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Abstract 

Malaysia has firmly established itself as a global leader in Islamic 

finance, positioning the country as a key destination for foreign 

investment in Shariah-compliant financial products and services. 

Over the years, the country's strategic combination of well-developed 

legal and regulatory frameworks, government incentives, and 

specialized infrastructure has made it an attractive hub for both 

domestic and international investors. Malaysia’s Islamic finance 

market, encompassing products such as Islamic banking, sukuk 

(Islamic bonds), takaful (Islamic insurance), and Shariah-compliant 

equity investments, has seen remarkable growth. However, despite 

the country’s significant advancements, foreign investors continue to 

face a number of challenges. These include regulatory complexity, 

bureaucratic hurdles, and legal risks in cross-border transactions, 

particularly in navigating the diverse interpretations of Shariah law 

and ensuring compliance with local and international legal standards. 

This paper examines the opportunities and challenges facing foreign 

investors in Malaysia’s Islamic finance sector, offering a 

comprehensive analysis of the country’s Islamic finance ecosystem, 

regulatory environment, and government initiatives. The paper also 

proposes policy recommendations aimed at enhancing Malaysia’s 

appeal to global investors, focusing on streamlining regulatory 
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processes, harmonizing Shariah interpretations, and expanding the 

range of Shariah-compliant financial products. 

Keywords: Malaysia’s Islamic Finance Sector, Foreign Investment, 

Opportunities, Challenges, Regulatory Framework, Legal Aspects 

1. Introduction 

1.1 Background 

Malaysia has long been a global leader in Islamic finance, with a legal 

framework that facilitates the development of Shariah-compliant financial 

products and services. Over the last few decades, Malaysia's Islamic finance 

industry has grown significantly, positioning the country as a hub for Islamic 

banking, sukuk (Islamic bonds), takaful (Islamic insurance), and other 

Shariah-compliant financial services. The country's strategic legal and 

regulatory frameworks have attracted significant foreign direct investment 

(FDI) into the Islamic finance sector. This has been supported by 

government initiatives aimed at fostering a conducive investment environment 

for foreign players, including tax incentives, foreign ownership allowances, 

and Shariah compliance assurances. 

However, despite the growth and success, foreign investors in Malaysia’s 

Islamic finance sector encounter a range of legal challenges, particularly in 

relation to Shariah governance, regulatory compliance, and the legal 

protection of investments. The legal complexities surrounding Shariah 

compliance, cross-border investments, and the intricacies of Malaysian 

financial laws require a deeper understanding of how these legal systems 

function and evolve. 

1.2 Research Objectives 

This article seeks to explore the legal aspects of foreign investment in 

Malaysia's Islamic finance sector, focusing on the regulatory framework, legal 

protections, and challenges. The research also highlights opportunities for 

foreign investors in Malaysia's thriving Islamic finance market and provides 

recommendations for improving the legal environment to attract more 

international capital. The research objectives are as follows: 

1. To analyse the legal and regulatory architecture governing foreign 

investment in Malaysia's Islamic finance sector. 



 

87 

 

 

Integrated Business and Financial Studies (IBFS) 1:1 

2. To examine the role of Shariah principles and advisory councils in 

ensuring Shariah compliance and addressing legal challenges. 

3. To identify the key opportunities and incentives for foreign 

investment in Malaysia's Islamic finance sector. 

4. To explore the challenges and legal risks faced by foreign investors 

in the Malaysian Islamic finance landscape. 

This paper focuses on the legal and regulatory dimensions of foreign 

investment in Malaysia's Islamic finance industry, drawing on a detailed 

review of relevant literature, legislation, and industry practices. 

2. Overview of Islamic Finance in Malaysia 

Islamic finance in Malaysia has seen extraordinary growth over the past few 

decades, and today, the country stands as one of the global leaders in Shariah-

compliant financial services. This section provides an overview of the 

evolution, key institutions, and the financial products and services available to 

foreign investors in Malaysia's Islamic finance sector. 

2.1 Historical Development 

Malaysia's Islamic finance sector traces its origins to the early 1980s, when 

the Islamic Banking Act 1983 was introduced, providing a foundation for the 

establishment of Islamic banks. The Central Bank of Malaysia (Bank Negara 

Malaysia) was instrumental in this process, regulating the operations of both 

conventional and Islamic financial institutions. The country’s commitment to 

creating an integrated and globally competitive Islamic finance market led to 

the establishment of the Securities Commission of Malaysia and the 

development of Islamic financial products, particularly sukuk, which have 

become one of the most popular tools in global Islamic finance. 

In 2013, Malaysia's regulatory framework was further strengthened with the 

introduction of the Islamic Financial Services Act (IFSA) 2013, which 

consolidated the earlier regulatory provisions and aligned them with 

international best practices. Malaysia’s legal infrastructure for Islamic finance 

is considered one of the most robust in the world, providing a stable and clear 

environment for foreign investment. 

The development of Islamic finance in Malaysia can be traced back to the 

early 1980s, when the country first began to adopt Islamic banking 



 

88 

 

 

   Job Satisfaction in Education Sector of Megacities: A Study of Higher Secondary... 

 

 

principles. The Islamic Banking Act of 1983 marked a significant step in the 

establishment of Malaysia’s Islamic banking system, allowing for the creation 

of Islamic banks that would operate alongside conventional banks but in 

accordance with Islamic law, or Shariah law. This was the beginning of the 

country’s broader effort to develop a financial system that adhered to Islamic 

principles, such as the prohibition of riba (interest), maysir (gambling), and 

gharar (excessive uncertainty or ambiguity). 

In 1993, the government of Malaysia established Bank Negara Malaysia 

(BNM), the central bank, as the primary regulatory body overseeing Islamic 

financial institutions. With the creation of this regulatory authority, Malaysia 

aimed to ensure that Islamic finance could grow within a controlled 

environment that met both local and global regulatory standards. 

