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MALAYSIA IN THE GLOBAL ISLAMIC ECONOMY:
DEVELOPMENT PATH AND POSITION

Abstract. Malaysia is one of the countries where the Islamic economy has successfully developed as a dualistic
model. From the adoption of the first Islamic banking law in 1983 to the present, Malaysia has become one of the
world'’s leading countries in this field. In addition to the historical development of the Islamic financial system of
Malaysia, the article discusses the main development characteristics of sectors such as halal industries such as
halal food, tourism, fashion, pharmaceuticals, and cosmetics. In addition, the position of Malaysia in the World
Islamic economy was analyzed based on international reports. As a result of the research, it can be said that the
support programs and strategies implemented by the state in Malaysia, the creation of a legal framework, the ap-
plication of a single standard, the promotion of cooperation between research institutes and SMEs, and the provi-
sion of financial access played an important role in the development and internationalization of halal industries.
As a result, today Malaysia is one of the leading countries in the top three in the main indicators of the Islamic

economy.
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INTRODUCTION

Today, Muslims live in many countries of the
world. Therefore, the interest in financing products
by Sharia principles is increasing the demand for
Islamic financial institutions and banks in many
countries. The Malaysian experience is noteworthy
because the country has successfully developed
its Islamic economy and maintained a global lead-
ership position for many years

Malaysia is a Southeast Asian country with
a population of 33,42 million people. The state
structure of Malaysia is a constitutional monar-
chy. From an economic point of view, Malaysia is
an intensively developing agro-industrial country.
The processing industry is the most dynamically
developing industry. In agriculture, however, the
production of technical plants is preferable.

Malaysia is also one of the countries where
the Islamic economy is developing rapidly. Inter-
national reports and statistics show that Malaysia
currently has a share of importance in the global
Islamic economy. Here, Islamic finance (especially
Islamic banks) functions as an alternative system
to the traditional banking system. Having passed
several stages of development, Islamic banks have
contributed to the economic development of the
country by having a positive impact on the financial
system. In particular, the role of Islamic banks in
the development and financing of SMEs is great
and is considered more effective. Also in Malaysia,
halal is widely used in food, tourism, fashion, phar-
maceuticals, cosmetics, etc. as halal industries are
also developing day by day. This, in turn, increases
the demand for Islamic finance.

LITERATURE REVIEW

The successful development of the Islamic
economy in Malaysia has attracted the attention
of many researchers. Studying the Malaysian ex-
perience as an advanced practice, and identifying
its main features, is advisable for many beginning
countries. The research is mainly devoted to the
development of Islamic finance, Islamic banking,
and halal industries in Malaysia. We can name the
researchers who researched this topic, M. Majid,
S. H. Kassim, I. M. Gani, Z. Bahari, S. Kunhibava,
I. A. Zaripov, A. S. Lagunov, etc. It is also known
that Malaysia is also leading in the field of halal
standardization. Z. Samori, A. H. Ishak, F. R. Azmi,
H. Moses, S. Man, N. Pauzi describe the Malaysian
halal standard, its advantages, and disadvantages
compared to other halal standards, etc. they are
one of those researchers who study.

Studies on the development and growth rate of
the Islamic economy in Malaysia are also included
in the studies and reports of many international
organizations.

The main purpose of this research work is to
investigate the position of Malaysia, which has a
significant share in the global Islamic economy,
and to identify its main features.

Stages of development of the Islamic fi-
nancial industry in Malaysia. Malaysia devel-
oped its own approach to the Islamic financial
industry’s growth, leading to its current success.
The current level of development of the Islamic
financial system in the country has been achieved
thanks to the contribution of each industry en-
tity, including Bank Negara Malaysia (BNM) [1].
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This holistic approach can be divided into several
stages (Table 1).

With the adoption of the new law on Islamic
finance in Malaysia in 2013, the previous laws on
Islamic banking and takaful in 1983-1984 were
abolished. The main purpose of the new law was
to set the stage for Malaysia’s financial system to
become a thriving and progressive system. The IFI
provides protection of the rights of Islamic financial
services customers in the country, prevention of
injustice and abuse, differentiation of commercial
and Islamic banks, etc. which was the main con-
cern of the government [1].

