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Abstract

The higher demands of halal food portray consumers’ feedback to fulfilling their religious requirements in
food consumption, in which the burgeoning demands around the globe has sparked the industry players to
plunge into this lucrative industry to bring in more economic growth and development to the country. Given
the nature of the production of halal food is invisible to the eyes of consumers, thus it would lead to the
unscrupulous of food producers to manipulate the halal procedures along the lines of food supply chain.
Although halal governance at national level plays their significant roles to provide appropriate directives in
the halal compliance among the halal industry players, however the roles of halal governance mechanisms
at firm level are more crucial to ascertain that halal food integrity is always in place to protect the well-
beings of Muslim consumers specifically. Hence, this study attempts to conceptually discuss on the issues
of halal governance and halal governance structures at the firm level of the Malaysian Halal food industry
which calls for deliberations based on halal food- and governance-related preceding studies in order to suit
with the appropriate internal halal mechanisms of the Malaysian halal-certified food firms. Future research
and ways forwards are further discussed therein.
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1. Introduction & Overview of Halal Governance

Halal industry plays an integral role in contributing major development and growth to the national
economy and it is expected to bring the economy upwards with a lucrative amount of national revenues by
2030 as it is driven by a growing Muslim population all over the world and the increased purchasing power
of Muslim consumers on food products. These market drivers have offered various economic opportunities
for the food industry to thrive and tap into the international market. The existence of the halal business in
the food industry is not only to fill in the market pie with economic-related aspects but implicitly to appease
the social and religious obligations to society. Muslim consumers specifically are required to adhere to
Islamic dietary laws that determine which foods are Halal (permissible) for Muslim consumption. However,
as food chains are becoming more extensive and complex, Muslims are urged to be more attentive to their
food contents (Bonne & Verbeke, 2006).

Although there is no restriction to plunge into the halal business regardless of the food producers’
religious background, it is important to note that our country’s business landscape is painted by the multi-
racial nations resulting from the historical British colonization and foreign immigrants to the country.
Therefore, the true comprehension of the halal concept may be misconstrued by non-Muslim food
producers which could impair the integrity of halal food production and the reliability of Halal certification
holders. Monitoring is a crucial issue in halal certification especially after securing the Halal certificate,
where companies may be indifferent to comply with the halal requirements afterward (Matulidi et al.,
2016a). In this regard, it is important to have strong and supportive governance at the firm level to monitor
that food integrity is always in place and meets the religious requirements in food consumption among
Muslims, especially in the post-pandemic phase to make the businesses stay afloat.

Given the mushrooming of halal businesses in the domestic market, the Malaysian government has
taken various initiatives to strengthen and provide protection for the halal industry through the legislation
of several halal- and food-related laws to regulate halal matters and monitoring halal activities among food
companies at the national level. Among the food-and, halal-related laws enacted in the country include the
Trade Descriptions Act 2011 (TDA 2011), Animal Act 1953 (revised 2006), Food Act 1983, Food
Regulations 1985, Consumer Protection Act 1999, and the Local Government Act 1976. The TDA 2011
constitutes the central law regulating halal affairs in Malaysia, which came after the revision of the former
revision in 1972 (TDA 1972) (Rahman et al., 2018; Zakaria & Ismail, 2014). The two laws underpinning
the TDA 2011 are the Trade Description (Definition of Halal) Order 2011 and the Trade Description
(Certification and Marking of Halal) Order 2011, which give a huge brunt to the compliance and
implementation of halal practices among halal food producers.

At the national level, JAKIM is the sole government authority that is competent and responsible to
govern and grant Halal certification to those eligible Halal applicant companies. From the supply
perspective, JAKIM experiences some plights and challenges in carrying out its responsibility to monitor
Halal activities towards food-producing companies as it lacks the appropriate number of staff, a processing
procedures system, poor communication, and other halal monitoring matters which is perceived by
companies as less efficient (Noordin et al., 2014). Given that halal businesses are mostly dominated by
small-medium sized companies (SMEs), thus strong regulation on governance at the micro level among

SMEs is still undermined as compared to what large counterparts have been required to adhere to the
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governance’s requirements and guidelines by the industry regulators (i.e., Security Commission, Bursa)
through the issuance (with several revisions) of Malaysian Code on Corporate Governance (MCCG).