The year 2000 marked a significant milestone with the establishment of the 

Securities Commission of Malaysia (SC), which helped regulate the Islamic 

capital markets and provided a legal framework for the issuance and trading 

of sukuk (Islamic bonds). This paved the way for Malaysia to become a 

major player in the global Islamic capital markets. 

A more substantial regulatory overhaul occurred with the passage of the 

Islamic Financial Services Act (IFSA) 2013, which consolidated and 

modernized the legal and regulatory framework for Islamic finance in 

Malaysia. The IFSA aimed to bring the industry in line with international 

standards, offering a unified framework for the regulation of both Islamic and 

conventional financial services. 

Today, Malaysia's Islamic finance sector includes Islamic banking, Islamic 

capital markets, takaful (Islamic insurance), and Islamic investment funds, 

among other Shariah-compliant financial services. The country has developed 

a comprehensive infrastructure that supports Islamic finance and continues to 

foster growth through ongoing legal reforms and initiatives aimed at 

attracting foreign investors. 

2.2 Key Institutions in Malaysia’s Islamic Finance Sector 

Several institutions play a central role in the development and regulation of 

Malaysia’s Islamic finance sector. These institutions ensure compliance with 
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Shariah principles and help create a robust, transparent, and globally 

competitive environment for Islamic financial products. 

Several key institutions play a central role in the regulation and oversight of 

Malaysia's Islamic finance sector: 

 Bank Negara Malaysia (BNM): The country’s central bank oversees 

the Islamic banking system, setting the legal and regulatory framework 

that ensures compliance with Shariah principles. 

 Securities Commission Malaysia (SC): The SC regulates the capital 

market, including the issuance of sukuk, providing a legal framework 

for Islamic capital market products. 

 Shariah Advisory Council (SAC): The SAC provides authoritative 

guidance on the Shariah compliance of Islamic financial products, 

acting as an independent body that ensures consistency in 

interpretations of Shariah law. 

 Malaysian International Islamic Financial Centre (MIFC): An 

initiative by the government to position Malaysia as a global leader in 

Islamic finance, attracting foreign investors to the sector. 

 Malaysia's Islamic finance sector is supported by a robust regulatory 

and institutional framework, which includes the following key entities: 

 Central Bank of Malaysia: The central bank plays a crucial role in 

regulating and supervising the Islamic finance industry, including the 

issuance of guidelines and the oversight of Shariah compliance.  

 slamic Financial Services Board: The IFSB is an international standard-

setting body that develops global prudential standards and guiding 

principles for the Islamic finance industry, which are widely adopted 

in Malaysia. 

 Shariah Advisory Council: The Shariah Advisory Council is the 

highest Shariah authority in Malaysia, responsible for advising on 

Shariah-related matters and ensuring the Shariah compliance of 

Islamic financial products and services. 

2.2.1 Bank Negara Malaysia (BNM) 

Bank Negara Malaysia (BNM) is the central bank and the primary regulator 

of Malaysia’s Islamic financial system. BNM oversees both conventional and 
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Islamic financial institutions, ensuring that Islamic banks and other 

institutions comply with the principles of Shariah while maintaining financial 

stability. BNM's roles include: 

 Licensing and supervising Islamic banks, takaful operators, and Islamic 

financial institutions. 

 Issuing regulatory guidelines and supervisory frameworks for Shariah-

compliant financial products. 

 Enforcing the Shariah Governance Framework, which outlines the 

requirements for Shariah compliance in Islamic finance operations. 

 Promoting the development of Islamic financial products, such as 

sukuk and Islamic investment funds, to ensure Malaysia remains 

competitive in the global market. 

2.2.2 Securities Commission Malaysia (SC) 

The Securities Commission Malaysia (SC) is responsible for regulating and 

overseeing the capital market, including the issuance of sukuk, Islamic 

securities, and investment funds. The SC works in close collaboration with 

BNM to ensure that the Islamic capital markets are properly regulated. The 

SC’s duties include: 

 Setting the legal framework for the issuance and trading of sukuk and 

other Islamic financial instruments. 

 Issuing guidelines for Shariah-compliant investment schemes, 

including funds that invest in equities, real estate, and fixed-income 

securities. 

 Supervising Shariah advisory boards within financial institutions to 

ensure the proper interpretation and application of Islamic law. 

2.2.3 Shariah Advisory Council (SAC) 

The Shariah Advisory Council (SAC) plays an essential role in ensuring that 

financial products and services comply with Shariah law. Established by both 

Bank Negara Malaysia and the Securities Commission, the SAC provides 

expert guidance on Shariah compliance and interprets Islamic law to ensure 

consistency in the application of Shariah principles in financial transactions. 

The SAC has the power to approve or reject financial products based on their 

compliance with Islamic teachings. 
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The SAC’s decisions impact all Islamic finance institutions in Malaysia, 

ensuring uniformity and reliability in the market. It provides legal certainty 

for both local and foreign investors, as it establishes the standards for 

Shariah-compliant contracts and provides certification for investment 

products. 

2.2.4 Malaysian International Islamic Financial Centre (MIFC) 

The Malaysian International Islamic Financial Centre (MIFC) is a 

government initiative designed to promote Malaysia as a global hub for 

Islamic finance. MIFC aims to attract foreign investors and financial 

institutions by showcasing Malaysia’s legal framework, talent pool, and 

financial infrastructure that support Islamic finance. Through MIFC, foreign 

investors are encouraged to explore opportunities in Islamic banking, sukuk 

issuance, Islamic investment funds, and takaful. 

The MIFC initiative also includes various incentives for foreign investors, 

such as tax exemptions on Islamic financial products and services, as well as 

access to a deep and diversified pool of Shariah-compliant investment 

opportunities. The government’s ongoing efforts under the MIFC umbrella 

have successfully positioned Malaysia as one of the most attractive 

destinations for foreign investment in Islamic finance. 

