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DIGITAL ECONOMY TRANSITION: BRUNEI VISION 2035 MANIFESTATION

Dr Abdul Nasir bin Haji Abdul Rani'!

Abstract

The objective of this article is to look at the challenges and the extent to which the
potential of technology (digital economy) can accelerate the country's dynamic and
resilient economic growth as incorporated in the Brunei’s third Vision 2035. This
article consists of a few subtopics which begins with an introduction;, a brief
overview on Brunei’s economic development, followed by discussions on the
development of the technological knowledge, the development and impact of
technology, and the transition to the era of the Industrial Revolution 4.0, all of
which were discussed from the Islamic perspective, especially Brunei as an Islamic
country that adheres to the philosophy of Malay Islamic Monarch (MIB). The next
sub-topic will provide a review on the challenges faced in realizing the third goal
of Brunei’s Vision 2035 and its potential to use the digital economy as a solution.
The author has used relevant data such as world reports, government reports, His
Majesty’s Titah, and etc. to support his argument. This article finds that Brunei has
a great opportunity to tap into the potential of the digital economy and apply it to
all aspects of the economy. However, technological advances are still at a minimum
that calls for more efforts by the relevant parties to ensure the country’s vision is
realized.

Keywords: Digital Economy, Brunei Darussalam, Brunei Vision 2035, Industrial

Revolution 4.0, and Islamic Economy.
Introduction: A Brief Overview on Brunei’s Economic Development
Brunei is a small independent country, located in the Southeast Asia that is populated by a
majority of the Malays who are Muslims and ruled by a Muslim king i.e. the Sultan, and a
country that adheres to the philosophy of Malay Islamic Monarchy (MIB).

Brunei wealth is due to its vast reserves of oil and gas, and this can be traced back all the

way to 1929 when commercial oil was first discovered. For 90 years, the oil and gas industry

has built Brunei’s economy and Brunei continues to supply oil to many countries.
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According to nation’s central economic planning organisation, the Department of
Economic Planning and Development has recorded that Brunei’s economy grew 1.3 per cent
in 2017 after a decline in 2016.% In the first quarter 2018, Brunei recorded 2.5 per cent economic
growth equal to BND4.38 billion.? In the World Bank Ease of Doing Business 2018 and 2020
reports, Brunei ranked 66 out of 190 economies, scoring 69.9 in 2019 and increased to 70.1 in
2020.4

Marching towards Brunei Vision 2035 — that emphasizes three key aspects namely;
education, quality of life and sustainable economy — Brunei strives to diversify its economy.
Among the most important aspect in economic diversification is turning its attention to the
government and private sectors’ efforts to digitalise the economy and transform the country
into a physical and digital business gateway to ASEAN.

The Government of His Majesty Sultan Haji Hassanal Bolkiah Mu’izzaddin Waddaulah
ibni al-Marhum Sultan Haji Omar ‘Ali Sifuddien Sa’adul Khairi Waddien, Sultan and Yang
Di-Pertuan of Brunei Darussalam, has embarked on the E-Government Strategy 2015-2020
driven by the goals of Vision 2035.

To realise the vision of Digital Government Strategy 2015-2020, six focus areas and six
programmes have been identified. The focus areas are service innovation, security, capability
and mindset, enterprise information management, optimisation and collaboration and

integration. The programmes are: advancing digital services, implementing universal access

2 Department of Economic Planning and Development. “Annual Summary Data”. National Accounts. Retrieved
on Friday, 2" October 2020. http://www.deps.gov.bn/SitePages/National%20Accounts.aspx.

3 Borneo Bulletin Yearbook 2019. “Investment Potential”. Economic Environment. p.43.

4 See: The World Bank Doing Business. “Ease of Doing Business”. Brunei Darussalam. Retrieved on Friday, 2
October 2020. https://www.doingbusiness.org/en/data/exploreeconomies/brunei.
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for government systems, strengthening security output, enhancing stakeholder engagement

output and optimising digital assets output.’

Islamic Perspectives on Technology Development
In reference to the Qur’anic verses, Allah Subhanahu wa Ta ‘dla has elevated human dignity to
the highest — over all other creations — a Caliph who is given the task and trust to govern,
manage and prosper the earth conforming to the limits and demands set forth by the Islamic
Law.

In order to enable these tasks and responsibilities to be carried out more efficiently, Allah
Subhdnahu wa Ta ‘ald has given humans great power so that they can subjugate all beings of
Allah’s creation in this universe. This is expressed in a sentence:
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“And He has disposed for you (for your benefit and use), all that is in the heavens and on the
earth, (as a gift and bounty) from Him. Surely there are signs in this (proving His generosity
and power) for people who think® — [Surah al-Jathiah, (45): 13].

Subjugation of other beings by human power would not be possible without “knowledge
and reason (intellect)”. Thus, Allah Subhanahu wa Ta‘ala has endowed man with the
advantages of knowledge and intellect that make him the most noble and great being. Allah

Subhanahu wa Ta ‘ala says:

5> Borneo Bulletin Yearbook 2019. “Investment Potential”. Digitalising the Economy. p.55.

¢ All Qur’anic translations in this article are taken from Sheikh Abdullah Basmeih (Translator and Commentary).
2007. Tafsir Ar-Rahman: Interpretation of the Meaning of the Quran. Department of Islamic Development
Malaysia: Malaysia.
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“Little indeed is the knowledge granted to you” — [Surah al Isra’, (17): 85].

Although the knowledge given to humans by Allah Subhanahu wa Ta ‘ala is limited, it can
be developed by reasoning, thinking, observing and in-depth research. With the development
of knowledge and intellect, people are able to transform their lives from hard to easy and easily
achieve things through their expertise in various fields including technical by producing a wide
range of advanced tools that contribute to the global well-being.

Therefore, there is no doubt about the need for the creation and use of technology in Islam.
The ultimate goal behind this discovery is to meet the demands of the people and improve their
daily lives and not to meet personal interests based on worldly desires. This is due to the fact
that in the Islamic economy, human personality requires a balanced gratification of both
material and spiritual aspects. The achievement of these balanced human needs must be given
priority at the optimum level because humans invent technology and not vice versa.

In al-Qur’an al-Karim, there are numerous verses that suggest Muslims should use all of

Allah’s creations in their daily lives, including the verse:
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“Do you not see that Allah has subjected to you all that is in the heavens and in the earth and
lavished on you both His visible and unseen favours?” — [Surah Lugman, (31): 20].

In another verse, Allah Subhanahu wa Ta ‘ald says:
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“It is Allah Who created the heavens and the earth, and sends down water from the sky with
which He produces fruits for your sustenance. And it is He Who made the ships subject to you
so that they may sail the ocean in your service by His leave. And the rivers also He has made
them subject to you (so that you can get benefit from them)” — [Surah Ibrahim, (14): 32].

Realizing this fact, Islam fundamentally supports the development of science and
technology. However, such development must be beneficial and not harmful to mankind that
it changes the nature of human beings and enslaved by their own technology products
handiwork that bring disasters to the world.

This is reminded in a Hadith of Ibnu ‘ Abbas which states that Rasulullah Sallalldhu ‘Alayhi

wa Sallam has said:
5293555
“Not harmful (to yourself) and not harmful (to others)” — [Ahmad, Malik, Ibnu Majah, al-
Daruqutni and al-Tabarani: Hadith Hasan].
In other words, the obligation to create and use technology must be in accordance with

demanded values by A/lah and must be in tandem with the nature of human creation itself.

Technology Development and Its Impact
Technology is regarded as a creative innovation, achievement and advancement of human life
on this earth resulting from the development process of knowledge and the intellect. As a result
of the new technology discovery, human civilization continues to grow rapidly.

In modern times, the development of human civilization can be categorized into three
phases of transition known as the Industrial Revolution (IR) era. In summary, the transition of

the IR era can be illustrated in the following diagram:
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Figure 1:
Transition Era of the IR 1.0 to IR 3.0

IR 1.0 1784 Increased pr(')duct.ivity ip the‘textile indl{stry asa I!gi
result of the invention of steam engines

IR 2.0 1870 Production of mass production such as iron, oil,
electricity products, cars and so on using electricity

The discovery of machines that can move and think
IR 3.0 1969 automatically namely computers, robots, the internet
and information and communication technologies

Source: See: Ning Rahayu, Warta Ekonomi. “Perspektif Baru Bisnis & Ekonomi”. Portal Bertta
Ekonomi. https://www.wartaeckonomi.co.id/read226785/mengenal-revolusi-industri-dari-10-hingga-
40.

Generally, the creation of technology is universal where it can be used by anyone regardless
of religion, race, gender or age. Undoubtedly, the creation of technology certainly has an
impact — whether it is directly and indirectly or good and bad — on human life. The proper use
and purpose will bring maslahah (good), while the incorrect use and purpose will bring
mafsadah (misery). From this explanation, it can be understood that the most important thing
about technology creation is its use and purpose.

As an example, the creation of computers when used for the purpose of developing a halal
business venture would in fact have a positive and good impact on consumers as well as
improve the economy. On the contrary, if it is used for the purpose of spreading slander and
provocation, especially for the purpose of spreading false propaganda about Islam, it would in
fact have a devastating impact on human lives.

Another example, global development has transformed IR 3.0 to IR 4.0 and led to
significant impact to financial industries. Financial technology (FinTech) revolution has
showed tremendous momentum and certainly not showing signs of slowing down. Survey
conducted by Ernst & Young Advisory Services Sdn. Bhd. (EY) in 2018 showed that financial

institutions in the ASEAN region were more interested with FinTech particularly in Singapore
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(investment in 2017: US$141M, i.e. +68% year over year), Philippines (investment in 2017:
US$78M, i.e. 13 times increase year over year) and Malaysia (investment in 2017: US$75M,
i.e. 15 times increase year over year).” Overall, in 2017, investments in the ASEAN FinTech
market jumped 45% to US$366m compared to US$252m in 2016.% According to the survey,
majority of FinTechs aspire to offer better and more effective solutions to the customers, fit for
purpose and give greater convenience and enhanced user experience as respective value-plays.’

From that point on, the technological advances achieved by human civilization today must
contribute to the lives of human beings worldwide. No matter how much such technological
advancements are achieved, but if they are not used to uplift human dignity, they will certainly
bring disaster to the world and its inhabitants. Moreover, if the use of technology is not based
upon divinity and faith, it is regarded as conceitedness and arrogance which inevitably leads to
evil and destruction. As human endeavours and achievements in science and technology
escalate, it should give a strong cognizance and belief to each individual in the clear evidence

of the existence of A/lah the Almighty, Creator of the universe and its whole being.

The Transition to the Era of the Industrial Revolution 4.0

It is a fact that the world is changing from time to time, and we cannot resist it, but rather we

must accept it with an open heart and mind, and be prepared to face all the challenges ahead.
In line with the development of science and the maturity of thoughts, human civilization

continues to evolve over time. Now the whole world is talking about the transition of the IR

7 See: Emst & Young. 2018. ASEAN FinTech Census 2018. “FinTech Snapshot: ASEAN”. EYGM Limited:
Singapore. p.4.

8 ibid. “Investment”. p.25.

