.2. Zakah

The position of Zakat in Malaysia is based on thaldyisian Federal Constitution which placed religiou
matter under the government of the states. Zakaagement falls under the Malay state ruler actstha
head of Islamic Religion for each state with théé&Buand ‘Yang DiPertuan Agong’ for states withSuitan
and the Federal Capital Territories. Though zakstitution has been established in Malaysia ay earthe
begning of twentieth century, there is no natiohell that have been drafted for Zakat collectioneptdor
the states of Kedah and Sabah. As a result, Zakattion was very low from its expected actualataifity.
The government Act 6(A) of 1967 that gave tax reltatzakat payer to the tune of the amount paidkat
did little to change the situation.

However in 1991, a proposal for corporatising zasatection was accepted by the Islamic Religious
Council of the Federal Territories. This led teeaurgent and paradigm shift in zakat collectioMalaysia.

The increase in the awareness to pay zakah amotay Melay is due to the increasing da'wah effortd a
marketing which became more effective in the l&sy@ars. Efforts by the Islamic religious Counditloe
Federal Territories to corporatise zakat and éstabakat collection center led to significantrease in the

the amount of zakat collected. This was emulatedtiner states and ever since, the amount of zakat
collection in each state has been on the increasearly basis, rising from RM 61 million in 1994 RM
1billion in the year 2011 . Collection is done ke tprivate limited companies while distributionbig the
Islamic Religious Concil through Baitulmal, (Assation of Tax Authorities of Islamic Countries, (AT&
2006).

3.3. Awgaf

The first law that gave the responsibility and spjsion of waqaf to the Religious Council was @addn

the state of Selangor in 1952, (Sirageldin, 2008)s was followed by Kelantan (1952), Terrengar@68),
Pahang (1956), Melaka(1959), Perak (1965) and JA8x8). In March 2006, a meeting of the National
Baitulmal Coordination Committee unanimously agrdet the national awgaf entity be formed to manage
awqaf affairs. The government of Tun Abdullah Hjmdid Badawi agreed to the urgent need for the
formation of a national awgaf entity to resolve throblems on awqaf land development in Malaysia.
Yayasan Waqaf Malaysia was launched in Februra®82@nd was registered under the trustee’ Act
(incorporation)1952 [Act 258]. In January 2009, ¥asgn Wagaf Malaysia obtained salary deduction code
for federal civil servants (code No. 4474) from@actant general department.
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The Malaysian government also allocates RM 250ianilto develop wagaf in the 5 years Malaysian plan
(Ahmad, 2009). Based on JAWHAR records, there aogah of 9,947ha of land under general and specifi
awqaf in Malaysia, excluding awqaf projects undérMalaysian plan (Muhammad 2009). This is estimate
at approximate of RM 1.9 billion market value. Aaioof 71.6 of this land has already been devealope
There was also a National Fatwa in 2007, permittagh awgaf in Malaysia (Ahmad 2009). The state of
Sembilan gave the Islamic Religious Council a laggantity of land (approximate 8,000ha). This land,
inform of plantation and real estate, is veste@aitulmal. A number of these plots of land has disen
developed for commercial purposes (Surageldin 2000)

4. Contributions of 1slamic Spiritual Capital to M alaysian Economy
4.1. Islamic Finance

Islamic finance is now a viable vehicle contribgtito integration of the global economies in faatiitg
trade, investment and economic activity. As at 2008laysia possesses one of the world’s most ag¢hanc
Islamic financial markets, with an Islamic finanggstem estimated to be worth around USD1 trillion i
assets, 5 times greater than in 2003. The natistheaunique distinction of being the world’s firsthave a
full-fledged Islamic financial system operatingoarallel to the conventional banking system, whatsally
placing strong emphasis on human capital developrimeislamic finance to ensure the availability of
Islamic finance talents (Malaysia Internationalateic Financial Centre, MIFC, 2009). The Malaysian
Islamic banking system saw in particular strongfgremance in 2006, with higher profitability, andsha
remained well capitalized. Islamic banking assetsstimated to be over RM120 billion, with takadskets
about RM6 billion. The Malaysian Islamic financimabrket has been equally encouraging. Islamic catpor
bonds in 2007 amounting to RM125 billion, which stiuted 46 percent of the total corporate bondketar

