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I met Ahmad Dahlan at the Islamic Council of Victoria (ICV)
Australia on the 17th of October 2019. We discussed the development
of the Islamic economy and Islamic finance in Australia, Indonesia, and
in the world.
Then I read his book manuscript, and I think it is very good. He
maps the development and intricacies of sharia banking regulations in
Indonesia, analyzing them with the political economics approach.
Indonesia, one of the largest Muslim countries in the world, has an
economic role in the global market. It will be increasingly crucial for
us to understand the opportunities and challenges of Indonesia in the
development of the sharia banking that is growing in some countries.
Dahlan argued that the establishment of Islamic banking in
Indonesia in the early 1990s represented a political compromise between
the political superstructure and the Islamic political infrastructure, such
as the Indonesian Ulema Council (MUI), the Indonesia Association
of Muslim Intellectuals (ICMI), and others. The discussion was
strengthened by interviews with Karnaen Perwaatmadja and M. Syafi’i
Antonio (two figures of the Islamic economics movement in Indonesia).
I hope Dahlan may research Islamic banking development in
Australia. I feel Australia has the most potential as a market of Islamic
finance and halâl economic business in the Asia-Pacific.
Thank you and Wassalâm-u-’Alaykum
Melbourne, Australia, July 2020
Almir Colan
Director at AUSCIF (Australian Centre for Islamic Finance)
www.almircolan.com
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lhamdu-Lillâh. All praises are to Allah s.w.t.; peace and blessings
to our Prophet Muhammad s.a.w., his family and companions, and
our teachers from before and during our time.
Islamic finance has grown significantly and has received worldwide
attention. This book provides a qualitative overview of Islamic finance
in Indonesia that will be described in three sections: the introduction,
the discussion, and the conclusion.
The introduction describes several aspects of the research problem,
the theoretical framework, and the literature review.
The discussion is contained in three chapters:
Chapter 1 describes the superstructure policy of Islamic banking in
Indonesia within the 1992 to 2011 period. In this period, the political
processes resulted in policies leading to three pieces of Islamic banking
legislation: Law No. 7 of 1992, Law No. 10 of 1998, and Law No. 21
of 2008. The discussion focuses on the significant policy impacts on the
elements related to Sharia banking.
Chapter 2 explains the fluctuations of the Islamic political
infrastructure from 1992 to 2011. The data are analyzed by looking
for various dynamics in the Islamic political infrastructure acting as
a pressure group affecting policy in the political economy of Islamic
banking in Indonesia. The discussion was strengthened by the
interrelation of Islamic politics with the political superstructure before
1992.
Chapter 3 is a discussion of the political economy of Islamic
banking in Indonesia from 1992 to 2011. The discussion is contained
in six parts: First, the establishment of the first Islamic banking in
Indonesia, including Islamic banking thought, and the success of the
Islamic political infrastructure in establishing the first Islamic bank;
Second, reform to Islamic banking; Third, the liberalization of Islamic
banking; Fourth, the purifications of Islamic banking in regulations,
human resources, and institutions; Fifth, the influence of sharia banking
policy; and Sixth, a discussion of the political integration and religion
on sharia banking policy.
ix
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The last part is the conclusion. Some laws and regulations have
been issued to drive the growth of Islamic banking in Indonesia, but
up to 2011 it never reached Bank Indonesia’s target of securing a 5
percent share of the financial market. The strengths of the political
superstructure, such as the ICMI, are needed to encourage the policies
of Islamic economics and banking regulation since the Islamic political
infrastructure stopped being strategic like it was during the early 1990s.
Finally, I would like to thank Dr. Khariri, Dr. A. Luthfi Hamidi,
Dr. Moh. Roqib, and Civitas Academics’ State Institute for Islamic
Studies (IAIN), Purwokerto, Central Java. Also my overseas brothers:
Almir Colan (Director at the Australian Centre of Islamic Finance,
AUSCIF), Ayman Islami (Islamic Council of Victoria, ICV), Prof.
Salim Farrar (University of Sydney), Azhar Ibrahim, Ph.D. (National
University of Singapore), Wan Khuzaery (Malaysia), Syekh Teguh
Iskanto, Ahmad Subardja, Asroni Zubair, Novian Abu Bakar and Naufal
Muhammad (Indonesian Muslim Community in Victoria, IMCV,
Australia), Al-Fath (Young Indonesian Muslim Student Association,
YIMSA, Australia), Tufel N. Musyaddad (Charles Darwin University),
Shaifurrohman (MES Australia-New Zealand). My mentors: Jeff R.
Young (Universal Publishers, Florida, USA), M. Syafi’i Antonio, Ph.D.
(Tazkia Group Indonesia, Sharia Board of Islamic Development Bank
[IDB], Jeddah), Karnaen Azwar Perwaarmadja (almarhȗm), Prof. Abdul
Salam Arief (UIN Sunan Kalijaga Yogyakarta), Akhsim Affandi, Ph.D.
(Faculty of Economics, UII Yogyakarta), Dr. Qizam, Ak. (FEBI, UIN
Sunan Kalijaga Yogyakarta). My spiritual teachers: Habib Muhammad
Effendy al-’Aydarus (Tarîqat ‘Alawiyat, Yogyakarta), Habib Ahmad
al-‘Atas (Purwokerto, Central Java). My colleagues: Dr. M. Misbah,
Dr. Akh. Faozan, Agung, MT. Karyadi, Ahmad Zayyadi Pustaka Ilmu,
Kompol Gusman Fitra (QytaTrans Group), Dr. Tatung (PT. Orion),
and Alumni of MAPK (Madrasah Aliyah Program Khusus) Yogyakarta.
Wallâhu-A’lâm-u-bis-Sawâb.
Purwokerto, Indonesia, January 2020
Ahmad Dahlan
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CHAPTER
Introduction