Although the governance of Malaysian public listed companies is highly regulated, however, there
is no similar treatment has been given in the governance regulation among Halal SMEs although
encouragement is made by the Securities Commission (SC) to embrace good governance (Rahim, 2017).
Since the majority of Malaysian halal firms are involved in SMEs, SMEs are characterized by their flawed
attributes, especially in the aspect of financial capability, staffing, and compliance (Htay & Salman, 2014).
Nonetheless, major contributions of capital investments in both types of large and SME firms are funded
by shareholders, and these firms are bound to the (conventional) governance with the presence of the board
of directors (BODs) for the protection of the shareholders. Besides, given the additional guidelines for halal
status by halal applicant firms, meticulous procedures of halal food production must be guided by the
Shariah requirements with the appointment of executive staff or a special committee that are well-versed
in halal affairs of the company, which so-called Halal executive and/or Internal Halal committee.

As far as halal business sustainability is concerned, the national Halal regulatory bodies which are
JAKIM and Halal Development Corporation (HDC) play significant roles to strengthen the functions of the
Internal halal executive/committee through the requirements in the latest revision of MS1500:2019 Halal
Food-General Requirements and Malaysian Halal Management System 2020. These halal guidelines are
designed to facilitate the implementation of halal compliance and procedures within the firm, which is
meant for the issuance of halal certification by JAKIM for the applicant companies (Jais, 2019; Muhamed,
2020). Given that halal status gives positive remarks and impacts on the food business, thus securing and
sustaining halal certification, especially during the post-pandemic phase is crucial to ascertain the survival
of the food industry. In addition to the halal status in the food business practices, this implicitly bespeaks
the functions of organizational governance of Halal food firms would have dual elements of conventional
and halal governance which are essential for monitoring the compliance of halal general requirements in
SMEs.

Since the features of SMEs are relatively different as compared to their large counterparts (listed
companies), there might be less intensity on the domination of control over ownership which the
governance structures of SMEs may comprise of combination synergy between the company’s management
and board of directors. Since the application of halal status is subject to the discretion of the company, thus
the composition of internal governance may vary across firms. In fact, the halal concept literally dictates
that every food source(s), food preparation/process, and end food products must be consistent with the
Shariah requirements and guidelines that are safe for human consumption. Thus, the appropriate internal
governance structures for Halal food companies are very crucial at the firm level that entails the integration
of Shariah and conventional governance framework to harmonize the halal governance at the firm (micro)
level (Matulidi et al., 2016a; Matulidi et al., 2016b; Mohd Safian et al., 2020) to oversee the compliance of
Halal standards is in place. Therefore, this study aims to conceptually discuss the issues of halal governance
and halal governance structures at the firm level of the Malaysian Halal food industry which calls for

deliberations based on halal food- and governance-related preceding studies.
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2. Literature Review

2.1. Concept of governance and accountability theory

The concept of governance can be traced from its origin in Greek known as ‘kyberman’, which refers
to ‘steer’, ‘guide’, or ‘govern’. Governance is generally can be defined as ‘the exercise of authority or
control to manage a country’s affairs and resources’, ‘management of society’ and ‘complex system of
interactions among structures, traditions, responsibilities, and practices to instill the main three key values
of accountability, transparency, and participation within the organization (Punyaratabandhu, 2004). In other
words, governance is about how business operations are monitored and overseen for the benefit of other
people. Generally, governance refers to the changes in the role, structure, and operation process of the
government, or the way social problems are resolved (Lada et al., 2009).