2.3 Islamic Finance Products and Services Available to Foreign Investors 

Malaysia's Islamic finance sector offers a wide range of Shariah-compliant 

products and services, including Islamic banking, takaful, sukuk, Islamic fund 

management, and Islamic capital market instruments. These offerings cater to 

the diverse needs of both domestic and foreign investors, providing them with 

access to a growing array of ethical and values-based financial solutions. 

Foreign investors can access a wide range of Shariah-compliant financial 

products and services in Malaysia, such as: 

 Sukuk (Islamic bonds): Malaysia is the largest global issuer of sukuk, 

with both corporate and sovereign issuances. Sukuk are designed to 

adhere to Islamic law by using tangible assets to back the investment, 

rather than interest-bearing securities. 
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 Islamic banking: Foreign investors can participate in Islamic banking 

services, including savings accounts, investment products, and 

financing solutions, all of which must comply with Shariah law. 

 Takaful (Islamic insurance): A cooperative system of insurance based 

on mutual assistance and solidarity, takaful companies in Malaysia 

offer a variety of products that attract foreign investment, with legal 

frameworks ensuring compliance with Islamic principles. 

 Islamic Investment Funds: Malaysia is a major player in the Islamic 

investment fund sector, offering a range of equity, fixed income, and 

real estate funds that comply with Shariah principles. 

Foreign investors have access to a wide array of Shariah-compliant financial 

products and services in Malaysia. These products are designed to comply 

with Islamic law while offering competitive returns and opportunities for 

portfolio diversification. The most prominent products available to foreign 

investors include: 

2.3.1 Islamic Banking Services 

Islamic banks in Malaysia provide a broad range of services that adhere to 

Shariah law, such as: 

 Deposits: These accounts are structured without interest, using 

contracts like mudarabah (profit-sharing) or wakalah (agency). 

 Financing: Islamic banks offer home financing, business loans, and 

personal financing through profit-sharing models and sales-based 

contracts such as murabaha (cost-plus financing) and ijarah (leasing). 

 Investment Accounts: These accounts are structured to generate 

returns based on the profit-sharing model and avoid riba (interest). 

Foreign investors can open accounts and participate in various financing 

schemes offered by Islamic banks in Malaysia, benefiting from the country’s 

strong regulatory framework and stable economic environment. 

2.3.2 Sukuk (Islamic Bonds) 

Sukuk are one of the most important financial instruments in Malaysia’s 

Islamic finance sector. Sukuk are similar to conventional bonds, but they are 

structured to comply with Islamic law by being backed by tangible assets 
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rather than paying interest. Investors in sukuk receive returns based on the 

performance of the underlying assets or ventures. 

Malaysia is the world’s largest issuer of sukuk, and foreign investors have 

access to a wide range of sovereign and corporate sukuk. The Securities 

Commission Malaysia provides a well-defined legal framework for the 

issuance, trading, and regulation of sukuk in the country, making it an 

attractive investment vehicle for both domestic and foreign investors. 

2.3.3 Takaful (Islamic Insurance) 

Takaful is a form of Islamic insurance based on mutual cooperation, where 

participants contribute to a pool of funds that will be used to support 

members in the event of specified losses. Unlike conventional insurance, 

which involves uncertainty and the payment of premiums that may lead to 

interest (riba), takaful operates on the principles of shared responsibility and 

solidarity. 

Foreign investors can participate in Malaysia’s takaful sector through 

investments in takaful companies that offer a variety of family, general, and 

health insurance products. The Malaysian takaful sector is regulated by both 

Bank Negara Malaysia and the Securities Commission to ensure that all 

products are in compliance with Shariah principles. 

2.3.4 Islamic Investment Funds 

Malaysia has developed a vibrant market for Islamic investment funds, which 

are managed in accordance with Shariah law. These funds invest in equities, 

real estate, and other assets that comply with Islamic principles. Investors can 

choose from a variety of funds, such as: 

 Equity Funds: These funds invest in stocks of companies that adhere 

to Shariah principles, excluding those involved in activities such as 

alcohol, gambling, and tobacco. 

 Fixed Income Funds: These funds focus on income-generating assets 

that comply with Shariah law, such as sukuk and Islamic bonds. 

 Real Estate Investment Funds: These funds invest in properties and 

real estate projects that align with Islamic finance principles. 
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Foreign investors are encouraged to invest in these funds, which provide an 

opportunity to diversify their portfolios in a way that is consistent with 

Islamic values. 

3. Legal Framework Governing Foreign Investment in Malaysia’s Islamic 

Finance Sector 

3.1 Overview of the Regulatory Architecture 

The legal and regulatory framework governing Islamic finance in Malaysia is 

comprehensive and well-developed, with a multi-tiered structure that ensures 

the industry's Shariah compliance and overall stability. At the apex of this 

framework is the Central Bank of Malaysia, which serves as the primary 

regulator and oversees the implementation of Islamic finance regulations and 

guidelines.  

Malaysia’s legal framework for Islamic finance is a combination of national 

laws, regulatory guidelines, and international standards designed to ensure a 

stable, transparent, and competitive market. The key regulatory laws 

governing foreign investment in Malaysia's Islamic finance sector include: 

3.1.1 Islamic Financial Services Act 2013 (IFSA 2013) 

The Islamic Financial Services Act 2013 (IFSA) is the primary piece of 

legislation that regulates the Islamic finance industry in Malaysia. It 

consolidates earlier Islamic banking laws and brings them in line with 

international standards. IFSA ensures that all Islamic financial products and 

services, including those aimed at foreign investors, adhere to Shariah 

principles. The Act covers the licensing and conduct of business for Islamic 

financial institutions, capital adequacy, governance, and dispute resolution 

mechanisms. 