0.1 The Background

C

Indonesia is a unique country in the context of the Islamic banking
establishment. Socially, Muslims are the majority, and politically,
Indonesia is a member of the Organization of Islamic Cooperation
(OIC), an institution that encouraged the establishment of the Islamic
Development Bank in 1973. However, the establishment of Islamic
banks in Indonesia only started in 1992 and the long delay has left
Indonesian banks far behind those in other Islamic countries, such as
the Dubai Islamic UAE Bank (1975), the Faisal Islamic Bank Sudan
(1977), the Bahrain Islamic Bank (1979), and Bank Islam Malaysia
Berhad (BIMB) in 1983.
According to Salavrakos (University of Western Greece), in the
field of economics the term “political economy” can be defined by
the debate about the importance of economics for the individual, the
society and the state.1
Yustika (Professor of Politcal Economy at Brawijaya University,
Indonesia) stated that the most important aspect of the politicaleconomic approach is the political infrastructure, or the structural
power in society that may affect economic achievements. Compare this
with the purely economic approach that states that structural power in
a market mechanism is a given.2 Mayntz argues to reintegrate political
science and economics in the new research. That the political economy
have been paralleled by a shift in the meaning of “liberalism, from a
doctrine calling for a relatively passive state and an economy guided
1
2

Salavrakos (2012).
Yustika (2009: 2).

1

2
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by the ‘invisible hand’ of the market to the view that the state should
actively intervene in the economy in order to generate growth and
sustain employment.3
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Thus, in the political-economic study concerning the context of
the delayed implementation of Islamic banking in Indonesia, it is
necessary to seek the interrelation of the political superstructure visà-vis Islamic political infrastructure in Indonesia, for the individual,
the society and the state. Some previous research, such as by Anwar
(1995), Effendy (1998), Ahmad (2004), Robison (1990, 1996), Hefner
(2001), and Hadiz (2011), showed that Islamic political interests were
accommodated by political superstructure through several policies,
especially regarding the existence of Muslims in both the executive and
legislative branches in the 1990s.
Some studies from many countries show the political economy of
Islamic banking has become a major interest of academic research, such
as by Henry (2015) who studied it in Indonesia, Hamat et al. (2016)
who studied it in Indonesia and Malaysia, and Okeke-Ojukwu who
studied it in Nigeria (2012).

