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ABSTRACT

The pawnbroking institutions operated as informal credit institutions and benefited
primarily those who exclude from the mainstream financial institutions. Established
in the year 1811 influenced by the migration of Chinese citizens conventional
pawnbroking being a pioneer in Malaysia's financial market and received high
demand from the public before the introduction of the Islamic pawnbroking
system. Starfed in the year 1992, the Islamic pawnbroking system or known as Ar-
Rahnu has been established due fo the high demand from Muslim society. At
present, conventional pawn shops and Ar-Rahnu operated parallel in Malaysia's
market. Both provide microcredit fo their clients. Since its growth, the
conventional pawn shop and Ar-Rahnu operators were regulated by different
acts and regulators depending on their categories. For that reason, this study
aims to identify the current pawnbroking structure and examine the regulatory
and legal structure of the pawnbroking system including both segments;
conventional and Ar-Rahnu. This study applied a content analysis tfechnique to
fulfill the objectives of this study. Af the end of this study, it provides a clear
understanding of the current structure and legal framework of the pawnbroking
system in Malaysia.
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ABSTRAK

Institusi pajak gadai beroperasi sebagai institusi kredit tidak formal yang memberi
pelbagai manfaat terutamanya kepada golongan yang tfersisin daripada institusi
kewangan utama. Ditubuhkan pada tahun 1811 dan dipengaruhi oleh
kemasukan masyarakat Cina, institusi pajak gadai konvensional menjadi pelopor
kepada industri pajak gadai di pasaran kewangan Malaysia dan mendapat
permintaan yang finggi dalam kalangan masyarakat sebelum tertubuhnya
institusi pajak gadai Islam. Bermula pada tahun 1992, sistem pajak gadai Islam
atau dikenali sebagai Ar-Rahnu telah ditubuhkan berikutan permintaan yang
menggalakkan daripada masyarakat terutama masyarakat Islam. Kini, institusi
pajak gadai konvensional beroperasi sejajar dengan perkembangan institusi
pajak gadai Islam dalam pasaran kewangan di Malaysia. Kedua-dua institusi
menyediakan pembiayaan kredit kepada pelanggan. Sejak penubuhan, kedua-
dua instfitusi ini ditadbir dan dikawal oleh peraturan dan sistem perundangan
yang berbeza. Oleh itu, kajian ini bertujuan untuk mengenalpasti struktur terkini
sistem pajak gadai di Malaysia dan meninjau rangka kerja pengawalseliaan dan
perundangan yang terlibat di dalam kedua-dua institusi ini. Kaedah analisis
kandungan dokumen diguna pakai untuk memenuhi objektif kajian. Dapatan
daripada kajian ini dapat memberikan pemahaman yang jelas berkaitan struktur
terkini industri pajak gadai di Malaysia dan peraturan yang diguna pakai dalam
institusi pajak gadai di Malaysia.

Kata Kunci: Pajak Gadai, Ar-Rahnu, Tadbir Urus, Struktur Perundangan

INTRODUCTION

Pawning system is one of the important forms of credit, offering a simple credit
relationship that can be easily invented in a situation where credit is needed. The
pledgor pledges his valuable asset to the pawn shop when there is an urgent need for
cash and the pawn shop able to serve him immediately with no stringent credit
procedures. In a normal situation, people tend to choose pawn shop because they are
unable to meet the credit standard imposed by formal financial institutions like banks.
Besides inability to meet the credit standard, a higher cost of funds charged by formal
financial institutions caused them to refuse to obtain credit from the formal financial
institution. They prefer a pawn shop as the best alternative to get immediate cash or
capital frequently in a short period of time and for a small amount of loan. A study by
Caskey (1991) reported that in the United States pawn shop performs as an actor in the
credit market. For example, case shows in the early eighteenth and nineteenth
century, evidence from the pawn shop industry in the United States indicates that the
average loan size was less than $100. They asked for a loan by pledging their asset to
the pawnshop to meet their daily needs, during emergency fimes and for working
capital for their business. Several pledging items that accepted by the pawn shop such
as jewelry and electronic goods (Caskey & Zikmund, 1990). Also, studies by Grashof
(2002) in Sri Lanka indicated that women make more use of pawning than men, and
the average age of people involving in this activity is around 20 to 45 years old. The
finding from this study shows that business becomes the most important reason for
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pawning in both urban and rural areas and it is followed by consumption and
emergency purposes. Besides, small loans provided by pawn shops become
imperatives in helping their customers to improve family wellbeing. In addition,
households with lower monthly incomes tend to visit pawn shops to cover health
expenditures. Similar findings by Wood (2008) in his study involving 400 government-
owned pawn shops in Puebla Mexico, claimed that medical expenses are the third
reason customers obtain loans from pawn shops after home (27.5%) and school
expenditures (22.25%). Based on this evidence, the pawnbroking institutions are
important to the community and act as an alternative way to obtain credit, especially
to unbankable customers. The simplicity has proliferated the pawning system all over
the world including Malaysia.

