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Islamic Finance
• Islamic finance is a response of the domination of global 

economic system that based on riba (Khursid Ahmad, 2000). 
This was the marriage of capitalism and imperialism.

• Islamic finance is a model that balances rewards and risks in a 
fair and transparent manner.

• It helps to stimulates economic activity and entrepreneurship 
towards addressing poverty and inequality, ensure financial 
and social stability, and promotes comprehensive human 
development

• Its global assets have grown considerably and estimated to 
reach US$ 2 trillion by 2016 with compounded annua growth 
rate about 17 percent (S&P, 2017)
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Financial Stability
• Islamic finance is an ethical financial system bridging the gap with the real 

sector and potentially contributing towards global financial stability (KFH, 
2014)

• The principles of Islamic finance can minimize the severity and frequency of 
financial crises by introducing greater discipline into the financial system and 
requiring the financier to bear or share in the risk of the underlying 
economic activity. 

• Islamic finance also requires the creditor to bear the risk of default by 
prohibiting the sale of debt, thereby creating a proper and sound due 
diligence by those who extend credit. 

• Islamic finance emphasizes the full integration of finance with the real 
economy. Its emphasis on real economic activities, including equity 
and partnership, sales-based and lease-based financing instruments. 

• This prevents the creation of an inverted debt pyramid and, thereby, 
largely mitigates financial instability.



Key Contribution of 
Islamic Finance



Financial Inclusion &
Shared Prosperity

• Islamic principles require an annual mandatory donation 
(Zakat) to the poor and needy as an essential obligation of all 
Muslim s who possess a minimum level of wealth;

• Islamic teaching also strongly encourages establishing 
endowments (Awqaf) the return on which is dedicated to 
social objectives;

• These two institutions have historically played a major role in 
serving the social needs of Muslim communities;

• The small and medium enterprises (SMEs) are source of job 
creation and economic growth with the contribution of 
Islamic finance by serving partnership financiang.
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Islamic Finance in Indonesia

• Indonesia has the second biggest Islamic finance industry in 
Asia in terms of asset size, next to Malaysia. 

• There are at least 12 Islamic banks in Indonesia, 22 
conventional banks with a Shari'ah window and 163 Islamic 
rural banks. 

• In 2015, Indonesia issued a $2 billion 10-year sukuk, its largest 
sukuk transaction so far and also the largest-volume sukuk in 
a single transaction for the year. As of 2015, Indonesia makes 
up 1.4% of the global banking assets and 3.7% of the global 
sukuk issuances. Islamic finance represents approximately 5% 
of the domestic total banking assets.



Islamic Finance in Indonesia

• Recognizing the growing significance of Islamic finance in the 
country, Indonesia’s central bank issued a developmental 
plan, namely the Blueprint of Islamic Banking Development, 
to set out strategic initiatives to achieve a sustainable 
development in the sector as early as 2002. 

• The National Act No. 21/2008 provided the main regulatory 
framework for the accelerated development of Islamic 
banking in the country. 

• In 2014, Indonesia’s Financial Sector Authority (OJK) entered 
into a Memorandum of Understanding with the National 
Sharia Board of Indonesian Ulema Council to ensure a stable 
development of the Islamic financial services sector consistent 
with Shari’ah principles and ensure an integrated supervision 
over Indonesia’s financial services sector.



Future Development & 
Challenges
• Standardization can support expansion

• Responsible finance, sustainable development 
goals, and impact investing

• Central Sharia Boards Would Promote Greater 
Standardization

• Greater Standardization Would Make The 
Industry More Attractive

• Shariah compliance as the key success factor in 
developing financial stability


