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The Malaysian Institute of Economic Research (MIER) is an independent, non-profit
organisation devoted to economic, financial and business research that serves as a think-tank
for the government and the private sector. It was first mooted in the Prime Minister’s
Economic Panel and later promoted by the Council on Malaysian Invisible Trade. It began
operations on 2 January 1986. We undertake independent and problem-oriented economic
and policy research on the country’s economic, financial, and business issues and provide
advice on macroeconomic management, development and future economic perspectives.

About MIER

About the MIER Industry Perspective Series

The series aims at publishing the views of policymakers, industry specialists, and others
familiar with the state of the industry in Malaysia. Through this series as a platform, MIER will
address current issues affecting the industrial sector and attempt to provide alternative
perspectives or relevant policy solutions. The opinions expressed in this publication are those
of the participants of the Policy Roundtable on Harnessing the Power of Islamic Digital
Economy which took place on 24™ March 2022. They do not purport to reflect the views of
the Malaysian Institute of Economic Research or its Trustees.

The publication is co-authored by Hezri Adnan, Osho Awli, Saizi Xiao and Aiman Haziq.

Copyright©2022 Malaysian Institute of Economic Research. November 2022. All rights
reserved.
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Executive Summary

In recent years, the growth of the digital economy, fuelled by advances in information and
communication technology (ICT) and the emergence of cutting-edge technologies, has taken
centre stage. The enticing socio-economic prospects of this sector have led economies to
reallocate resources to promote their growth and development, recognising it as a significant
contributor to the country's gross domestic product (GDP) and the world.

In parallel with the growth of the digital economy, sub-sectors have emerged to provide
further diversity within the economy, notably the sharing economy, the gig economy, and the
Islamic digital economy (IDE). This space in the economy holds enormous potential as the
main driver of economic growth based on the adoption and integration of digitisation and
digitalisation.

The IDE has been receiving significant attention from economic stakeholders and
policymakers. While its economic activities may appear similar to the conventional economy,
its systemic core differs as it runs on the ideology of Shariah compliance and necessitates the
Halal nature of all of its activities, goods, and services. The significant proportion to the global
economy is reflected by a growing market and demand for this subsector where the
population of Muslims is estimated to reach 2.2 billion by 2030, 15 Muslim countries
represent the top 50 highest smartphone penetration rates, Muslim spending is forecasted
to reach USS$2.8 trillion by 2025 at a 4-year CAGR of 7.5 percent, and growing investment
interest (see Figure 1).

While the facts and figures may prove its alluring prospects, the problem of mapping the
digital economy and its subsectors still stands. Where the attempt to map the entirety of the
digital economy and its subsectors is a herculean undertaking, this paper will focus on the
Islamic digital economy. This paper will identify the stakeholders and uncover the gaps and
possible solutions of the Islamic digital economy, proving it to be a nascent space within the
digital field and a significant portion of the overall economy, domestically and globally.



$3.6 trillion of Islamic Finance Assets
(2021 est.)

7.8% year on year growth (2020-21)

§1,668

$4,922

Projected CAGR
growth of 7.5% 2021-25
to $2.8 trillion by 2025

Figure 1: Islamic Digital Economy Y-O-Y Growth Projection

Source: DinarStandard, 2022

The IDE barriers identified in this paper require an immediate response from Malaysia's policy
makers to redistribute and attract the necessary investments and create global market access
for Malaysian IDE companies to grow. Targeted policies to attract investment and create an
incentivised trade zone would pave the way for Malaysia to become a global IDE hub.
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m
1 Introduction

The Digital Economy works based on digitisation and digitalisation and the interaction of
stakeholders driven by these concepts. Where the former refers to the conversion or coding
of any product or activity into a binary language of “zeros” and “ones”! and the latter the
adoption and utility of digital infrastructure to ramp up existing economic activities?, the
digital economy motivates the interaction of people, businesses, and devices through
networks functioning on these base concepts. In the Fourth Industrial Revolution we find
ourselves in, data has become a governing factor for the growth and development of the
economy, and its reach of flow and connectivity either makes or breaks it, rather than the
conventional notions of supply and demand structures.