3.1.2 Capital Markets and Services Act 2007 (CMSA) 

The Capital Markets and Services Act 2007 (CMSA) governs Malaysia's 

capital market, including the issuance and trading of securities. This law 

provides the legal framework for sukuk issuance, ensuring that they meet the 

requirements of both Shariah law and financial regulations. The Securities 

Commission Malaysia plays a key role in overseeing the Islamic capital 

market, issuing licenses for Islamic financial institutions, and ensuring 

compliance with Shariah principles. 
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3.1.3 Securities Commission Act 1993 

The Securities Commission Act 1993 empowers the Securities Commission 

(SC) to regulate and develop the Malaysian capital market. The SC is also 

responsible for the approval and regulation of sukuk issuance and ensuring 

that securities comply with Shariah law. 

3.1.4 Shariah Governance Framework 

The Shariah Governance Framework ensures that financial products, 

particularly sukuk and Islamic banking products, adhere to Shariah principles. 

This framework is administered by the Shariah Advisory Council (SAC) at 

both the Securities Commission and Bank Negara Malaysia. The SAC is 

tasked with providing guidance on the compliance of financial products and 

services with Shariah law. 

3.2 Foreign Investment Regulations in Malaysia 

Malaysia has a generally open and conducive environment for foreign 

investment, with a range of incentives and initiatives to attract international 

capital. The relevant laws and regulations governing foreign investment in 

Malaysia's Islamic finance sector include the Financial Services Act 2013, the 

Islamic Financial Services Act 2013, and the Capital Markets and Services 

Act 2007.  

Foreign investors in Malaysia’s Islamic finance sector benefit from a favorable 

legal environment, which includes several provisions designed to attract 

international capital: 

 FDI Liberalization: The Malaysian government has liberalized its 

foreign investment laws, allowing foreign investors to hold up to 70% 

ownership in Islamic banks and other Islamic financial institutions. 

 Tax Incentives: The Malaysian government offers various tax 

incentives to foreign investors, such as exemptions from stamp duty on 

sukuk issuance and tax deductions on certain investments in Islamic 

financial services. 

 Market Access: The Malaysia International Islamic Financial Centre 

(MIFC) provides foreign investors with easier access to the Malaysian 

Islamic finance market by promoting Malaysia as an international hub 
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for Islamic finance and providing regulatory and tax incentives for 

foreign investment. 

 International Recognition: Malaysia’s Islamic finance market is 

recognized globally, particularly in the Middle East, Asia, and other 

parts of the world, providing foreign investors with confidence in the 

stability and profitability of their investments. 

The legal framework governing foreign investment in Malaysia’s Islamic 

finance sector is designed to ensure that investments are made in a Shariah-

compliant manner while providing a stable and transparent environment for 

both domestic and international investors. This framework combines national 

laws, regulatory guidelines, and international standards to govern the Islamic 

financial system, ensuring that foreign investors are well-protected while also 

promoting Malaysia as a global hub for Islamic finance. 

In this section, we will examine the key legal instruments that govern the 

Islamic finance sector in Malaysia, the regulations that specifically impact 

foreign investors, and the role of Shariah compliance in the regulatory 

framework. 

3.1 Overview of the Regulatory Architecture 

The Malaysian legal and regulatory framework for Islamic finance is 

multifaceted, involving several key pieces of legislation and regulatory 

authorities. At the core of this framework is the Central Bank of Malaysia 

(Bank Negara Malaysia, BNM) and the Securities Commission Malaysia 

(SC), both of which oversee Islamic financial institutions, Islamic capital 

markets, and Shariah-compliant financial products. The government also 

plays a key role in promoting Islamic finance through its policies and 

incentives, such as the Malaysia International Islamic Financial Centre 

(MIFC). 

The main regulatory laws and frameworks governing foreign investment in 

Malaysia’s Islamic finance sector include: 

 Islamic Financial Services Act (IFSA) 2013 

 Capital Markets and Services Act (CMSA) 2007 

 Securities Commission Act 1993 

 Shariah Governance Framework 
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 Foreign Investment Laws and Regulations 

Each of these frameworks serves a unique purpose and contributes to creating 

a regulatory environment that is conducive to the development of Islamic 

finance while ensuring legal certainty for foreign investors. 

3.2 Islamic Financial Services Act 2013 (IFSA) 

The Islamic Financial Services Act (IFSA) 2013 is the cornerstone of 

Malaysia’s Islamic finance regulatory framework. It was enacted to regulate 

both Islamic and conventional financial services under a unified legal 

framework. The IFSA provides comprehensive regulations for the licensing 

and operation of Islamic financial institutions and aims to promote a sound 

and competitive Islamic financial system. 

Key features of the IFSA that affect foreign investors include: 

 Licensing of Islamic Financial Institutions: Under the IFSA, foreign 

investors can own Islamic financial institutions (such as Islamic banks 

and takaful operators) in Malaysia, subject to certain limits. The IFSA 

provides the legal foundation for both domestic and foreign Islamic 

financial institutions to operate in Malaysia. 

 Shariah Governance: The IFSA establishes the Shariah Governance 

Framework, which ensures that all Islamic financial products, services, 

and transactions are in compliance with Shariah law. The Act 

mandates that Shariah Advisory Councils (SACs) be established 

within financial institutions, and that these councils provide opinions 

on the compliance of financial transactions with Islamic law. 

 Consumer Protection: The IFSA incorporates consumer protection 

provisions, ensuring that foreign investors, as well as local consumers, 

are provided with fair and transparent services. These protections 

include disclosure requirements and rules governing the conduct of 

Islamic financial institutions. 

 Foreign Investment in Islamic Financial Institutions: The IFSA allows 

for the establishment of joint ventures between foreign investors and 

domestic institutions. Foreign investors can participate in the Islamic 

finance sector through foreign-owned subsidiaries or through joint 

ventures. While the IFSA does not impose strict restrictions on 
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foreign ownership, certain sectors such as Islamic banking and 

insurance may have caps on the extent of foreign participation 

(typically 70%). 

