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ABSTRACT

The study investigated and analyzed the legal and regulatory framework of Islamic
capital market in Maldives, in contrast to the legal and regulatory framework of Islamic
capital market in Malaysia. Maldives has no specific statutory provisions governing the
country’s Islamic capital market apart from a few regulations. On the contrary, Malaysia
has a robust legal and regulatory framework, which is one of the significant factors that
enables Malaysia to have the most developed Islamic capital market on the globe.
Numerous provisions governing Islamic capital market in Malaysia are found in various
statutes and multiple regulations issued by the regulator. Through comparative analysis
of the legal and regulatory framework of Islamic capital markets in Maldives and
Malaysia, the study proposed reforms in the legal and regulatory framework of Islamic
capital market in Maldives. The study employed qualitative research methodology
where data were collected from various government publications and interviews with
relevant stakeholders in the industry. Research methods involved both doctrinal and
non-doctrinal research. The findings suggested that when compared to Malaysia,
Maldives requires amendments to several existing legislations and regulations, while
new legislations and regulations need to be enacted. It is proposed to amend Maldives
Securities Act 2006 to include Islamic securities and provide statutory recognition and
binding powers to Shari‘ah Advisory Council of Capital Market Development
Authority. This study proposes to amend Maldives Monetary Authority Act 1981 to
provide statutory recognition and binding powers to Shari‘ah Council of Maldives
Monetary Authority. In addition, it is recommended to amend Maldives Land Act 2002,
Revenue Stamp Act 1970, and Maldives Companies Act 1996 to provide Islamic capital
market investor friendly environment. Finally, it is indispensable to enact a trust
companies act in Maldives.
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CHAPTER ONE

INTRODUCTION

1.1 BACKGROUND OF THE STUDY

Situated just one and a half meters above sea level, the Maldives archipelago is a cluster
of 1190 islands® located in the Indian Ocean. The population is over half a million with
over two-fifth of the total population living in the congested capital city Male’.2 Unlike
many other countries, Maldives has a homogeneous society with unique features: one
race; one language; and one religion. Maldivian Constitution states that Islam is the
religion of the country.®

Maldives embraced Islam on 27" June 1153 C.E. (2" Rabi ‘al-akhirah 548)* and
remained an independent country throughout its history except a few times. The last
occupation was in 1887 when Maldives went under the protection of the British and
finally gained independence on 26" July 1965.°

Although Maldives achieved independence, the financial system as well as other
areas are not well developed. In 1971, Maldives was listed as a Least Developed

Country by United Nations.® Being a small country, neighboring countries and

1 High Commission of Maldives, “About Maldives,” High Commission of Maldives,

<https://maldives.org.my/about-maldives> (accessed 13 August, 2020).

2 National Bureau of Statistics, “Maldives Population Projections 2014-2054: Assumptions and Result
Analysis,” Ministry of Finance and Treasury, <http:/statisticsmaldives.gov.mv/nbs/wp-
content/uploads/2018/07/UNFPA-Report-Maldives-Population-Projections-2014-2054.pdf>  (accessed
13 August, 2020).

3 Constitution of the Republic of Maldives 2008, article 10.

4 Mirani Lister, “Maldivian Archaeology” in Encyclopaedia of Global Archaeology, edited by Claire
Smith (Switzerland: Springer Nature Switzerland AG, 2019), 1.

5> CHB. Reynolds, “The Maldives Islands”, Asian Affairs, vol. 6, no.1 (1975): 42.