From the lens of Islam, governance is all about the obligations owed to the governor toward his/her
wide range of constituents including suppliers, customers, competitors, employees, and even the
community (Lewis, 2010). Islam perceives every human on earth as a person who holds responsibility and
accountability to others or the so-called ‘Khilafa’. According to Beekun and Badawi (2005), the concept of
‘Khilafa’ (vicegerency) is fundamental for human existence and their ethical commitment based on Islamic
teachings. The way a Muslim behaves as a vicegerent indicates he/she is performing an act of worship. The
concept of worship is broad and applicable to all aspects of life (Beekun & Badawi, 2005) and has relation
to an act of accountability. In other words, every human has a dual relationship with Allah
(hablumminallah) and other humans (hablumminannas) as well on this earth which calls for his/her
accountability (Lewis, 2010). Accountability holds its importance to the aspect of governance, especially
in the context of the halal industry given that the halal context is bound into two overlapping aspects of
compliance; legal and ethical principles. In this sense, Arjoon (2005) advocated that the functions of
governance shall not only lay on legal compliance but also take into consideration ethical principles in order
to deliver true, fair, and just, natural responsibilities and priorities to society. In this halal context, the theory
of accountability attempts to explain the obligations of the food-producing firms’ governance mechanisms
towards the community (umma) or society at large to behave and act according to the shari'a requirements
especially in the food production process to provide assurance of its halal status.

The essence of the advent of halal governance is derived from the importance to address the issues
of Halal certification. To obtain Halal certification, the applicant companies are bound to comply with the
three main halal standards and guidelines (with the latest revision) are MS1500:2019 (3rd Rev): Halal Food
— General Requirements, Malaysian Halal Management System (MHMS) 2020 (supersedes Guideline for
Halal Assurance Management System in Halal Assurance System 2011) and Manual Procedure for Halal
Certification (Domestic) 2020. The stability of the industry depends on strong well-established governance,
including fully responsible boards, good Shariah governance, and relations with all the stakeholders.
Toyyiban Management in the Halal Assurance Systems (HAS) framework tries to incorporate the elements
of food safety, hygiene, and cleanliness along with the Shariah requirements (Jais, 2019). As far as the halal
status of the food is concerned, Matulidi et al. (2016a) stated that there are three main components for halal
governance in the Halal industry which include formulation, implementation, and regulatory functions; in

which these three components implicitly imply the Halal governance is deployed to emphasize the function
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of halal governance at macro level (national/state) level. However, halal governance at the firm level

(macro) level is crucial to ascertain the consistency in the compliance of Halal-related guidelines and

standards in food production. Table 1 below depicts the previous studies on the internal halal governance

mechanisms which are still limited in the current literature:

Table 1. Systematic literature review on internal halal governance

Author

Title / Type of
Research

Journal/Book

Findings

Rahim (2017)

Matulidi,
Jaafar and
Bakar (2016b)

Mohd Safian,
Salleh,
Jamaluddin,
and Jamil
(2020)

Jais (2019)

Matulidi,
Jaafar and
Bakar (2016a)

Saad, Abd
Rahman and
Muhammad
(2016)

Noordin, Mohd
Noor and
Samicho

Bridging Halal Industry
and Islamic Finance:
Conceptual Review on
the Internal
Governance
(Conceptual paper)

Halal governance in
Malaysia
(Empirical —
preliminary study)

Halal governance in
Malaysian companies
(Empirical study)

Halal Executive as Part
of The Malaysian Halal
Certification
Requirements: How
Did It All Begin?

The Needs of
Systematic Governance
for Halal Supply Chain
Industry: Issues and
Challenges

An Overview of the
Shariah Governance of
the Halal Industry in
Malaysia: With Special
Reference to the Halal
Logistics

Strategic Approach to
Halal Certification
System: An Ecosystem
Perspective

UsSM

Journal of
Business
Management and
Accounting

Journal of Fatwa
Management and
Research

Halal Note
Series-Halal
Common No. 4

Journal of
Applied
Environmental
and Biological
Sciences

Journal of
Applied
Environmental
and Biological
Sciences

Procedia - Social
and Behavioral
Sciences 121

Although Halal industry and Islamic finance are under
the same umbrella, however both industries are
governed by different authorities and framework. There
are no solid policies for internal governance in the Halal
industry relative to the Islamic finance which warrants
for integration to bridge between the two industries.

Governance of halal is unsystematic. The confidence in
halal reassurance is mainly based on personal
conviction, rather than on institutional confidence. The
issue of halal governance at firm level focuses on the
profit pursuit by the manufacturers rather than the halal
status of the products/services.

All the surveyed company have already established
their own internal Halal Committee (IHC), although
they do not have specific criteria for the appointment of
internal Halal Committee due to lack of clearcut on the
requirements specified in the HAS. Majority of the
firms’ IHC are accountable only for the operational
activities, but not for other non-operational activities
(i.e., financial & marketing activities).