in Malaysia. The success of Islamic finance in Msia reflects the innovations in product developntleat
meet the needs of savers and users of funds. ticydar, the rapid growth of the Malaysian Islamapital
market was ascribed to the pioneering spirit ofitideistry, the intensive efforts to explore nevaficing and
investment opportunities and to keep pushing thentaries in terms of product innovation. Indeea, th
domestic bond market plays a crucial role in emguthat the financing needs of the economy aregbein
fulfilled. The launch of sukuks by Malaysian comanhas demonstrated the ability of Islamic finance
intermediaries in structuring products and offersegvices acceptable to the global financial inmestThe
Malaysia sukuk account for almost 70% of all thé&uks issued globally. The International Finance
Corporation and the International Bank for Recaritton and Development also conducted their fivetre
Islamic bond issuances in Malaysia. This was oubissribed. Malaysian new asset classes such as Real
Estate Investment Trusts (REITs) have rapidly spadvBhariah-compliant counterparts that have gained
global acceptance. The regulatory and Shariah frarein Malaysia has moved rapidly along with the
innovations made by the industry in order to keepldysia in the forefront of Islamic capital market
development. The greater breadth and rapid deep@dfithe Malaysian financial and capital marketsena
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meant that financing via these markets have ngt lbatome a viable but also an attractive optidams
finance is well-placed to provide savers with ahicglly sound and commercially viable choice while
funding economic development (Haj Abdur Razak 2005)

At the 2009 Second Annual London Sukuk Summit Awaodl Excellence, the Malaysia International
Islamic Financial Centre (MIFC) was selected as“Best International Islamic Finance Centre”. lasv
estimated that the international student populatiodalaysian institution would surpass 100,0026y0.
With growing demands for more talents in the Iskafimnance industry, Malaysia was estimated to ptevi
job opportunities for about 12,000 professionalcptimners of Islamic finance in the same year. eTh
country was also expected to share its infrastractund experience in Islamic finance with the wadd
meeting the ever increasing demand for skillechigtefinance professionals (MIFC 2009).

Tabung Haji was able to mobilize rural Malay savbp were known to prefer keeping their saving urtder
mattress rather than taking it to commercial bahks deal in interest. Tabung Haji began organiznd
administering the hujjaj's journeys for them. Bétarly years, Tabung Haji pilgrims travelled te Holy land

by ship. In 1972, Tabung Haji started using Pakishternational Airlines (PIA) to transport thégpims.
Later, it switched to Malaysian Airlines (MAS). MA®Ww have a contract with Tabung Haji and makes sur
that its thousands of pilgrims get the best service

Tabung Haji now has a multi million dollar buildirgf its own, called "Tabung Haji" (pilgrimage fund)
which was completed in mid eighties. In 1984, iswt only the tallest building in Malaysia but waso
hailed as the highest Muslim edifice of the worl@abung Haji success can be measured from the lyiiawt
capital and the number of depositors. In 1995jrthial sum of RM100 deposited by intending pilgrivo. 1,
Ungku Aziz himself, 32 years earlier, had multiglimto a capital of billions of Malaysian ringgithat
year's figures showed that Tabung Haji had 2.7banisavers, holding a total of RM3.113 billionsessings
and receiving RM236.5 million as bonuses.

