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Abstract

This paper attempts to provide an overview of the digitization of Malaysia’s
financial ecosystem which began in the 1990s during the time of the “Asian
Miracle.” Since then, the nation has weathered several financial storms to
survive and thrive through prudence as well as the constant upgrading of its
regulatory frameworks and keeping up with technology and innovation. In
2022, Malaysia collaborated with the Bank of International Settlements (BIS)
to trial wholesale Central Bank Digital Currencies (CBDCs) together with three
other participating central banks under Project Dunbar. In 2025, Malaysia
undertook its own initiative under Project Mawar in partnership with the BIS
to develop its own CBDCs. Malaysia’s desire to digitize its financial ecosystem
is not driven by dedollarization, but by the fear of not wanting to be left behind
technologically. This paper outlines how Malaysian regulators see the benefits as
well as the challenges ahead for this small nation. Given that Malaysia has its own
national priorities to consider while seeing an opportunity to be a forerunner
in Islamic digital financing, will it be in a rush to do things the ASEAN Way?
Past experiences and how Malaysia sees the future may play a role in the pace it
chooses to take.

80 Fui K. Soong



CONTEMPORARY WORLD ECONOMY. VOL. 3. NO 4(12) 2025

1. Brief background: The digitization of Malaysia’s financial ecosystem

Malaysia’s foray into the digitization of its banking sector began in the 1990s. This was
an era defined by the move from manual to electronic processing using ATM networks
in the banking sector. The widespread installation of ATMs in the 1980s and 1990s gave
the public their first direct access to electronic banking, allowing cash withdrawals and
transfers.

The adoption of EFTPOS (Electronic Funds Transfer at Point of Sale) during this
period allowed debit and credit cards to be swiped at physical merchant terminals, as well
as deductions of funds from a customer’s account, electronically. It can be said that this
was the precursor to the modern Interbank GIRO card payments system. This facilitated
batch processing of interbank transfers, which was a foundational step for faster systems
later on.

Unfortunately, most Malaysian banks suffered considerable losses during the Asian
Financial Crisis (AFC) of 1997 [Zakaria 2023]. During the period of the roaring “Asian
Tigers” in the 1960s-90s, many Asian countries had taken up easy loans due to low
interest rate environments and massive inflows of Foreign Investments (FDI). Those
were the twin financial engines deemed necessary to fuel their rapidly expanding export-
driven economies. Many of the commercial banks, largely pushed by their respective
governments, had issued sizable loans to their own governments and private businesses
alike for massive infrastructure upgrades, specifically, ports, airports, highways,
transportation hubs, urban-rural electrification, telecommunications, manufacturing
hubs, industrial zones etc., which were deemed to be an essential part of building export
capacity. Banks were told to direct their efforts to build their respective countries’ export-
oriented capabilities. Competition among these nations was very intense, and Malaysia
was among the countries vying to be part of the so-called “Asian Miracle.”

When the AFC exacted its havoc, many of the banks in Asia were forced to adopt harsh
policies to pare down their high non-performing loans very quickly. This provoked a
sudden, severe credit crunch leading to economic instability which inevitably spilled
over to political unrest among the Asian “tigers.”

Malaysia was among the few countries that managed to achieve considerable progress
by implementing the necessary reforms, against a backdrop of intense political turmoil
rocking the entire South East Asian region. At that time, the current Prime Minister
of Malaysia, Anwar Ibrahim, was the Deputy Prime Minister-cum-Finance Minister.
Ibrahim was sacked from both his positions by the then sitting Prime Minister, Mahathir
Mohamad. The reason for his sacking was that Mohamad had disagreed with Ibrahim
over backing the IMF’s austerity plans.

Instead of following the IMF-led austerity plans, Mohamad pushed for consolidation
of the banks to prevent the further collapse in the financial sector. Malaysia’s
unemployment rate rose from 2.4% prior to the crisis to 3.4% by 1999.! The poverty rate
had risen from 6.1% in 1997 to 7.5% within two years.? He insisted that price stability had

*  https://open.dosm.gov.my/data-catalogue/hh_poverty
2 https://open.dosm.gov.my/data-catalogue/1fs_year
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to be prioritized due to significant decline in the value of assets coupled with falling
purchasing power. It was clear that Malaysians were experiencing financial strain, and
were unable to meet their own financial commitments.

Thailand regulators took to unpegging the Thai baht as investors pulled out of the
country, leading to an even faster decline in the country’s foreign reserves. The baht
immediately depreciated by about 15%. The value of the Indonesian rupiah eventually
fell by about 80%, and the South Korean won by 50%. The Malaysian ringgit suffered a
devaluation of up to 45%. The situation looked grim. The Bank Negara Malaysia (BNM,
the Central Bank of Malaysia), had to act swiftly. Virtually overnight, it made the decision
to implement capital controls and pegging of the Malaysian ringgit to the US dollar at a
rate of 3.8 from a high of 4.9, against harsh criticisms from the global financial fraternity
[Zakaria 2023].