The unfortunate COVID-19 pandemic stimulated rapid growth in the digital economy, where
the continuity of socioeconomic processes meant the necessity of digital infrastructure to
keep up with current needs. This spurred the identification of the core sectors within the
digital economy, which were deemed to require the immediate injection of investments.
These sectors are (1) software development, (2) data centres and cloud computing, (3)
information communication and technology and connectivity infrastructure, (4) digital health,
and (5) artificial intelligence (Al) and machine learning?.

The ability of the digital economy to keep the gears of the economy moving in the storm of
the pandemic and simultaneously create employment and national revenue prospects made
it one of the most desirable economic trends to invest in. By the end of 2019, the global digital
economy made up roughly 8.8 percent of worldwide GDP, while Malaysia is currently clocking
in approximately 22.6 percent contribution of the digital economy to the country’s gross
domestic product (GDP) and is set to rise to 25.5 percent by 2025. The increasing saturation
of digitisation and digitalisation in the global and domestic economy is undoubtedly calling
for a more fluid and all-encompassing systemic governance to keep up with the morphing
supply and demand structure.

1.1 Islamic Digital Economy

Its growing prospects have consequently led to the formation and growth of its subsectors,
such as the sharing economy and Islamic digital economy (IDE). The Islamic Digital Economy
(IDE) refers to Shariah-compliant economic activities made up of massive online transactions
among people, businesses, devices, and data-transforming business models. The IDE market
cuts across boundaries and appeals to those who value ethical products and services. IDE
includes at least three main areas: Islamic Finance and Banking (including Zakat, Waqaf,
Takaful, and Ar-Rahnu), Halal Industry, and Islamic Lifestyle (including modest fashion, travel,
and entertainment) (see Figure 2). Diving deeper into these core sectors, Islamic finance looks
into Shariah-compliant financial products and services with digital connectivity to a tech or

L UNCTAD. (2021). Digital Economy Report 2021. https://unctad.org/webflyer/digital-economy-report-2021

2 Deloitte. (2022). What is digital economy? Unicorns, transformation and the internet of things.
https://www2.deloitte.com/mt/en/pages/technology/articles/mt-what-is-digital-economy.html

3 Crombrugghe, A. Moore, S. (2021). Investment promotion and the digital economy: A comparative analysis of
investment promotion practices across the OECD. OECD. https://www.oecd.org/investment/investment-
policy/investment-promotion-and-facilitation.htm
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platform. It encompasses Islamic Fintech, Social Finance, and Value-Based Intermediation.
The Halal Industry takes on everything and anything that we can consume with a traceability
certification, generally covering food, pharmaceuticals, and healthcare. The third, Islamic
Lifestyle, refers to the individual choice of products or solutions in support of living ethically,
keeping scope of travel, fashion, media and recreation, and cosmetics accountable. The
definition is not watertight as there will be overlaps. This is inevitable because the IDE is
arguable not an industry per se but rather a value proposition within the economy.

SECTOR1 SECTOR 2 SECTOR 3

ISLAMIC FINANCE HALAL LIFESTYLE

( Islamic Fintech ) ( Food ) ( Travel )
( Social Finance ) ( Pharmaceutical ) ( Fashion )
élalue-based Intermediatioa ( Healthcare )) C Media & Recreation )

& Cosmetics ;

Figure 2: Islamic Digital Economic Core Subsectors
Source: MIER

Taking the entirety of the national IDE under the umbrella term of Halal, the industry
presently contributes some 15 percent to the country’s GDP. The government has set an
ambitious aspiration to generate RM56 billion in export revenue by 2025 by tapping into the
global Halal market. The global IDE market is ripe with prospects. Take the Halal Travel from
the Lifestyle pillar, the sector’s contribution to the global economy is expected to jump by 35
percent to US$300 billion by 2026, up from USS220 billion in 2020.