% See: Ernst & Young. 2018. ASEAN FinTech Census 2018. “Profiling of Respondents”. Op.Cit. p.17.
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3.0 era to the IR 4.0 era that combines automated technology with cyber technology. These
include cyber-physical systems, Internet of Things (IoT), cloud computing, cognitive
computing, digital and biological.!®

The sophistication of new technologies in the era of the IR 4.0 is expected to lift up human
civilization to a higher and more advanced stage of development, including those related to the
rapid increase in service trends and efficient low cost production, product innovation, less
dependence on human resources, big data offerings to manufacturers, energy source offerings
and new consumer culture.

The IR 4.0 should not be viewed as a daunting transition of human civilization, but rather
should be accepted as a time-shifting one that provides ample opportunity for all peoples to
contribute to their national economy. These trends change many areas of life, including the
economy, the world of work, and even the human lifestyle. The advent of the IR 4.0 enabled
the creation of new innovations, new ventures, new jobs, and unprecedented new professions.

The good opportunities offered by the IR 4.0 should rather be taken as opportunities to
serve as a tool for strengthening and reaffirming the human position on earth as the
Khalifatullah. In other words, technological achievements in the era of the IR 4.0 should have
a pure mandate of enhancing social status by providing a solution to the current and future
challenges and humanitarian issues, such as economic crisis, unstable economic growth and
development, gaps between the rich and poor, changes in social behavior that are against
nature, food security, health, hunger, unemployment, security, justice, equality, environmental

pollution, racial discrimination, unethical technology use, and so on.

10 See: Ning Rahayu, Warta Ekonomi. “Perspektif Baru Bisnis & Ekonomi”. Portal Berita Ekonomi. Retrieved
on Monday, 17" February 2020. https://www.wartaeckonomi.co.id/read226785/mengenal-revolusi-industri-dari-

10-hingga-40.



https://www.wartaekonomi.co.id/read226785/mengenal-revolusi-industri-dari-10-hingga-40
https://www.wartaekonomi.co.id/read226785/mengenal-revolusi-industri-dari-10-hingga-40

33

Tstaméic Economics International Referced Jowrnal

Issue 1, Jamadilawal 1442H / January 20210

This is the discussion and deliberation among economists around the world to realize the
global Sustainable Development Goals (SDGs) by 2030.

Figure 2:
Global Sustainable Development Goals 2030
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Source: Kate Donald. “Promising the World: Accountability and the SDGs”. Center for
Economics and Social Rights. https://www.cesr.org/promising-world-accountability-and-
sdgs.

Well-known Islamic scholars such as al-Imam al-Ghazali (1111 AD), al-Imam al-Shatibi
(1388 AD), Ibnu ‘Ashir (1973 AD) and many others have come a long way in discussing
sustainable life development by maintaining the quality of human life through the preservation
and strengthening of Magqasid al-Shari ‘ah (Objectives of Sharia), namely: preserving religion,
intellect, lineage, life and property.

As anation that adheres to Islamic teachings, Magasid al-Shari ‘ah should be the foundation
for thinking and acting. It is a hallmark for the sustainable Islamic development due to its
universality, relevant and dynamic nature that drives the current globalization of modernization
and encompasses all the goals that SDGs want to achieve.

An overview of the IR 4.0 in the context of preserving and strengthening Magasid al-

Shari ‘ah can be illustrated in the following diagram:
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Figure 3:
IR 4.0 in the Light of Magqdsid al-Shari‘ah
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Source: Author’s own.

Figure 3 above explains that the creation and use of man-made technology in spurring
the development of the IR 4.0, must always be within the permissible limits of Islam and
contribute to the preservation of the five main components contained in the Magasid al-
Shari‘ah. This is to ensure that the development efforts actually contribute to the better life and
thus enhances the quality of human life on this earth. Any behavior that is outside the limits
and not supported by Islamic Law is an act of vice and defection that will surely invite disasters,
calamities, destructions and devastations to the whole of life. The following is described in the

Qur’anic verse:
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“If a misfortune (or disaster) befalls you, it is because of what you have committed (of faults

and sins); but (meanwhile) Allah forgives most of your sins” — [Surah al-Shurd, (42): 30].

Brunei Vision 2035 and Future Challenges
In 2004, His Majesty Sultan Haji Hassanal Bolkiah Mu’izzaddin Waddaulah, the Sultan and
Yang Di-Pertuan of Brunei Darussalam approved the set-up of the Long Term Development
Planning Council which was tasked to shape Brunei’s future vision and present a detailed
account of the technical, financial and strategic plans needed to be materialised.'!
Thenceforth, a long-term vision called the “Brunei Vision 2035 was launched. The first
report of the Council in 2007 contained a number of recommendations that paved the way for
the establishment of the Supreme Council of Brunei Vision 2035. The main role of the Council
was to provide intensive and systematic support towards the implementation of initiatives by
government agencies to realize Brunei Vision 2035.!2
Brunei Vision 2035 focuses on the achievement of three main goals, namely:
1) Education: the accomplishments of its well-educated and highly-skilled people as
measured by the highest international standard.
2) Quality of life: that is among the top 10 nations in the world.
3) Dynamic and sustainable economy: with income per capita within the top 10 countries in

the world.

' See: “Wawasan Brunei 2035”. Portal Rasmi Kerajaan Brunei Darussalam. Retrieved on Friday, 21 February
2020. https://www.gov.bn/bm/Wawasan%20Brunei%202035%20-%20bm.aspx.
12 ibid.



https://www.gov.bn/bm/Wawasan%20Brunei%202035%20-%20bm.aspx

36

Digital Economy Transition: Brunei Vision 2035 Manifestation

13 strategies have been developed and identified to ensure that all aspects of development
are implemented appropriately and effectively, they are:

1)  Education strategies to prepare the people for more competitive and knowledge-based
employment opportunities;

2)  economic strategies to create new jobs for the people and expand business and business
opportunities through the promotion of foreign and domestic investment, in downstream
industries and economic clusters outside the oil and gas industry;

3)  security strategies for maintaining political stability and maintaining national sovereignty
as well as linking defense capabilities with diplomatic capabilities and preparing the
country to address the threat of illness and natural disasters;

4)  institutional development strategies to improve administration and leadership quality in
the public and private sectors, high quality public services, modern and pragmatic legal
and regulatory frameworks, and efficient government with minimal bureaucracy;

5) local business development strategy to enhance the opportunity for small and medium
enterprises (SMEs) and facilitate the Brunei Malays to become leaders in business and
industry through a competitive strength;

6) infrastructure development strategies to ensure continued government investment and
through Public-Private Partnership (PPP), in the development of world-class
infrastructure with priority in education, health and industry;

7)  social security strategies to ensure that the country continues to prosper and that every
citizen will always have the proper attention;

8)  environmental strategies to ensure the preservation of the natural environment and the
perfect cultural atmosphere. This will maintain health and safety standards in line with

international best practices;
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9) land-use strategies to ensure optimal land use in line with the aspirations for viable asset
management and land resources that contribute to the country’s economic growth;

10) health strategies to improve the health and well-being of the people and the population
through the healthcare system of high quality, comprehensive, efficient, responsive,
affordable, equitable and accessible to all;

11) religious strategies to ensure the preservation of national identity in accordance with the
concept of MIB, to regulate Islamic values based on faith and piety towards balanced
development;

12) communication infrastructure and Information and Communications Technology (ICT)
strategies to maintain relationships that facilitate the movement of people, goods and
services to drive economic growth by creating economic space, enhancing economic
sustainability and promoting economic competitiveness; and

13) the human resource planning strategy is to provide a workforce equipped with the

appropriate skills in line with the demand for economic development.

In order to implement all these well-planned strategies, it requires high commitment from
all parties to ensure success. The implementation of the Brunei Vision 2035 agenda will only
be achieved successfully if the spirit of cooperation and unity between the government, the
private and the public sectors can be nurtured and maintained through consensus, relevant and

timely delivery.!?

13 See: Titah: “...kita diperlukan terlebih dahulu, untuk bersatu padu. Jangan berpecah-belah. Pastikan, semua
usaha yang dibuat adalah secara muafakat, relevan dan menepati peredaran masa. Inilah rahasia atau kunci
kejayaan bagi Wawasan Negara 2035. Ini, meliputi untuk semua, sama ada sektor kerajaan mahupun swasta
adalah mustahak untuk memupuk kerjasama dan persefahaman, dalam makna, semua kita adalah dikehendaki
untuk bekerja dalam suatu pasukan tanpa melakukan perkara-perkara yang menyalahi peraturan atau undang-
undang.” Prime Minister Office. “His Majesty’s Titah in Conjunction with Brunei Darussalam 33" National Day,
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Optimal and sustainable economic development plays an important role in spurring the
growth, development and well-being of the people. Recognizing this fact, economic strategy
has been placed as the second most important strategy in achieving Brunei Vision 2035.

To make Brunei Darussalam a world-class dynamic and sustainable economy when
measured from the top 10 countries in the world in terms of income per capita, requires hard
work, high level of creativity and innovation. With the current minimal economic growth
process, Brunei is facing great challenges in achieving this goal.

In the light of recent global developments, Brunei Darussalam is still far behind as
compared to the developed countries in terms of per capita income. According to International
Monetary Fund (IMF) statistics, in 2019 Brunei is ranked 34™ in the world with Gross Domestic
Product (GDP) per capita of USD27,871.'4 The following figure indicates Brunei Darussalam’s
position in terms of income per capita compared to the top 10 countries in the world:

Figure 4:
World Rank for GDP per Capita (2019)
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2017.” Titah. Retrieved on Friday, 21%% February 2020. http:/pmo.gov.bn/Lists/TITAH/NewDispform.
aspx?ID=270&Source=http%3 A%2F%2Fpmo%2Egov%2Ebn%2FPM0%2520Pages%2F Titah%2DView%2Ea
spx%23InplviewHash5642f11d%2Df053%2D4824%2D9967%2D9160220e5d9¢%3DPaged%253DTRUEY2D
p%5FYear%5Fx0020%5Fof%S5Fx0020%5Fthe%S5Fx0020%5FAr%253D2017%2Dp%SFID%253D274%2DPag
eFirstRow%253D81&ContentTypeld=0x0100422E821587FC974CODFFAF38C117CE34.