Still, the IMF continued to insist that Malaysia maintain its “liberalization path,”’
which Mohamad disagreed with. Although it was an unpopular move among private
commercial banks, he took a tough stand against the private sector and pushed for
bank consolidation. Malaysian banks were instructed to improve their non-performing
loans as a priority. Indeed, in hindsight, decades later, it was due to the consolidation of
the banking sector that Malaysia was able to ride the rise of the internet and usher the
country into its next major phase of digitization. That was the beginning of the adoption
of internet banking as we know it today.

After the recovery of the AFC, Malaysia banks began offering online banking services
in the early 2000s, allowing customers to check balances, transfer funds, and pay bills
online. This was a revolutionary shift away from branch-based banking.

In 2000, the FPX (Financial Process Exchange) enabled online shoppers to pay
for goods and services directly from their bank accounts through a secure platform,
boosting e-commerce. The Real-Time Retail Payments Platform, a true game-changer
and a brainchild of PayNet, owned by Bank Negara Malaysia, was launched in 1999-
2000. Not long after, the RENTAS System (Real Time Electronic Transfer of Funds
and Securities) for interbank payment and scripless securities came into fruition
[BNM 1999a].

Once again, the world came to another turning point: the 2008 US subprime crisis.
This time, Malaysian banks remained largely intact despite the global repercussions, due
to their already consolidated size and earlier reforms.

By 2010, BNM launched the Financial Sector Blueprint (2011-2020) to pave the way
for the Malaysian financial sector to fully embrace the transformation required to meet
globalization. It was evident to Malaysia that China was expeditiously becoming a global
manufacturing and trading giant. Therefore, part of the plan was to further integrate the
Malaysian financial system into regional financial networks, particularly supporting
regional trade and investment. Hence, among the objectives of the blueprint was to
push for greater financial inclusion in particular, providing accessibility to cheaper
and easier financial options for households in the middle- to lower-income groups. More
crucially, to work toward a “cashless” payment system. This period was characterized by
real-time payments and mobile-centric solutions which were strongly supported by the
government.
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About 15 years after RENTAS, DuitNow was launched for the retail market. This
system enables real-time interbank funds transfers using just a mobile number or
National Registration Identity Card instead of a bank account number, making instant
payments accessible to everyone. It was in line with the National E-Payment Roadmap
which was actively pushed by the BNM to reduce the country’s reliance on cash and
cheques. This policy drive was instrumental in accelerating the adoption of a new
standardized QR code payment system allowing any merchant, from large retailers to
hawkers to accept digital payments cheaply and easily.

In 2014, JomPAY was launched, which allows users to pay bills online using a unique
Biller Code and Reference Number, further reducing the need for cash or cheques.

Today, Malaysia offers a mixture of traditional and digital payment systems including
cash, credit and debit cards, digital wallets like Touch'nGo, Boost and GrabPay, online
banking and Buy Now, Pay Later (BNPL) services.

2. Toward CBDCs: Project Dunbar

In 2022, the Malaysian Financial Sector Blueprint Report (2022-2026) was launched
to ensure its banking frameworks and regulations kept up with innovation. The BNM
recognizes that the trend toward a cashless ecosystem demanded by ordinary Malaysians
is in line with the global shift toward digital currencies.

The BNM had already announced in 2021 that it would participate in Project Dunbar
to develop two prototypes to enable international settlements using digital currencies
issued by participating central banks. This was a collaboration between the Bank for
International Settlements (BIS) Innovation Hub, and the Reserve Bank of Australia, the
Bank Negara Malaysia, the Monetary Authority of Singapore, and the South African
Reserve Bank.

Project Dunbar is designed to focus on creating a common platform for cross-border
settlements of the above participating banks and financial institutions to transact
directly with each other. In other words, the settlements are to be confined to wholesale
payments among the participating banks. Project Dunbar is part of the G20 roadmap
to eventually link all the CBDC systems running on an mCBDC payment system hosting
multiple CBDCs.

For the moment, the Malaysian government has said that it would focus on looking
ata “sandbox” situation in order to understand the full implication of CBDCs on its local
economy before forging ahead with the issuance of CBDCs for the retail market. The
BNM says that this will spur greater efficiency, and bring better inclusion and vibrancy
to the payment and financial landscape. Concurrently, the Financial Sector Blueprint
Report (2022-2026) also cautioned that a hasty decision toward having CBDCs may also
impact monetary policy operations and amplify operational as well as cyber risks to the
BNM. It may even trigger financial stability risks, for example if there were a sudden
and significant shifting of bank deposits to CBDCs. This appears to be a common theme
in all BNM'’s reports and statements, reflecting a high degree of restraint in the way the
Malaysian Central Bank approaches any form of technological application in the banking
and financial systems.

An Overview of Malaysia’s Digital Currency Ecosystem: Past Traumas or Fear of the Future? 83



INTERNATIONAL FINANCE

Meanwhile, the Malaysian government also understands that it cannot remain
stagnant on the matter of the CBDC, due to the widespread adoption of foreign CBDCs
and stablecoins already being used for payments among certain Malaysian merchants.
Nonetheless, the Financial Blueprint Report (2022-2026) clearly states that the lack of
preparation and proper regulatory frameworks may in turn undermine the stability of
the financial system, namely, the flight of foreign CBDCs and stablecoins in times of crisis.