Nevertheless, the pawning industry all over the world has its characteristics depending
on the regulators and structure of the financial systems of each country. In the
Malaysian financial system, pawnbroking services are offered by the dual system
including conventional and Islamic pawnbroking institutions, known as Ar-Rahnu (Azila,
2007). The development of the pawnbroking industry plays significant roles in the
Malaysian financial system and the numbers of operators keep increase over the year.
Although both systems provide similar services, Ar-Rahnu holds different business
principles compared to conventional pawn shops. Ar-Rahnu institution has a religious
obligation in their business in which the operator must comply with Shariah rules.
Besides, they are supervised by different regulators and statutory provisions. Therefore,
this study aims to identify the current structure of the pawnbroking system in Malaysia
and examine the current legal frameworks that governed both institutions.

LITERATURE REVIEW
The development of the pawnbroking industry in Malaysia

The discussion on the pawnbroking industry in the literature started in 1988 through an
arficle by Boumen and Houtman (1988). They highlight pawn shop as an informal
institution and act as rural banking in third-world countries. There was a growing body of
literature that recognized the importance of the pawnbroking system to society,
primarily to the middle-class borrower (Caskey, 1991); (Azila, 2011); (Nafisah et al.,
2007);(Mokhtar & Zambahari, 2013). Generally, customers borrow money from the pawn
shop for household consumption and repaying their debts. They used their valuable
assets such as jewelry as a pawning asset to obtain loans instead of using gold as their
investment. The debtors usually prefer to obtain a loan without stringent procedures
and hassle free. As for the creditors, they prefer to have a form of security for
repayment. Thus, the pawnbroking industry seems the ideal way for the debtors,
especially when they need to get quick capital to meet liquidity constraints and used it
for unexpected cases. Despite the advantages to the borrower, the pawnbroking
business provides the creditor security and secures them from credit risk. The demand
for pawnbroking has given rise to positive growth in the pawnbroking industry in
Malaysia (Azila, 2011).
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Approximately in year 2017, 40 percent of unbanked and underbanked households
have used pawn shop to meet their purpose (Pawn Industry Statistic, National
Pawnbrokers Association, 2018). According to Lee Heng Guie, economist and
executive director of the Associated Chinese Chambers of Commerce and Industry of
Malaysia’s Social Economic Research Centre, the pawn shop system established
started in 1871 to serve underbanked customers and currently around 1500
conventional pawn shop and Ar-Rahnu institution in the country (The Edge Malaysia
Weekly, 2020 May). The numbers of pawn shop keep increased over the year and it
can be shown by the increasing statistics revealed by the Ministry of Housing and Local
Government (KPKT). The statistic of pawn shops based on the states in Malaysia for ten
years started from the year 2009 until 2018 are shown in Table 1.

Based on the statistic, it shows an increased number of conventional pawn shops in
each state in ten years. The religious awareness and the growth of Islamic finance in the
country influences Muslim customers to apply for Islamic pawnbroking institutions
(Hanudin Amin, 2007). Therefore, the Islamic pawnbroking institutions or formally known
as -Ar-Rahnu has been established in the country in the early years of 1992. The first
Islamic pawnbroking was set up in Terengganu, known as Muassasah Gadaian Islam
Terengganu (MGIT). The MGIT played vital roles in the Terengganu community,
especially for women and small entrepreneurs in providing instant cash through shariah-
based micro-financing. At the same time, the establishment of MGIT was able to avoid
people from conventional pawn shops and loan sharks. The studies by Othman et al.,
(2013) discovered that, the total number of customers that pledged with MGIT from the
year 2007 until 2011 was 190,810 customers through its nine outlets. This tfrend was then
followed in Kelantan where Kedai Ar-Rahnu (KAR) was established by Permodalan
Kelantan Berhad (PKB) in Mac 1992. The establisnment of the Islamic pawn shop in
Terengganu and Kelantan influences other state governments and the federal
government to embark on the Islamic pawn shop system in the country in taking benefit
of its continuous growth during the time. The Ar-Rahnu industry in Malaysia progressed
and thrived even further when the Ministry of Finance introduced the rahnu scheme
through the collaboration of three institutions: the Central Bank of Malaysia, Yayasan
Pembangunan Ekonomi Malaysia (YAPEIM), and Bank Kerjasama Rakyat Malaysia
Berhad (Bank Rakyat) in August 1993. Furthermore, in 2006, Bank Rakyat launch Ar-
Rahnu X' Change under the Rakyat Management Services Sdn. Bhd. (RMS) to provide
franchising opportunities under the Ar-Rahnu X'Change brand name. With a reputation
and track records for more than five decades, Bank Rakyat was the largest Islamic Co-
Operative bank in Malaysia with 147 banking outlets, and 43 outlets of Ar-Rahnu
X'Change operated all over in Malaysia (Annual Report, Bank Rakyat, 2019).