This study deliberates conceptually on the functions of
the Halal executive in ensuring that the products and
services rendered are conforming to the Shariah
requirements, thus deemed halal for Muslim’s
consumption.

Halal governance with three main components namely
formulating, implementing and regulating enable the
sustainable development of all governance in Halal
Industry. However, this study only focuses on the halal
governance at national level per se.

The study conceptually discussed on the internal
governance mechanisms of halal industry specifically
in logistic sector by identifying the important
mechanisms within company including the presence of
Halalan ~ Toyyiban leader, Halalan-Toyyiban
Committee, Internal Halal Committee, Halal executive
officer and auditor in overseeing the halal compliance
in the said sector.

This study that addresses the operational efficiency of
the halal food certification system using the Malaysian
halal certification as a case study on both the supply
side (regulators) and the demand side (manufacturers)
of the halal certification. The current emphasis of halal
governance is on compliance with the shariah law and
industry regulation, but less emphasis is on external
factors of market forces and competition and internal
factors of business strategy and corporate culture.
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The above systematic literature review attempts to deliberate the extant studies on halal-related
governance which most of the prior studies were undertaken almost five years ago in a conceptual setting.
Besides, it is also very limited to find recent studies on the realm of governance, except for Mohd Safian,
et al. (2020). In the existing studies which are in the conceptual setting, the discussion of halal governance
is highlighted either solely on the national level of governance, or in-house halal governance. Meanwhile,
for those studies which have been empirically performed, Matulidi et al. (2016) and Mohd Safian et al.
(2020) have given emphasis solely on halal governance without addressing the other conventional
component of governance which include the board of directors and Chief Executive Officer (CEO). The
composition of the halal governance, which underpinnings by the conventional and Shariah requirements
is indispensable in the lucrative halal industry, especially to monitor for the halal operational activities and
simultaneously for the whole sustainability of the food business. The deliberation of the extant studies on
the ideal criteria of the composition of an internal halal executive/committee within a firm is indeterminate,
as what has been practiced in the large firms which are well-regulated by the market regulator. This might
be due to the flawed attributes of the SMEs which are widely known for their limited financial capability
and resources to emulate their large counterparts. Besides, the principles of the governance framework of
halal food business may vary as compared to the large companies, since the emphasis is given more on the
concept of halal status in every stage of the food supply chain. According to Mohd Safian et al. (2020),
there are several essential components for the Halal corporate governance framework including Islamic
accountability and responsibility, independence and objectivity, competency, confidentiality and
commitment, consistency, Shariah audit and review, transparency and disclosure, corporate social
responsibility and ethicality.

Nonetheless, as far as internal governance at the firm level is concerned, this study focuses on four
components; Islamic accountability and responsibility, independency and objectivity, and competency and
consistency. The framework in Figure 1 shows the involvement of halal agencies for monitoring and
supervision in micro and macro level supervision. According to Matulidi et al. (2016a) and Noor and
Noordin (2016), at macro-level supervision, it involves the supervision at the government level including
JAKIM and HDC as well as at the state level which involves Jabatan/ Majlis Agama Islam Negeri
(JAIN/MAIN) to monitor the whole involvement of halal supply chain activities in firm’s every stage from
the beginning of production until reach to the hand of consumers. Meanwhile, the supervision at the micro
level would involve the halal department within the halal food organization itself that is responsible to
monitor its halal affairs and halal process along the halal food supply chain as suggested by the halal
authorities/agencies which is known as Halal executive (in person) and internal Halal committee (IHC) (in
an appointed committee). The appointment of a halal executive or executive that is well-versed in halal
affairs of the company is important to ascertain that all the requirements as stated by JAKIM to secure or
sustain for the Halal certification are fulfilled. Given the nature of SMEs being funded by a small number
of shareholders, thus halal food SMEs may have dual types of governance; conventional and halal
governance. The comparisons between conventional and halal governance are shown in Table 2, while
Figure 1 below shows the conceptual framework of Halal governance in the Food industry at the macro vs

micro level:
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Governance in Halal Industry