The primary distinction between the conventional contemporary digital economy and the
Islamic digital economy is the management and distribution of risk, the avoidance of gharar,
confusion and/or deceptive ambiguity of any sort from all forms of economic activities, and
Shariah compliance through the Halal understanding and practice®. Islamic financing, as
opposed to conventional financing, is based on ethical principles adopted by the Islamic

4 Deloitte. (n.d.). The Digital Islamic Services Landscape: Uncovering the Digital Islamic Services opportunity for
the Middle East and the World. https://www?2.deloitte.com/xe/en/pages/financial-services/articles/the-digital-
islamic-services-landscape.html
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community domestically and globally, including Shariah-compliant risk sharing, profit and loss
sharing, and materiality of financing to be tied to real economic activity.

1.2 About the Paper

In mid-January 2022, a discussion was held between Rt Honorable Minister Dato’ Seri
Mustapa Mohamed (Minister in the Prime Minister’s Department — Economy) and the
Malaysian Institute of Economic Research (MIER). The Minister recognised Islamic Digital
Economy as an important and emerging sector and suggested that MIER organise a
roundtable discussion with relevant stakeholders to understand IDE's importance and identify
challenges and opportunities for Malaysia in this industry.

On 24" March 2022, MIER and MyDIGITAL Corporation, in collaboration with the Malaysian
Digital Economy Corporation (MDEC) and Ministry of International Trade and Industry (MITI),
jointly convened a Policy Roundtable on “Harnessing the Power of Malaysia’s Islamic Digital
Economy”. The Roundtable aimed to identify the policy levers to strengthen Malaysia’s
Islamic digital economy and ecosystem. The specific objectives of the Roundtable are as
follows:

i. Toidentify the stakeholders (both core and enablers)® of the Islamic economy;
ii.  Tounderstand the challenges and opportunities of the Islamic digital economy;

iii. To determine the critical enablers in grooming high-performance MSMEs as home-
grown IDE local digital champions; and

iv.  To pinpoint specific digital initiatives that can support existing IDE-related plans.

The Roundtable saw the participation of senior representatives from twelve government
agencies/bodies and twelve IDE industry pioneers from the private sector (see Appendix for
the list of participants). The Minister in the Prime Minister’s Department also participated in
the Policy Roundtable. He encouraged the participants to develop key ideas on ensuring all
initiatives move in the same direction, connect the dots, and sustain the IDE agenda.
Specifically, he hoped the Roundtable would:

= Unpack the issues affecting the development of IDE;

= Bring the government authorities together and explore funding facilitation;
= Build reliable sources of data for policy tracking and comparison; and

= |dentify a champion or driver to lead the IDE ecosystem development.

The Minister also recognised that even though the Economic Planning Unit (EPU) keeps track
of the Digital Economy blueprint with some progress, much more needs to be done holistically
to ensure Malaysia stays ahead of the curve. He further opined that:

5> The Core stakeholders are: Islamic finance; Halal; Zakat & Waqf; Takaful; and Ar-Rahnu. The Enablers are
Islamic fintech, Muslim travel, etc.
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“We must capitalise on our strengths. We are not starting from ground zero; we have
human and financial capital; it is now pertinent to decide how we can move to the next
level. We have the ‘power’ as far as the Islamic Digital Economy is concerned. Now we
have to harness the power that we have”.

To continue stimulating growth in the Islamic digital economy in Malaysia, a collective effort
and commitment from various parties will be crucial to identify opportunities, issues and
challenges.

This Industry Perspective will highlight the parameters and the ongoing development of the
IDE globally and in Malaysia, which could expose the existing gaps in the market and propose
solutions to fill those gaps. The prospect of the global IDE market growing to contribute a
whopping USD2.4 trillion by 2024 stimulates significant value proposition creation for
national economic growth.