6 Ministry of Foreign Affairs, “Maldives Graduates to Middle-Income Status,” Ministry of Foreign
Affairs, <https://www.foreign.gov.mv/index.php/en/mediacentre/news/1754-maldives-graduates-to-
middle-income-status> (accessed 16 August, 2020).




international organizations have helped Maldives in many aspects including the
development of the financial system in Maldives. In 1978, Maldives became a partner
of the World Bank who assisted Maldives in over 32 developmental projects worth over
USD295 million.” Other international organizations such as United Nations and
International Monetary Fund also played a vital role in developing Maldivian financial
system.® Finally on 1% January 2011, Maldives was listed as Middle-Income Country.®
The country’s gross domestic product also rose significantly from USD200 in 1978, to
USD11,890 in 2018.1°

While many countries and organizations have assisted Maldives to develop the
financial system, the vast majority of funds and technical assistance were invested into
the development of conventional finance. Therefore, conventional banking and finance
have been deeply rooted in the entire Maldivian economy. The existing financial market
structure of Maldives consists of two main regulatory authorities. Firstly, Maldives
Monetary Authority (MMA) as the central bank of Maldives'! and secondly, Capital
Market Development Authority (CMDA) as the main regulator of capital market in
Maldives.'? Maldives banking sector consists of a total of eight banks, of which one is
a fully owned subsidiary of a foreign bank, four are branches of foreign banks, and three
are local banks.® Mauritius Commercial Bank Maldives Pvt. Ltd. is the fully owned

subsidiary.'* State Bank of India, Habib Bank Limited, Bank of Ceylon, Hong Kong

! World Bank, “The World Bank in Maldives,” World Bank,
<https://www.worldbank.org/en/country/maldives/overview#3> (accessed 16 August, 2020).
8 Ahmed Naseer, “Governor’s  Statement No.7,” International Monetary  Fund,

<https://www.imf.org/external/am/2017/speeches/pr7e.pdf> (accessed 17 August, 2020).
9 Ministry of Foreign Affairs.

10" world Bank.

1 Maldives Monetary Authority Act 1981 (Act no: 6/1981), s 3 and 4.

2 Maldives Securities Act 2006 (Act no: 02/2006), s 3.

13 Maldives Monetary Authority, “Banking Sector,” Maldives Monetary Authority,
<http://www.mma.gov.mv/#/financialstability/bankingsector> (accessed 31 October, 2018).

14 Maldives Monetary Authority, Annual Report, (Male’: Maldives Monetary Authority, 2010), 22.




Shanghai Banking Corporation Ltd. are the four branches of foreign banks. Bank of
Maldives Plc (BML), Maldives Islamic Bank Plc. (MIB), and Commercial Bank of
Maldives Pvt. Ltd are the three local banks incorporated in Maldives. By the end of
2019, the net asset composition of the banking industry was MVR54.2billion.t®

There are five insurance companies, eight insurance brokers and 41 insurance
agents in Maldives. The five insurance companies operating in Maldives are Allied
Insurance Company, Amana Takaful Maldives (ATM), Ceylinco Insurance Company
Limited, Solarelle Insurance, and Dhivehi Insurance Company Private Limited.
Although ATM is licensed under insurance service provider, it is a hundred percent
takaful provider in Maldives. Ayadi Takaful, an Islamic window®® of Allied Insurance
Company is also a takaful provider in Maldives.” By the end of year 2017, the value of
total assets of the insurance industry was MVVR529.71 million.8

In addition, there are three other non-bank financial institutions operating in
Maldives. These are Housing Development Finance Corporation Plc. (HDFC) for
housing finance, Maldives Finance Leasing Company Private Limited for leasing
finance, and SME Development Finance Corporation Private Limited for business
finance.®®

Apart from banking and insurance, capital market is also one of the main

components of financial system in Maldives. CMDA is the body responsible for the

15 Maldives Monetary Authority, “Banking Sector,”.

16 Ayady Takaful, “About Us,” Ayady Takaful, <https://ayady.mv/about/about-ayady/> (accessed 31
October, 2018).

7" Maldives Monetary Authority. “Register of Insurance Providers,” Maldives Monetary Authority,
<http://www.mma.gov.mv/#/financialstability/insurancesector/insuranceproviders>  (accessed 17
August, 2020).