At present, the increasing number of Ar-Rahnu institutions in Malaysia's market provides
a significant conftribution to society and is operated parallel with conventional pawn
shop in the country. Both provide similar services but Ar-Rahnu with special features
operated in accordance with Shariah rules. Currently the Ar-Rahnu institutions involved
various categories of institutions and the total number of Ar-Rahnu institutions cannot be
ascertained. They are regulated and supervised by different regulators, depending on
the registration of the institutions (Rasmin & Markom, 2014). Muslim community started to
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shift their demand on Ar-Rahnu as the fastest alternative to obtain immediate capital
and halal source of financing.

Table 1: Numbers of conventional pawn shops based on the state from the year 2009 until 2018

Years

State

2018 2017 | 2016 2015 2014 | 2013 | 2012 | 2011 | 2010 2009
Johor 78 70 66 53 47 46 38 35 34 34
Kedah 46 44 44 42 42 41 38 34 29 29
Kelantan 15 13 12 11 11 10 12 12 12 10
Melaka 14 14 14 12 12 12 12 12 12 12
Negeri 29 26 | 24 24 | 23 | 23 | 22 | 20 18 19
Sembilan
Pahang 18 17 16 16 17 16 16 14 14 14
Perak 54 50 50 46 45 44 43 41 40 40
Perlis 5 5 4 4 4 4 4 4 4 4
Pulau Pinang 45 42 38 36 37 35 33 29 27 27
Sabah 31 30 26 26 25 25 16 11 7 7
Sarawak 20 22 23 22 19 18 12 4 3 3
Selangor 149 125 108 95 87 76 66 47 39 38
Terengganu 11 11 11 11 11 11 10 8 8 8
ko LUl 42 37 35 33 | 32 29 18 14 14
Lumpur
W.P. Labuan 4 4 4 3 3 3 2 - - -
W.P.
Putrajaya ] ] 0 0 i i i i i -
Total 573 491 458 422 416 396 353 289 261 259

(Source: Statistic KPKT,2018)

METHODOLOGY

This study applied comprehensive analysis on the current structure of the pawnbroking
system in the country and examine the latest regulatory and legal framework of both
categories of institutions; conventional pawn shop and Islamic pawn shops. To meet the
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objectives, data gathered through primary and secondary sources. The primary data is
new data collected by the researcher using research procedures that are suited to the
research problem. New data are added to the existing social knowledge store
whenever primary data is collected. An increasing percentage of secondary research
findings have been published, which has been referred to by others and it is regarded
as secondary data (Hox & Boeije, 2004). Sources of the information for secondary data
include the agency website or other entity responsible for collecting or making data
available, published reports, research articles, and personal communication with the
relevant individual. Numerous federal agencies provide contact people who are on
staff to answer questions about the data that the agency has compiled (Boslaugh &
Boslaugh, 2009). But in some cases, the researcher used both types of data to answer
the research questions. Besides, all information is gathered directly from the institutions
and extracted through secondary data including the annual report of the institutions,
website, related article journals, and news. The content analysis technique was applied
to fulfill the objectives of the study.

DISCUSSION
The Current Structure of Conventional and Islamic Pawnbroking System in Malaysia

The discussion of this paper highlights the current structure of the pawnbroking system in
Malaysia including conventional and Islamic pawnbrokers-Ar-Rahnu. At present,
pawnbroking services have been offered by two categories of institutions; conventional
pawn shop and Islamic pawnbroking -Ar-Rahnu. The current structure of pawnbroking
providers in the market shows in Figure 1.