In October 1997, Tabung Haiji reported that it hadilion depositors with total deposits amountiogRM4
billion. It was also stated that there was a profiRM260 million in previous year's accounting ipdr
Tabung Haji early investments were in shipping cames and plantations. Tabung Haji now has
investments in many other types of halal businessash as property development and services. When
Malaysia's religious authorities ruled that it vilasam to invest in tobacco companies, known fonating
immoral activities such as rock concerts and addiness, Tabung Haji withdrew its investments fisuoh
companies. By 2007, Tabung Haji owns oil palm estah Malaysia and Indonesia, as well as teak
plantations in Sabah and Sarawak, totaling abo®663 hectares, and has built a refinery in Batath an
investment of up to US$15.5 million

Tabung Haji has a number of subsidiaries, twoluttvare TH properties and TSR Group. TH Propeities
the Development Manager of Bandar Enstek, a joemntwe effort with the Negeri Sembilan State
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Development Corporation (PKNNS) via TH-NSTC Sdn Bhehich is  the master developer. This
5,116-acre integrated township features an extensatwork of residential, commercial, industriadan
institutional components with technologically-adead infrastructure and facilities making it thesfir
planned knowledge-based community in Malaysia. Upampletion in 2025, Bandar Enstek will have a
Gross Development Value estimated at almost RMi#li@rh TSR Group was listed under the Main Boafd o
Bursa Malaysia Securities Berhad ("BMSB") on 26 &taR002 through its investment holding company,
TSR Capital Berhad. Currently, TSR Group consista dolding company and 14 subsidiary companies
where its principal activities are construction &ilkcengineering works, manufacturing and marketofg
precast concrete products, geotechnical works andihg and property development. TSR Capital Berhad
("TSR Group") today has paid up capital of RM118lion.

In 2007, Bandar Enstek, a subsidiary of Tabung ttaji the 2007 award for 'Urban Planning Achievement
in Township Development' from the Malaysian Ind#étof Planners for demonstrating high planning igal
and complied with the planning standards and reguénts which fulfilled the principles of sustairabl
development and presentation format. Also in 2008pbung Haji received the MS ISO 9001:2000
certification for management to become the firsf tHanagement organization in the world to be acedrd
such status. Tabung Haji organized 2008 pilgrimnstéomembers at 25 percent subsidy. (Bernama Bagnki
and Finance Special Page 1995; Koya 2000; Mohab@8; X' he Jakarta Post 2007; TH Properties 2009).

4.2. Zakat

Corporate era in Zakat collection in Malaysia, begig from 1991 has witnessed tremendous improvemen
in the number of programmes, projects and evengids to improve the welfare of eligible asnafary of
the Baitulmals throughout Malaysia have been abl@drease in spending zakat fund to help and @iean
basic needs and the necessary requirements okasmafier to free them from the shackles of pgvérhis
increase in spending and distribution in termsadaz fund correlates with the increase in collectbzakat
over the years. These projects / programmes / sshémids to help and further develop asnafs’ etyrman
be grouped into two broad categories: Gelnaral Specific. Specific programmes, that have tonith
empowerment, targeted selected asnaf to be tréipedkat institutions which give them opportunivytte
involved in several business activities after cagtipp their training course. Projects / programfsehemes

/ aids are divided in the form of financial aidt@m of organizing and preparing skilful trainipgeparation
courses, on the job training, as well as managithheandling real business premises. A number dfifipe
aid projects targeted asnaf to develop their huozgracity have been found in different states inaysih,
ranging from entrepreneur group through asnaf eqafto agricultural asnaf movement. A number ofafsn
training center and two education institutions {Bianal Professional Training Institute (BPTI) and
Baitulmal Skills Training) have also been estaldisfrom the proceeds of zakat in Malaysia.

