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Abstract:

This paper discusses the development of the Islamic banking system in Malaysia and its
impact on the Malaysian economy, with a focus on supporting small and medium-sized enterprises
(SMESs) and its role in enhancing financial stability and economic growth. The study covers the
evolution of the Islamic banking system since its inception with the establishment of Bank Islam
Malaysia Berhad in 1983 and its expansion into one of the world’s leading hubs. The paper reviews
the Islamic financial instruments used, such as sukuk and murabaha, and how they contribute to
economic development. Additionally, it highlights the role of Islamic banks in supporting SMEs,
promoting financial inclusion, and competing with conventional banks. The research concludes
with recommendations to enhance innovation and efficiency in the Islamic banking sector to ensure
the sustainability of its growth and contribution to the Malaysian economy in the future.

Keys words: Islamic banking system; Malaysia, sukuk; murabaha: small and medium-sized
enterprises; financial inclusion; financial stability; Islamic finance; competition.
JEL classification codes: E44; O40; Z12.
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