The BNM'’s strongly developed sense of independence is worth noting in this paper
as being a significant feature of Malaysia’s functioning parliamentary democracy.

3. Malaysia steps into a brave new world

Essentially, a CBDC is a digital form of central bank money that is separate from balances
in the traditional reserve or settlement accounts. It uses a digital token that represents
a form of fiat money, yet it is different from cryptocurrencies or stablecoins issued by
private entities. It is nonetheless a form of central bank money that represents a direct
liability of the central bank—in this case, the BNM.

In 2021, Malaysia agreed to participate in Project Dunbar, which is a collaboration
with the Bank of International Settlements (BIS) Innovation hub and three other
sovereign countries, namely Australia, Singapore, and South Africa [Awang Abu Bakar,
Yahya et al. 2023].

Malaysia outlined its roadmap in this new frontier in its Financial Sector Blueprint
Report (2022-2026) [BNM 2022] consisting of three phases of multi-year exploration to
assess the potential of CBDCs as well as DLTs (Distributed Ledger Technologies, a system
of recording digital assets that has no need for a central authority) taking into account the
country’s own policy objectives of prioritizing financial stability and supporting healthy
economic growth in the real economy.

Phase 1. Implementing cross-border wholesale CBDCs

Since 2010, Malaysia has been among the most open economies in the world, with a trade-
to-GDP ratio of over 130%. Thus, the country sees any improvements in efficiencies in cross
border transactions representing significant cost savings and productivity gains for its trade.
Conversely, it also means that any negative impacts on its financial system would expose its
soft underbelly just as quickly, due to the sensitivity of its trading system to global shifts.

Phase 1 was to address any longstanding frictions in cross-border payment
arrangements such as low speed, high cost, limited access, and insufficient transparency
among the participating central banks. The main objective was to reduce the number of
intermediaries that would result in faster and cheaper cross border payments.

The 2012-2022 timeframe was earmarked for the Proof-of-Concept.

Phase 2: Issuing domestic wholesale CBDCs

The Proof-of-Concept (POC) in Phase 1 was meant to provide the authorities with
preliminary data to reimagine and future-proof domestic wholesale payment
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systems like RENTAS to apply wholesale CBDCs and DLTs (i.e. Distributed Ledger
Technologies) in order to elevate the domestic payment system to the next level. In
the report, the BNM pointed out that some of the benefits could include reducing
single point failure risks, enhancing efficiency in handling liquidity in the system,
helping to simplify compliance processes and enabling the use of new asset classes
such as tokenized assets.

Phase 2 was to take place between 2022 and 2023.

Phase 3: Domestic retail CBDCs

As mentioned, Malaysia already has a rather efficient real-time payment system (RPP), in
place since the early 2000s. Hence, the introduction of CBDCs is meant to “up the game”
for the Malaysian financial sector, as CBDCs allow programmable features. The Financial
Sector Blueprint Report (2022-2026) [BNM 2022] outlined Phase 3 as one which would
make CBDCs programmable “to streamline compliance processes and facilitate automatic
payments like automated coupon payment upon bond maturity, automatic routing of tax
payments to the authorities at the point of sale and automated settlement of vehicles and
real estate purchase upon confirmation of the transfer of legal title.”
Phase 3 was to have taken place in 2023.

4. What Malaysians want and fear: An observation

Between May and August 2025, the Institute of Strategic Analysis and Policy Research
(INSAP) and the Centre for Strategic Engagement (CENSE), a private consulting
firm specializing in political research and opinion polls, conducted a small sample
of interviews consisting of around 20 participants aged 25-66, with almost equal
numbers of females and males in the mix. The participants were all working adults,
with the exception of several retirees who had previously worked in professional
sectors or owned trading businesses. All were Malaysian citizens, thus representing
the mainstream of Malaysian society.

Due to the small sample size, this segment is only meant to be an observation, rather
than conclusive feedback. Nevertheless, the findings can be summarized as follows:

Adoption of digital currencies is varied across generations

All the participants agreed that the trajectory of adopting digital currency is a matter of
time, and that it is a train that no one will be able to stop. They admitted that the COVID-19
pandemic and the subsequent lockdowns forced many of them to face the reality of
the digitization of all aspects of their lives. This ranged from food delivery, transport,
shopping habits, education, and media consumption to how they meet with friends,
family, and colleagues. For the participants, these drastic changes in their own habits and
daily activities point toward the inevitability of adopting payment systems which do not
involve physical money or cash.
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Generation Z (30 and under)

The younger generation (aged 30 and under) say that they do not believe in owning credit
cards since they make the bulk of their purchases online. Most shopping platforms have
“buy-now-pay later” options at 0% interest rates, usually up to three months. This group
uses international pre-paid debit cards such as Revolut or Wise® when they travel, and
have never visited a physical money changer/outlet. They say having a credit card will
rack up debts which they do not wish to have. They do not own cryptocurrencies or
stablecoins because they are highly skeptical of them, as they are often used in scams.
They gave examples that such conversations are rampant on Discord, a popular social
media platform used by Generation Z. Wise is the preferred choice for international
transactions, online shopping, and subscriptions rather than Paypal. The main complaint
about Paypal is that it has high transaction costs and the features are “unfriendly”
compared to Wise. They say that Paypal used to be groundbreaking in its heyday but it
has since lost out to Wise as the go-to payment-settlement system.