Micro Supervision Macro Supervision

L

Sharia Compliance

Source: Matulidi et al. (2016a)

Figure 1. Conceptual framework of halal governance of food industry at macro vs micro level

Table 2. Comparisons between conventional governance vs halal governance

Conventional Governance

Halal Governance

Domain

Main Regulator(s)

Focus of Recipient
Governance organ

Sources of
directives/requirements

Reporting disclosures (transparency)
Performance business practices
(sustainability)

Security Commission (SC)

Bursa Malaysia

Shareholders and other stakeholders
Board of Directors
Audit committee

Listing Requirements

Malaysian Code on Corporate
Governance (MCCQG)

Halal status of end-products/services

JAKIM
Halal Development Corporation

Muslim stakeholders (consumers)

Halal executive

Internal halal committee

Management Responsibility

Manual Procedure for Halal Certification
(Domestic) 2020

MS1500:2019 Halal Food General

Requirements

Malaysian Halal Management System
2020

2.2. Component of conventional governance

As stated in the latest version of MCCG 2021 in Principle A — Board leadership and effectiveness,
the guidelines are provided on addressing the duties and responsibilities of the board including the board
of directors, chairman, chief executive officer (CEO), and appointed board committees (audit committee,
nomination committee, and remuneration committee) to be discharged for meeting the companies’ goals
and objectives. The guidelines also encourage the responsibilities of the board to work closely with top
management. This guidance is mainly intended for large (listed) companies to abide by in order to promote
sustainability and restore confidence among the companies’ investors. However, SMES are encouraged to
comply with the guidelines, and it is subject to their discretion to do so given the unlisted nature of SMEs

to implement the recommendations.
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Table 3. Responsibilities & appointment of board based on MCCG 2021

Position Key responsibilities Recommended Appointment/Composition

Board Promote good governance culture, e Held by a majority of independent directors.
monitor management practices, e Each director must not hold position for
strategic plan implementation, more than 9 years.

assess management performance,
ascertain sound framework for
internal control & risk management

e Appointment of board and senior
management are based on objective criteria,
merit and with due regard for diversity in
skills, experience, age, cultural background,
and gender.

o Consider current composition of the board
and the tenure of each director on the board.

o should comprise at least 30% women
directors.

Chairman Provide leadership for the board in Position is held by non-CEOQ person (separate
overseeing the management, leading  role by a different person)
board discussions/meeting, setting
board agenda, key interplay between
management and board, instilling
good CG practices

CEO Provide leadership for management  Position is held by non-Chairman person
(execution of operational matters) (separate role by a different person)

Board committee  Hold separate committee meetings e Held by majority of non-executive

(audit committee,  from main board meetings (independent) directors

remuneration e Tenure of an independent director does not
committee and exceed a term limit of 9 years.

nomination

e Upon completion of the 9 years, an
independent director may continue to serve
on the board as a non-independent director.

committee)

Source: MCCG 2021
2.3. Component of halal governance

The component of Halal governance may be different from the existing conventional governance as
stipulated by the SC mainly for listed companies, as the composition of halal governance is intended to
oversee the halal procedures and implementation by the management of halal-food-producing companies.
Halal governance involves three main components which are formulation, regulation, and implementation
the first two components relate to halal governance at the national level ecosystem, while the latter relates
more to the halal governance execution at the firm level (Matulidi et al., 2016a). Likewise, Mohd Safian,
et al. (2020) also advocated that the internal governance mechanism involves more on Halal monitoring,
controlling, improving, and preventing any non-compliance with Halal-related guidelines and
requirements. Since this study mainly focuses on internal halal governance, there are four categories of
internal governance mechanisms as approached by the competent national authority (JAKIM) and
Department of Standards (DOS) based on the size of companies — multinational, medium, small and micro
companies which include the appointment of Halal executive, internal Halal committee, the appointment
of minimum two Muslim workers with Malaysia citizenship status (full-time post) and establishment of
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Halal Assurance System or internal halal control system (Muhamed, 2020). The following Table 2 shows

the key responsibilities and appointment requirements based on the respective source of reference (across

firm size):

Table 4. Responsibilities & appointment requirements based on halal-food related guidelines

Position Key responsibilities Appointment requirements Source of
reference

Management e To ensure the preservation of Halal Food-

responsibility halal integrity, General

Halal executive

Internal halal

committee (IHC)

Halal Assurance

System/Internal
halal control
system

To appoint Muslim personnel to
ensure the effectiveness in
implementation of internal halal
control system (IHCS),

To provide halal-related training
regularly,

To ascertain sufficient resources
for implementation of IHCS,

To maintain proper records and
documentation

Allow Muslim workers to
perform religious practices.
Staff participation

To ensure the compliance of halal
implementation at firm level.