1% International Monetary Fund (IMF) World Economic Outlook. “World GDP Per Capita Ranking”. MGM
Research. Retrieved on Friday, 21st February 2020. https://mgmresearch.com/world-gdp-per-capita-ranking.
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http://pmo.gov.bn/Lists/TITAH/NewDispform.%20aspx?ID=270&Source=http%3A%2F%2Fpmo%2Egov%2Ebn%2FPMO%2520Pages%2FTitah%2DView%2Easpx%23InplviewHash5642f11d%2Df053%2D4824%2D9967%2D9160220e5d9e%3DPaged%253DTRUE%2Dp%5FYear%5Fx0020%5Fof%5Fx0020%5Fthe%5Fx0020%5FAr%253D2017%2Dp%5FID%253D274%2DPageFirstRow%253D81&ContentTypeId=0x0100422E821587FC974C9DFFAF38C117CE34
http://pmo.gov.bn/Lists/TITAH/NewDispform.%20aspx?ID=270&Source=http%3A%2F%2Fpmo%2Egov%2Ebn%2FPMO%2520Pages%2FTitah%2DView%2Easpx%23InplviewHash5642f11d%2Df053%2D4824%2D9967%2D9160220e5d9e%3DPaged%253DTRUE%2Dp%5FYear%5Fx0020%5Fof%5Fx0020%5Fthe%5Fx0020%5FAr%253D2017%2Dp%5FID%253D274%2DPageFirstRow%253D81&ContentTypeId=0x0100422E821587FC974C9DFFAF38C117CE34
https://mgmresearch.com/world-gdp-per-capita-ranking
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Source: See:International Monetary Fund (IMF) World Economic Outlook. “World GDP Per
Capita Ranking”. MGM Research. https://mgmresearch.com/world-gdp-per-capita-ranking.

Assuming that the top 10 countries reach their GDP growth of 3% per annum, hence the
GDP income per capita for Brunei Darussalam must at least grow at 8.1% per annum to occupy
the top 10 ranking (over Denmark) by earning over USD96,000 per capita by 2035.

Table 1:
Top 10 World Rank GDP Growths of 3% per Annum from Year 2020-2035

veur 3% Growth per Annum 8% i;ﬂ‘fjﬂr: per
Luxembourg Switzerland SA’\Iga(C:i(i)na Norway Ireland Qatar Iceland L;?;zg Singapore Denmark Da?::sn:llam

Bazf)el"g"e $113,196 $83,717 $81,152 $77,975 $77,771 $69,668 $67,037 $65,112 $63,987 $59,795 $27,871
2020 $116,502 $86,229 $83,587 $80,314 $80,104 $71,779 $69,048 $67,065 $65,907 $61,589 $30,129
2021 $120,090 $88,815 $86,094 $82,724 $82,507 $73,932 $71,120 $69,077 $67,884 $63,437 $32,569
2022 $123,692 $91,480 $88,677 $85,205 $84,982 $76,150 $73,253 $71,150 $69,920 $65,340 $35,207
2023 $127,403 $94,224 $91,337 $87,762 $87,532 $78,434 $75,451 $73,284 $72,018 $67,300 $38,059
2032 $166,232 $122,941 $119,174 $114,509 $114,209 $102,339 $98,446 $95,619 $93,967 $87,811 $76,716
2033 $171,219 $126,629 $122,750 $117,944 $117,636 $105,409 $101,399 $98,488 $96,786 $90,445 $82,930
2034 $176,356 $130,428 $126,432 $121,483 $121,165 $108,572 $104,441 $101,442 $99,690 $93,159 $89,647
2035 $181,646 $134,341 $130,225 $125,127 $124,800 $111,829 $107,575 $104,486 $102,680 $95,953 $96,909

Source: Author’s own.

This assumption of GDP growths can be illustrated in the following graph:

Source:

Figure 5:
GDP per Capita for Brunei Darussalam by 2035
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In order for the GDP to grow rapidly, it is crucial to expand and diversify the country’s
economy. Efforts to increase domestic product need to be multiplied and accelerated.

Looking at the growth of the world today, there is no more efficient way to rapidly increase
GDP in this era of Revolution 4.0 except by leveraging the latest technologies to the optimum
level as the technology is believed to easily penetrate the global market while reducing costs
efficiently.!

In line with the titah of His Majesty the Sultan and Yang Di-Pertuan of Negara Brunei
Darussalam which emphasize that one of the key factors in achieving Brunei Vision 2035
should be timely in delivery. Therefore, a sound economic strategy should be aligned with the
modern development trends of the IR 4.0 era where the use of cyber-space technology has
become dominant in every aspect of the people’s lives today.

One of the sustainable solutions that the world uses today to improve economic
competitiveness is through the empowerment of the digital economy. Recommendations to
explore the potential of the digital economy have been self-addressed by His Majesty the Sultan
and Yang Di-Pertuan of Negara Brunei Darussalam in conjunction with Brunei Darussalam’s

34 National Day 2018.'6

15 See: Titah: “...peningkatan pertumbuhan ekonomi boleh dicapai dengan memberi keutamaan kepada
peningkatan produktiviti, melalui penyelidikan dan penggunaan teknologi terkini. Ini turut diyakini mampu untuk
membantu mengurangkan unit kos pengeluaran, di sampingitu juga akan membolehkan kita menembusi pasaran
antarabangsa dengan menawarkan produk dan perkhidmatan kita. Dengan berlakunya ini, bererti, keluaran dan
eksport kita adalah tumbuh, yang dengan sendirinya, akan meletakkan ekonomi kita juga berada di tahap
berkembang dan tumbuh.” Prime Minister Office. “His Majesty’s Titah in Conjuction with 2016 New Year”.
Titah. Retrieved on Sunday, 23 February 2020. http:/pmo.gov. bn/Lists/TITAH/NewDispform.aspx?
ID=244&Source=http%3A%2F%2Fpmo0%2Egov%2Ebn%2FLists%2FTITAH%2FAllltems%2Easpx%23Inplvi
ewHash78a3a00b%2D8364%2D4c42%2Daaa7%2D552ba55696b0%3DPaged%253DTRUE%2Dp%5FY ear%5
Fx0020%5Fof%5Fx0020%5Fthe%S5Fx0020%5FA1%253D2017%2Dp%S5F1D%253D274%2DPageFirstRow%2
53D81&ContentTypeld=0x0100422E821587FC974CIDFFAF38C117CE34.

16 See: Titah: “Di era baru ini, penggunaan teknologi maklumat semakin meluas dan memainkan peranan yang
sangat penting. la juga tidak syak lagi, turut mengalihkan fokus ke arah ekonomi digital yang terbuka luas untuk
diceburi”. Prime Minister Office. “His Majesty’s Titah in Conjuction with the 34" Brunei Darussalam National
Day, 2018”. Titah. Retrieved on Friday, 21% February 2020. http://pmo.gov.bn/Lists/TITAH/
NewDispform.aspx?ID=301&Source=http%3A%2F%2Fpmo0%2Egov%2Ebn%2FPM0%2520Pages%2F Titah-
View%2Easpx&ContentTypeld=0x0100422E821587FC974C9DFFAF38C117 CE34.



http://pmo.gov.bn/Lists/TITAH/%20NewDispform.aspx?ID=301&Source=http%3A%2F%2Fpmo%2Egov%2Ebn%2FPMO%2520Pages%2FTitah-View%2Easpx&ContentTypeId=0x0100422E821587FC974C9DFFAF38C117%20CE34
http://pmo.gov.bn/Lists/TITAH/%20NewDispform.aspx?ID=301&Source=http%3A%2F%2Fpmo%2Egov%2Ebn%2FPMO%2520Pages%2FTitah-View%2Easpx&ContentTypeId=0x0100422E821587FC974C9DFFAF38C117%20CE34
http://pmo.gov.bn/Lists/TITAH/%20NewDispform.aspx?ID=301&Source=http%3A%2F%2Fpmo%2Egov%2Ebn%2FPMO%2520Pages%2FTitah-View%2Easpx&ContentTypeId=0x0100422E821587FC974C9DFFAF38C117%20CE34
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Digital Economic Potential in Brunei Darussalam
The digital economy is a new phenomenon that is increasingly playing a strategic role in the
global economic development. Geographical boundaries are no longer relevant as the digital
economy has been able to break the boundaries between continents in a very short time by
using only the finger tip. Consequently, the size of the small market is no longer appropriate to
serve as a reason to restrict GDP growth.

According to current world developments, Singapore has led other countries in making the
digital economy the most important platform for sustainable economic development. Singapore
today ranks first in Asia and second in global rankings.

Figure 6:
The Digital Economic Landscape in Asia
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Source: DataLEADS. “Singapore Has the Most Competitive Digital Economy in Asia”. Asia
News Network. http://annx.asianews.network/content/singapore-has-most-competitive-digital
-economy-asia-75691.

The IR 4.0 has the potential to create opportunities while also creating new challenges for

all sectors in Brunei Darussalam, leading to a more competitive digital economy
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transformation. The potential of the digital economy is to be explored as it is closely linked to
the third goal of Brunei Vision 2035, a dynamic and sustainable economy.

The use of the digital economy offers many benefits and positive impacts from many
angles. First, the creation of new jobs, in which the digital economy greatly influences the
growth and development of micro, small and medium enterprises (MSMEs). Second, the
financial benefits, in which the digital economy has the potential to increase the per capita
monthly income to the family or nation, especially the Malays who dominate the population of
Brunei Darussalam. Third, buying benefit, where market prices of e-commerce products or
services are generally much lower than offline market sales. Fourth, social equality, in which
the digital economy can create gender equality in terms of economic growth and other social
issues.

An example of recent national developments in digital economy is the emergence of ride-
sharing system transportation services introduced by Brunei DART Company. The DART
service represents positive growth which is expected to reach 1,000 drivers over the next five
years. Since its launch in May 2017, DART applications have been downloaded 32,000 times
with approximately 30,000 users and the company has received more than 120 applications to
become a DART driver.!”

This proves that the development of the ICT sector is critical to creating an ecosystem
which supports Brunei’s long term digital transformation and the aims of Brunei Vision 2035.
Official statistics released in 2018 by the Department of Planning and Economic Development
(DEPD) show that the growth of broadband usage among Brunei Darussalam residents is

encouraging.

17 See: Jabatan Majlis-Majlis Mesyuarat, Jabatan Perdana Menteri. “Majlis Mesyuarat Negara 20 Mac 2019
(Pagi)”. Berita dan Laporan. Retrieved on Friday, 21% February 2020. http://www.councils.gov.bn/IMM %20

Images/laporan2019/Laporan%20Penuh(Hansard)%20Hari%20Rabu,%2020%20Mac%202019%20(Pagi).pdf.



http://www.councils.gov.bn/JMM%20%20Images/laporan2019/Laporan%20Penuh(Hansard)%20Hari%20Rabu,%2020%20Mac%202019%20(Pagi).pdf
http://www.councils.gov.bn/JMM%20%20Images/laporan2019/Laporan%20Penuh(Hansard)%20Hari%20Rabu,%2020%20Mac%202019%20(Pagi).pdf
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Latest figures of national broadband coverage show that approximately 80 per cent of
homes in the country are now High-Speed Broadband (HSSB) ready with Fibre to The Home
(FTTH) connections, with 60 per cent of homes already connected to broadband services and
counting.'® Here are the latest statistics on broadband development in Brunei from 2016 to

2018:

Figure 7:
Development of Broadband in Brunei Darussalam, Year 2016-2018

"= revised

Source: See: Department of Statistics. Department of Economics Planning and Development.
“Communication”. Brunei Darussalam Key Indicators 2018. Ministry of Finance and
Economy: Brunei Darussalam.