In addition to the new law, a two-level Sharia
system of government was created in Malaysia in
2011. This system included both the Sharia Council
under the Central Bank and the Sharia committees
formed within each Islamic financial institution.
The functioning of the Sharia Council allows the
presence of qualified specialists and consultants
on Sharia and Islamic finance in the country [1].

The BNM had defined a development path,
taking into account the need to strengthen infra-
structure to support the future development of
the Islamic financial industry on a global scale
(Figure 1).

In general, one of the main goals his govern-
ment sets is to achieve the potential that allows
efficient and effective allocation of financial re-
sources to support economic development and
to ensure that the Islamic financial sector plays a
prominent role in the region.

The regulatory structure of Islamic finance
in Malaysia. The regulation of the Islamic financial
system in the country is carried out by its specific
Sharia rules, as well as the rules of the traditional
system, in which it exists in parallel.

It should be noted that operators of Islamic
financial institutions (banks) and Takaful in Malay-
sia are regulated by the Islamic Financial Services
Council 2013 (IFSA 2013). As mentioned earlier,
“IFSA-2013” replaced the laws on Islamic banks

Table 1

Stages of development of the Islamic financial industry in Malaysia

I stage
(1983-1992 years)

II stage
(1993-2000 years)

111 stage
(2001-2010 years)

IV stage
(2011 present)

« Since the Muslim
population in the
country did not want to
use interest-based
financing, it was
necessary to establish
an Islamic banking
system by the state.
The establishment of
the first Islamic bank in
Malaysia in 1983 paved
the way for the
establishment of many
Islamic financial
institutions, takaful,
and capital markets. At
this stage, several
legislative acts
regulating Islamic
finance and Sharia-
compliant state
financing were adopted.
During this period, the
first full-fledged
Islamic bank —Berhad
Bank Malaysia, and the
first takaful company —
Syarikat Takaful
Malaysia Berhad were
launched.

« the Islamic legislative

framework was further
improved, including
allowing the opening of
Islamic windows in
commercial banks. The
second phase is also
characterized by the
formation of the
Malaysian Association
of Islamic banks in
1995, the National
Shari'ah Advisory
Council to develop
Islamic banking and
financial products/
services in 1997) and
the Islamic interbank
money market. In 1999
“Bank Muamalat "— the
second Islamic Bank of
Malaysia was launched

« the government had
developed a four-stage
strategy that would
support the further
development of the
Islamic financial
system. Also in 2002,
the Islamic Financial
Services Board was
established to support
the global development
of Islamic financial
products, to develop
standards governing the
Islamic financial
industry, and to study
the cross-border
regulatory framework
and best international
practices. Another
important event was the
creation of the
International Islamic
Liquidity Management
Corporation, which
allows more effective
management of
liquidity not only for
Islamic financial
institutions but also for
Islamic financial
portfolios

* Malaysia has already
become one of the
leading countries with a
developed Islamic
financial system,
which, according to
Statistics, has achieved
high results in a
number of areas, such
as sukuk market,
Islamic funds,
education and research

Source: Md Nor, Mohd Zakhiri and Mohamad, Ani Munirah and Yaacob, Hakimah (2016). The development of Islamic
finance in Malaysia. Islamic Banking & Finance Principles, Instruments & Operations. CLJ Publication, p. 601-617.
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ensuring effective application of prudential standards

development of liquidity management system infrastructure;

creation of reliable financial security systems

creating an effective crisis management system

availability of effective macroprudential control

]_
]_

availability of reliable credit rating institutions and processes;

capacity building to support efforts at the national level on the development
of specialists and ensuring financial stability, strengthening close
International Cooperation and coordination between countries [6]

Figure 1. The development path of the Islamic finance industry

Source: Md Nor, Mohd Zakhiri and Mohamad, Ani Munirah and Yaacob, Hakimah (2016). The development of Islamic
finance in Malaysia. Islamic Banking & Finance Principles, Instruments & Operations. CLJ Publication, p. 601-617.

in 1983 and Takaful in 1984. IFSA-2013 includes
special provisions on the protection of consumer
rights, in addition to regulating the work of Islamic
banks, Islamic money and foreign exchange mar-
kets, and payment systems.