2 The Malaysian Islamic Digital Economy
2.1 Competitive Advantage

The regulators in Malaysia have done well in growing the constituents of IDE. Specifically, the
government has provided a broad framework and legislative structure, accompanied by
facilitation from bodies like HDC, JAKIM, and MDEC, to name a few examples. Today Malaysia
is connected with 84 global certification bodies from 46 countries. It has a relatively well-
coordinated Halal sector with over 200,000 SMEs contributing to the country’s Halal industry.
The National E-Commerce Strategic Roadmap (NESR, 2016-2020) provides the enabling
environment for more efficient business and government operations. The framework
readiness for Islamic digital banking and digital Takaful, open data policy, digital sandbox, and
social finance provides a fertile ground for IDE to grow further in Malaysia.

According to the State of the Global Islamic Economy Report (GIER) 2020/2021, the global
Muslim market will grow to about USD2.4 trillion by 2024. Many countries, not just Malaysia,
are now looking at the Islamic economy as an emerging market force and a significant value
proposition capable of contributing to their national economies. We have to chart where to
go from here so that those lagging do not overtake us.

Despite Malaysia’s position as a global Islamic Fintech hub with the highest number of Islamic
Fintech firms, Dubai and Singapore potentially threaten to steal the number one spot.
Similarly, even though Malaysia successfully pioneered Islamic venture capitals, UAE and
Saudi are catching up by launching initiatives such as sovereign funds.

Moving forward, Malaysia needs a national IDE strategy like Indonesia does. This is important
for the finance sector and the entire Islamic sector. Such a focus will enable IDE to be
Malaysia's new driver of economic growth. With our vision of shared prosperity and the need
to close the gap to achieve equality, it is timely that a whole-of-nation approach to push for
IDE to be at the forefront of growth drivers is set in motion.

"X MALAYSIAN INSTITUTE OF ECONOMIC RESEARCH _
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2.2 Policy Resonance

The IDE resonates with several overarching and sectoral policies in Malaysia. From the long-
term perspective, under the Shared Prosperity Vision (SPV) 2030, Islamic finance is KPI No.1,
and the digital economy is KPI No.2. The focus on IDE covers a combination of the first and
second goals of SPV 2030.

The IDE resonates with several overarching and sectoral policies in Malaysia. From the long-
term perspective, under the Shared Prosperity Vision (SPV) 2030, Islamic finance is KPI No.1,
and the digital economy is KPI No.2. The focus on IDE covers a combination of the first and
second goals of SPV 2030.

Sectorally, the Malaysia Digital Economy Blueprint (MDEB) focuses on six clusters, namely
Economy, Digital Talent, Digital Infrastructure and Data, Society, Emerging Technology, and
Government. The six clusters are led by respective ministers and the Prime Minister chairs.

However, there is a scope to strengthen the MDEB by incorporating actions that elevate the
Islamic digital economy for the attention of the National Digital Economy and the Fourth
Industrial Revolution Council (MED4IRN). Doing so will also address Twelfth Malaysia Plan’s
(12MP) emphasis on fostering the competitiveness of the Halal industry. The 12MP as a mid-
term planning tool features eight strategic industries; the Halal economy is one of them.

3 Emerging IDE Business Models

Several Islamic economy firms have successfully onboarded the digital ecosystem. Together
they form the pioneering group pushing the Islamic digital economy into a new frontier.

3.1 Serunai Commerce

The company first started the business in Indonesia in partnership with the Islamic
Development Bank (IsDB) and the Indonesian government to provide an integrated digital
halal ecosystem with digital halal certification, auditing, and track-and-trace services. It has
built a Halal directory for Malaysia. It created the world’s first Global Halal Data Pool (GHDP),
now connected with Halal suppliers to buyers across nearly 200 countries. It manages 2.7
million data sources and is recognised by various international bodies, including the
Indonesia—Malaysia—Thailand Growth Triangle (IMTGT). Its Halal app, developed jointly with
JAKIM, has users in over 176 countries. It has been invited to connect with ASEAN-China B-2-
B and the OIC.