The positive growth of broadband usage among consumers shows Brunei Darussalam has
the potential to further explore digital economic opportunities and strengthen its use in various
corners of the country’s economic activities. The digital economy provides a new hope for
Brunei Darussalam’s economy in achieving its ambitious goal of becoming a country that uses

ICT and technological advances to address the issue of sustainable economic growth.

18 Borneo Bulletin Yearbook 2019. “Business Sectors”. Information & Telecommunications Technology. p.109.
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According to Telkom Brunei Berhad (TelBru), connectivity [nowadays] is a necessity and
not a luxury anymore. It is also key in helping to boost productivity which in turn helps to
increase Brunei’s GDP output per capita by between 0.8-1.5 per cent for every 10 per cent of
citizens connected, and helps more small and home based offices and businesses.!®

What is important in exploring the potential of this digital economy is the availability of
specific platforms that are key to the growth of the network and the use of big data. Therefore,
the development of the ICT sector is important in the transformation of the digital economy
ecosystem that will make Brunei Darussalam a Smart Nation status without compromising
MIB’s national philosophy. To this end, His Majesty the Sultan has approved the establishment
of the Brunei Digital Economic Council to drive broadband accessibility to all users and to
enhance the value, quality and service capabilities and optimum broadband usage.?°

Based on this brief observation, it can be concluded that the development of the digital
economy in Brunei Darussalam is still at an early stage which requires special attention and
more serious efforts from all relevant parties. With the strengthening of the digital economy, it
is hoped to create competitiveness, innovative and diversified economic opportunities, positive
economic growth, value creation, equitable distribution of wealth, creative product and service

creation, expansion of entrepreneurial activities from local youths, enhancement of per capita

income, opening up employment opportunities and simultaneously transforming Brunei’s

19 See: Borneo Bulletin Yearbook 2019. “Business Sectors”. Information & Telecommunications Technology.
p-110.

20 See: Titah: “Potensi ekonomi digital juga perlu diteroka. Lalu ke arah ini, Beta telahpun memperkenankan
penubuhan Majlis Ekonomi Digital. Beta difahamkan, satu Plan Induk Ekonomi Digital sedang diungkayahkan,
bagi tujuan, untuk menjadikan negara ini sebagai sebuah negara Smart Nation”. Prime Minister Office. “His
Majesty’s Titah in Conjunction with His Majesty’s 73" Birthday”. Titah. Retrieved on Friday, 21% February 2020.
http://pmo.gov.bn/Lists/TITAH/NewDispform.aspx?ID=337&Source=http%3 A%2F%2Fpmo0%2Egov%?2
Ebn%2FPM0%2520Pages%2F Titah%2DView%2Easpx&ContentTypeld=0x0100422E821587FC974CIDFFA
F38C117CE34.



http://pmo.gov.bn/Lists/TITAH/NewDispform.aspx?ID=337&Source=http%3A%2F%2Fpmo%2Egov%252%20Ebn%2FPMO%2520Pages%2FTitah%2DView%2Easpx&ContentTypeId=0x0100422E821587FC974C9DFFAF38C117CE34
http://pmo.gov.bn/Lists/TITAH/NewDispform.aspx?ID=337&Source=http%3A%2F%2Fpmo%2Egov%252%20Ebn%2FPMO%2520Pages%2FTitah%2DView%2Easpx&ContentTypeId=0x0100422E821587FC974C9DFFAF38C117CE34
http://pmo.gov.bn/Lists/TITAH/NewDispform.aspx?ID=337&Source=http%3A%2F%2Fpmo%2Egov%252%20Ebn%2FPMO%2520Pages%2FTitah%2DView%2Easpx&ContentTypeId=0x0100422E821587FC974C9DFFAF38C117CE34
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quality of life to a “new look”, in addition to the emergence and growth of other digital

industries such as e-education, e-medicine, e-transportation, and IoT.

Conclusion

To become a renowned nation globally, a country with dynamic and sustainable economy as
one of the goals to be achieved in Brunei Vision 2035 is certainly not an easy task. There are
many challenges to be faced, various issues to be addressed, many efforts to be worked hard
on, diligently and meticulously, innovation and creativity need to be improved.

The volatile economic conditions of the world may have affected Brunei Darussalam’s
macroeconomic performance which leads to the vision being “a mere intellectual rhetoric,
beautifully mentioned in words” and eventually, a memory.

As the modern era of the Revolution 4.0’s advanced, the sophistication of cyber-space
technology should be leveraged to achieve the nation’s visionary goals. The digital economy
has been identified as an effective means of achieving the desired direction. With the current
efforts, Brunei is seen as a great opportunity to tap into the potential of the digital economy
and to deploy it as a key platform in expanding the country’s economic scope.

However, in the spirit of achieving the goal of materialistic economic development, Islamic
boundaries, the demands of Magasid al-Shari‘ah and the concept of maslahah must be
maintained, fulfilled and not neglected and must go hand in hand with Brunei Vision 2035.
The balanced development of the material and the spiritual will further highlight Brunei’s
unique Muslim nation as a developed Muslim nation with the motto “always do good deeds

with the guidance of Allah”.
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NATURE AND SCALE OF CONVERSION
FROM CONVENTIONAL BANKING TO ISLAMIC BANKING IN SELECTED
ASEAN COUNTRIES:
RECENT CONVERSION MODELS & MAJOR CHALLENGES!
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Abstract

Based on an extensive literature review and discussion with professionals and
experts in the field of knowledge, this paper (a portion from the wider coverage
thesis) will highlight some challenges faced by the industry players — approaching
conversion — focusing on ASEAN countries namely Malaysia, Brunei, Indonesia,
Thailand and Philippines, from Shari’ah, regulatory, and corporate perspectives.
Conversion from conventional banking to Islamic operation is one of the
approaches taken in financial industries in Middle East, South Asia and Asia
Pacific since 1990s. Malaysia, Brunei, Indonesia, Thailand and Philippines are
among ASEAN countries adopting the same approach. Financial institutions
approach conversion in different ways based on their priorities, ecosystem and
reasons. This article will cover conversion from regulatory perspectives, Figh
perspectives and several reported conversion cases in ASEAN. Since there is no
“absolute and correct” way of conversion, the industry players, the regulators and
academicians will have to appreciate the uniqueness of each conversion exercise
from conventional into Islamic operations. The demand for more Islamic financial
institutions will provide better services and offer wider coverage based on
technology advancement towards digital banking era. Conventional financial
institutions focuses on Environmental Sustainable and Governance (ESG) products
while Islamic financial institutions highlights the embedded Magasid al-Shari ‘ah
in Islamic Mu ‘amalat long before United Nation declaration.

Keywords: Conversion models, challenges, ASEAN, conventional banks, and
Islamic banks.

Introduction

Islamic banking needs to expand and continue competing with conventional banking for wider

reaching. Islamic capital market needs to go face-to-face with Environmental Sustainable and

! This topic of research is part of postgraduate requirement for UNISSA.

2 Master student in Islamic Banking and Finance, Faculty of Islamic Economics and Finance (FIEF), Universiti Islam Sultan
Sharif Ali (UNISSA), can be contacted at makhtar45630@gmail.com.

3 Dean and Senior Assistant Lecturer, FIEF UNISSA. He is the Supervisor of this research study, and can be contacted at
nasir.rani@unissa.edu.bn.
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Governance (ESG) products before the later takes the lead. Conversion from conventional to
Islamic banking is one of the trend and path taken in some jurisdiction towards more Shari ‘ah
compliant services, meeting the regulatory requirement, and satisfying stakeholders’ needs as
well as commercial expansion. This paper will share a few conversion models taken by
conventional banks to become Islamic banks or to provide Islamic banking services and
products.

Findings expressed that conversions are acceptable models in ASEAN, but there is no fixed
one model suitable for all institutions, jurisdiction and ecosystem. Conversion can be done in
many forms including conversion via mergers and acquisition, absolute conversion, and
staggered conversion. In addition to this, there are limited available guidelines for conversion

which are still subjected to adoptions as well as criticism.

Conversion from Conventional to Islamic Banking Operation

Operationally, conversion from conventional to Islamic cut across (among others) from the
original conventional institution corporate structure, the management, the human resource, the
products & services offering, the workflow process, the risk and governance as well as the
financial reporting, auditing and IT system. The behaviour will have to take into consideration
Shari‘ah governance and risks on top of the normal financial institution prudential operational
risk exposures.

New component in the organisational chart will include the Shari‘ah Advisory Board/
Committee, as an additional organ that will issue fatwa, endorsement and guideline for the
converted institution. Another component of the Shari‘ah department or unit imbedded in the
new organisation chart will ensure the implementation of their Shari‘ah Board/ committee

decision. The units will also be observing the operation’s ensuring compliance according to
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Shariah ruling as stated in Islamic Figh Mu ‘amalat (Islamic Transaction) and the applicable
laws and regulations in that particular jurisdiction.

There will be Shari‘ah Audit and Shari‘ah Review side-by-side with normal internal and
external audit as previously conducted before the conversion. In Malaysia, Bank Negara
Malaysia (BNM) provides the requirement under Shari‘ah Governance Framework (SGF)
2013. The Shari ‘ah governance structure in Malaysia readjusted accordingly with the issuance
of Shari’ah Governance Procedure 2019.

List of products offered will be tailor-made according to Islamic transaction in form and
substances, not only eliminating the word “interest”, “loan” and other conventional
components but also avoiding a Non-Shari‘ah Complaint (NSC) provision adopted by each
respective jurisdiction.

Board directors and management will have to consider all angles and chart a comprehensive
plan to execute pre, on-going and post conversion impacts. Dedicated team are normally set-
up with specific timeline and milestones to ensure smooth conversion success. Regulator will
closely monitor the conversion progress and process based on the submitted schedule or
planning. Impact on the cleansing mechanism, return to the shareholders, human capital
readiness and resistance are among major internal challenges shared by some successful
conversion team in Malaysia.

Sharing his experience during Session 2 Muzakarah KLIFF 2017, Ustaz Ahmad Suhaimi
Yahya highlighted the importance for the converted entity, at least, to address issues related to:

a) Conversion schedule.

b) Transaction relationship between the converted entities with other institutions.
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c) The right of the converted entity shareholders in relation to liabilities or commitment
(with their conventional clients, products or services) before the conversion.

d) Treatment of liabilities, saving, current and investment account based on “conventional
interest” before, during and after the conversion.

e) Treatment for non-Shari‘ah compliant securities, collateral, debentures and charges.

f) Cleansing mechanism on tainted income (especially during and after conversion).

g) At-Tadarruj (stages) during conversion.

h) Zakah obligation before conversion decision, during conversion process (gradual
conversion) and after conversion. Obligation in relation to conversion via mergers and

acquisition (M&A) and internal conversion are different also.