General aids on the other hands, deals with theldpment of asnaf economy. Entrepreneurs are ieddlv
supply goods and equipment to run these entreprasteuses for the beneficiaries. Some of the ptsjec
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identified so far under the general aid categogy ard in repairing of houses, aid in constructidmew
houses, aid in business capital, aid in sewing sasjrskilful course involving handicrafts, managofg
business premises, managing of hemodialysis clisitisool materials aid such as schools uniformsesh
and bags, and management of Asnaf aids centebéirag develop by Baitulmal and Zakat Centres sich a
Training Centre, Education Centre, Vocational Gestnd many more. Prominent among these are: Darul
Kifayah complex for orphans, Darul As Sa’adah fog homeless, Pusarawi hospital and hotel to provide
medical and hotel services using Islamic appro&adrul Hanan child day care, and Islamic community
shelter complex to cater for youths facing discigty problems etc. Food, finance, medical, Ramadidin
rent- monthly and yearly, marriage assistance, lacstips (primary to university), educational aids,
emergency, and disaster aid are also providedcetbeheficiaries.

In 2005 alone, it was estimated that the Baitulim&ederal Territories assisted 37,261 person basedoro
rata of five children in a family from three groupkbeneficiaries (the destitute, poor and new eotsy.
Destitute and poor students given primary, secgndahools and university level scholarships reached
50,652 persons with the overall aid for the 2000528mounting to RM35.69 million. As at 2005, BPBkh
succeeded in giving professional education to ntlea@ 7,659 students in various fields given aidthin
form of fee payments, accommodation and transpontad selected students with more than 80% of its
graduates gainfully employed. BSTI has also tramede than 3,250 students in various skills. Mbent75
percent of this number had been able to securecgmgint in government and private sectors, while the
remaining continues with their education (ATAIC B)0

4.3. Wagaf

As noted earlier, the institution of Wagaf in Ma#yis still young and evolving. Despite having sostates
enactment vesting awgaf properties under the cisntfostates Islamic leader, Yayasan Waqgaf Malaysia
national awgaf entity to resolve the problems ogailand development in Malaysia was costitute2da8.
The market value of the land under specific andeganawqaf is estimated to be approximately RM
1.9billion. A total of 71.6ha of these lands hagsatly been developed into shoping centers andigpusits

to generate fund for the welfare of the less peilijed people. Efforts are still on by Yayasan wadgaysia

to collaborate with various Islamic institutionsdevelop these plots of land and even lease sogerterate
funds. There was also a National Fatwa in 200#njieng cash awqaf in Malaysia and fund from tlosice
would be challened to develop wagaf for the berudfihe poor, (Ahmad 2009). The state of Sembilaveg
the Islamic Religious Council a large quantityarfidl (approximate 8,000ha). This land, inform ofipdéion
and real estate, is vested to Baitulmal. A numkethese plots of land has also been developed for
commercial purposes (Surageldin 2000).

The state of Penang has been the most innovatifer as awqaf institution is concerned in Malay3ihe
Baitulmal committee in the state has developed sintifs and housing estates for rent to Muslims at
affordable cost, and at the sametime generating fonthe poor. Muslim entreperenuers are empowtred
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be better able to compete by getting shops at loaterthat may eventually translate to lower prizetheir
goods to their customers and generate fund fanéunihvestment and aids. Some of the land arecal$ease
for anumber of years, while fertile ones areiptd agriculture, (Ahmad 2009). The proceeds froagaf,
(both land and cash), have been used for a nunfilpeograms/projects. Prominent among these progrets
education scholarship, poverty reduction and rebeaollaboration with higher education instituticios
management and development of awqaf institutiomdataysia ((Ahmad 2009; Muhammad 2009).

5. Economic dimensions of | lamic Spiritual Capital in Malaysia

The Islamic economic institutions borne out of gpal capital have implications on macro and micro
economic variables. On micro level, Islamic ecormmstitutions in Malaysia have resulted in favdlea
effects on consumptions, savings and investmeravetr of individuals without affecting work effartOn
macro-economic level, the fiscal policy, monetaojigy, employment, economic growth, distribution of
income and wealth, and poverty eradication havéellthe impact of Islamic social capital. Sad€é2002)
notes that for the institution of zakat to prodacdesirable result, the essential complementatgifaenust
been in place. These factors are Islamic economim® based on elimination of interest, removal of
distortion in ownership pattern, right politicalllkand resolving figh issues. Malaysia aims at jong all
these factors. The effects of these Islamic in#bits in Malaysia on macro and micro economic \#es are
briefly presented as follow:

5.1. Consumption

Islam is a complete way of life. It regulates wihmaiw and when a Muslim should consume. Islam eragas
Muslims to consume what is halal, from halal soutltough halal means. Malay Muslims are well avedre
these religious regulations and are trying to patt into practice in what they consume. This hdsdehe
establishment of a number of halal outfit produdiatal goods and services. Malaysian was tip ta fvajor
source of halal products for the Muslim world bg tfear 2010 with government earmarking USD 25 anilli
for producing halal product to benefit from theimstted USD 2 trillion spend yearly by Muslim wotlniget
halal product from non-Muslim (Halal Developmentor@oration 2009). Islamic banks provide
consumption opportunities to consume both tangible intangible assets through a number of its Gran
products. Malaysian Muslims and non Muslims can mawchase assets using various Islamic financial
products based on which one suit them most witbotértaining fear of consuming riba. Zakah redisties
wealth leading into higher aggregate demand (Manb@89; Sideeq 2002). Zakat funds raised the
purchasing power of the poor, thus increasing comsion of necessities. This has been proposes to
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encourage the production of necessity goods bycieguhe cost and discourage the production ofriesu
by raising the price thereby promoting the prodarctdf necessary goods in the economy (Yusuf & Amin
2003).

5.2. Savings

Islamic spiritual capital has been observed to h@osdtive impact on saving culture of the Malayar8hg
from Tabung Haji which was the first saving molilibn among the Malay using haji platform, it wearfd
that the initial sum of RM100 deposited in 1964 hadtiplied into a capital of billions of Malaysiaimggit.
Tabung Haji had mobilized 2.75 million savers, lwdda total of RM3.113 billion as savings and retgj
RM236.5 million as bonuses (Koya 2000). Islamickiag assets was valued at about RM120 billion, with
takaful assets about RM6 billion (Haj Abdur Raz@k2). Islamic banks were estimated to control 20qe

of the Malaysian banking industries asset by 20Malaysian Zakat record shows that zakat contrilmgti
increase on yearly bases. Bank RHB was reporthdue disbursed over RM 20 million in 2008, throtigg
states Baitulmal (Bank Rakiyat 2008).

5.3. Investment

Though Malay Muslims still have a long way to goemhcompared with other ethnics groups in Malaysia,
however Islamic spiritual capital has really enkehtheir investment abilities. Deposits in IslarBi&nks
have to be invested in a profitable halal way t@bke to sustain the banks and profit the depasiterofit
and loss sharing method of Islamic finance alsmerage entrepreneur to access the banks for lagan fo
profitable investments. Islamic Banks partnersrtbkénts in investments thereby provide their oostrs
professional advice so that the business will it Zakat also encourages investment and prohibits
hoarding of wealth by eating up idle wealth in Joyears (Sadeeq 2002). Islamic corporate bond {Quku
amounted to RM125 billion in 2007, which constitlit46 percent of the total corporate bond market in
Malaysia, and 70 percent of the all sukuks issulethally. Tabung Haji had investments in shipping
companies and plantations. Tabung Haji now hassinvents in many other types of halal businesses, su
as property development and services. It ownsaihpestates in Malaysia and Indonesia, as weléak t
plantations in Sabah and Sarawak, totaling abo®663 hectares, and has built a refinery in Batath an
investment of up to US$15.5 million. TH Properiiesgleveloping 5,116-acre integrated township featan
extensive network of residential, commercial, indas and institutional components with
technologically-advanced infrastructure and fae#it making it the first planned knowledge-based
community in Malaysia. Upon completion in 2025, BanEnstek will have a Gross Development Value
estimated at almost RM9.2 billion. Under zakat rdisttion scheme, some of the investments are: Darul
Kifayah complex for orphans, Darul as Sa’adah Far homeless, Pusarawi hospital and hotel to provide
medical and hotel services using Islamic appro&arul Hanan child day care, and Islamic community
shelter complex to cater for youths facing discigty problems (ATAIC 2006). The proceeds from waqaf
(both land and cash), have been used for a nunfipeojects. Prominent among these projects areatiunc
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scholarship, poverty reduction and research cotltimn with higher institutions for management and
development of awgaf institutions in Malaysia (Ald2009; Muhammad 2009).