0.2 Theoretical Framework

Theory of Political and Religious Integration in Economics

C

A theoretical concept for the political and religious integration
in economics refers to previous theories: First, Mallarangeng’s theory
concerning the coalition of political and economic interests. The
assumption of this theory is that changes in policy reflect greater
changes in society, and every policy change requires support from a
coalition of various economic groups. Therefore, a policy change will
occur if it is supported by a coalition of influential groups that forces
the policymakers into accommodating certain policies.4

3
4

Mayntz (2019).
Mallarangeng (2002: 2–5); Goldstein (1993: 10).
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The theory of the coalition of political and economic interests
does not emphasize the theoretical problems. So, it is used to assume
that sharia banking policy may reflect greater changes in society over
the need for Islamic financial institutions and the change of Islamic
political infrastructure.

o
U p
ni yr
ve ig
rs ht
al ed
-P M
ub a
lis te
he ria
rs l

Second, Ayubi’s theory is that politics requires a movement to
reform the manifestation of the three Ds: Dîn, Dunyâ, and Dawlat.5
Dîn is synonymous with the religious aspects, or Islamic Sharia. Dunyâ
is synonymous with the economic aspects, and Dawlat is synonymous
with the political aspects.

Third, Caporaso’s and Levine’s shared opinion is that the political
economy is the interrelation of various aspects of economic and
political institutions in economic policy.6 Fourth, Yustika explains
that the difference between political economy and pure economics is
that political economy concludes that the political power structure
influences economic achievement, while the pure economics approach
considers the power structure in the market as a given.7 Fifth, according
to Effendy’s research, Islam did not fully participate in the political
development of Indonesia, especially in the 1970s and 1980s. The
deadlock started to clear in 1992, when the state began to accommodate
Islamic interests.8

C

The links between the above theories are analyzed as the basis for
the theory of political and religious integration in the economy.

The Link of Political and Religious Integration in the Economy

The political and religious integration in the economy may be
described by connecting lines and nodes as in the following chart:

5
6
7
8

Ayubi (1991: 63–4).
Caporaso and Levine (1992: 3).
Yustika (2009: 2).
Effendy (1998: 214).
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Flowchart 1.1
The link of Political and Religious Integration to the Field of
Economics
Politics,

Religion

(C)
Dunyâ

(B)
Dawlat

(A)
Dîn
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2

3

6

5

4 1

1

()الدين\اإلسالم
2 3

4

5

6

6

Note:
1. Economic study
2. Political study
3. Political economics study
4. Religious study to political and economic study disconnected
5. Pure Islamic political study
6. Islamic political economics study

C

Line #1: “Pure economic study (C) is not connected with politics
(B). This study is influenced by the classical economic theories,
especially the laissez-faire approach to market power, which still drives
all economic activities (free market).”
Line #2: “Political study (B) only examines the aspects of the
political superstructure and state policy, and is not integrated with any
economic approach (C).”
Line #3: “The political-economic study criticizes the problem of
interrelations between economic and political studies. The politicaleconomic study grows as an interrelation study of economic and
political structures (Caporaso), or economics is not only related to the
market power structure but also examines a political structure or others

Ahmad Dahlan
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(Yustika). Then, the political economy constructs the interrelations of
economics (C) with a political approach (B).”
In Islamic political economics, the developed critiques concern the
relationship between economics and politics, plus their relationship
with religion. Thus, Islamic political economy is itself a critique of the
political-economic approach, which only emphasizes the connections
between B and C, but not with Dîn (A), the religion aspect.
Islamic political economics also criticizes the religious studies (A)
that do not emphasize the contemporary and practical relationships in
both the political and economic fields (B+C). The religious studies are
dominated by issues concerning the Hereafter, instead of the profane
aspects.
Furthermore, Islamic political economy develops interrelations
connecting aspects of the religious, political, and economic studies as a
unity (A+B+C).
Line #4 shows “Religion (A) and political (B) studies basically
have been connected by the cluster of political jurisprudence (Fiqhu-Siyâsat). Yet the relationship is rarely formalized in the state’s
constitution. There are still long-running disputes over Islamic political
concepts and practice.”
Meanwhile, the relationship between religion (A) and economic
(C) studies has long been a theoretical study and has been popular since
1973, when the Islamic Development Bank was established.
Line #5: “It shows that the religion and political approaches are
integrated as Islamic politics (Siyâsat-ul-Islâm), but in practice they do
not connect to the field of Islamic economics. Besides, Islamic political
study is dominant in the aspects of social and political policy, but it
rarely penetrates to the aspect of economic policy.”
Due to the interrupted relationship of three scientific clusters
(religion, politics, and economics), the author then constructs a theory
by integrating politics and religion in the field of economics as an
Islamic political-economic study discourse, stressing the existence of
three great sciences and ideologies, religion (Dîn), economics (Dunyâ),
and politics (Dawlat), which are mutually integrative.