The above components are good to be observed as references and to be adopted on a case
by case basis in each conversion exercise. The listing may varies depending on the reasons and
the initiaters (internal or external etc.) of the conversion. Top bottom approaches are much
faster comparing to the request from the staffs. Some steps maybe shortened due to initial
measures taken way before the final decision to convert announced to the public. Few
conventional financial institutions stop offering conventional products two (2) or three (3)
years before they announced their final deadline for conversion to Islamic. Some even
prioritised Islamic products over conventional to cleanup their financial statement. Staggered
conversion is good so that the organisation especially the staffs can start to adopt Islamic
products and the Syaraih requirements. The IT sytem will start be aligned with Shari‘ah
compliant processes and reporting. Furthermore, direct conversion (in a shorter timeline) mat
require external consultant to support the project management catching up with the targeted

time given.
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Conversion from Regulatory Perspective

Regulators will have to look at the conversion from their perspective. Gradual (stage-by-stage)
conversion may not be applicable in jurisdiction that only issues either conventional or Islamic
banking license like Brunei (in ASEAN). Converting entity will have to stop their conventional
operation (maybe surrender their licence) and start fresh with Islamic banking license in a fresh
operation. Some country* insists on a fresh Shari ‘ah comply capital.

Gradual conversion will take time and the converting entity may have to offer conventional
products and services while undergoing their conversion exercise. If conversion is acceptable
in that particular jurisdiction, there will be changes from the laws and regulations that the
conventional institutions were subjected to before the conversion and after the conversion has
completed. The converted institution may carry different set of license and are subject to
different compliant, risk and reporting rules.

Bank of Pakistan (BOP) and Bank Indonesia (BI) are the only central banks that has issued
specific guidelines for conversion in 2017 and 2009, while other regulators either refer to the
Accounting and Auditing Organisation for Islamic Financial Institutions (AAOIFI) Standard
Guideline No 6 or taking their own approaches on a case-by-case basis.

As regulators, ensuring smooth and successful conversion while addressing relevant risks
should always be their top priorities. They need to avoid negative impact to all relevant
stakeholders of the institution and their respective financial industry. Based on the trend in
Malaysia, Indonesia and Brunei, the regulators, among others, will be looking at the conversion
purposes, reasons, timeline, execution plan, interval checkpoint and post conversion compliant

in order to satisfy their regulatory roles.

4 For example, Brunei.
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Bank Negara Malaysia (BNM) has no specific guideline on conversion but have no
objection as BNM Shari‘ah Advisory Council’s (SAC)’ general ruling in their meeting No.
107 addressed the issue of conversion (from conventional products into Shari’ah compliant
products)®.

The regulators realised their important roles in promoting more Islamic banking within
their financial industry. Encouranging new set up from new investors is not how a new financial
institution is born today. Encouraging foreign Islamic bank to come to their jurisdiction will
risk their local players. Promoting conversion is always a better option out of the three
mentioned. In order to encourage the conversion, dedicated guidelines or at least available
supports would encourage institutional efforts to convert their existing conventional operation
to Islamic. Dealing with familiar industrial players and to provide more options to Muslim
without depriving non-Muslims consumers is a good visibility for a regulator especially in
Muslim dominated countries in ASEAN like Malaysia, Indonesia and Brunei. Similar
encouragement of conversion will bring good image for the regulator in Muslim centric

location like Southern Thailand and Muslim dominated island in Philipines.

Conversion from Figh Perspectives

This issue was discussed during the last Muzakarah (Scholars Dialogue) session at the 2017
Kuala Lumpur Islamic Finance Forum (KLIFF), held on October 5% in Kuala Lumpur. Apart
from BOP and BI guidelines, the other dedicated Shari‘ah guideline available from an Islamic

perspective is the Standard No. 6 that was issued by AAOIFI. Several scholars including Dr

5 BNM SAC is a dedicated counsel appointed by the Malaysian King (Yang Di Pertuan Agong) to assist BNM in addressing,
issuing guideline and monitoring the Islamic banking and takaful operation in Malaysia. Securities Commission (SC) SAC
addressed similar issues for capital market products and services.

6 Presentation in Session 2 Muzakarah Kuala Lumpur Islamic Finance (KLIFF) 2017, Oct. 5, 2017 by Dr Suhaimy Yahya
(Bank Negara Malaysia)
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Sheikh Abu Sattar Abu Ghuddah and Sheikh Hussien Hamid Hassan elaborated on some
considerations on conversion. Other Islamic finance scholars like Sheikh Nizam Yaquby, Dr
Sheikh Ali Al Ghari had also shared their thoughts on the same topic. Due to the limited fatwd
or guideline that is suitable for all conversion needs, Shari ‘ah boards, either at national level
or institutional level including those in ASEAN, will have to make their own ijtihad
approaching their own conversion exercise. Hence, several conversion models were taken

place in the last few years.

Provision in AAOIFI Shari’ah Standard No.6

This is among the early Shari’ah standard issued by AAOIFI back in 2002 which is currently
the under process of being reviewed’. The standard was issued based on the mode of Islamic
banking products and services offered then. References were also made on on-going
conversion exercises in various countries especially in the Middle East and Pakistan around
early year 2000.

Conversion exercises reportedly started back in 2002 in Sharjah (UAE), Bahrain, Kuwait
and Kingdom of Saudi Arabia.

This AAOIFI standard can be divided into three (3) components ¥, namely:

1. Internal process within the banks involved. Few changes need to be made in order to

comply with Shari ‘ah requirements.

ii. Impact on the bank assets (including the receivables, liabilities, investments etc.).

7 AAOIFI to Re-Issue a New Shari’ah Standard on “Conversion of Conventional Banks and Financial Institutions to Islamic

Banks and Financial Institutions”. (n.d.). Retrieved January 16, 2018, from AAOIFI website:
https://aaoifi.com/announcement/aaoifi-to-re-issue-a-new-shariah-standard-on-conversion-of-conventional-banks-
and-financial-institutions-to-islamic-banks-and-financial-institutions/?lang=en

8 Presentation in Session 2 Muzakarah Kuala Lumpur Islamic Finance (KLIFF) 2017, Oct. 5, 2017 by Prof. Dr. Engku Rabiah

Adawiah (SC SAC member & Senior Lecturer ITUM)
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iii. External process in relation to external entities (including other banks, financial and

non-financial institutions).

The coverage will include their dealing with their regulator, their central bank and other
institutions that they are dealing with.

AAOIFI encourage total immediate conversion (Fauriyyan) and not conversion by stages®.
This approach may be suitable in some conditions. In cases where the conversion is based on
the request by the regulator, conversion will have to be executed as soon as possible. Available
data and reports showed that the previous conversion from conventional to Islamic takes
around one (1) to two (2) years, however three (3) to four (4) years is a very practical duration.
The converting bank will have to prepare a solid timeline after robust fact findings and data
collection. Continuous engagement with all stakeholders started way before the conversion
announcement was made. Some institutions persevered at the last ten (10) to twenty (20)
percent towards the end of their conversion journey due to operational and technical reasons.

The AAOIFI guideline is not suitable in all Islamic finance available jurisdictions including
in ASEAN. Almost all conversion in ASEAN went through staggered, stage by stage
conversion. That AAOIFI Standard (6) is under stages of review stages and would forsee major
changes in the permissible methods and solution by taking into consideration the success
conversion stories in ASEAN as well as countries of AAOIFI members.

SME Bank in Malaysia slowly increase their Islamic financing portfolio from RM2.3

billion in 2012 to RM4 billion in 2017 and announced their conversion attempt in 2017. They

9 Discussed during AAOIFI Al-Muktamar al-Khamis lil Haiat al-Syariyyah lii Muassat al-Maliyah in 2005. Sheikh Dr Husin
Hamid Hassan and Sheikh Dr. Abdul Sattar Abu Ghuddah presented Two (2) specific papers on conversion.



55

Totaméc Ecomomics International Refenced Yowrnal

Issue 1, Jamadilawal 1442H / January 2021M

have not completed their 100% conversion as at today'®. SME Bank was targeted to achieve
90% Islamic financing portfolio by December 2015, and they started with 15% when the bank
was set up in 2005'!.

EXIM Bank Malaysia aims to be a full-fledged Islamic development financial institution
by 2025. It was reported in their annual report that 45% of its business was Shari ‘ah-compliant
in 201712,

Some stakeholders prefer to take staggered conversion due to operational readiness and
sustainability. Starting from window and then into Islamic subsidiary and full-fledged Islamic
banking are the normal routes taken in most of the conversion exercised. Information of around

thirty (30) conversion cases are available but are not provided in detail for general public.

Provision in Nadwah Dallah al-Baraka No. 16'3

Dallah al Baraka has been issuing various fatwa on Islamic finance and the pronouncement
was widely referred to and used in Islamic finance industry. Unlike AAOFI’s conversion
guideline, Dallah al Baraka encouraged conversion by stages and to be flexible (A¢-Tadarrwj).
The decision also includes the requirement to collect amounts due from their customers before
the conversion is subjected to appropriate Shari‘ah compliant treatment. Different treatments
were proposed for the principal and the “conventional interest” stipulated prior to the

conversion as well as the manner for related cleansing process.

10 SME Bank set to become full-fledged Islamic Bank (2017, March 31), The Malaysian Reserve. Retrieved from
www.themalaysianreserve.com

1 SME Bank Target 90% Islamic financing portfolio by year-end (2015, June 18), The Star. Retrieved from
www.thestar.com.my

12 Malaysia’s EXIM Bank appoint new CEO (2019, June 28), Salaam Gateway. Retreived from www.salaamgateway.com

13 Fatwa Dalal al_Baragah meeting no 16, 8 June 1999.
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Between the different process of conversion, the option to convert by stages is the most
ideal. Out of the 27 (twenty seven) conversion cases discovered, this format was widely
adopted by the majority of the converted financial institutions. The human resources involved
were better prepared, the consumers accepted the steps they have to follow and the market (in
their respective jurisdiction) accepted the impacts of a new Islamic financial institutions in their
ecosystem. The reputation of the respective converted financial institutions are almost intact

among all their customers regardless Muslims or Non-Muslims.

Islamic Finance Scholars views on conversion

Sheikh Hussein Hamid Hassan'4 encouraged flexibility because the impact on conversion is
equally important apart from the rigid process and guideline. Maslahah is better than
Mafsadah. The rigid rule may discourage and delay conversion; that will expose Muslims to
less option of Islamic finance products and services. Sheikh Dr Abu Sattar Abu Ghuddah
shared his thoughts in his paper, “Tahawwul al-Bank al-Taqlidi 1la al-Masraf al-Islami”".
Sheikh Nizam Yaquby and Sheikh Dr Ali Elgari, in their papers, reminded on the importance
of proper preparation for conversion to avoiding post conversion impact.