The IFSA facilitates the growth of Islamic finance in Malaysia by providing a 

legal framework that is consistent with both international standards and 

Islamic law. 

3.3 Capital Markets and Services Act 2007 (CMSA) 

The Capital Markets and Services Act 2007 (CMSA) regulates the capital 

markets in Malaysia, including the issuance and trading of securities such as 

sukuk (Islamic bonds) and Shariah-compliant equity investments. The 

CMSA provides a comprehensive framework for the operation of Islamic 

capital markets, ensuring that products like sukuk and Islamic equity funds 

are both Shariah-compliant and in line with international standards. 

Key features of the CMSA that impact foreign investors include: 

 Sukuk Issuance and Trading: The CMSA regulates the issuance and 

trading of sukuk in Malaysia, ensuring that these financial instruments 

adhere to both Shariah principles and financial regulations. Foreign 

investors can participate in the sukuk market, with legal protections in 

place to ensure that the instruments are compliant with Islamic law. 

 Islamic Capital Markets: The CMSA also governs Islamic investment 

funds, which pool resources from investors to finance Shariah-

compliant projects. Foreign investors can access a wide range of 

equity-based and fixed-income investment products, all of which are 

designed to comply with Islamic finance principles. 

 Regulation of Islamic Investment Funds: The CMSA regulates the 

creation, management, and sale of Shariah-compliant funds. It ensures 

that funds are managed according to strict Shariah guidelines and 

provides transparency to investors. 

 Foreign Participation in Malaysian Capital Markets: The CMSA 

provides opportunities for foreign investors to participate in 

Malaysia’s capital markets, including the Islamic capital markets. 

Malaysia’s open-market policies encourage foreign investments in 
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sukuk and Islamic investment funds, providing investors with both 

access and legal certainty in these markets. 

3.4 Securities Commission Act 1993 

The Securities Commission Act of 1993 established the Securities 

Commission Malaysia (SC), which regulates the country’s capital markets, 

including the Islamic capital market. The SC is responsible for ensuring that 

capital market activities (including sukuk issuance, Islamic securities, and 

Islamic investment funds) are conducted in a manner that adheres to legal 

requirements and maintains market integrity. 

Key features of the Securities Commission Act include: 

 Licensing and Regulation of Islamic Financial Institutions: The SC is 

responsible for licensing Islamic capital market players such as sukuk 

issuers, fund managers, and investment advisors. The SC ensures that 

these institutions comply with both financial regulations and Shariah 

principles. 

 Shariah Compliance in Capital Markets: The SC works closely with 

Shariah Advisory Councils to ensure that Islamic capital market 

products are in compliance with Islamic law. The SC provides 

guidelines for the issuance of sukuk and other Shariah-compliant 

products, offering foreign investors legal certainty and protection 

when investing in the Islamic capital market. 

 Enforcement of Market Integrity: The SC also has the authority to 

enforce laws related to the disclosure of financial information, the 

conduct of market participants, and the prevention of market 

manipulation or fraud. These rules are essential for maintaining the 

integrity of Malaysia’s Islamic capital market and protecting the 

interests of foreign investors. 

3.5 Shariah Governance Framework 

A unique feature of Malaysia’s legal system for Islamic finance is the Shariah 

Governance Framework. This framework is designed to ensure that Islamic 

financial institutions operate in strict compliance with Shariah principles. The 

Shariah Advisory Council (SAC) plays a central role in this framework, 
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providing authoritative guidance on the compliance of financial products and 

services with Islamic law. 

Key aspects of the Shariah Governance Framework include: 

 Shariah Advisory Councils: Every Islamic financial institution in 

Malaysia is required to establish its own Shariah advisory council. 

These councils are responsible for reviewing and approving financial 

products and services to ensure that they comply with Shariah law. 

 Shariah Compliance Standards: The Securities Commission Malaysia 

and Bank Negara Malaysia have issued comprehensive guidelines to 

ensure that Islamic financial products are consistently assessed for 

compliance with Shariah principles. This includes contractual 

structures, asset-backed financing, and the prohibition of riba 

(interest), maysir (gambling), and gharar (uncertainty). 

 Legal Protection for Investors: The presence of these governance 

structures offers legal certainty to foreign investors, ensuring that their 

investments are in line with Shariah law and reducing the risk of non-

compliance. 

3.6 Foreign Investment Regulations in Malaysia 

Malaysia’s legal system is designed to encourage foreign investment, including 

in the Islamic finance sector. The country’s foreign investment policies have 

undergone liberalization over the years, and foreign investors are provided 

with ample opportunities to participate in the Islamic finance market. 

Key features of foreign investment regulations include: 

 Foreign Ownership: Foreign investors are allowed to own a significant 

stake in Islamic financial institutions. For instance, foreign ownership 

in Islamic banks can be as high as 70%, subject to regulatory approval. 

This foreign ownership structure encourages cross-border investments 

and allows foreign investors to benefit from the growth of Malaysia’s 

Islamic finance sector. 

 Investment Incentives: The Malaysian government offers various tax 

incentives to foreign investors in the Islamic finance sector. These 

include exemptions on stamp duties for sukuk issuance, tax holidays 
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for certain Islamic financial services, and investment allowances for 

foreign institutions entering the market. 

 Islamic Financial Products: Foreign investors can participate in a wide 

array of Islamic financial products such as sukuk, Islamic funds, and 

takaful, all of which are designed to comply with Shariah principles. 

These products offer a broad range of investment opportunities, with 

legal protections built into the regulatory system. 