Figure 1: The structure of Conventional and Islamic Pawnbroking institutions

Pawnbroking System

\7 \4

Conventional system Islamic Pawnbroking System
(Ar-Rahnu)
v | . v
zgrcw”eqn'es Banking Institutions Non-banking Financial
pani Institutions (NBFls)

\Z \7
Islamic Commercial Banks Islamic Credit
Cooperatives

I [ [
Ar-Rahnu Ar-Rahnu- State Ar-Rahnu - Ar-Rahnu - private
Cooperative link Government Link companies
Banks Cooperatives Cooperatives

Sources: Authors
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Based on the above structure, the pawnbroking system in Malaysia is operated based
on a dual system which includes conventional and Islamic pawnbroking systems. In a
conventional-based system, pawning services are provided by registered private
companies and are confrolled under the Ministry of Housing and Local Government
(KPKT). Meanwhile, under the Islamic pawnbroking system, Ar-Rahnu scheme provides
by Islamic banking (IBs) and non-banking financial institutions (NBFIs). Under banking
institutions, several Islamic financial institutions provide rahnu scheme and gold
investment account for their clients. They are supervised and controlled by the Central
Bank of Malaysia (BNM). For Ar-Rahnu institution under NBFls, there are five different
categories which involved bank cooperatives including Bank Rakyat and Co-Op Bank
Pertama, credit cooperatives involving four different categories; i) cooperative under
state link company, ii) cooperative under government link company i) credit
cooperatives cooperative under privates company. During the initial establishment of
Ar-Rahnu industry, cooperative under state link companies dominates the business of
Islamic pawnbroking. The establishment Muasasah Gadaian Islam Terengganu (MGIT)
under Majlis Agama Islam Dan Adat Melayu Terengganu (MAIDAM) Terengganu state
in 1992 and Ar-Rahnu under Yayasan Pembangunan Kelantan Berhad (PKB) are among
the pioneers in Ar-Rahnu industry and followed by federal government through the
infroduction of rahnu scheme under Yayasan Pembangunan Ekonomi Islam Malaysia
(YaPEIM) and Bank Kerjasama Rakyat (Bank Rakyat) as well as other state goverment in
providing rahnu scheme. The increasing number of Ar-Rahnu operators provides benefit
to the customers as they have more options of micro-financing products. However,
different categories of institutions are governed by different regulators and legal
structures especially in the case of Ar-Rahnu. Conventional pawn shop are governed
and regulated under KPKT but for Ar-Rahnu, there are no standardized regulations, and
it is controlled by different regulators (Asiah A.Shah, Yaacob, 2016). Until now, Ar-Rahnu
is governed by various overlapping statutes and guidelines depending on the
registration of the institutions. Three main regulators in the business of pawnbroking
industry and function are explained in Table 2.

Based on Table 2, there are four key regulators involved in the business of pawnbroking
in Malaysia. Each of these regulators provides its guidelines and statutory provision to
provide a healthy competitive environrment in the pawnbroking industry. The
establishment of a comprehensive legal framework in the pawnbroking industry is
needed to ensure effective management and trust from the public thus enhance the
stability of the pawnbroking system in the country.
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Table 2: List of Regulators related to Ar-Rahnu

qu!mb.rokmg Regulators Function

Institutions

Banking institution- | Centrak Bank of Malaysia | Acts as the central bank of Malaysia.
Islamic ~ Commercial | (BNM) Supervise and monitor licensed
Banks Islamic financial institutions.

Non-bank financial | Malaysia  Co-operative | Incorporated on January 1, 2008. The
Intermediaries (NBFIs) Societies Commission main function to promote and

maintain the stability of the co-
operative sector and responsible for
monitoring, supervising, and
regulating the cooperatives and the
cooperative sector.

Ministry of Housing and | Established n 24 May 1964 as the
Local Government | Ministry of Local Government and
(KPKT). Housing and renamed as Ministry of
Housing and Local Government
(KPKT). One of the objectives to
planning and implementation of KPKT
policies to achieve primary national
development goals. KPKT governs
private companies that provide Ar-
Rahnu scheme and conventional

pawn shop.

State government Supervised Ar-Rahnu cooperatives
under the categorize of state link
companies.

Based on Table 2, there are four key regulators involved in the business of pawnbroking
in Malaysia. Each of these regulators provides its guidelines and statutory provision to
provide a healthy competitive environment in the pawnbroking industry. The
establishment of a comprehensive legal framework in the pawnbroking industry is
needed to ensure effective management and trust from the public thus enhance the
stability of the pawnbroking system in the country.