The above mentioned four (4) reputable Islamic finance scholars who has contributed a lot
in the development of Islamic finance in Middle East as well as globally. They were among

the pioneer scholars who has provide guidance to new establishment, conversion and expension

of Islamic banking in Middle east from late 1980s to early 1990s. These scholars possess wide

14 Attached below is Attachment 1, it was a section taken from his case study on conversion of Sharjah Islamic Bank in
Khuttah Tahawwul al-Bank Islami, Mutatollubat Hazihi Al-Khuttah wa Hulul Musykiltiha, Tajdid Masraf Al-Syarigah al-
Watani”.

15 The paper was used as a guideline by AAOFI in discussion and issuance of AAOIFI Standard no 6 and it was produced
inside a book titled *“ Dirasat al-Ma’ayir al-Syariah”
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view on what will work and what is difficult to be executed in modern financial system. They
also supported conversion by stages in their articles, lectures and opinions.

Ustaz Ahmad Suhaimi Yahya (Chief Shari‘ah Officer, Hong Leong Islamic Bank,
Malaysia) had also shared a wider perspective of the Figh approach also during KLIFF 2017.
He highlighted the conversion as part of “Aslamat al-Mu ‘amalat” which includes avoiding riba
based on Siurah al-Bagarah: 275.
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He also shared his valuable experience on the conversion of Sharjah Islamic Bank when
the Shari‘ah Committee of Kuwait Finance House (one of Sharjah Islamic Bank shareholders
(20%) allowed the conversion process to be completed in over 3 years!'®.

Among Islamic finance practitioners, KFH is well known for being very strict in the Figh
Mu ‘amalat applications. They are well aware that any decision or stand they make will be
referred too or be adopted by Islamic finance industry. KFH’s decision to allow three (3) years
conversion for Sharjah Islamic Bank is a solid precedent after considering all angle.

From a Figh perspective, either the conversion is by stages or total conversion (at once),
several criterions will differentiate one from another, namely:

1. The timing of the conversion.

ii. The products conversion process.

i1i. Management and operational re-structuring.

iv. Establishment of Shari‘ah Advisory committee.

v. Human capital transformation and readiness.

16 Kuwait Finance House (KFH) Shariah Committee Resolution no 1078, 1079, 583 & 612 presented by Ustaz Ahmad Suhaimi
Yahya — Session 2, Muzakarah KLIFF 2017.
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vi. Shari‘ah compliant operation and governance component.

vii. Cleansing mechanism for tainted income.

The convertion project team must be prepared to adopt their own calibration in the adopted

suitable components and preparation in addressing each conversion hurdles.

Reported Conversion Cases in ASEAN

Malaysia
In Malaysia, the first full-fledged Islamic banking started with Bank Islam Malaysia in 1983.
The Malaysian financial authority, Bank Negara Malaysia (BNM), also allowed Islamic
window operation (a unit under conventional bank) until 2004 when BNM issued a policy'’
for the establishment of Islamic bank subsidiary under conventional banking operators.
Malaysia has colourful conversion experiences. There are window operations, which
upgraded into subsidiary while the conversion was also executed via mergers and acquisition
of entities. BNM has appropriate guideline for window operators as well as criteria for Shari ‘ah
compliant operation. There are eight (8) criteria'® for consideration including the aim to comply
with Shari ‘ah requirements.
Among the examples of successful conversion stories in Malaysia are:

a. Bank Kerjasama Rakvat, Malaysia.

This bank was established back in 1954 under Cooperative Ordinance 1948 until it was

governed under the BNM Development Financial Institution Act (DFIA) in 2002. The

17 BNM policy 2004.
18 BNM Guideline for Shariah Compliant operation.
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bank was founded as a result of a merger with 11 union banks and it was based in
Penang before moving to Kuala Lumpur in 1964 . In May 1993, Bank Rakyat started
its Shari ‘ah compliant/conversion by introducing Islamic banking products at four (4)
of its branches. The process completed in 2002 and became a full-fledged Islamic
cooperative bank. To date, 147 branches offer Islamic banking facilities to its

customers.2’

b. Bank Pertanian or Agrobank, Malaysia.

It is a very unique transformation and conversion exercise?!. It was established as Bank
Pertanian Malaysia Berhad (BPMB) in 1969 becoming a 100% Malaysian government
owned entity under Ministry of Finance (MOF) with purview of Ministry of Agriculture
and Agro-Based Industry (MOA). BPMB provided financed agriculture activities
driven by policies set forth by MOA. Starting with 2 branches in 1970, it went on to
have 49 branches throughout Malaysia by 1985. It was corporatized in 2008 with a paid
capital of RM1 billion and was allowed to operate as a commercial bank for agricultural
sector under the new name Agrobank.

The entity started introducing Islamic financial products back in 1997 with 2
officers in their Islamic Banking Unit. Three (3) types of Shari‘ah compliant products
were offered, namely Savings (Wadi ‘ah), project financing (Bay ‘ Bithaman Ajil) and

fixed deposit (Mudarabah). The unit was upgraded into a department and contributed

19 Bank Rakyat: Corporate Info Milestones. (n.d.). Retrieved January 18, 2018, from Bank Rakyat website:
https://www.bankrakyat.com.my/c/about/corporate/milestones-14

20 Bank Rakyat: Legacy. (n.d.). Retrieved January 18, 2018, from Bank Rakyat website:
https://www.bankrakyat.com.my/c/about/corporate/legacy-3

2 Agrobank: Charting a New Path to Sustainable Growth. (n.d.). Retrieved January 18, 2018, from Cambridge IF Analytica
website: www. cambridge-ifa.com
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a lot to Agrobank profits and Islamic banking assets by 1991. Al-Rahnu (Islamic pawn
broking) product was offered in 2002 through a strategic understanding with Bank
Rakyat. Conversion was re-initiated in 2009 and accelerated in 2012 (targeting January
1, 2014) under the new President and CEO Dato Wan Mohd Fadzmi. By January 2015,
the bank had successfully converted 96% of its existing non-Shari ‘ah loans. The other
4% was addressed accordingly. Some non-compliant facilities (pork livestock and
agriculture products such as tobacco) went through transfer arrangement with Hap Seng
Credit.

Agrobank received various international recognition awards and was recorded as
the largest financier for Malaysia’s primary agro food segment. They achieved the
highest growth rate of 9.2% in 2015 with an average 5 years in growth of 6% per annum.
The President and the CEO described the achievement as a “barakah” and decided to

take another challenge in August 20172,

Bank Muamalat Malaysia

This bank is the second full-fledged Islamic bank in Malaysia. Established in 1999 after
a merger process of Islamic banking windows of Bank Bumiputera Malaysia Berhad,
Bank of Commerce (M) Bhd and BBMB Kewangan. The first two (2) banks were
conventional banks operating Islamic window. Their Islamic asset and liabilities were

transferred into a newly set-up entity, Bank Muamalat Malaysia.

22 Dato Wan Mohd Fadzmi shared his experience during the panel discussion in Bank Negara Malaysia (BNM), Conversion
Process towards becoming an Islamic Financial Institutions program, 18-20 September 2017, Sasana Kijang, Kuala Lumpur.
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d. MBSB Bank

The most recent conversion in Malaysia, which completed in less than two (2) years. It
was a mergers and acquisition between MBSB and Asian Finance Bank (AFB). The
approval from MBSB Building Society Berhad shareholders was approved on January
23, 2018 to acquire the entire stake in AFB for RM644.95 million. The application for
merger was submitted to Bank Negara Malaysia (BNM) on June 2017. BNM on
December 2016 was given the green light for MBSB, which was 65.56%-owned by
Malaysian Employee Provident Fund (EPF) to hold a merger talk with AFB. The
merger exercised converted MBSB into MBSB Bank into a full-fledged Islamic bank
on February 20182,

Unlike Bank Muamalat and MBSB who went on corporate conversion root, Bank

Rakyat and Agrobank went through an organic conversion stages by stages.

Brunei
Brunei Darussalam had a very early inclusion in the Islamic finance fraternity with the
establishment of Tabung Amanah Islam Brunei (TAIB) in 1990s. Two (2) Islamic banking
entities were converted from the conventional in Bandar Seri Begawan before 2007.

Before the establishment of the Autoriti Monitory Brunei Darussalam (AMBD) in 2011,
all financial activities in Brunei was regulated by their Ministry of Finance. Financial operation
can be conducted either with conventional or Islamic compliance license, however Islamic

window operation is still not allowed until today. There are (1) one Islamic, five (5)

23 MMSB-Asian Finance Bank merger completed (2018, February 7), The Sun Daily. Retrieved from www.thesundaily.my
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conventional bank and other related financial operations in Brunei. The setup of Brunei Stock

Exchange has been announced back in 2015.

Bank Islam Brunei Darussalam (BIBD), Brunei Darussalam.

Bank Islamic Brunei Berhad’s (BIBD) banking journey dated back over 32 years ago, from
its humble beginnings as the conventional Island Development Bank in 1981, which was
then renamed International Bank of Brunei. This was subsequently converted to the
nation’s first Islamic Bank, Islamic Bank of Brunei (IBB). IBB merged with the Islamic
Development Bank of Brunei (IDBB) in 2005, to form BIBD?* in 2007.

IBB started as Bank of Philippines Island Limited before it became International Bank
of Brunei Berhad and then Islamic Bank of Brunei (IBB). IDBB was the Economic
Planning Unit (EPU) under Ministry of Finance Brunei before it was transformed.

BIBD’s source of capital issue was settled before the merger in 2007, as IBB and IDBB
were already “Islamic banking entities” via their own conversion exercise.

Autoriti Monitori Brunei Darussalam may consider converting their other local
financial players namely Tabung Amanah Islam Brunei (TAIB) and Baiduri Bank. TAIB

is talking about converting into banking institution before 2009.

Indonesia

The development of Islamic finance in Indonesia started with the establishment of Bank

Muamalat Indonesia in 1992. After the issuant of Banking Act No. 10/1998, some conventional

banks run Islamic bank unit as part of their operations. Indonesian Bank regulation

24 BIBD Press release on June 26, 2013 — a ,,Bruneian at Heart™ banking experience has been launched by BIBD today
introducing a new brand.
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no.8/3/PB1/2006 on 30" January 2006 permitted the Islamic unit under conventional banks to
open counters in their branch. Their Act No. 21/2008 permitted conventional banks to have
Islamic units before converting to a full-fledged Islamic banking system. Some units grew into
a subsidiary with some conversion taking place after that?.