To develop, implement, oversee,
and monitor the effectiveness of
halal management practices for
fulfilling the requirements of
Halal certification.

To conduct IHC meetings (at
least 2 time annually)

To provide a supportive main
reference for applicant companies
for Halal certification

Muslim

Malaysian

Permanent position

Hold qualification with
minimum of Diploma in Halal
Management or equivalent
qualification/5 years
experiences of Halal

Management

Halal Executive Certification

holder

Can be appointed as a
Chairman of Internal Halal

committee
Muslim

High position/Halal executive
Official appointment with
specification of job

description

Comprises of Chairman, Halal
executive, a representative
from respective procurement
unit and processing unit
Applicable mainly for
multinational or/and medium

size companies

Frequency of meetings

Requirements
(3 Revision)

Malaysian
Halal
Management
System 2020

Malaysian
Halal
Management
System 2020

Malaysian
Halal
Management
System 2020
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3. Research Methodology

Since this study is a conceptual type in nature, thus this study employs the review of several prior
kinds of literature relating to the legislation of laws and regulations on halal matters, corporate governance,
and halal governance. As far as halal governance at the firm level is concerned, the deliberations of the
current presence and recommendations made by the Halal guidelines and standards on internal halal
mechanisms are delivered through the systematic literature review (SLR). Given there are broad sub-sectors
underpinning the Halal industry, however, this study mainly focuses on the internal governance
mechanisms in the food sector, regardless of the size of companies as per mentioned in the Manual

procedure of the Halal Assurance System (HAS).
4. Conclusions and Way Forward

This study aims to review the extant studies on halal governance by conceptually addresses on the
issues of internal governance mechanisms at the firm level in the Halal food industry, given that the primary
reliance on external halal governance is to monitor the compliance of halal requirements in food production
led by the government authorities and agencies towards food producers seems is no longer appropriate. The
plausible reasons behind the importance of having internal halal governance are due to lack of proper halal
policy, lack of expertise and lack of an adequate number of staff, and lack of capability to monitor the
compliance practices from the ground at the firm level, which makes the authorities find difficult to prove
if a food producer adheres to halal requirements in food production (Matulidi et al., 2016a). Based on the
review of the previous literature, most of the prior studies on internal halal governance are carried out based
on the conceptual study, and only a handful of the studies are performed empirically. It is important to note
that internal halal governance has no strong directives by the competent authority as compared to corporate
governance which is well-governed for the implementation among the listed companies by the industry
regulators.

Besides, although there are guidelines on the internal halal governance mechanisms for food
producers to abide by as stated in the main halal standards and guidelines such as MS1500:2019 (3rd Rev):
Halal Food — General Requirements, Malaysian Halal Management System (MHMS) 2020 (supersedes
Guideline for Halal Assurance Management System in Halal Assurance System 2011) and Manual
Procedure for Halal Certification (Domestic) 2020, however, such compliance is subject to the discretion
by food-producing SMEs, which is characterised by their flaw attributes especially in the financial aspect,
as their main objective is to secure for Halal-certified status. Given the pandemic-stricken food companies
which might experience huge challenges to weather the business survivability during the pandemic, thus
strategic monitoring of food integrity is very crucial. Although this study is undertaken conceptually,
however, there are still loopholes in the existing studies to address the in-house governance, especially in
the context of gastronomy. Thus, this is not surprising to know that the existing studies pertaining to internal
governance mechanisms in the halal food industry are still limited which warrants future studies to be
conducted in an empirical setting, in a way to investigate the compliance of the composition and presence
of halal governance mechanisms at the firm level. Thus, this could assist to strengthen and spur the growth

and development of the halal food industry, nationally and globally.
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