Legal Structure of Conventional and Islamic Pawnbroking System

In the early years of establishment, the pawnbroking industry was dominated by the
conventional pawnbroking system. During this fime, the existence of pawn shops can
be seen in the state of Perak, Selangor, Johor, Kedah, and Penang. These pawn shops
are regulated under different acts and regulations. In the era of the British
Administration, the Pawnbroker Ordinance 1871 was the central governing law over
pawnbroking activities. According to Wan Abdullah (1999) and Azila (2011), this was the
first formal act for pawnbroking institutions in Malaysia, and this ordinance was
enforced until it was repealed by the Pawnbrokers Ordinance of 1898. At the state
level, the legal ruling on pawnshops is supervised by eight different enactments in
Malaysia (Azizan Abdul Hamid, 2006). The eight enactments or ordinance were:
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i. Pawnbroker Ordinance S.S Cap 216.

i. Pawnbroker Ordinance F.M.S cap 85) applicable for state of Pahang, Selangor,
Perak, and Negeri Sembilan.

ii. Enakmen Pemegang pajak Gadai Negeri Johor No. 36.

iv. Enakmen Pemegang pajak Gadai Negeri Kedah No. 71.

v. Enakmen Pemegang pajak Gadai Negeri Terengganu No. 42.

vi. Enakmen Pemegang pajak Gadai Negeri Perlis No. 5.

vii. Enakmen Pemegang pajok Gadai Negeri Kelantan No. 8.

viii. Ordinan Pemegang Pajak Gadai Negeri Sabah Perkara 94.

In the initial stage, all these pawnshops are mostly privately owned and profit-oriented.
Malaysia’s government through the Ministry of Housing and Local Government (KPKT)
further enhances to supervise this industry by introducing the following guidelines to
pawnbrokers:

i. Pawnbrokers Act 1972 [Act 81]

i. Pawnbrokers (Control and Licensing) Regulations 2004

The intfroduction of these statutes is in line with the purpose to ensure a healthy pawn
shop industry thus safeguard the interest of the customers (Azila, 2007). The Pawnbrokers
Act 1972 came into force in January 1973 to standardize the law of pawnbroking in the
country and the provision shall be read together with Pawnbroking Rule 1972. However,
the Pawnbroker Act 1972 (Act 81) was amended by the Pawnbroker (Amendment) Act
2003 which came into force in 2004. The amendments were made to improve several
aspects including licensing, responsibilities of pawnbrokers regarding the pledges, the
infroduction of new provisions relating to an investigation, search and arrest. It is also
stated in this new amendment that any person who purchases or attempts to purchase
pawn tickets as defined in section 41 is considered as committing an offense (Rahman,
2007). In the early stage of its establishment, Ar-Rahnu operators were governed by this
act. However, the Islamic pawnbroking-Ar Rahnu is not bound under the Pawnbrokers
Act 1972 because of the existence of Shariah non-compliance sections in this Act and
contradicts with the principle of Shariah (Nur Hayati & Markom, 2014). As mentioned in
Asiah et. al (2016) few highlighted provisions namely section 17, section 13 dan Section
23 of the Pawnbrokers Act 1972 allow the pawnbrokers to impose interest charge (riba)
on the borrower because this Act is not applicable to Ar-Rahnu. The existence element
of riba is absolutely haram and must be avoided. The existence of the riba element
confradicts the teaching of Islam and the increased burden on customers to repay the
loan thus gives rise to dissatisfaction among the society (Ismail & Ahmad, 1997).
Consequently, this Act was made only to govern conventional pawn shops and
companies that registered under the purview of the Ministry of Housing and Local
Government (KPKT).