Since setting up of new Shari’ah bank is very costly and requires at least 25% of Rp 1
trillion (as pay up), conversion via merger and acquisition was the vital option in Indonesia for
certain shareholders. By the end of 2007, the Central bank requires a bank in Indonesia to hold
a minimum capital of Rp 100 billion which forced some banks to add capital, merge or be sold
by the owners.

a. Bank BUKOPIN, Indonesia

In November 2008, Bank Bukopin converted into a full-fledged Islamic bank. Their
asset size in 2005 was about Rp 2 billion but made a substantial loss in 2009 due to

bigger operational expenses. They made a significant recovery in 2011.

b. CIMB Niaga, Indonesia

In 2008-2009 LippoBank merged with CIMB Niaga (formerly known as Bank Niaga)
which completed on May 18, 2009, 4 months ahead of the schedule. Upon merger, by
June 2009, CIMB Niaga transformed into:
5™ ]argest Indonesian bank by assets; 655 branch outlets & 1,261 ATMs throughout
Indonesia.

— 3" ]argest in terms of Shariah financing.

% Dodik Siswantoro. (2012). The conversion effects of Islamic unit to full fledged system Islamic banks in Indonesia.
Australian Journal of Islamic Banking and Finance, (2), 55-63.
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— CIMB Niaga Indonesian consumers have direct linkages to CIMB. Group,

Southeast Asia 5™ largest bank.

CIMB (the shareholder of CIMB Niaga) is a unique Malaysian “Universal Bank™
platform with international presence in Indonesia, Singapore and several other
countries. The complex merger requires Malaysian and Indonesian stakeholders’
approval. The merger had also established a unique dual banking operator
(conventional and Islamic banking) with “leverage model” operation.

The merger consolidated CIMB Niaga’s Shari ‘ah unit with ex-LippoBank Salam
entity and created Indonesia’s 3™ largest Islamic financial institution in Indonesia in
2009. By the end of year 2009, 500 conventional CIMB Niaga branches had Shari ‘ah
windows.

CIMB Niaga was also moving towards universal dual banking status by converting
their branches into full Shari‘ah services branch. The target was to have 14 Shari‘ah
branches by 2010, from the initial 9 in 2009.

The 15 months mergers exercises involved, among others, massive IT integration,
entailing the reconciliation of more than 1.4 million customers or approximately 1.7
million accounts and training more than 8,000 staff within 10 months with 99.97%
success rate?®. The 2008 conversion drive by market capitalization and establishment

of a conventional bank also offers Islamic window services.

26 CIMB Niaga, Merger Closing Report, November 2009.
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C.

Bank Rakvat Indonesia (BRI), Indonesia

BRI Shari‘ah unit had almost Rp 8 billion assets in 2005. BRI chose to merge and went
full-fledged in 2008. BRI acquired PT Bank Jasa Artha in October 2009 for Rp 61
billion and spin-of BRI Shari‘ah Business Unit into BRI Shari’ah. Technically, the
conversion (via merger and acquisition) was driven by the expensive fresh new bank

and capital requirement imposed by the regulator in 2007.

PT Bank Aceh Syariah, Indonesia.

NV Bank Kesejahteraan Atjeh (BKA) was established back in November 1958. The
name was changed for the fourth time into PT Bank Aceh until it was converted to PT
Bank Aceh Shari‘ah in September 2016 (PBI No. 11/15/PBI1/2009).

Their first Shari‘ah branch was established in November 2004. An Extraordinary
General Meeting (EGM) which was held in May 2015 and the final conversion
initiatives started with a dedicated team under the close supervision of the Central Bank
Indonesia (OJK). The permission to convert was issued by OJK (OJK No. KEP-
44/D.03/2016) on September 1, 2016 which was announced publicly on 19, September
2016.

Almost 230 million Muslims or around 87% of population in Indonesia would
welcome more Islamic banking players to serve their needs. Converting some of their
existing conventional bank is something that is ecouraged by their regulators and

government. Specific guidelines on conversion demonstrates their seriousness.
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Thailand

Based on the key indicators of population and housing in Thailand from 1990-2010, about
4.9% of 66 million population in Thailand are Muslims. Islamic finance still remains
developing after Islamic Bank of Thailand Act B.E.2545 was enacted in 2002 as well as the
establishment of Islamic Bank of Thailand (majority owned by the government of Thailand).

Muang Thai Life Insurance started establishing Takaful products since 2011; general life
Takaful, personal accident Takdful and in 2018 collaborated with Islamic Bank of Thailand to
issue savings Takdful. These products allow long-term savings and life planning, similar to
common savings insurance but adhere to Shari’ah principles. Other insurance operators, South
East Group and Philips Life Assurance are also involved in offering Takdful products.
Hopefully we can see conversion steps taken in conventional insurance Thailand towards
becoming Takaful operators?’.

Islamic cooperative structure i1s more acceptable in Thailand since the first establishment
of Islamic Co-operative of Pattani Limited (ISCOP) in 1987. As at 2012, there are 42 active
Islamic cooperatives in Thailand?s.

In 2014, Thailand has three (3) Islamic banks, one (1) full-fledged (Islamic Bank of
Thailand) and two (2) Islamic windows under conventional operators (the Government Savings
Bank and the Bank for Agriculture and Agricultural Cooperatives). A review on Thailand’s
double taxation laws, wider product offering (to capture non-Muslims customers) and human
capacity readiness would render a conversion in Thailand catering to the 620 million

populations potential demand.

27 Chaiyasri, A. (2018, June 20). Islamic Finance in Thailand: Prospects and Challenges. ZICO law. Retrieved from
www.zicolaw.com

28 Access to finance: The case of Muslim Minority in Southernmost Provinces of Thailand. (n.d.). Retrieved January 19, 2018,
from The World Bank website: https://documents.worldbank.org



67

Totaméc Ecomomics International Refenced Yowrnal

Issue 1, Jamadilawal 1442H / January 2021M

Conversion may be possible if adjustment is also made on?’ the Islamic Bank of Thailand
Act (2002) for more financial liberalisation. Thailand should allow investors (local and foreign)

to open another full-fledged Islamic bank there.

Philippines

There has been positive updates from Manila after the first Islamic bank started operating in
1973 (Development Bank of the Philippines’ subsidiary Al Amanah). On August 22, 2019,
Republic Act No 11439 (Islamic Banking Act) was signed and provides for the regulation,
organisation and power to established Islamic banks in Philippines. A well-defined law will
boost confidence in domestic and foreign stakeholders to deal with Bangko Sentral ng Pilipinas
(“BSP” ; the Central Bank of the Philippines). Apart from establishing a full-fledged Islamic
bank, this new provision allows conventional banks to participate in offering Islamic banking
products via Islamic banking units. This could create a path for future conversion like many
other conversion roots taken globally as at today.

Another opportunity for conversion was also made available when the foreign banks
allowed new banking entry under the Republic Act No.7721 (Liberalisation of Entry and
Operations of Foreign Banks). Foreign bank could be owning up to 100% of voting stocks of
an existing Islamic bank by establishing an Islamic bank subsidiary or a branch there. The
requirement for setting up a dedicated Shari ‘ah Advisory Councils shows that BSP is adopting

the best market practice standard adopted in many Islamic jurisdiction®.

29 Sarntisart, S. (2014, September 10). Are Thailand’s Islamic financial institutions ready for the AEC?. The Nation Thailand.
Retrieved from www.nationthailand.com
30 Sy, F. (2019, November 25). Islamic Banking Act passed in the Philippines. ZICO law. Retrieved from www.zicolaw.com
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A series of legislation was approved subsequent to Act No. 11439, including BSP Circular
No. 1069 (Guideline on the Establishment of Islamic Banks and Islamic Banking Units) and
BSP Circular No. 1070 on Shari’ah Governance Frameworks3!. The country has 45 universal

banks with 10% Muslim population??.

Conversion Models
Information on conversion exercises and challenges are not openly shared with the public. Most
of the academic papers shared their information based on surveys conducted. Based on the
above success stories and available report on conversion in ASEAN, several methods prevail:
a. Integral / full conversion.
i.  Change of license.

ii. Mergers and acquisition.

b. Partial / gradual conversion / staggered.
1. Gradual conversion by branches.

i1. Gradual conversion by scheduling (timing)

c. Conversion via window and subsidiary.
1. Fresh set-up of new Islamic Subsidiary (s)

i1. Fresh set-up of new Islamic window (s).

31 Sy, F., & Santos, R. B. (2020, February 5). Philippine Central Bank passes Shari’ah Governance Framework. ZICO law.
Retrieved from www.zicolaw.com

32 Alegado, S., & Lopez, D. B. (2019, October 28). Philippines plans to allow banks to set up Islamic Banking Units.
Bloomberg. Retrieved from www.bloombergquint.com
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Major Finding
Conversions (from conventional to Islamic operation) are acceptable models in several
countries including ASEAN. There is no fixed one (1) model suitable for all institutions,
jurisdiction and ecosystem. Shari‘ah Scholars will have to make ijtihad (suggestion on
solution) on acceptable model suitable for issues presented to them and the fatwa (resolution)
may vary from one another. There are available guidelines for conversion but they are subjected
to adoptions as well as criticism.

There is a specific need to focus on this topic in assisting the stakeholders to consider
conversion as their vital option. Available data and literatures are limited in relation to this
topic. Islamic finance components are facing stiff challenges in this 20" Century in order to

survive the next financial industry era.

Contributions or Solutions
The findings highlight (among others):

a) Islamic banking services are not offered only by full-fledged Islamic banking
institutions. There are several models of Islamic banking service providers in a form of
window and subsidiary.

b) There should be positives moves to encourage conversion from pure conventional to
window providers and from window or subsidiary to full-fledge Islamic banking.

c) The conversion can come in many forms including conversion via mergers &

acquisition, absolute conversion and staggered conversion.
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d) The findings will remind Islamic finance regulators and Shari‘ah scholars to provide
necessary guideline and references to assist the conversion, which will then increase
Islamic finance presence.

e) Converted entity must cover all angles in conversion process and timeline.

f) Human Resources readiness is an important factor to avoid resistance in conversion
exercise, hence, structured and targeted training and capacity building must be part of
the conversion milestone.

g) Product development and product replacement must be ready to offer new services to
their clients.

h) Appropriate policies and procedures (including accounting, system and workflow)

must be prepared for smooth guidance to all levels of the entity stakeholders.

Conclusion

Conversion in any form is a vital option with available eco-system. Adoption for digital
banking would be much easier due to operational strength, established ready products and
wider customer range (Muslim and Non-Muslims).

Several converted financial institutions positioned themselves well in their respective
jurisdiction post conversion exercise. Continuous efforts to convert will make Islamic finance
in ASEAN more vibrant. All stakeholders will have to play their part in converting more
Islamic financial institutions and reach out beyond ASEAN. More Muslim ummabh globally are
looking for options to participate in Islamic finance in ASEAN due to political and economic
stability, unlike in Europe and Middle East in current economic situations. Superb internet
connectivity and wide offering internet banking products will be an easy sales for more Islamic

banking from ASEAN region.