4. Shariah Compliance and Legal Challenges 

4.1 Shariah Principles in Islamic Finance 

The Islamic finance industry in Malaysia is firmly grounded in the principles 

of Shariah, which guide the development and operations of Shariah-

compliant products and services. These principles include the prohibition of 

riba (interest), gharar (uncertainty), and maysir (gambling), as well as the 

requirement of asset-backing and risk-sharing in financial transactions. 

At the heart of Islamic finance is the concept of Shariah compliance. Shariah 

law prohibits certain activities such as charging or paying interest (riba), 

engaging in speculative or gambling activities (maysir), and dealing in 

unethical or haram (forbidden) products or services. The application of 

Shariah principles in financial transactions makes the legal landscape for 

foreign investors more complex compared to conventional finance systems. 

The principles of riba, gharar, and maysir are key elements of Islamic 

financial contracts. These principles directly impact how financial 

instruments such as sukuk, Islamic loans, and investment products are 

structured and how they must be governed to comply with Islamic law. 

4.1.1 Riba (Interest) 

The prohibition of riba, or interest, is a cornerstone of Islamic finance. Riba 

is seen as exploitative, as it involves charging or paying interest on loans. 

Islamic finance structures financial products to avoid interest and instead 

focuses on equity-based financing models, such as mudarabah (profit-sharing) 

and musharakah (joint venture). Foreign investors in Malaysia’s Islamic 

finance sector must ensure that their investments adhere to these principles. 

4.1.2 Gharar (Uncertainty) 
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Gharar refers to excessive uncertainty or ambiguity in the terms of a contract. 

Islamic finance contracts must be clear and transparent, with defined terms 

and conditions. This can pose a challenge for foreign investors who may be 

unfamiliar with the detailed requirements for structuring Shariah-compliant 

contracts. 

4.1.3 Maysir (Speculation) 

Islamic finance prohibits maysir, or gambling, which involves speculative 

transactions that could lead to unfair or imbalanced outcomes. For foreign 

investors, understanding the distinction between lawful and speculative 

transactions under Shariah law is essential for compliance. 

4.2 The Role of Shariah Advisory Councils 

The Shariah advisory councils play a crucial role in ensuring the Shariah 

compliance of Islamic finance products and services in Malaysia. These 

councils are responsible for reviewing and approving the Shariah-compliant 

nature of financial instruments, as well as providing guidance on the 

interpretation and application of Shariah principles. 

The Shariah Advisory Council (SAC) plays a crucial role in ensuring that 

financial products and services in Malaysia comply with Islamic law. The 

SAC provides official opinions on the Shariah status of financial transactions, 

offering legal certainty for investors. 

Shariah compliance is a cornerstone of Malaysia’s Islamic finance sector. For 

foreign investors, understanding and navigating the complexities of Shariah 

law is critical for ensuring that investments in Islamic financial products are 

legally sound and profitable. While Malaysia's legal framework provides 

robust mechanisms for ensuring Shariah compliance, several challenges exist, 

both for domestic institutions and foreign investors. 

This section explores the importance of Shariah compliance, the challenges 

associated with it, and the legal issues faced by foreign investors in Malaysia’s 

Islamic finance sector. Additionally, we will look into the role of Shariah 

Advisory Councils (SACs), cross-border legal issues, and dispute resolution 

mechanisms that help address these challenges. 
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4.1 The Role of Shariah Compliance in Islamic Finance 

Shariah law forms the foundation of Malaysia's Islamic finance sector. It 

provides a set of rules and guidelines that financial institutions must adhere 

to, ensuring that all transactions comply with the moral and ethical principles 

outlined in the Quran and Hadith (sayings and actions of the Prophet 

Muhammad). The key principles of Shariah that impact foreign investment in 

Malaysia's Islamic finance sector include: 

 Prohibition of Riba (Interest): The charging of interest is strictly 

prohibited in Islamic finance. Instead of interest-based lending, Islamic 

financial products are structured using profit-sharing or asset-backed 

contracts. 

 Prohibition of Maysir (Gambling): Transactions involving excessive 

speculation or chance (i.e., gambling) are prohibited. This means that 

any investment in speculative financial products, such as derivatives or 

futures, would not be permissible under Shariah law. 

 Prohibition of Gharar (Uncertainty): Islamic finance prohibits 

transactions that involve excessive uncertainty or ambiguity. Contracts 

must be clear, with well-defined terms to avoid legal disputes and 

ensure transparency in all dealings. 

 Asset-Backed Financing: Islamic financial transactions must be backed 

by tangible assets or services. This helps ensure that speculative, 

interest-based investments are avoided, and financial products are 

grounded in real-world transactions. 

For foreign investors, understanding these principles is key to ensuring that 

any investment in Islamic finance products—such as sukuk, Islamic equities, 

takaful, or Islamic banking products—is Shariah-compliant. This compliance 

is crucial not only to align with Islamic law but also to ensure that 

investments are accepted by a wide range of investors who seek ethical and 

morally sound investment opportunities. 

4.2 The Role of Shariah Advisory Councils (SACs) 

The Shariah Advisory Council (SAC) plays a central role in Malaysia’s 

Islamic finance sector by providing authoritative guidance on Shariah 

compliance. The SAC is made up of recognized Islamic scholars and legal 
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experts who are responsible for determining whether financial products, 

services, and transactions comply with Shariah law. Their decisions help 

ensure the legitimacy of the Islamic finance market and provide legal certainty 

for investors. 

Key functions of the SAC include: 

 Review and Approval of Products: The SAC evaluates the structure 

and terms of financial products, such as Islamic bonds (sukuk) or 

Islamic investment funds, to determine whether they align with 

Shariah principles. Their approval is critical for ensuring that financial 

products are deemed acceptable to investors who seek Shariah-

compliant investments. 