5.4. Monetary Policy

Islamic capital has a number of influences on thadysian fiscal policy. The fact that Islam protsbi
dealing in interest and uncertainty mean that atguhat wants to operate Islamic financial systdong
with the convectional system must provide sepdiat#ities for its operation. This is exactly whaank
Negara Malaysia (BNM) is doing. In an attempt toyide a level playing ground for the two financial
systems, BNM has given the Islamic system almostlegpportunities as their conventional countegpart
(see BNM official website). This means monetaryiggohas to be made considering the two systems. In
other to retain some of their customers and/orespart of the market, a number of conventional bank
Malaysia are now operating Islamic windows, whibeng foreign Islamic banks have also been licensed t
operate in Malaysia. All these have had impactthercountry’s monetary policy. It may not be ouptsce

to say that Islamic spiritual capital has influethcie product innovations of both the Islamic and
convectional financial systems which is the maesons why the country has not experienced serigais ¢
in the sector.

5.5. Fiscal Policy

Zakat has been seen to re-inject hoarding in arcflbw of wealth by the rich inform of saving tagh
consumers (the poor) inform of zakat due. Awad @)%hd Yusoff (2009) see zakat as a stabilizemin a
economy. According to Awad, during boom people Hdess so that Zakah revenue will be less in €re.
the other hand the zakat need will also be lesause many people will be employed. However during
recession hoarding increases due to fall in investrvhich increases zakat. Need for zakat als@asas
during recession because of fall in employmentaAssult of this, Awad sees zakat revenue as piogluc
expansionary effect during downswings (Awad 1989)Yusoff, excess zakat revenue during the boom can
be used to jumpstart consumption of the poor bgciipg it into the economy during recession (Yusoff
2009). The experience in Malaysia shows that tlienmeduction in zakat collection during 1997 Asian
financial crisis (ATAIC 2006); however it does inoge the consumption of the poor during recessiax. T
rebate is also given to Zakat payer to the turtt@fimount paid in zakat.

5.6. Income Distribution

There are two channels of distribution of incomd amalth: functional distribution of income whiokfers
to the distribution of produced goods and servaresng factors of production, and distribution ofmpant
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through payment transfers (Sadly 1990, pp 60-61)an Islamic system where functional mechanism of
income distribution through a just factor pricirsgiimplemented, income distribution is not expedtete
highly un-even; and zakat institution which is dfeetive method of obligatory transfer will onlyrse to
reinforce this (Sadeeq 2002). The Islamic bankdlataysia gives equal opportunities to Muslims and n
Muslim entrepreneurs for equal access to finangartdess of whether they are rich or not. The uBaial
complement this by distributing proceeds from thket collection and fund from awqaf to the poooimi of
cash and other means that best suit individualinistance at that particular time. These distrilmsticome
inform of monthly salary, aids, health care, emponent, scholarship etc, to the beneficiaries (ATAIC
2006).

5.7. Employment

Employment opportunities created by Islamic capitaMalaysia are in various forms. Human capital
development to enhance the skills of the Muslimisetdetter able to compete well in Malaysia econbasy
been the hallmark of all of these institutions.tBlanal Professional Training Institute (BPTI) andiimal
Skills Training are two institutes establishedrtirt professionals and skilled labour respectivalpumber

of universities in Malaysia are devoted to traitahsic financial experts. Some institutions are lsole
established for this purpose like INCEIF InternatibCentre for Islamic Finance). Islamic banks hased
billions of their deposits to finance different &oof businesses using shariah compliant prodisitamic
finance was also estimated to provide employmentl1®000 professionals by the year 2010. Zakat
institution, awgaf institutions and other finandiatitutions have invested in various fields & kndeavour.
These create employment opportunities and ultimataelve positive impact on employment rate of the
country.