3.2 Hello Gold

Hello Gold is the first Shariah-compliant mobile application that allows users to buy, save, sell
and redeem physical gold. It has half a million customers, launched in Thailand and is expected
to launch in Indonesia. It aims to be a financial inclusion driver; people can save in gold as low
as RM1. A large group of underserved people justifies creating financial products that are
relevant and affordable for average Malaysians or Thais. Hello Gold was heavily funded by
DISC in Dubai; there is also demand in Qatar for funding.
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3.3 Tripfez

An online travel platform founded in 2013 to serve the rise of the global Muslim market,
expected to represent 25% of global travel expenditure in the near future. This platform
provides online bookings of halal-friendly travel packages and Umrah; it can also handle
flights, hotels, ground arrangements, visa applications and insurance. Besides providing Halal
travel services for individuals and corporates, it created the Salam standard to standardise
the definition of Halal travel. Over the past few years, it has raised several million; in 2018,
the added valuation of RM180 million was achieved. The founder sold the company in 2019
and repurchased the business unit in 2021. It is looking to have a business segment of travel
in Malaysia and aims to get the public listed status.

3.4 MicroLEAP

A Shariah-Compliant and Conventional P2P (peer-to-peer) Fintech financing platform focuses
on the Micro, Small & Medium Enterprises (MSMEs), micro-financing, and invoice financing.
Having complied with the strict guidelines set by the regulator, the Securities Commission
Malaysia (SC), MicroLEAP is the first of the new batch of approved P2P (Peer-to-Peer)
Financing operators to be given ‘Go-Live’ status in October 2019. As Malaysia’s first Shariah-
Compliant P2P platform, it has successfully secured 1,700 investors and funded RM 21.89
million in investment notes since its launch in October 2019. Besides micro-financing, the
platform’s value-added services include providing Issuers with microinsurance (Personal
Accident), via its Insurance Partner, at zero cost to the Issuer. It also offers online basic debt
management and accounting video training at no extra cost to the Issuer.

3.5 Durioo

Durioo is developing a streaming service akin to Disney+ or Netflix for 400 million Muslim
children worldwide. Previously it produced Islamic content series such as Omar and Hana and
Didi and Friends, which have cumulatively achieved over 8 billion views with over 1 million
subscribers. However, the subscriber base is 20% UK and 18% US, but only 6% are from
Malaysia. Durioo is a new company that started only six months ago with MDEC’s IDCC
program. It is currently in the seed process and valued at RM64 million; this year, Durioo was
accepted into the coveted Silicon Valley accelerator programme, Y Combinator (YC). YC has
previously invested in Airbnb, Dropbox, and DoorDash. Durioo is aiming to become a tech
unicorn for Muslim children.

3.6 TheNoor

Many Muslim lifestyle apps rely on ads not aligned with Shariah norms. TheNoor covers
holistic aspects and is a holistic Muslim lifestyle app. It offers a few core features, including
Fintech and Haj and Zakat. TheNoor is transparent to both donors and charities. It is helpful
for all Muslims. It intends to be granular by providing details regarding everyday personal
activities such as fasting/prayers/reading for the month and telling them how they can
improve their lives as Muslims. TheNoor has been asking the Islamic Development Bank (IDB)
for help. Through OIC, it can penetrate other countries better. It aims to help other Muslim
companies in Malaysia set foot in other countries.

X MALAYSIAN INSTITUTE OF ECONOMIC RESEARCH _
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3.7 MesinKira

It is an app that focuses on B40 merchants by enabling them to take all forms of payments.
The app is not a POS but a retail operation support system. It focuses on B40 as they and
MSME have had problems taking payments for this for the longest time, and it can assist in
reducing the chances that B40 merchants are not pushed towards social ills such as loan
sharks. It's good to help them be digital and cashless. They need to be sustainable. It is both
a low-hanging fruit and a blue ocean. The app has successfully onboarded 1,700 MSMEs in
the digitisation of their businesses. MesinKira aims to go regional within ASEAN. Building
digital linkages to the underserved and unserved ranks high in most government policies in
the region.