Millennials and the younger generation X (30-50)

Millennials and the younger generation X (aged 30-50) in the participating groups say
they own some cryptocurrencies. Those that bought Bitcoin at the right time “all made
money” according to the participants from this cohort. They use platforms like Luno
to buy and sell Bitcoin and other cryptocurrencies, and have made certain purchases
of goods and services among certain “progressive merchants” that accept Bitcoin as a
legitimate form of transaction. They have no reservations about using CBDCs as a mode of
payment and even for receiving payments like their salaries in future. They are already
using cryptocurrencies to pay for purchases on the internet.

Millennials do own credit cards, which they have been using since they started
working. They, too, have reduced their reliance on them over time due to the higher
transaction costs compared to cheaper alternatives like Wise. They are also mindful of
building up too much debt as some of them still have outstanding college loans on top of
housing and car loans.

This group does not use money changers as much since the introduction of Wise and
others. Wise is also preferred over Paypal, for the same reasons as Generation Z.

Baby boomers and the older generation X (50+)

Baby boomers and the older generation X (50+) have all started using QR payments,
even for small sums, since the pandemic. They have overcome their fear of technology,
and have no issues with the use of QR payments for small items of up to approximately
400-500 Malaysian ringgits (about $100-120). For bigger items, credit cards are preferred
since issuing banks have coverage for frauds, online scams, and broken/faulty items. This
group generally does not use prepaid debit cards like Wise during travel, since credit
cards cover losses from scams, etc. Wise does not have this feature which they find is
a disadvantage over credit cards. They prefer to use money changers, though the rates
are higher. As for those who are in the import-export business, they still use Telegraphic

®  Wise prepaid debit cards are popular for travel.
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Transfer (TT) by filling in forms physically at the bank. They admit they have heard of
other modes of transfer but find it too difficult to learn new tricks. For the time being,
they are not very motivated to find alternatives.

Islamic principles and CBDCs

As for the Muslim participants, the “halalness” of the asset is important to them.* They
will not use any cryptocurrency, stablecoins, or CBDCs unless there is a fatwa, or Islamic
legal edict, issued by Malaysia’s Shariah Advisory Council of Malaysia to approve its
usage. This concern is non-generational, as it cuts through all ages, professions, and
genders.

Concerns and challenges

Generation Z are highly skeptical of any form of cryptocurrencies. Some of the
participants even express resentment toward them. They feel that these assets are owned
by multibillionaires (whom they refer to as “tech bros”) and are used to extract more
wealth from the people of their generation. They are ambivalent about CBDCs. Unlike
the millennials, they are not automatically in awe at everything “tech.” In fact, quite the
opposite: they have very little trust in technology and Al. Female participants in this
group question the safety of using digital currencies more than the men. Although not all
of them are on Discord, which is among the main sources of information for this cohort,
they still do not trust any forms of digital currencies.

Millennials and the younger Generation X enthusiastically embrace cryptocurrencies
and all things tech-related. They want to be fully digitized so that everything in their
lives can be operated on one single device—their mobile phones. In their view, CBDCs
are just part of a process that no one can halt. They cannot understand what is holding
back the authorities from issuing CBDCs. CBDCs are the future, as far as millennials are
concerned. Women in this cohort are not as enthusiastic about the use of CBDCs as men,
although they are not averse to experimenting when the time comes. Their caveat is that it
must be guaranteed and backed by the Malaysian government, i.e. Bank Negara Malaysia.

Older generations say that they have no idea what CBDCs are, and will only adhere
to what the authorities and regulators say. Women are more cautious about the use
of technology and their preference is to stick small amounts for QR payments and
credit cards for larger transactions. Only one retiree mentioned that he would likely
embrace this new technology. He said that he dabbles in cryptocurrency trading in small
amounts, mainly out of curiosity and to build knowledge. He said that although digital
currencies have been described as a form of surveillance, he thinks that this may be a
good move to curb money laundering and terrorism. In his opinion, the overall benefits
of CBDCs outweigh concerns about his personal data. Others in this group strongly
disagreed with him, saying that violations regarding personal data is of grave concern
to them. This group displayed the highest level of trust in the government compared
to the younger groups.

*  Halal is translated loosely as something that is permissible. Although it is more widely associated
with dietary restrictions, it also applies to ethics in business and finance.
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As mentioned earlier, Muslim participants are concerned about adherence to Islamic
principles. CBDCs will be acceptable so long as they are fully backed by the Malaysian
government and with the endorsement of the Shariah Advisory Council. They displayed
a high level of trust for Malaysian authorities and Malaysian Islamic scholars in the area
of Islamic banking and finance.