Also in Malaysia, the guiding principles for is-
suing licenses and securities to intermediaries in
the Islamic capital market are carried out under the
Malaysian Securities Commission (SC) and the law
on capital markets and services [2].

Development of halal industries in Malay-
sia. One of Malaysia’'s advantages in the Isla-
mic economy is the production of halal-certified
products and the provision of services managed
by the state corporation for the advanced halal
industry.

The halal industry in Malaysia was established
and developed in 1974 [3]. Today, according to

the “State of the Global Islamic Economy Re-
port-2023/24”, Malaysia ranks 1st in the country
ranking for halal food and media and entertain-
ment sectors.

One of the approaches applied in the coun-
try is to have a single halal standard and only ha-
lal certificates issued by JAKIM are accepted. In
Malaysia, Jakim is responsible for issuing halal
certificates, while Halal Development Corporation
(HDC) is responsible for providing the necessary
infrastructure to promote investment in the halal
industry [4].

According to HDC, the main areas of halal in-
dustry in Malaysia have developed (Figure 2).

In Malaysia, various programs are implemented
by HDC for the development of halal industries.
Also, the establishment of halal industrial parks
(HALMAS) by HDC is one of the measures taken

Food & Cosmetics & Pharmaceutical | | Modest Fashion Med%cal
Beverages Personal Care Tourism
. Muslim- ..
Licdical Friendly LEioyfites Ingredients
Devices Y Services
Hospitality

Figure 2. Malaysia’s halal industry sectors

Source: HDC Berhad. Retrievrd from: https://hdcglobal.com/promoted-sectors/.
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to help the development of the halal industry in
the country. According to HDC data, there are cur-
rently 295 businesses operating in 22 halal parks
in Malaysia (14 of which include HALMAS, the
rest are operating as industrial zones), of which
42 or 14,3 % are multinational corporations,
253 or 85,7 % are local corporations. To increase
the attractiveness of Halal parks, the Malaysian
government is introducing various tax incentives
for the production of halal products [5].

It is known that one of the integral parts of in-
dustrial production is logistics services. For this
purpose, Malaysia has also developed halal logis-
tics services, which include processing, storage,
delivery, warehousing services, air, automobile,
and container transportation.

In addition to the above, the Halal Industry
Master Plan 2030 (HIMP 2030) has been devel-
oped to support the comprehensive development
of the Halal industry in Malaysia. HIMP-2030 fo-
cuses on key strategic directions, the main goal of
which is to promote the growth, development, and
internationalization of the local Halal industry [6].

According to the indicators of 2023, the volume
of Malaysia’s halal exports is estimated at 44,17
billion RM. A similar indicator was 59 billion RM in
2022, and 30,3 billion RM in 2021. Also, the main
share (about 80 %) in exported halal industrial
products is food and beverages, ingredients, as
well as non-food products such as pharmaceu-

ticals and cosmetics [7]. It should be noted that
the main export destination of Malaysia is China.

Malaysia’s position in the global Islamic
economy. According to the ICD — LSEG Islamic
Finance Development Report 2024 (IFDI 2024),
the volume of In 2023, Islamic financial assets
were — 4,9 trillion US dollars, showing an 11 %
growth rate despite global tensions and nega-
tive factors. In particular, if we look at the time
interval of 2012-2022, we can see that Islamic
financial assets showed a growth rate of 163 %.
Also, according to the forecasts of the report, the
volume of Islamic financial assets in 2028 is ex-
pected to be 7,5 trillion US dollars [8]. The dynam-
ics of global Islamic finance are presented below
(Figure 3):

If we look at the distribution of Islamic financial
assets by sector in Table 1, we can see that the
volume of Islamic banks, which currently have a
72 % share, has increased by 10 % over 149 years
to 3,4 trillion US dollars. This growth rate contin-
ued in 2023. Thus, Islamic banking assets, which
showed a 12 % increase, were valued at 3,6 trillion
US dollars. According to forecasts, this indicator is
expected to be 5,2 trillion US dollars by 2028. Ac-
cording to statistical indicators, 618 Islamic banks
operate in 2023 (Figure 4-5) [8].