18 Maldives Monetary Authority, “Banking sector,”.

19 Maldives Monetary Authority. “Other Financial Institutions Sector,” Maldives Monetary Authority,
<http://www.mma.gov.mv/#/financialstability/otherfinancialinstitutionssector#housingfinance>
(accessed 17 August, 2020).




development of Islamic capital market (ICM) in Maldives under Maldives Securities
Act 2006 (MSA) (Act No: 2/2006). CMDA has statutory authority to license securities
market intermediaries such as dealers, advisors, brokers, asset managers, credit rating
agencies, custodians, central depositories, and stock exchanges.?® Under the regulation
of CMDA, there is one stock exchange, one central depository, two dealers license
holders, one custodian license holder, two dealer’s representative license holders, four
investment adviser license holders, one investment adviser representative license
holder, one Shari‘ah advisor, two investment fund management companies,? and ten
listed companies.?? Although Maldives has seen development in conventional capital
market, ICM has only recently been introduced into the Maldivian economy.

Maldives witnessed the listing of the first Shari’ah compliant securities in
Maldives Stock Exchange (MSE) in year 20112 where the first initial public offering
(IPO) of ATM and its shares were oversubscribed.?* In June 2019, MIB launched its
IPO that was also oversubscribed?® and was listed as the second Shari‘ah compliant
stock at MSE.? This shows the potential development of ICM in Maldives. However,
in order to develop ICM at the required speed, a comprehensive legal and regulatory

framework is vital.

20 Maldives Securities Act 2006 (Act no: 02/2006), chapter 4.

21 Capital Market Development Authority. “Registered Entities,” Capital Market Development
Authority, <https://www.cmda.gov.mv/en/public/licensed-or-registered-entities/> (accessed 17 August,
2020).

22 Maldives  Stock Exchange. “Listed Companies,” Maldives Stock Exchange,
<https://stockexchange.mv/listedcompanies> (accessed 17 August, 2020).

23 Capital Market Development Authority. “Islamic Capital Market,” Capital Market Development
Authority, <http://www.cmda.gov.mv/developments/islamic-capital-market/> (accessed 3 August,
2012).

2% Ibid.

25 Maldives Islamic Bank, Annual Report 2019. (Male’: Maldives Islamic Bank, 2019), 18.

26 Capital Market Development Authority, Annual Report 2019, (Male’: Capital Market Development
Authority, 2019), 15.




On the other hand, Malaysia is at the forefront in terms of ICM. Malaysia leads
ICM globally and is also the pioneer in innovation and thought leadership.?” Malaysian
ICM held 64 percent of Malaysian capital market by the end of year 2019. The size of
ICM also rose to RM2 trillion in year 2019, an eight percent growth compared to year
2018.28 At the end of year 2019, Shari’ah compliant securities represented 76 percent
of a total of 929 securities that were listed in Bursa Malaysia.?® Having a robust legal
and regulatory framework that consists of several legislations, regulations, and
guidelines governing ICM®® contributed to Malaysia becoming a global leader in

developing ICM.

1.2 STATEMENT OF THE PROBLEM

In a globalized world where international trade and finance are interconnected, ICM is
not immune from the globalized financial system. Local funds are insufficient to
develop and sustain not only the Maldivian economy, but any country’s economy.
Foreign funds must be attracted and invested to develop a country’s economy. However,
foreign funds will not be attracted unless security and protection are provided to the
relevant stakeholders. Since the introduction of ICM in Maldives, it has been
undergoing some regulatory developments as few regulations related to ICM have been
issued by CMDA.

Having a sound legal and regulatory framework is vital to develop ICM not only

in Maldives, but in any country including Malaysia. However, the existing rules and

2T Securities Commission Malaysia, Annual Report 2019, (Kuala Lumpur: Securities Commission
Malaysia, 2019), viii.

28 bid., 10.

2% bid., 180.