5. Malaysia’s ambitions in the midst of ASEAN’s progress

The Financial Services Committee of the US-ASEAN Business Council published a white
paper in 2023 entitled “Central Bank Digital Currencies in ASEAN” [US-ASEAN Business
Council 2023] in which it noted that over 80% of the world’s central banks are actively
assessing the use of CBDCs. In ASEAN, Thailand and Cambodia are the two most advanced
in the region, even ahead of Singapore and Malaysia.

An interesting observation noted in the white paper are that retail CBDCs are more
pronounced in ASEAN countries where the informal economy is “larger” and where there
is more private sector handling of customer-facing activity (also known as a two-tier model).

In general, the paper noted that most ASEAN regulators think that CBDCs have the
following benefits: improving financial inclusion, driving innovation, reducing costs
associated with handling of physical cash, and tackling fraud and money laundering.
ASEAN, being a largely trading bloc, could benefit greatly from cross-border payments
and improved competitiveness through the programmability of CBDCs.

According to the white paper, ASEAN regulators are still grappling with potential
risks which are equally considerable, such as the yet untested global financial resilience
of CBDCs, cyber security, and alignments to the central bank’s monetary policy objectives
in each country. One major common concern is the issue of direct access to central bank
money by non-banks and individuals. In other words, among the consequences of moving
away from existing forms of money issued by central banks instead of commercial banks
is that it could lead to “an incipient nationalization of credit,” according to the paper.

Presumably, the authors of the paper are suggesting that the threat of a policy of
nationalization of credit runs contrary to a democratized system. Could lending be
politicized where funds are directed to a small, powerful group aligned to the government
of the day which could, in turn, stifle competition and innovation? In such cases, could
such a system fund even greater levels of corruption instead of less? Could CBDCs end up
being the preferred choice of financial systems of authoritarian governments?

Already some governments are introducing digital security features to the banking
system. In June 2025, while launching the country’s Cashless Day, the State Bank of Vietnam,
the country’s central bank, announced that up to 86 million inactive bank accounts could
be closed in Vietnam [Le My 2025]. The bank says that this is in line with the country’s
objective to move toward more transparent and efficient payment systems. Bank account
closures are therefore attributed to the “ongoing data cleansing and biometric verification
process.” The bank also says that from here on, any bank accounts without biometric data
will be closed to prevent scams and fraud. According to official statements, this is done to
ensure data security and transaction safety for legitimate account holders and done in
collaboration with the Ministry of Public Security of Vietnam.
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How do Malaysia’s ambitions fare in light of other ASEAN member countries’ moves
toward new payment systems, or even a unified ASEAN digital financial architecture?

The answer appears to be unclear.

Judging from the steps taken by Malaysia as shown below, the country’s central bank
seems to be pushing ahead with its own national objectives of pursuing technological
advancements rather than addressing an overarching concern regarding the governance
of ASEAN.

Malaysia First policy: Project Mawar (2025)

In August 2025, BNM launched Project Mawar during FinTech Week in Kuala Lumpur.
Project Mawar is a joint partnership with the BIS, like Project Dunbar. This year’s theme
was “Ideate, Innovate, Co-Create: Shaping the Future of Finance.” Shaik Abdul Rasheed bin
Abdul Ghaffour, Governor of the Central Bank of Malaysia, outlined three major factors
that Malaysia will focus on: digitalization, sustainability, and demographic change.

“Emerging technologies such as generative Al and blockchain are reshaping
business models and shifting what customers expect from financial services. At the
same time, Malaysia’s net-zero ambitions require innovative financial solutions, while
an aging population underscores the need for inclusive, forward-focused policies in
areas like long-term welfare, healthcare, and social protection” [BNM 2025].

From the Governor’s remarks, it seems that the idea of Project Mawar is for Malaysia
to forge ahead with its own goals and targets for the future in the area of digital
currencies. Crucially, it has to take into particular account Malaysia’s aging population.
In other words, protection of people’s “nest eggs” in retirement will be prioritized.

The Governor also outlined three tracks for Malaysia to be future-ready in the global
financial system. Track 1: to be ready for the future. Track 2: to embrace change while
uplifting the community by way of improving financial literacy, having definitive climate
actions, inclusive insurance and social protection. Track 3: to build resilience in the
ecosystem by having “capital buffers” that can withstand stresses and where people are
equipped to lead change.

2025 marked the year that Malaysia held the ASEAN Chairmanship, a position that is
rotated on an annual basis among the member states.

In April 2025 Malaysia and Cambodia announced the second phase of their cross-
border QR payment linkage system. The first phase was launched in September 2024.
This is a significant move for ASEAN, as such collective payment connectivity represents
the robustness of inter-ASEAN economies. Seamless payments can be used for regional
trade and investments. Not only will this system offer travelers a familiar and safe digital
payment solution, but it will also bring them cost efficiencies in terms of paying foreign
workers and workers employed in cross-border projects. The BNM’s Governor added that
there are now 21 existing payment linkages that are up and running within the region.
In 2024, 5.2 million cross-border QR payment transactions were recorded, representing
a fourfold increase from the previous year.
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It is evident that even as Malaysia chaired ASEAN in 2025, it pursued linkages in the
payment systems which are seen as low-hanging fruit to ASEAN unity and centrality,
rather than chasing after an extensive, fully-fledged supervisory body for all the nations
involved.