5.8. Economic growth

Islamic institutions lead to healthy circulatiohveealth and ensure continuous growth and progpefian
Islamic economy (Awan 1980 p.79). It increases $twveent by penalizing the behaviour of keeping money
idle (Sadeeq 2002). It also redistributes wealth @onsumption leading to higher aggregate dem@adédq
2002). Islamic spiritual capital has contributedhe Malaysian economic growth in a number of wass
noted earlier. It has facilitated healthy circudatiof wealth and ensures continuous growth andoerity of
the nation. The value of asset under Islamic fieascover RM 120 billion. Huge amount of money from
Islamic banks is used to finance different projerti®g various shariah compliant contract (see ragigel).
Tabung Haji has invested in various projects sucsh#pping companies, oil palms, refineries, Baetstiek
etc. Zakat institutions in different states are feft out. Part of their investment includes human
development, hospital, hotels higher educationitingins etc. Islamic finance was estimated to ptev
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employment for 12,000 professionals by year 2010~0412009). All these are expected to have positive
impact on the Economic growth of Malaysia.

5.9. Poverty Alleviation

The concept of poverty is complex and varied deppendn nationalities, origin, culture and statusvérty

is viewed to have various manifestations includimck of income and productive resources suffictent
ensure sustainable livelihoods; hunger and matiartriill health; limited or lack of access to edtion and
other basic services and lack of participation étision making and in civil, social and culturalels.
Therefore, poverty is thus better measured in tesimisasic education; health care; nutrition; waied
sanitation; as well as income, employment and waljethese essential needs are not met, people are
deprived of many other opportunities that are sepgoto be available in a well-functional democratic
society. Therefore poverty is a deprivation of noty essential assets but also denial of opporamib
which every human being is entitled so as to attaininimal standard of well-being. (Othman n.dshamic
finance has provided various forms of financesdope to be self dependent. Zakat fund has beahtose
finance projects for asnaf to enhance their cappgbidirect aids are even targeted to some podmfwrove
their consumptions. Investments inform of housistakes, hotels, higher education institutions arehe
hospitals have been established by these instisitiBcholarships from primary to university edumatio
indigent students and payment of hospital billsaher tasks accomplished through these spiritapitals.

It will therefore not be an overstatement to codeldhat Islamic social capital has had positivedotpn
poverty alleviation in Malaysia.

6. Conclusion

This work dwells extensively on Islamic social ¢apin Malaysia. It looked at how the Muslim Malay
exploit spiritual capital to improve their econorstatus. Islam has been known to be a major factamg
the Malay, since being Malay is synonymous to beimduslim. Starting from the establishment of Taipun
Haji to coordinate pilgrims in the early 1960spadf other religious institutions have sprung upoag the
Malay revolving round there Islamic believe. Thigdy reviews the establishment of some of these
institutions that have influenced both policy amdmomy of Malaysia. The institutions dealt withlunde:
Islamic financial institutions, Zakat institutioasd Awgaf institutions. It is found that most oétle
institutions have ACTSs that establish them eitli¢ha national or state level.