6
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Line #6: “Islamic Political Economy Study is an analytical theory
to trace the integration of Dawlat (politics) with Dîn (personified as an
Islamic society, Muslim intellectual, or Islamic political infrastructure)
for seeking economic (Dunyâ) policies by interrelating those aspects.”

0.3 Literature Review
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Many theories, approaches, and histories of political economics
are described in Caporaso and Levine (1992), Rachbini (2002),
Deliarnov (2006), and Yustika (2009). All explanations begin from the
theoretical frameworks of the interrelation of politics and economics in
the view of classical economics scholars, Keynesians, and neo-classics.
Theories of political economy describe public choice, rent-seeking, redistributive combines, and the idea of justice theory. Nevertheless, in
these books, there are no explanations of the various cases or methods
to apply theories of political economy in response to a country’s
modern economic development. The exception is Yustika’s book, which
describes national economic cases in Indonesia, analyzing them using
the political economy approach supported by primary data. Rachbini
emphasized the theory of the New Political Economy (NPE), which is
a study of the phenomena and problems of non-market mechanisms,
including the state’s role and its interventions in the economic market.
The Islamic political economy has been described by Salleh and
Rosdi (2014), and Askari, et al. (2015). Salleh and Rosdi explain the
many understandings and methodologies of political-economy study.
Political economy is currently an interdisciplinary study referring to
economics, law, and political science to explain the symptoms of political
institutions, political environment, capitalism, socialism, and mixed
economic systems. It may be assumed that analysis of the interrelation
of economics and politics will ensure an increase in national wealth to
fulfill various social needs using interdisciplinary approaches.
In the limited number of kinds of literature, the definition of
Islamic political economics is that it is a study of the economic effects
of political superstructure policies in a country. It emphasizes that the
micro and macro aspects of the fields of economics and politics should
facilitate the functions of the Islamic economic system. The successes

Ahmad Dahlan

7

C

o
U p
ni yr
ve ig
rs ht
al ed
-P M
ub a
lis te
he ria
rs l

and failures of Islamic banks have become clear examples of the
importance of integrating the state’s existence and market mechanisms
in Islamic economic cases.
Askari et al. describe the Islamic economic system as a market-based
system seen as the best and most efficient mechanism for allocating
resources for production and consumption. To be efficient, a market
must have rules, such as those concerning information disclosure to
protect market participants, e.g., workers, producers, investors, and
consumers. However, according to Islamic sharia, Allah Ta’âlay is the
Creator of all on the Earth and his creations are given to all humans.
Thus, all land and all natural resources must be used to benefit all
generations equitably.9
The political superstructure policy for banking in Indonesia has
been studied by Sukarman (2014) and Mallarangeng (2002). Sukarman
describes the political economy in Indonesia as focusing on the policy
analysis of the June 1983 Package (Pakjun 83) and the October 1988
Package (Pakto 88), compared to what was done in the five Southern
Cone countries: Argentina, Brazil, Chile, Paraguay, and Uruguay. This
study analyzes two important discussions: the context of the domestic
and international political economies in the Pakjun 83 and Pakto 88
policies, and the impact of the implementation of these two policies on
national banking development.
Mallarangeng describes the period before the 1990s when
President Soeharto turned to a group of Western-trained economists
at the Faculty of Economics in the University of Indonesia to design an
economic-stabilization policy.
The study of Islamic politics in Indonesia was contained in Effendy
(1998), Hefner (2001), Ali (2004), and Hadiz (2011). Effendy explains
the difficult synthesis of Islamic politics with the Muslim country’s
politics after independence. Then, he develops the research in Indonesia
to explore Islamic politics using various elements holistically (mutual
symbiosis), and the non-monolithic (sharia) nature of the interior
and exterior of Islam in the historical perspective of Islamic versus
state politics. He also explains Islamic politics in the current practical
9

Askari, et al. (2015: 19).