6. Malaysia’s untapped potential in Islamic digital finance

Malaysia has one of the world’s most comprehensive Islamic financial systems with a
mature market for Sukuk (Islamic bonds) and Takaful (insurance) as well as Islamic
banking. This area of banking provides Malaysia with a sense of familiarity, having the
necessary expertise ahead of others.

It is no surprise, therefore, that the BNM is now one of the world’s central banks
that is exploring CBDC research and experimentation (Projects Dunbar & Mawar) and
looking seriously into its regulatory framework ready for digital assets. Both the BNM
[Khairuddin 2025] and the Shariah Advisory Council are expected to act as a trusted
authority on the governance and certification of Shariah-compliant CBDCs and its
functionalities when the time comes for it to be launched.

There is no doubt that Malaysia is among the front-running countries that could
unlock the untapped potential of Islamic digital financing. Say, in the case of a “digital
Sukuk” (digital Islamic bonds), coupons could potentially be automated to investors
on settlement date via smart contracts. The movement of funds could be tracked on a
ledger to ensure that they are only used for Shariah compliant projects, thus enhancing
investor confidence. Since CBDCs can be tokenized, large projects can be broken into
smaller and more affordable investment units, thereby increasing liquidity into the
market.

Zakat (obligatory alms) and Waqf (endowment), which are pillars of Islamic social
financing, could also be transformed and upgraded whereby donors could trace their
contributions from point of donation to the final beneficiary, reducing administrative
overheads. Small contracts can also be programmed to release funds automatically when
conditions are met (e.g. for specific community needs).

Unlike conventional CBDCs, there are added challenges to Islamic digital finance,
since all contracts must be meticulously reviewed and approved by Shariah scholars
to ensure that there are no violations to Shariah principles and laws. This system will
require multiple layers of governance, including technical experts, central bankers,
economists, financiers, and Shariah scholars to oversee its integration. It will require
understanding of the concept of modern money with the mandatory embedding of figh
(Islamic jurisprudence).

The essence of modern money is the underlying concept of the debtor-creditor
relationship. The definition of the political as well as social connections must be clearly
understood, as this underlines the “promises to pay” under Shariah law. Each economic
agent, be it an individual, creditor, lender, or nation state can be seen as a bank with its
own balance sheet of assets and liabilities. The definition of a bank therefore forms the
basis of who is to pay or owed to and how much. Commercial bank money represents a
credit relationship between the bank and its depositors, whereas money lent out by a
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non-bank only represents a claim by the customer. In contrast, unbacked crypto assets
like Bitcoin are not based on a credit relationship. If a currency is not a liability of an
entity, it cannot be accepted as money. Thus the concept of modern money (e.g. CBDCs,
cryptocurrencies, stablecoins, etc.) has to be either re-defined or, it cannot be utilized
using an Islamic approach.

For the system to be exported to other countries to enable cross-border operability,
Malaysia will need to ensure that its own CBDC platform can pass the test of scrutiny
under Shariah interpretation among its own Muslim citizens. As Malaysia is a Muslim
country, such matters have national impacts and societal implications. So the question
of CBDCs (Islamic or otherwise) has to be handled with utmost sensitivity. It is not just a
simple response to a market need, trend, or innovation.

If the acceptance of CBDCs is regarded as complicated, the religious compliance
becomes an added complexity to the creation of one. Even for a country like Malaysia,
one of the leading countries that is well versed in Islamic banking, much has to be
directed at overcoming the hurdle of developing a Shariah-compliant digital Islamic
financial asset class.

7. Conclusion: Lessons of the past or fear of an uncertain world

The ASEAN Way?

In July 2025, a critical article was published entitled “The elusive digital ASEAN: why
a unified CBDC remains a distant ideal” [Hong 2025]. The writer, Alex Hong, noted that
the promise of a smart network of interoperable national digital currencies or a strong
wholesale platform was meant to replace the concept of a single currency like the Euro.
It was meant to “level up” the financial accessibility of millions of people.

The writer said that access to formal financial services is still challenging for many in
ASEAN. He also observed that traditional banks in ASEAN countries still have numerous
conditions which involve copious amounts of paperwork, have limited branches in
remote areas, and usually have some form of minimum balance requirements which are
out of reach for most people, whereas CBDCs can be operated without a bank account. He
noted that an operable ASEAN CBDC is urgently needed as it can stimulate investments
beyond settling payments. He argued that just having cross-border payments such as QR
payments is insufficient.

While the writer may appear to be pessimistic about the “ASEAN Way,” he is not
wrong in pointing out that each nation has its own national priorities to consider. This
poses a limitation and may even cause delays in the rollout of a single CBDC in ASEAN.