For the cooperatives under state linked companies, several guidelines related to the
business Ar-Rahnu are provided by the state government. For instance, the Islamic
Religious Council an Malay customs of Terengganu established Tatacara Pengurusan
Skim Ar-Rahnu, Maijlis Agama Islom dan Adat Melayu Terengganu. This guideline
provides procedures involve in rahnu scheme and has been complied with proper
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arrangement started with subject interpretation to certain procedures and ends with
repeal (Rasmin & Markom, 2014). With this guideline, its hope able to standardize the
operation of Ar-Rahnu. Besides state government, Malaysia Co-operative Societies
Commission (SKM) infroduced several guidelines of Ar-Rahnu. SKM is an entity that was
incorporated in the year 2008 and has obligations in promoting and stimulating a strong
and stable development of cooperatives. In the year 2013, SKM infroduced GP 25 Garis
Panduan Aktiviti Pajak Gadai Islam (Ar-Rahnu) under section 86B of the Cooperative
Act 1993 which guides credit cooperatives in providing rahnu scheme. The Shariah
conftract, pillars, term, and condition to conduct rahnu services and operation aspect
has been spell out in this guidelines. Instead of credit cooperatives, Islamic commercial
banks are among the institutions that provide rahnu scheme. They are controlled and
supervised under the Bank Negara Malaysia (BNM) and regulated under the Islamic
Financial Services Act 2013 (IFSA 2013). The guidelines related to rahnu micro financing
set up by BNM are as follows:

i. Rahn Policy Document —issued in July 2018

i. Ar-Rahnu Product Proposal based on Tawarrug - the ruling came into effect on 1

February 2020

The Rahn Policy Document took effect on 1 August 2019 and its objectives are to
provide reference on the Shariah rulings applicable to Ar-Rahnu (collateral) confract,
set key operational requirement for the implementation of the rahn contract, and
promote an end to end compliance with Shariah requirements which further promote
sounds Islamic banking and takaful practices and safeguard consumer interest. This
policy document helps the IFIs to provide similar standards. After the infroduction of
Rahn policy documents, resulted from the SAC's 198th and 199th Meetings on 29
October 2019 and 26 November 2019, BNM has infroduced Ar-Rahnu product proposal
based on Tawaruqg. The application of Tawarug in rahnu scheme came into effect in
February 2020 to be applied in all Islamic licensed financial institutions. The current Ar-
Rahnu product structured through the combination of gard, rahn, wadiah and ujrah
has been replaced by the tawarrug Shariah confract. This is due to the reason the
current Ar-Rahnu product structure does not fulfill the Shariah requirements in Rahn
policy document.

At present, the regulators take progressive action by imposing several acts and
guidelines related to Shariah governance to ensure adherence of the institution to the
Shariah compliance matters. For instance, the SKM in 2015 has intfroduced Garis
Panduan Shariah (GP-28) as well as BNM introduced a new guideline known as the
Shariah Governance Policy Document in the year 2019 (SGPD2019) which superseded
the previous Shariah Governance Framework 2010 (SGF 2010) as to strengthen the
adherence of licensed Islamic financial institutions on Shariah rules in their operations.
The introduction of these guidelines governs all licensed Islamic financial institutions and
credit cooperatives to ensure that their operations comply with Shariah requirements.
The need for Shariah governance organs within the business operation of Ar-Rahnu is
paramount fo ensure the operation is free from Shariah non-compliance risk and
safeguard the reputation of Ar-Rahnu industry. The infroduction of these guidelines
reveals the main comparison between Ar-Rahnu and conventional pawn shop. Both
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systems provide microcredit to the customers but Ar-Rahnu provides services according
to the Islamic rules in which the business is not solely to maximize profit but also to
conform with the rules of Allah. The operation should in line with the Shariah rules and
act under the maqasid shariah.

CONCLUSION

The pawnbroking industry in the country plays an active role in the economy since its
establishment. At the initial stage, they highly contributed to the economy by serving
the society especially lower and middle-income customers. To date, pawn shops and
Ar-Rahnu institutions received high demand from all categories of customers including
entrepreneurs and business clients. They used conventional pawn shop and Ar-Rahnu
not only for financing but investment purposes. In the current era of the Covid 19
pandemic, the conventional pawn shop and Ar-Rahnu received even more attention
from society. As reported by several local newspapers such as The Edge Malaysia
Weekly and The Straits Times in May 2020, long queues at pawn shops were seen where
customers visit pawn shop and Ar-Rahnu to pledge their jewelry to obtain cash. This
evidence proved that conventional pawn shop and Ar-Rahnu play an important role in
the society. Nevertheless, to safeguard the right of all parties involved in the business of
pawnbroking and safeguard the business of pawnbroking, strong governance and
legal framework within this industry is necessary. The finding from this study shows that
with the infroduction of several acts and guidelines by the key regulators the legal
framework in the pawnbroking industry especially for Ar-Rahnu has improved. The
regulators and institutions themselves are required to implement good corporate
governance and have an adequate legal framework to ensure stability and healthy
competition among the players in the industry. The acts and guidelines that safeguard
the interest of all parties in pawnbroking are needed and require serious attention by
the regulators.
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