Islamic financial institutions are divided to bdianking and non banking intermediaries. Islamickian
sectors include banks operating on Islamic basiscanventional banks with Islamic bank windows f&o
there are a number of Islamic banks with assetaferthan RM 120 billion and about 12,000 employees.
Non banking intermediaries include Takaful CompsniBevelopment Financial Institutions, Saving
Institutions and other financial intermediaries @rhboffer Islamic banking services such as housneglit
institutions. Takaful Malaysia paid-up share cdpgzurrently at over RM6 billion. Tabung Hajitise most
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prominent Islamic saving institution in Malaysiadais valued to worth billions of Malaysian ringgithe
Development Finance Institutions, championed bykBaakyat, is a cooperative credit institution opieig
based on Islamic principles. Others are Bank Peh&m Kecil dan Sederhana Malaysia Berhad, Bank
Pembanguanan Berhad, Bank Pertanian Malaysia aadutry housing loan division (THLD). Zakat
institutions operate under baitulmal of the Islaidff@ir board of each state who have corporatibechtfor
effective collection. The national awqgaf committeas been formed and Yayasan Wagaf Malaysia is
coordinating the national Wagaf.

It is found that these institutions have been &bleobilize resources from both Muslims and non us
alike. These resources have in turn been usedntergie investment for the development of Muslims in
particular and Malaysia in general. The funds fri@amic financial institutions are invested to gette
returns to the deposits and to finance projecssisathe borrower. Zakat and Waqaf funds have beed to
improve the life of the asnaf and the poor. Pathe$e funds is invested in human capital developmkile
some are used to provide direct aids. All theseeH@en found to have impacts on both micro and enacr
economics of Malaysia. These effects are noticedamng, consumption, investment, fiscal and mageta
policy, employment, poverty eradication etc.
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Appendix 1: Islamic Banking System: Financing by ConcdfM million)

As at Bai ljarah ljara Murabahah Musyarakah Mudharabgh Istisha Others |Tota
the end | Bithaman Thumma Financing
of Ajil al Bai

April 08 | 31,057.6 | 1,548.8| 27,613.5| 13,537.4 | 604.6 168.2 1,374.4| 14,758.8| 90,663.3
May 08 | 31,266.6 | 1,603.3| 28,168.6| 14,257.3 | 657.8 145.7 1,426.4| 14,882.6| 92,408.1
June 08| 31,484.4 | 1,648.7| 28,695.6| 14,710.5 | 711.6 161.1 1,397.8| 14,943.5| 93,747.2
July 08 | 31,740.8 | 2,084.8| 29,288.9| 15,444.6 | 759.4 134.1 1,492.7| 15,236.3| 96,181.5
Aug. 08 | 32,560.6 | 2,232.3| 29,695.1| 15,819.8 | 849.2 310.2 1,593.6| 15,176.5| 98,293.3
Sep. 08 | 33,195.6 | 2,474.2| 30,340.1| 15,552.2 | 942.4 315.1 1,531.9| 15,670.5| 100,022.0
Oct 08 | 34,157.6 | 2,510.0| 30,874.0| 15,543.8 | 1,016.5 329.3 1,378.5| 15,578.9| 101,388.5
Nov 08 | 34,501.6 | 2,727.2| 31,135.5| 15,878.5 | 1,078.8 336.4 1,397.4| 15,958.1| 103,011.6
Dec 08 | 34,533.8 | 2,744.1| 31,847.2| 15,854.8 | 1,137.1 314,0 1,384.2| 16,802.4| 104,647.6
Jan 09 | 35,501.4 | 2,840.8| 32,275.8| 19,563.6 | 1,209.2 325.2 1,410.4| 12,659.7| 105,777.2
Feb 09 | 35,554.6 | 2,914.1| 33,267.5| 19,177.5 | 1,285.1 386.7 1,430.2| 13,649.2| 107,664.9
Marc 09| 35,738.1 | 2,973.1| 33,697.1| 18,583.5 | 1,335.2 389.3 1,477.3| 13,836.7| 108,030.3
April 09 | 36,406.2 | 3,051.5| 34,162.4| 18,103.4 | 1,429.4 385.7 1,463.4| 14,118.7| 109,120.6

1 Exclude Financing sold to Cagamas

2 Data include Islamic banks and the Islamic bagkicheme of both Commercial and Investment/ Mercbanks

Source: Bank Negara (June, 09).
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