 Shariah Compliance in Islamic Institutions: Financial institutions 

offering Shariah-compliant products are required by law to establish 

their own internal Shariah advisory boards, with ultimate guidance 

coming from the central SAC. These advisory boards help the 

institution ensure that all financial products and practices remain in 

line with Shariah law. 

 Certifying Investments: The SAC provides certification that a 

particular investment product or service complies with Shariah 

principles. For foreign investors, this certification serves as an 

important legal assurance that the investment is in line with Islamic 

law. 

Although the role of the SAC provides a legal framework to ensure 

compliance, challenges remain for both local and foreign investors in 

interpreting and applying Shariah law across diverse financial contexts. 

4.3 Legal Challenges in Shariah Compliance for Foreign Investors 

Despite the well-developed legal and regulatory framework, the Islamic 

finance industry in Malaysia faces several legal and regulatory challenges. 

These include the harmonization of Shariah interpretations, the complexity 

of cross-border transactions, and the evolving nature of the industry, which 

requires continuous legal and regulatory updates. 
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While Malaysia’s legal infrastructure is well-developed to support Shariah-

compliant financial transactions, foreign investors face several challenges in 

adhering to Shariah law in the following areas: 

4.3.1 Diversity in Shariah Interpretations 

One of the primary challenges foreign investors face is the diversity in Shariah 

interpretations. While the SAC provides authoritative opinions on Shariah 

compliance, Shariah law is not always uniformly interpreted across different 

jurisdictions and even within Malaysia itself. Different schools of thought in 

Islamic jurisprudence (fiqh) can lead to variations in the way financial 

transactions are structured. 

 Interpretation Variability: There are differences in how different 

scholars or advisory councils interpret certain aspects of Shariah law, 

particularly with regards to complex financial instruments such as 

derivatives, sukuk, and Islamic insurance (takaful). A product deemed 

Shariah-compliant by one institution's advisory board may not be 

considered compliant by another. 

 Regional Variations: Shariah compliance can vary between countries, 

which makes cross-border investments more complex. A financial 

product that is Shariah-compliant in Malaysia may not meet the 

standards of investors in other jurisdictions, such as the Gulf 

Cooperation Council (GCC) countries, where interpretations of 

Islamic law may differ. 

4.3.2 Legal Uncertainty in Cross-Border Transactions 

Foreign investors also face legal uncertainty in cross-border transactions, 

particularly when they involve Islamic finance products that span multiple 

jurisdictions. Malaysia’s Islamic finance market is highly developed, but for 

foreign investors, understanding how Shariah compliance is recognized and 

enforced across borders can be challenging. 

 Jurisdictional Differences: When Islamic financial transactions cross 

borders, foreign investors may encounter conflicting laws and differing 

interpretations of Shariah principles. Malaysia’s legal framework may 

not align with the legal standards of other countries, leading to 

uncertainties about how disputes will be resolved. 



 

106 

 

 

   Job Satisfaction in Education Sector of Megacities: A Study of Higher Secondary... 

 

 

 Recognition of Malaysian Shariah Certifications: In some cases, 

foreign investors may encounter challenges in having Shariah-

compliant products recognized in their home jurisdictions. For 

instance, a sukuk issued in Malaysia may face challenges in being 

accepted by investors in other countries if the Shariah certification is 

not recognized. 

4.3.3 The Challenge of Shariah Governance and Compliance Costs 

Maintaining Shariah compliance incurs additional costs and administrative 

burdens, particularly for foreign investors unfamiliar with Shariah governance 

structures. These costs include: 

 Shariah Certification and Audit Fees: Foreign investors may face 

significant fees associated with ensuring that their investments remain 

compliant with Shariah law. These fees may include payments to 

Shariah advisory councils, for compliance audits, and for ongoing 

monitoring of financial products. 

 Additional Due Diligence: Foreign investors may need to conduct 

extensive due diligence to confirm that a financial product or 

institution is adhering to Shariah law. This often requires legal 

consultation with Shariah scholars or Islamic finance experts, 

particularly for complex investment products. 

 Shariah Governance Requirements: For institutions involved in Islamic 

finance, establishing a Shariah governance framework requires careful 

oversight and reporting. This increases operational complexity and 

costs, which may be passed on to foreign investors. 

4.3.4 Regulatory Challenges in a Dynamic Market 

The regulatory landscape in Malaysia's Islamic finance sector is evolving, and 

foreign investors may find it difficult to keep up with changes in regulations 

and guidelines that affect Shariah compliance. The introduction of new 

financial products or the evolution of market practices may prompt 

regulatory changes, which could impact foreign investors’ portfolios. 

 Changes in Shariah Guidelines: As new financial products and services 

emerge, the Shariah Advisory Council may update or change its 

guidelines. These updates may require existing products to be 
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restructured or reassessed, which can introduce legal and financial risks 

for investors. 

 Legal Reforms: Malaysia’s Islamic finance legal framework is subject 

to reforms that aim to enhance its competitiveness and improve its 

alignment with global standards. Foreign investors need to stay 

informed about these changes to avoid any potential legal issues. 

4.4 Dispute Resolution and Legal Protections for Foreign Investors 

In the event of a legal dispute over Shariah compliance or other financial 

matters, Malaysia offers several mechanisms for resolving issues, both within 

the country and internationally. 

4.4.1 Shariah Courts and Arbitration 

Malaysia’s Shariah courts handle matters related to personal law, family law, 

and other issues directly connected to Islamic practices. However, Shariah 

courts do not typically deal with commercial disputes related to Islamic 

finance. Commercial disputes, including those involving foreign investors, are 

usually handled by civil courts. 

 Arbitration: Malaysia is a signatory to the New York Convention, 

which means that foreign investors can utilize international arbitration 

as a dispute resolution mechanism. The International Islamic Trade 

Finance Corporation (ITFC) and Malaysia’s Arbitration Act 2005 

also offer arbitration options that are conducive to resolving Shariah-

related commercial disputes. 