This is true in the case of Malaysia, where Project Mawar is aimed at developing its
own CBDCs. Malaysia prefers to focus on cross-border payments using existing payment
linkages such as QR codes for transactions between countries, rather than going for a
unified digital ASEAN currency.

As ASEAN Chairman in 2025, Malaysia committed to driving the payment
connectivity agenda to broaden its impact throughout the region. In other words, it
prefers to expand the number of payment linkages involving ASEAN member states as a
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lead-up to any future plans. For now, it wants to promote greater usage of these services,
rather than venturing into the issuance of an ASEAN CBDC.

While there are many benefits in having CBDCs, there is equally significant concern
among Malaysian regulators in terms of restricting the issuance of CBDCs, even for
their own people—let and for ASEAN as a whole. Although this is not stated explicitly,
the actions and the stance taken by the Malaysian politicians, authorities, and regulators
are cautious.

In other words, despite being an early adopter of digitization of its banking and
financial systems, Malaysia is taking a mindful approach to the full tokenization of its
currency due to several reasons:

Lessons from the Asian financial crisis/global financial crisis remain

The lessons learnt from the Asian financial crisis show that over-exposure of one’s
trading and financial system makes a country vulnerable to foreign interference. In
1998, Malaysia experienced a devastating blow to its once dynamic economic growth
by recording a negative growth of 7.4% that year. It recovered very quickly to record a
positive 8.9% GDP growth by year 2000, but the bad memories linger. Malaysia took a
page from what happened to Indonesia, where riots and ethnic violence destroyed the
social fabric of the archipelago. That led to the subsequent fall of the Suharto government,
taking Indonesia at least another 20 years to regain the same level of normalcy, both
politically and economically.

Malaysia, on the other hand, took a contrarian position against international
criticism by not implementing the austerity plans outlined by the IMF in 1998. Until today,
Malaysian regulators still take pride in the central bank’s then controversial decision to
impose capital controls that it managed to recoup swiftly in the aftermath of the AFC.
This, in their view, allowed Malaysia to take control of its own sovereignty and political
destiny—unlike Indonesia, Thailand, and South Korea which saw mayhem, chaos, and
strikes cripple their respective economies.

The BNM Report 1999 began with this statement, reflecting the gloominess felt during
the recovering years:

“The full effect of the regional financial crisis on the Malaysian economy was
felt in 1998. For the year as a whole, real output declined by 6.7% after 12 years of
uninterrupted expansion averaging 7.8% per annum. Per capita income in nominal
terms declined to RM11,835 (US$3,018) in 1998 from RM12,051 in 1997 (US$4,284)”
[BNM 1999b. P. 10].

Although Malaysia was largely unscathed by the GFC in 2008, Malaysia still
recorded negative growth of 1.5% in 2009 due to a sharp drop in external demand in
2008. Again, in the eyes of the regulators, it was their prudence in the early days that
saved the country from a larger financial disaster. Therefore it is fair to say that the
watchful psychological stand of the BNM is still very much the approach adopted by
the regulators today.
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The financial world may be in flux but dedollarization is not part of that

The digitization of the banking and financial sectors obviously offers great benefits in
terms of democratizing the use of credit. However, it also comes with great risks. With
the help of the Bank of International Settlement (BIS), it has been helpful for Malaysia
to develop its own sandbox to experiment to what extent the exposure would lead the
country to.

As it stands, the world is in a state of flux both geopolitically and economically, such as
the on/off tariffs imposed by the US. With the introduction of the controversial Genius Act
in the US, debates are still ongoing as to the future status of the US dollar as the reserve
currency. The Genius Act is a major piece of stablecoin legislation that has prompted
many countries around the world to reassess their strategies and timelines around digital
asset-linked payments. This just reaffirms that the digital currencies, cryptocurrencies,
stablecoins, and the sphere of digital payments all have their geopolitical implications.

On August 21, 2025 it was reported by Reuters that the Chinese government will
now consider establishing Yuan-backed stablecoins [Reuters 2025]. Although nothing
has yet been finalized, there are rumors in the market that China is preparing for a pilot
programme to be trialed in Hong Kong, where stablecoins backed by Hong Kong dollars
were recently launched. It is worth noting that China has banned all cryptocurrency
activities, but is said to be mulling over the development of its own CBDC (e-CNY).

In September 2025, Anton Kobyakov, a senior adviser to the Russian President, drew
the world’s attention by linking the Genius Act and the size of the US debt. His warnings
sent ripples through the global financial world when he spoke at the Russian Eastern
Economic Forum in Vladivostok in 2025. He said that the Genius Act would be used by
the US to rewrite the entire global finance system, namely by writing off its enormous
$37 trillion debt through the issuance of a combination of stablecoins, cryptocurrencies,
and the revaluation of its gold reserves. This would leave the rest of the world with the
worthless fiat currency of the dollar, according to him [Hitchcock 2025].

