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Islamic Finance 

Crisis In the arab World and Its Impact On Islamic 
Investment In Malaysia

T
he recent political upheaval in Tunisia and Egypt has 
created new risks for a shaky world economy which 
has yet to fully recover from its recent financial crisis. 
The political turbulence in Egypt has driven up prices 

of crude oil and food with prices of oil reaching its highest 
levels since 2008. Whiles leaders of other Arab nations watch 
anxiously for signs of whether the contagion of unrest in 
Egypt would reach their countries, the political turmoil has 
inevitably undermined investors’ confidence. 

Up until recently investors have come to view developing 
nations as a potential source of high returns and relatively 
low risk, leading to a flood of investment into both major 
economies like China as well as “frontier” markets like 
those in sub-Saharan Africa. Today with the fear of unrest 
spreading to other Muslim nations with possibilities of 
change of regime causing an economic meltdown, investors 
have started to sell off both stocks and bonds of many 
developing nations, particularly in the Middle East. What 
would be sought after now would be a country with a 
stable government with sufficient infrastructure laid out to 
minimise any risk to investments. 

Could Malaysia be the alternative for such investors? If 
yes, the current crisis can be the catalyst for growth of the 
Malaysian economy. 

Malaysia with its economy growing steadily, backed by a 
stable government keen on enticing foreign investments and 
committed to creating an optimal environment for private 
enterprises to thrive, offers enormous potentials to investors. 
It is already currently enjoying brisk sales of ringgit-
denominated Islamic bonds by Gulf borrowers and is one 
of the world’s biggest market for Shariah-compliant bonds. 
With the government having recently laid out the Tenth 
Malaysian Plan which proposes tax cuts on shariah-compliant 
transactions with intent to primarily promote innovations 
and creativity in Islamic securities, it is likely that Malaysia 
may be the frontier country for investors 
jittery about their current investments in 
the Middle East. The ruling government 
just needs to ensure that appropriate 
steps are taken to foster a conducive 
investment climate through a policy of 
gradual liberalisation to attract displaced 
investments from the middle east.
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