Iran, Saudi Arabia, and Malaysia are among
the top three countries in the 2023 distribution
of Islamic financial assets. These three countries

6000
4
000 4420 4925
3359 3852 3919
2000 2786 2901
0
2017 2018 2019 2020 2021 2022 2023
Figure 3. The volume of Islamic financial assets, USD billion
Source: ICD — LSEG Islamic Finance Development Report 2024.
takaful |"gg 364
OIF == wm QOO0
islamic funds == 254 wm 2399
sukuk 5268
islamic banking 618 3569
0 1000 2000 3000 4000 5000 6000

I number of institutions/instruments

total assets, billion US dollars

Figure 4. Distribution of Islamic financial assets by sector (2023)
Source: ICD — LSEG Islamic Finance Development Report 2024.
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account for 71 % of the total Islamic financial as-
sets (Figure 6):

It is known that religion in Iran and Saudi Arabia
is an important factor in public administration. Iran
is an Islamic State, the financial system has com-
pletely transformed into a system by the principles
of Sharia. Saudi Arabia is also an Islamic State and
the Holy Quran plays the role of the Constitution.
However, unlike Iran, the country’s banking sector
consists of commercial banks and Islamic banks.
In Malaysia, however, religion is not mandatory in
statehood and Islamic banks function as an alter-
native system to the traditional banking system.

Since the object of study is Malaysia, the vol-
ume of Malaysia in the global Islamic financial mar-
ket according to the indicators for 2023 is pre-
sented in the following diagrams (Figure 7—12):

As you can see from the charts, Malaysia ranks
3rd in the world in terms of global Islamic financial
assets, Islamic banking assets, takaful, Islamic
funds, Islamic Fintech, and first in terms of Sukuk
and OIFI assets.

After analyzing the current state of the Is-
lamic financial industry, let’s take a look at

Pakistan
Turkey
Qatar
Bahrain
Indonesia
Kuwait

UAE
Malaysia
Saudi Arabia
Iran

0 200 400 600

country indices and international ratings in this
area. ICD-LSEG Islamic Finance Development
Report 2024 (IFDI) annually publishes the rating
of Islamic Finance Development Indicator (IFDI)

M Islamic banking = sukuk m Islamic funds
OIFI  m Takaful

Figure 5. Share of Islamic financial assets by
sector (2023)

Source: ICD — LSEG Islamic Finance Development Report
2024.
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Figure 6. Leading countries by volume of Islamic financial assets in 2023, billion US
Source: ICD — LSEG Islamic Finance Development Report 2024.

Bangladesh [r 52
Indonesia | 53
Turkey =69
Qatar =116
Bahrain =126
Kuwait 179
UAE 274
Malaysia 275
Saudi Arabia 794
Iran 1482

0 500 1000 1500 2000

Figure 7. Leading countries in Islamic assets,
billion US dollar
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Figure 8. Leading countries in Takaful bank
assets, billion US dollar
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Figure 9. Leading countries by sukuk value, billion
US dollar
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Figure 11. Leading countries in OIFls assets,
billion US dollar

in 136 countries (Table 2). IFDI measures changes
in indicators and their main components in dif-
ferent countries over time. Indicators considered
in IFDI 2024 — financial performance, manage-
ment, sustainability, knowledge, and aware-
ness [8].

As can be seen from the table, Malaysia is the
leader among the countries in IFDI 2024. It ranks
first in 4 of 5 indicators (financial performance,
governance, sustainability, and awareness) and
second in knowledge. However, while Malaysia
scores well on the knowledge indicator, Indonesia
is further ahead in this area. Saudi Arabia is second
only to Malaysia in all indicators.