Despite such warnings, this paper shows that Malaysia's main intention in venturing
into the digitization of its financial ecosystem is not for the purpose of dedollarization
but for pragmatic reasons—that is, to move with the times and in this case, technology.
Although regulators acknowledge there are increasing risks in currency volatility, tariffs,
trade wars, sanctions or even defaults by the US, it is not the core driver of Malaysia’s
pursuit of any alternative payment systems or the digitalization of its currency.

Will this lead to more or less abuse?

While CBDCs can help to make processes more efficient and lift the standard of
governance within the central banks, the central banks themselves are also not immune
to political manipulations by interest groups with powerful connections. They are still
dependent upon the integrity of the political system and society’s choice of government.

Considerations regarding CBDCs are not straightforward and how well they may
benefit a country is dependent on the architecture of the CBDC itself. At the end of the
day, the system must be able to follow the basic guiding principles of providing financial
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stability, and of being able to co-exist with the current system and forms of money (i.e.
physical money).

Trusting customers and stakeholders

The central bank must be able to provide consumer protection in case of fraud, financial
crimes, scams, and other cyber security leaks. CBDCs must ensure compliance with global
anti-money laundering and counterfeit regulations.

CBDCs should be designed in such a way that they allow accessibility and
transferability in real time and offline. Adoption of such a system must always take
into account the needs of the users, as well as allay their fears, to ensure optimal
uptake of the system. This includes industry and public consultations, adherence to
international norms and standards, and being technologically neutral. In other words,
the system should work seamlessly with existing systems and be easily accepted in
receiving points of sale.

Islamic principles must be considered

Malaysia is a Muslim country, and is also among the leading countries in the
area of Islamic banking. It adheres to the strictest of Islamic banking principles,
to the extent that even the Gulf states take cues from Malaysia in setting modern
principles of Islamic banking. Malaysia’s lead in the area of new payment systems,
cryptocurrencies, stablecoins, as well as CBDCs therefore has to be taken seriously.
It reflects upon the reputation of Malaysia itself and by extension the entire Islamic
world of banking. This is a cumbersome process, and will require technologists,
financiers, economists, legal experts, and Islamic scholars embedded deeply in the
understanding of needs and workings of the banking/finance sector to cooperate in
order to make it work.

The burden of being the leader of the pack

Malaysia has made very strong assertions that it will continue to pursue the path of
digital currencies, and desires to take the lead in ASEAN. However, there are limitations,
as outlined above. It is always good to hear when politicians declare things have been
done the ASEAN Way, meaning that things are done on a consensual basis. In reality,
digital also means expensive. How will the burden be shared when countries have vastly
different income levels?

There is also the deep-rooted urge for national control and maintaining sovereignty.
Just like the Eurozone, single monetary policies required some shared, unified financial
ideology or understanding. Given that ASEAN countries are so vastly different in terms
of member state interests and pursuits, this may be a tall order. Most of the countries in
the ASEAN have different financial regulatory systems with stages of maturity. They
naturally have different inflationary targets and interest rate targets. ASEAN member
countries also do not have a uniform political system, unlike those in the Eurozone.
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ASEAN countries also have very different perspectives on the ideals of nation-building,
and are allied to different superpowers.

There is also the question of cybersecurity. What happens in the case of a massive
cyberattack on the entire operation? Again, who will be responsible? Who will maintain
the system?

In conclusion

So far, Malaysia’s DuitNow, Singapore’s PayNow, and Thailand’s PromptPay are working
closely together to develop a payment system within ASEAN. Like many trading blocs,
ASEAN is under pressure to innovate for fear of being left behind. Yet the prospect of
issuing digital currencies brings to mind the financial crises of 1997 and 2008, with the
over-exposure, loss of control, and diminished self-determination that these entailed.

Malaysia is at a crossroads, reflecting on its vulnerability as it considers having its
own digital currency. In the minds of the regulators, given the lessons of the past, it is
better to be cautious than rash. Sadly, the world is currently undergoing a cathartic
moment in its global trading system due to pressures such as the see-sawing of President
Trump’s tariffs, the restrictions on Malaysia on exports of raw rare earth elements
under the 2025 Agreement on Reciprocal Trade (ART), and the increasing geopolitical
destabilization in the Middle East. The stability of the global financial order under the
dollar system is increasingly doubtful, and the introduction of the Genius Act has just
added another layer of uncertainty.

In spite of the external signals mentioned above, there are many reasons for
Malaysia’s cautious pace. Past experiences like the AFC and to a lesser extent, the GFC,
are a factor. Another issue could be a fear of moving too fast in an uncertain world
in which the global financial system is likely to be the epicenter of geopolitics. It is
possible that Malaysia may not want to attract too much attention to itself for being
over-enthusiastic.

Perhaps it is against these potential scenarios that Malaysian regulators have
suppressed their appetite for a local digital currency for the time being. This does not
mean that further research, exploration, and “sandboxes” are halted. One will still hear
public assertions that Malaysia intends to build up its innovation in the area of financial
technology, having been one of the pioneers in ASEAN many years ago. However, it may
be some time before Malaysia finally sees an indigenous digital currency. As for a unified
ASEAN e-currency, what lies ahead may even be more elusive.
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