71

Dolamic Ecomomics Intowmational Refenced Yowrmnal

Issue 1, Jamadilawal 1442H / January 2021M

NOTES
Attachment 1
a. Part of Sheikh Hussien Hamid Hasan case study on conversion of Sharjah Islamic Bank
in “ Khuttah Tahawwul al-Bank Islami, Mutatollubat Hazihi Al-Khuttah wa Hulul
Musykiltiha, Tajdid Masraf Al-Syariqah al-Watani”.
b. Fatwa Dalal al Baragah meeting no 16, 8 June 1999

c. AAOIFI Shariah Standards No 6.
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THE PANDEMIC COVID-19 AND HOW IT IMPACT THE ISLAMIC FINANCE
INDUSTRY IN BRUNEI DARUSSALAM: AN OVERVIEW!

Awg Zulkhairi bin Awg Hj Mohd Noor?
Qaisar Ali®

Abstract

Brunei Darussalam is one of the countries affected by the Coronavirus Covid-19
which has also affected most countries around the world. The effect of the
Pandemic has disrupted and affected the economy around the world and have
infected and caused the death of millions of people. This paper aims to discuss the
policies implemented by the Government of Brunei to curtail the spread of Covid-
19 and measures to revive the economy including the Islamic finance Institutions
which are comprised of the Islamic Bank, Takaful, 1slamic Capital Market, Islamic
Finance Companies and other licence Moneychanger and Money Remittances
Companies. This paper will discuss on the current immediate impact of the
pandemic and due to uncertainty suggest future actions for improvement.

Keywords: Pandemic Covid-19; Government of Brunei; Islamic Finance
institutions, Brunei Darussalam.

Introduction

Currently, the global economy including the Islamic finance face uncertainty due to the effect
of the Pandemic Covid-19 which were said to effect more than the global financial crisis
happened decade ago, including the biggest downfall of shares in the stock exchange and the
biggest drop of oil prices and huge number of businesses are affected and become not
sustainable and many people lost their job or businesses. It has affected the economy of even

the developed countries and as a result of less activity in the market due to restrictions in people

1 This journal is part of PHD postgraduate requirement for UNISSA

2 PHD student in Islamic Banking and Finance, Faculty of Islamic Economics and Finance (FEKIm), Universiti
Islam Sultan Sharif Ali (UNISSA), Email: 18p902@siswa.unissa.edu.bn

3 PHD student in Islamic Banking and Finance, Faculty of Islamic Economics and Finance (FEKIm), Universiti
Islam Sultan Sharif Ali (UNISSA), Email: aligaisar21@gmail.com
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going outside and social distancing the whole world economy including businesses, trade and
companies suffer badly and this also affect the Islamic finance industry.

Indeed, the economic impact of this pandemic outweighs the impact of other events that
were considered turning points in the course of human history like the Great Depression, World
War 11, and the global financial crisis which took place more than decade ago. It can be said
that the effects will be long-term and likely to outlast the pandemic itself as the economic harm
caused by the Covid-19 pandemic in a few weeks is greater than that caused by the global
financial crisis in 2008 over the course of three years and the world will need years to recover.*
The purpose of the study is to find out how the Pandemic Covid-19 has affected the various
types of Islamic Financial Institutions In Brunei on short term and how best these financial
institutions can deal with these impacts and how to handle and avoid any similar future event.
In this paper, it is important firstly to understand how the Pandemic Covid-19 came to Brunei
Darussalam and what actions have the country been taken so far and in relation to

understanding how it affect the overall Islamic Financial institutions in Brunei Darussalam.

The Background of Covid-19 in Brunei Darussalam

The reason the event and actions will be detailed here is because through the actions of the
government of His Majesty the Sultan and yang Di-Pertuan of Brunei Darussalam in tackling
the Pandemic Covid-19 and the country’s ability to have the virus under control domestically,
it will have a direct effect on the operations of the Islamic Financial Institutions in Brunei

Darussalam. The successful handling of this Pandemic Covid-19 will have a heavy impact on

4 Hajjar, B.H. E. (2020). Covid-19 and Micro, Small and Medium Enterprises, Saving the Global Economy from
the Pandemic. Retrieved April 16, 2020, from https://www.isdb.org/news/president-of-the-islamic-development-
bank-group-covid-19-and-micro-small-and-medium-enterprises-saving-the-global-economy-from-the-pandemic
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the Islamic Financial Institutions and thanks to the effort from everyone including the
government the virus has been under control locally®, resulting the industry only suffer minimal
impact and it could have been a lot worst.

Brunei Darussalam first positive Covid-19 was on the 9" March 2020, when the Ministry

of Health confirmed that preliminary coronavirus tests had returned positive for a 53-year-old
male who had returned from gathering in Kuala Lumpur, Malaysia on 3 March 2020.
There are 70 people from Brunei Darussalam who also attended the same gathering and four
are still unknown. Among those people, only 66 people came forward for testing and by using
the recently amended Infection Disease Act Order, the Police have been allowed and successful
in tracing the remaining people where they could be charge if not tested following the
Directives of Director-General of Ministry of Health. The contact tracing begun for the newly-
confirmed COVID-19 cases with close contacts such as family members, co-workers, or
anyone who has been in the company of an infected person will be contacted by the authorities
where Ministry of Health (MoH) will collect samples for COVID-19 testing and a quarantine
order will be issued.’

Brunei was among the first nations to introduce travel restrictions on affected countries and
temperature screenings for inbound travellers. By early February, authorities began
readying quarantine shelters capable of accommodating more than a thousand potential
patients. Brunei’s handling of the pandemic has been robust and transparent, despite the
adoption of the necessary drastic but necessary measures during the time of crisis such as

freedom of movement which also affect privacy right. Once the first cases were reported,

5> At the time of writing, last patient infected domestically was since 6 May 2020.
6 Biz Brunei. (2020). COVID-19 business updates: Fourth round of de-escalation starts July 27. Retrieved August
13, 2020, from https://www.bizbrunei.com/2020/04/covid-19-brunei-business-updates/


https://en.wikipedia.org/wiki/Ministry_of_Health_(Brunei)
https://en.wikipedia.org/wiki/Ministry_of_Health_(Brunei)
https://en.wikipedia.org/wiki/Kuala_Lumpur
https://en.wikipedia.org/wiki/Malaysia
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Brunei quite impressively and professionally handled the situation and have been putting into

action best practices.’

Great Leadership by His Majesty the Sultan as a Ruler of the country

His Majesty the Sultan and Yang Di-Pertuan of Brunei Darussalam, in a televised speech
addressing the Covid-19 situation on March 22 has called on the public to remain calm and
exercise responsibility to prevent wider spread of the pneumonia-like illness. As believers, said
His Majesty, Bruneians are required to undertake prayer and devotional acts while at home
rather than at mosques to curb the contagion’s spread. “This is where our culture is different,
we know this pandemic does not exist by itself but comes from our creator. Nobody among us
knows why it came”. Brunei Darussalam has also expedited the opening of a new national
virology laboratory to conduct molecular tests for Covid-19, which His Majesty has said will
increase testing capacity tenfold.

All Bruneians returning to the country are required to take a coronavirus swab test and
undergo mandatory isolation at a quarantine facility as soon it become apparent later that there
were also confirm positive cases for people coming from overseas. To ensure compliance with
virus-curbing rules, penalties for violators have been ratcheted up. Offenders face fines of
B$10,000 or six months in prison (amendment of the order).® This swab and quarantine
requirement have led to Brunei only have imported cases since May 2020 and since then there

are no community spread.

" Bowie, N. (2010). Devout at a distance in contagion-hit Brunei. Retrieved April 19, 2020, from
https://asiatimes.com/2020/04/devout-at-a-distance-in-contagion-hit-brunei/

8 Bowie, N. (2010). Devout at a distance in contagion-hit Brunei. Retrieved April 19, 2020, from
https://asiatimes.com/2020/04/devout-at-a-distance-in-contagion-hit-brunei/
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Since the pandemic, life has definitely changed in many aspects, especially in terms of
freedom of movement. There is a need for social distancing which has acted as a catalyst for
Brunei to start using online services and the government has advised the public to use its online
services portal for tasks like applying for business licenses and paying road taxes rather than
visiting service counters. All public and private school are closed and in accordance with social

distancing students are currently only taking classes online.®
Brunei’s Response to Covid-19
Below are the important actions and initiatives taken by the government for tackling the

Covid-19:

Legal action against those not complying with coronavirus directives

The government has amended the Infection Disease Act to increase the penalty for those who
do not comply with official directives issued on the Covid-19 outbreak such as the requirement
to carry out medical examinations or medical treatment, self-isolation and quarantine. The
maximum penalty for a first offence is $10,000 or six months in jail, up from $200. The swift
actions in amending this Order is crucial to the stopping of spread of the Covid-19 through

community spread as previously the Director-General has no such power of enforcement.

° Ibid.
10 Bowie, N. (2010). Devout at a distance in contagion-hit Brunei. Retrieved April 19, 2020, from
https://asiatimes.com/2020/04/devout-at-a-distance-in-contagion-hit-brunei/


https://thescoop.co/2020/03/13/covid-19-cases-more-than-double-to-reach-25/

78

The Pandemic Covid-19 and how it Impact the Islamic Finance Industry in Brunei
Darussalam: An Overview

Travel restrictions

All residents in Brunei, including foreigners, are barred from leaving the country starting from
March 16 to help curb the spread of Covid-19 and tourists will be allowed to leave, but all other
residents will require approval from the Prime Minister’s Office. This ban has also led to the

opening of Temburong Bridge for public use starting from March 17.1

Closure of public places

In order to ensure social distancing measures cinemas, gyms, bowling centres and golf clubs
was ordered to close and dining in at all food premises in Brunei were banned starting on March

19 and only takeout and food deliveries were allowed.

Fiscal financial support packages

On March 19, as initiated by Brunei’s central bank Autoriti Monetari Brunei Darussalam
(AMBD) with the support of the Ministry of Finance and Economy (MOFE) and the Brunei
Association of Banks have agreed to defer financing and loan repayments for up to six months
for four sectors to help mitigate the financial impact of the Covid-19 outbreak. The deferment
on principal repayments applies to businesses within the sectors of tourism, hospitality/event
management, food and beverage (restaurant/cafes) and air transport as well as importers of
food and medical supplies. Interest or profit rates still apply and the minister added that all

bank fees and charges related to trade and payment transactions for companies in these sectors

11 Ibid.
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would be waived for six months. Local interbank transfer fees will also be waived for six

months for all customers.*2

Support structure for businesses

On March 21, a second set of interim measures was introduced by MoFE and centered around
tax, utility and social security deductions and deferments to help Brunei’s private sector amidst
the Covid-19 outbreak.™

The new measures effective April 1, 2020 for six months include:

1. A six-month deferment on Employees Trust Fund (TAP) and Supplementary
Contributory Pension (SCP) for micro, small and medium enterprises (MSMEs) with
employees earning less than $1,500. The government will contin