3.8 Kapitani

The firm provides farmers capital and helps ensure the farm’s financial record is in order so
that they become investable and profitable. We are alumni of MAGIC in 2009, took two years
to raise funds, and are now at the pre-seed level. In the agriculture domain, stakeholders have
different views. There is also a digitalisation gap: while smart farming is essential, farmers'
digital literacy is low. Next, there are inconsistencies in agricultural data. Either the data is not
there; alternatively, the DOA has different data from FAMA. Since the platform's launch in
Nov 2020, Kapitani has successfully onboarded 300 farmers in support of financial literacy
(e.g., bookkeeping) empowerment to boost the profitability and sustainability of farming
operations. They have won numerous awards and were shortlisted in FIKRA Accelerator.

4 Impediments to Islamic Digital Economy Growth

At present, there are several impediments to the growth of the Islamic Digital Economy which
are generally seen in the form of limited funding, lack of industry recognition, and leadership
vacuum in this space. Parallelly, the unique constraints of the IDE also mean the existence of
stringent regulation and varied market access.

4.1 Limited funding

We know there is a high appetite for digital Islamic products, but it is challenging to aggregate
where the capital comes from. Regardless of whether we are Shariah-compliant, we compete
with the same pool of capital, unlike other countries with a specific demand for Shariah
products and specific Shariah funds.

4.2 Lack of recognition

IDE firms need help with scaling across countries. Without recognition, they will start again in
every country to prove their concept to new regulators and funds. For example, DIFC wants a
new startup every time. Malaysian authorities need to help provide statements that startups
are ready to scale.
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Unlike Indonesia, Malaysia does not have an apex body in charge of the Islamic economy. As
a result, many IDE players do not have a platform to showcase their content.

4.3 Leadership vacuum

4.4 Stringent regulation

There is room to improve in terms of regulations. If we look at laws from Singapore, Malaysia’s
financial oversight is strict. We can look to emulate Singapore when handling Fintech
companies to provide flexibility to new companies.

4.5 Varied market access

Different jurisdictions have different acceptance of Islamic financial products. Some
jurisdictions do not accept Malaysian products. Constant improvement of products is needed
to ensure acceptance in other markets in the Middle East.

5 The Future of the Islamic Digital Economy

Digitalisation is core to assisting Islamic economy players in excelling in the growing market.
IDE’s growth success factors include a clear policy direction, a streamlined regulatory
landscape, and appropriate implementation capacity (Figure 3). To scale up, IDE firms need
money and access to the market.

Policy Direction & Regulation Global Market Access Access to Funding & Incentives

= Align IDE with 12MP = Design Halal recognition system L] .Estz.-lbli.sh partnerships between financial

= Review Malaysia's regulatory landscape = Strengthen branding & certification institutions and startups

= Develop the IDE Action Plan = Create dedicated funding and incentives
= Expand on the definition of IDE

Institution ) Market ( Capacity

Institutional Arrangement Implementation Capacity
= |dentify a champion to orchestrate policy change = Build competent Shariah advisors to support IDE
= Create a platform for PPP coordination = Mentor digital entrepreneurs and address digital
literacy gap

Figure 3: Elements to mainstream IDE in Malaysia

Source: MIER
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5.1 Policy Direction and Regulation

Align IDE with the 12MP process to anchor it in Malaysian public policy - Since IDE is not
explicitly mentioned in the 12MP, it must be mentioned in the Mid-Term Review of the 12MP.
To this end, reclassifying the Halal industry as a component of IDE will facilitate planning and
budgeting for its growth. IDE lifestyle and banking pillars will account for a significant portion
of the 58% contribution of services to the national GDP.

Review Malaysia's regulatory landscape on the Islamic Economy — There are differing views
on the stringent rules and regulations for the Islamic economy sector. A strict regulatory
landscape that meets international standards is necessary to manage the market structure,
market needs, and public financial literacy. However, some fintech companies face regulatory
obstacles that limit their growth. We need a sense of urgency to address regulatory
challenges, as Islamic fintech accounts for only 4% of the fintech market. Bank Negara
Malaysia has been instrumental in assisting with regulatory compliance through its regulatory
sandbox and MDEC's Fintech Booster Programme. To ensure regulations remain relevant,
Malaysia needs to look at ways we can accelerate the sandbox. Flexible rules and regulations
will help Malaysia's IDE industry attract foreign investors and retain local pioneers forced to
relocate their business to places like Singapore and the Middle East.