4.4.2 Legal Protections for Investors 

Foreign investors in Malaysia’s Islamic finance sector enjoy strong legal 

protections, including: 

 Regulatory Oversight: The Securities Commission Malaysia (SC) and 

Bank Negara Malaysia (BNM) provide regulatory oversight to ensure 

compliance with financial regulations, including Shariah governance. 

This offers foreign investors a level of security and transparency in 

their dealings with Islamic financial institutions. 

 Consumer Protection Laws: Malaysia has robust consumer protection 

laws, ensuring that investors, whether domestic or foreign, are treated 

fairly in the market. The Consumer Protection Act 1999 and other 
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regulatory mechanisms safeguard investor interests in Islamic finance 

products. 

5. Opportunities for Foreign Investment in Malaysia's Islamic Finance Sector 

5.1 Malaysia as a Global Hub for Islamic Finance 

Malaysia has positioned itself as a global hub for Islamic finance, attracting a 

significant amount of foreign investment in the sector. The country's well-

developed ecosystem, supportive regulatory environment, and specialized 

infrastructure have made it an attractive destination for foreign investors 

seeking exposure to Shariah-compliant financial products and services. 

5.2 Government Initiatives and Incentives 

The Malaysian government has implemented various initiatives and incentives 

to promote the growth of the Islamic finance industry and attract foreign 

investment. These include tax incentives, the establishment of specialized 

economic zones, and the introduction of regulatory frameworks that provide 

a conducive environment for foreign participation in the sector. 

6. Challenges Facing Foreign Investors in Malaysia's Islamic Finance Sector 

6.1 Regulatory Complexity and Bureaucratic Hurdles 

One of the primary challenges facing foreign investors in Malaysia's Islamic 

finance sector is the complexity of the regulatory environment and the 

potential bureaucratic hurdles they may encounter. The multi-tiered 

regulatory structure, which involves both federal and state-level authorities, 

can sometimes lead to delays and administrative complications for foreign 

investors navigating the system. 

The Shariah governance frameworks introduced by the Central Bank of 

Malaysia are being implemented across various economic sectors, not just in 

the Islamic finance industry, to ensure that all business activities and 

transactions are Shariah-compliant. The central bank's comprehensive Shariah 

governance structures and frameworks are considered among the most 

structured in the world, further contributing to the regulatory complexity 

faced by foreign investors. 

6.2 Legal Risks in Cross-Border Transactions 

Foreign investors in Malaysia's Islamic finance sector may also face legal risks 

associated with cross-border transactions.  
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The differences in legal systems, Shariah interpretations, and regulatory 

frameworks between Malaysia and other jurisdictions can create challenges in 

structuring and executing these transactions.  

7. Case Studies and Examples 

7.1 Case Study 1: Successful Foreign Investment in Malaysian Sukuk Market 

One example of successful foreign investment in Malaysia's Islamic finance 

sector is the participation of international investors in the country's sukuk 

market. Malaysia has developed a robust and well-regulated sukuk market, 

attracting a significant amount of foreign capital.  

7.2 Case Study 2: Challenges Faced by Foreign Banks in Malaysia's Islamic 

Finance Sector 

Foreign banks operating in Malaysia's Islamic finance sector have faced 

various challenges, including navigating the complex regulatory environment 

and ensuring the Shariah compliance of their products and services.  

The successful establishment of foreign banks in Malaysia's Islamic finance 

sector requires a thorough understanding of the local regulatory framework, 

the interpretation of Shariah principles, and the ability to adapt to the unique 

characteristics of the Malaysian market. 

8. Conclusion and Policy Recommendations 

8.1 Conclusion 

Malaysia has emerged as a leading global hub for Islamic finance, attracting a 

substantial amount of foreign investment in the sector. The country's well-

developed legal and regulatory framework, supportive government initiatives, 

and specialized infrastructure have created a conducive environment for 

foreign participation.  

Malaysia’s Islamic finance sector has evolved into a global leader, attracting 

significant foreign investment due to its comprehensive and well-established 

legal framework. However, challenges remain for foreign investors, especially 

in navigating the complexities of Shariah compliance and legal protections. 

Strengthening regulatory transparency, cross-border dispute resolution 

mechanisms, and Shariah governance structures will further enhance 

Malaysia's attractiveness to global investors. 
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Shariah compliance is a critical and complex aspect of foreign investment in 

Malaysia’s Islamic finance sector. The Shariah Advisory Councils (SACs), 

along with Malaysia’s evolving legal frameworks, provide a comprehensive 

structure for ensuring compliance. However, foreign investors face challenges 

such as divergent Shariah interpretations, cross-border legal uncertainty, 

compliance costs, and evolving regulations. Addressing these challenges 

requires a deep understanding of Shariah law, robust legal protections, and 

active engagement with Malaysia’s regulatory authorities. Despite these 

challenges, Malaysia’s well-established legal and regulatory frameworks 

provide a conducive environment for foreign investment in the country’s 

Islamic finance sector, contributing to Malaysia’s position as a global hub for 

Islamic finance. 

8.2 Policy Recommendations 

To further enhance the attractiveness of Malaysia's Islamic finance sector for 

foreign investors, policymakers should consider the following 

recommendations: 

 Streamlining the regulatory environment and reducing bureaucratic 

hurdles to improve the ease of doing business 

 Enhancing the harmonization of Shariah interpretations across 

different jurisdictions to provide greater legal certainty for cross-

border transactions 

 Expanding the range of Shariah-compliant financial products and 

services available to foreign investors, catering to their diverse 

investment needs 

The Malaysian Islamic finance industry has consistently been at the forefront 

of global developments, with the country positioning itself as a leading hub 

for Islamic finance. The industry has experienced significant growth and 

evolution, driven by a comprehensive legal and regulatory framework, as well 

as government initiatives and incentives to attract foreign investment.  
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