30 securities  Commission Malaysia.  “Regulation,”  Securities Commission  Malaysia,
<https://www.sc.com.my/regulation> (accessed 17 August 2020).




regulations governing ICM in Maldives are not adequate to attract local and foreign
investment investors. Maldives still faces many legal and regulatory challenges in the
development of ICM in Maldives. To ensure an attractive market for both locals and
foreign investors, the legal and regulatory framework of ICM in Maldives needs to be
efficient and up-to-date. In contrast, Malaysia has a robust capital market legal and
regulatory framework. As the global leader in Islamic Finance, Malaysia’s strategy for
developing its ICM offers a valuable benchmark for other developing capital markets.>!
Hence, this research examines the legal and regulatory framework of ICM in
Malaysia, and using it as a guideline, proposes reforms in the legal framework for ICM
in Maldives. More specifically, this research answers the following questions:
1. What is the legal and regulatory framework of Islamic capital market in
Maldives?
2. What is the legal and regulatory framework of Islamic capital market in
Malaysia?
3. What is lacking in the existing legal and regulatory framework of Islamic
capital market in Maldives?
4. What can be adopted from the legal and regulatory framework of Islamic
capital market in Malaysia?
5. What reforms are needed in the existing legal and regulatory framework of

Islamic capital market in Maldives?

3 Gemma Varriale, “How to Build a Finance Hub: The Secret to Malaysia's Success”, International
Financial Law Review, vol. 32, no. 8 (2013): 2.



1.3 OBJECTIVES OF THE RESEARCH

The specific objectives of this research are:

1. Analyze the legal and regulatory framework of Islamic capital market in
Maldives.

2. Evaluate the legal and regulatory framework of Islamic capital market in
Malaysia.

3. Compare the legal and regulatory framework of Islamic capital market in
Maldives with the legal and regulatory framework of Islamic capital market
in Malaysia.

4. Propose reforms in the legal and regulatory framework of Islamic capital

market in Maldives.

1.4 HYPOTHESIS

To date, CMDA has issued only four main regulations: Regulation on Capital Market
Shari‘ah Advisory Council; Regulation on Issuance of Sukiik Securities; Regulation on
Screening Islamic Securities; and Regulation to Register of Shari‘ah Advisers.
Therefore, the existing laws and regulations of CMDA are not sufficient to meet with
the growing demand for ICM products in Maldives. On the other hand, Malaysia has
the most extensive regulatory framework on the globe that governs ICM with

comprehensive guidelines for all ICM products that are offered.

1.5 LITERATURE REVIEW

This section presents a review of recent literature on legal and regulatory framework of
ICM in Maldives and Malaysia. Although there are many materials on legal and

regulatory framework of ICM in Malaysia, there are limited works on ICM in Maldives.



For ease of presentation of these works, this review is divided into two parts. The first
part focuses on literatures of ICM in Maldives while the second part of the review
focuses on ICM in Malaysia. The literatures are organized in chronological manner and
are reviewed to understand their contributions and relationship to the current study.
Research on ICM in Maldives is limited in number. In year 2013, Aishath
Muneeza®? discussed about the progress of ICM in Maldives. The paper highlighted the
first Shari‘ah compliant stock listed in Maldives, issuance of a few regulations
governing ICM, and issuance of the first corporate sukik in Maldives. The issuance of
the main regulations governing ICM and its significant features were briefly discussed
in the paper. Several challenges in the development of ICM in Maldives including legal
challenges were also discussed in the paper. Some of these legal challenges include
issues in Stamp Act and Land Act. However, no detailed discussion was made with
reference to specific provisions of these acts. Furthermore, the study briefly highlighted
the need for amendment of MSA and statutory recognition of ICM and Capital Market
Shari‘ah Advisory Council (CMSAC) of CMDA. The paper also argued that existing
legal and regulatory framework is drafted in a manner that caters to conventional capital
market products. It highlights the need for harmonization of capital market laws and
related laws to cater for ICM products. In the paper, the need for a bankruptcy act to
regulate and protect the interests of creditors are also discussed. Islamic real estate
investment trust (I-REIT), Islamic unit trust (IUT) and Islamic fund management are
briefly stated in the paper as the opportunities to develop ICM in Maldives, however no

detailed discussions were found in this regard.

32 pishath Muneeza (2013, September). Progress of Islamic Capital Market in the Maldives. Paper
presented at Seminar on Second COMCEC Capital Markets Regulators Forum organized by COMCEC,
Istanbul.