Develop the Islamic Digital Economy Action Plan — IDE touches many sectors of the economy
and government responsibilities. For example, the service component of IDE, fintech, has
different challenges and institutional support than the Halal manufacturing component. This
complexity poses a significant problem in implementation, and operationalisation is not
straightforward. For Malaysia to become a global IDE centre, it needs a measurable, coherent
action plan that has an overarching reach by involving multiple institutions such as JAKIM,
HDC, MDEC, and sectoral ministries KPDNHEP and MITI. Malaysia can build on the NESR
success in rolling out the adoption of e-commerce solutions.

5.2 Institutional Arrangement

Identify a champion to orchestrate policy change for the growth of IDE — IDE affects many
sectors and policy jurisdictions. In Halal alone, over 300 institutions are involved in industrial
development. To achieve synergy, Malaysia needs a 'champion' to oversee the value
proposition of IDE vertically across levels of government and horizontally across ministries
and agencies and globally. Such a champion, like the EPU, can then create a seamless IDE
ecosystem that includes stakeholders on both the demand side (financial institutions, asset
managers, Takaful operators) and the supply side of the market (e.g., technology and Fintech
companies), along with ecosystem enablers (especially advisors, Shariah scholars, and
regulators).

Create a platform for PPP coordination — As elsewhere, public-private partnerships (PPPs)
will play a critical role in accelerating the development of IDE in Malaysia. We can take a cue
from countries like China that encourage the private sector to drive growth rather than the
SOE or government agency. In Malaysia, startups engage in numerous discussions with
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government agencies, but occasionally no significant progress is made. There is also a
perception that the ten ministries dealing with Halal matters are not talking to each other
when they should. To strengthen the ecosystem of IDE, a PPP platform for the public and
private sectors is essential to establish clear rules for engagement. The platform can allow
industry associations to actively contribute and invite companies to collaborate regularly.
More importantly, the PPP platform can provide a clear path for regulators and the private
sector to explore opportunities for business matching, expand market access, and obtain
funding for businesses from IDE.

5.3 Global Market Access

Develop a robust Halal recognition system for international certifications — As Malaysia's
Halal certification body, JAKIM also deals with 84 certification programmes from 46 countries.
However, JAKIM does not have a robust system that recognises foreign halal standards and
ensures compliance with Malaysia's legal framework. The monitoring of slaughterhouses for
meat exports still relies on the manual application and audit process. Some foreign Halal
bodies need to undergo training to be recognised by JAKIM. This information gap limits the
expansion of the Halal market and cooperation between countries. A digitised system would
help JAKIM train and monitor foreign Halal establishments.

Strengthen branding and certification for better Islamic market penetration — Muslims are
now described as the ‘third one billion in market opportunity akin to China and India. Malaysia
is currently the leader in the Islamic economy, but other countries are rapidly catching up.
The future is in cross-border trade and not just domestically. IDE companies ventured abroad
and found limited access to the broader global market. They need government support to
profile themselves abroad through trade promotion and better branding to tell the world
what Malaysian IDE firms have done and their services (e.g., animation, Islamic education
content, and education). Certification is essential for complete market access. In Malaysia,
out of 200,000 SMEs involved in the Halal business, only 7,000 firms are certified, of which
only 2,000 are exporters. The Halal authorities need to facilitate onboarding more
aggressively to increase Halal export and investments and create quality jobs and
opportunities.

5.4 Implementation Capacity

Build competent Shariah scholars, advisors and experts to support IDE — A vibrant IDE sector
requires a pool of capable Shariah experts. Islamic financing started in Malaysia way back in
1983. However, the expertise in Shariah matters did not grow in tandem with the growth of
Islamic finance in the country. There are 165 Shariah scholars registered under Bank Negara
Malaysia, while 60 are with the Securities Commission; 143 are with ASAS or the Association
of Shariah Advisors and Scholars. Moving forward will require a structured capacity-building
initiative to train qualified scholars and advisors to support the IDE concentration.
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Mentor digital entrepreneurship and address the digital literacy gap — Islamic banks provide
financial support to business owners and mentoring to help them find their feet in the digital
ecosystem. Once boarded, banks are expected to offer coaching in digital skills, such as the
credit underwriting process they must comply with. Digital literacy varies, with gaps observed
between urban and rural participants, between the different age groups, and their ownership
of the necessary gadgets to become digital entrepreneurs.