The purpose of the State of the Global Islamic
Economy Indicator (GIEl), which is presented in the
State Global Islamic Economy Report “2023/24,
published by Dinar Standard, is to determine the
leading national ecosystems in the Islamic econo-
my. GIEI — Evaluating the activities of individual ar-
eas for more social liabilities, the Islamic economy
is an index that measures the overall development
of sectors. This includes 52 indicators grouped
into five components for each of the six sectors of

Indonesia
South Africa
Pakistan
USA
Turkey
Saudi Arabia 21
UAE 31
Malaysia 32
United Kingdom 33
Iran 103

0 50 100 150

© mb @

Figure 10. Leading countries on Islamic funds
(AuM), billion US dollar

Kuwait 5,9
Indonesia 6,1
UAE 9,3
Malaysia 11,1
Iran 28
Saudi Arabia 56,5
0 20 40 60

Figure 12. Leading countries in Islamic FinTech,
billion US dollar

the Islamic economy (Islamic finance, Halal Food,
Muslim-friendly tourism, fashion, media/recrea-
tion, and Halal pharmaceutical) (Table 3) [9].

As can be seen from the table, Malaysia is a
leader in 4 of the 6 indicators, and this has not
changed compared to last year. It is possible to
see the report of previous years when Malaysia
has been maintaining GIEIl leadership for 10 years.
The second and third places are occupied by Saudi
Arabia and Indonesia. Compared to the previous
year, the rise in the position of Indonesia, and
Turkey’s decline was observed. According to the
report, South Africa fell to Top-15 this year, but
Kazakhstan has left.

One of the pressing issues in the halal indus-
try is the standardization process. Malaysia man-
aged to be the first in this field as well. So, cur-
rently, SMIIC, Malaysia (JAKIM), Indonesia (MUI),
and Singapore (MUIS) standards are considered
to be the main halal standards in the world. Ac-
cording to statistics, in 2020, JAKIM accredita-
tion was obtained by 85 halal certification bodies
with a maximum number in 47 different countries
(Figure 13) [10].
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CONCLUSION

Malaysia is one of the countries where Islamic
finance is successfully developing as a dualistic
model. Looking at the global scale, it can be seen
that from year to year Malaysia, while maintaining
its leading position, is confidently moving forward.
According to international reports, it can be said
that Malaysia is among the top three in global Is-
lamic finance. Based on country ratings, Malaysia
has maintained its leadership for years.

Malaysia has achieved significant develop-
ment not only in Islamic finance but also in other
halal industries such as halal food, halal tourism,
media and entertainment, pharmaceuticals, and
cosmetics. This can also be seen in the GIEI index.

The reason for the development and growth of
halal industries in the country is the support pro-
grams provided by the state, the implementation
of strategies, the creation of a legal framework,
the introduction of a single standard, etc. it can
be shown. One of the issues that is given special
attention in Malaysia is the provision of financial
inclusion. Malaysia is implementing microfinance
and loans for SMEs to support young entrepre-
neurs and low-income populations and facilitate
their access to financial services. One of the steps
to developing the halal industry in Malaysia is to
promote cooperation and commercialization of

Table 2

The development indicator of Islamic

finance in countries

Countries Rank IFDI-2024
Malaysia 1 144
Saudi Arabia 2 119
UAE 3 88
Indonesia 4 85
Pakistan 5 75
Kuwait 6 70
Bahrain 7 68
Iran 8 65
Qatar 9 45
Turkey 10 45
Bangladesh 11 41
Oman 12 35
Brunei Darussalam 13 29
Jordan 14 29
Nigeria 15 28

Source: ICD-LSEG Islamic Finance Development Report

2024.