5.5 Access to Funding and Incentives

Establish a genuine partnership between financial institutions and startups — All the banks
are in the race to introduce digital payment apps. More digital payment apps with different
variations and features will be available in years to come. The next best thing except Mykad
is MySejahtera; it begs whether it can become the universal payment platform linked to a
bank account or e-wallet. Against this backdrop, startups and Fls need to stop seeing each
other as competitors. There is always a form of friction whenever banks speak with startups.
The sales cycle is often incredibly long and does not lead to too much. An example of a smart
partnership is the collaboration between SMECorp and MicroLeap to provide micro-financing
to SMEs. The standard requirements are sometimes more than what the SMEs can afford.
SMECorp worked with MicroLeap, to develop a different set of assessments that promote
alternate financing for the ‘unbankable’ SMEs to find new ways to finance their businesses.
There is good traction in initiatives, as some participants were able to record higher income
growth, pay Zakat, and achieve upward social mobility.

Create dedicated funding and incentives for IDE startups and firms — Malaysia has provided
funnel funds for venture capitals since the 10MP and 11MP periods with RM2.2. billion, which
is small in comparison with Singapore’s SGD15 billion. MAVCAP has invested RM50 million in
Islamic-related startups even though the decision was mainly agnostic. Money was not the
only issue; there was an insufficiency of local startups with the ability to scale up. The
Roundtable participants wished to see specific incentives for Islamic Fintech, such as grants,
tax exemptions etc. However, grants are unsustainable. Championing or driving players in the
IDE should be a priority. Perhaps the government can have funds for Muslim producers to
help build the capability of Malaysian Halal content producers.

Expand on the definition of IDE and its sources of funds. There is a need to define IDE further
as there are gaps between what organisations cover as Halal and multiple items that may not
be covered all at once, e.g., lifestyle, travel and Fintech. HDC, for instance, focuses only on
whatever JAKIM certifies. There is also scope to incorporate more companies in terms of
Halal products and services under e-commerce and IDE. We are not inclusive enough in 12MP
by not embedding the Wakaf framework. There is merit in subjecting Wakaf or Zakat et cetera
to a Wakaf fund to champion the IDE companies. If 20% of government-linked institutional
investors’ wealth (such as PNB) is converted to Wakaf, the fund could be used to assist
startups in becoming unicorns and serving the world. Federal and State Majlis Agama could
also help create quality IDE companies to meet the pent-up global demand for Sharia-
compliant products and services.
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The paper traced the emerging sector of the Islamic digital economy and the business models of its
pioneers in Malaysia. As with any new growth area, there are obstacles to the further progress of
IDE that need to be addressed to keep Malaysia at the forefront of development. To move forward,
the country needs to set a clear policy direction, create a better institutional arrangement, ensure
access to the global market, improve implementation capacity, and provide funding and incentives
in an appropriate manner.

6 Conclusion

Most importantly, the Policy Roundtable and the MIER Industry Perspective No.2 serve as the basis
for creating an IDE ecosystem that brings together the various national and international
stakeholders to create the Islamic products and services (Figure 4).
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Figure 4: The aspirational IDE ecosystem in Malaysia.
Source: MDEC

Improvements in the national IDE ecosystem will pave the way for the country to create
unicorns, drive IDE worldwide and make Malaysia the world's first IDE hub. With a large,
promising market that already contributes significantly to global and national GDP, policy
changes and targeted systemic changes with government support are needed. MIER, MDEC
and MyDigital Corporation will continue to identify industry stakeholders, clarify where each
stakeholder stands and create the necessary digital infrastructure to accelerate the process
through targeted financial injections and reallocation of assets.
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