Table 3
Top 15 Global Islamic Economic Indicators
Countries GIEI :?r:zl:cl:(e: :I:(I)ZI Tourism | Fashion er:\::r(:;?n?:nt Phe;r::ia-cy
cosmetics
Malaysia 193.2 408.7 128.0 99.4 73.6 74.4 73.9
Saudi Arabia 93.6 194.9 48.5 99.7 34.3 37.5 34.3
Indonesia 80.1 93.2 94.4 60.7 66.3 52.4 58.6
All 79.8 115.7 59.2 136.2 51.3 44.5 41.3
Bahrain 75.0 125.1 55.0 88.1 33.4 49.6 38.5
Iran 74.6 159.8 41.2 65.7 20.5 24.2 33.1
Turkey 74.0 46.1 85.1 161.8 86.2 46.0 52.6
Singapore 62.7 52.2 67.7 50.3 64.3 72.6 79.9
Kuwait 60.2 123.6 42.2 28.7 20.0 26.8 29.2
Saddle-maker 57.1 74.4 49.7 60.4 37.4 63.3 37.2
Jordanian 52.2 65.6 49.4 88.3 22.1 26.3 39.9
Oman 50.0 78.7 48.3 48.0 20.1 24.4 26.3
Pakistan 47.5 69.6 51.4 38.4 27.5 17.2 28.6
South Africa 44.7 51.1 53.8 25.3 32.4 31.9 43.2
UK 44.7 46.0 43.7 28.1 47.7 54.4 48.2
Source: State of The Global Islamic Economy Report 2023/24.
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Figure 13. Global recognition of halal standards

Source: Halal Standards Globally: A Comparative study of unities and diversities among the most popular halal standards
globally.
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H. AJIACTAPOBA, c. H. C.

MANAX3IA Y CBITOBIW ICNAMCbKIA EKOHOMILLI:
LWN9X PO3BUTKY TA CTAHOBULLE

Pe3iome. Manarisis € oaHIer0 3 KpaiH, Ae iciaMcbka eKOHOMIKa YCrilLHO PO3BuBasiacs 3a NMpuHUNNOM AyaniCTUYHOT
mozesi. 3 MOMEHTY NPUAHSATTS NepLIoro 3aKOHy npo icnamcbkuii 6aHkiHr y 1983 p. i noHnHi Manarisis € oaHieto
3 NpoBiaHUX KpaiH cBiTy B Uivi rasy3i. OKpiM iCTOPUYHOIro PO3BUTKY ici1aMCbKOi piHaHCcOBOIi cuctemu Manasii,
y CTatTi PO3IJISHYTO rOJIOBHI XapakTepuUCTUKN PO3BUTKY TakMX CEKTOPIB, SIK Xass/ibHa IHAYCTPIs, xajisjibHa ixa,
TYypu3M, moaa, papmMmalLieBTuka Ta KocMeTuka. Ha ocHOBIi MixHapoaHwux 3BiTiB O6y/10 npoaHasni30BaHO CTaHOBU-
we Manarisii y CBITOBIVi ic1aMCbKii €KOHOMILI. ABTOP AINLLIOB BUCHOBKY, L0 rporpamu nigTpumMKy 1a ctparerii,
SKi peani3yloTbCsl AepXaBolo LLoAO0 CTBOPEHHS npaBoBoi 6a3n, 3aCTOCyBaHHS €AUHOrO CTaHAapTy, CIPUSIHHS
cnisrpawi MiXk HaykoBO-AO0CHIAHUMM IHCTUTYTaMU Ta Masinx i cepenHix nignpueMcTB, a TakoXx HagaHHs piHaHCOBOro
AO0CTyny, Bigirpaan Bax/vBy pOJib Y PO3BUTKY Ta IHTepHauioHanidauii xansaibHOoi iHAycTpii. Y pe3ynbrati uboro
cboroaHi Manarnisis BxoanTb [0 TPIViku JliaepiB 3a roJI0OBHUMU MOKa3HUKaMU iCJ1IaMCbKOI eKOHOMIKU.

Knoyosi cnoBa: Manarizisi, icnamceki iHaHcu, xanssibHa iHAYyCTPis, icnaMmcbki 6aHKu, Xans/ibHUA CTaHaapT.
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