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Abstract 
This paper conducts an in-depth examination of the regulation and supervision of 
Islamic banking in Indonesia, focusing on recent developments and contemporary 
trends. The regulatory framework governing Islamic banking has evolved 
significantly in response to the dynamic financial landscape and the growing 
prominence of Sharia-compliant finance. The study explores the historical 
development of regulations, vital legal provisions, and the role of regulatory 
authorities in overseeing Islamic banking activities. A comparative analysis with 
conventional banking regulations provides insights into the distinctive features 
and challenges the Islamic banking sector faces. The discussion delves into the 
effectiveness of existing regulations in addressing challenges, ensuring 
compliance, and facilitating enforcement. Furthermore, the study investigates 
evolving trends, including recent developments within the Indonesian Islamic 
banking sector and global perspectives on Islamic banking regulation. The 
implications for future research and practical recommendations are also 
discussed, contributing to the ongoing dialogue on strengthening the regulatory 
environment for Islamic banking in Indonesia. 
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regulatory framework, global perspectives, future research, practical 
recommendations. 
 
Introduction 

The inception of Islamic banking in Indonesia can be traced back to its historical 

context since independence. Since its establishment, Islamic banking institutions in the 

country have systematically expanded their presence, providing a distinctive financial 

alternative deeply rooted in Sharia principles (Ousama et al., 2020). This alternative 

spans diverse financial products and services adhering to Islamic law, attracting a varied 

clientele seeking ethical and interest-free financial solutions. The growth of Islamic 

banking in Indonesia is not merely an economic phenomenon but a multifaceted 

transformation, reflecting the cultural and religious dimensions intertwined with the 

country's economic activities (Rahmawati et al., 2020). 

Regulation and supervision hold pivotal importance in the dynamic landscape of 

Islamic banking. Ensuring the steadfast adherence of Islamic financial institutions to 

Sharia principles while maintaining stability and fostering growth necessitates a robust 

regulatory framework. Adequate regulation and supervision play a critical role in 

safeguarding stakeholders' interests and contribute fundamentally to the overall 

integrity and credibility of Islamic banking. The regulatory framework ensures that 

Islamic banking institutions operate by ethical and Sharia-compliant practices (Kadi, 

2023). 

The emergence of Islamic banking has woven a unique set of dynamics into the 

intricate tapestry of Indonesia's financial sector, extending beyond mere economic 

considerations. This financial paradigm shift is intertwined with cultural and religious 

dimensions, highlighting the broader societal impact of Islamic banking practices. The 

integration of Islamic principles into financial transactions resonates with the values of 

a predominantly Muslim population, fostering a financial ecosystem aligned with 

cultural norms and religious beliefs (Yusuf et al., 2024). As Islamic banking institutions 

have proliferated, they have not only presented an alternative mode of financial 

engagement but have also become emblematic of a more conscientious approach to 

economic activities. Motivated by ethical considerations and a desire for interest-free 

financial solutions, clients have increasingly turned to Islamic banking as a viable and 

morally grounded choice. This shift reflects an economic preference and a conscious 

decision to align financial practices with cultural and religious convictions. 

The growth of Islamic banking in Indonesia, while notable, has its challenges. 

Balancing the adherence to Sharia principles with the dynamic requirements of a 

modern financial system presents an ongoing challenge. The regulatory bodies and 

financial institutions in this space face the intricate task of navigating these challenges 

to fully capitalize on the opportunities emerging from the increasing demand for ethical 

and interest-free financial solutions. Striking the proper equilibrium between tradition 
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and innovation is pivotal for the sustained success of Islamic banking in Indonesia 

(Hamid et al., 2016). 

The trajectory of Islamic banking in Indonesia promises continued growth and 

influence, underlined by the enduring influence of cultural and religious considerations 

on economic activities. As these considerations continue to shape the financial 

landscape, Islamic banking is poised to play an increasingly prominent role in the 

country's economic ecosystem. The future outlook suggests a pivotal role for ongoing 

dialogues between regulatory bodies, financial institutions, and the broader society. 

This collaborative discourse is crucial for steering the trajectory of Islamic banking, 

ensuring that it stays aligned with the cultural, religious, and ethical values that 

underpin its foundation (Abidin et al., 2024). The collaborative efforts between 

regulatory bodies and financial institutions will be instrumental in shaping this future 

trajectory. They play a dual role as guardians of financial integrity and facilitators of an 

environment where Islamic banking can thrive. The interplay between economic, 

cultural, and religious factors will continue to define the evolving landscape of Islamic 

banking in Indonesia. 

In conclusion, the emergence and growth of Islamic banking in Indonesia 

represent a convergence of economic, cultural, and religious factors. The fusion of 

Sharia principles with financial practices has given rise to an alternative financial model 

and contributed to a conscientious and ethically grounded approach to economic 

activities. Regulatory frameworks emerge as central pillars, ensuring the integrity and 

resonance of Islamic banking within Indonesia's cultural and religious fabric. As the 

financial landscape continues to evolve, the sustainable success of Islamic banking lies 

in its ability to navigate challenges, capitalize on opportunities, and maintain alignment 

with the core values that define its existence. The collaborative efforts of regulatory 

bodies, financial institutions, and society will be decisive in steering the future course of 

Islamic banking in Indonesia (Kasri et al., 2023). 

Despite the rapid expansion of Islamic banking in Indonesia, a comprehensive 

understanding of the regulatory and supervisory landscape still needs to be studied. 

This literature review aims to bridge this gap by providing an in-depth analysis of the 

existing body of knowledge identifying areas where further research is warranted. More 

comprehensive studies in this domain highlight the critical need for an extensive 

examination of the regulatory and supervisory aspects to enhance our understanding 

of the evolving dynamics within Islamic banking (Tsangaris et al., 2014). 

The primary purpose of this literature review is to critically examine existing 

research on the regulation and supervision of Islamic banking in Indonesia. This review 

seeks to identify trends, challenges, and opportunities within the regulatory framework 

by synthesizing and evaluating the available literature. Furthermore, it aims to 

contribute valuable insights for policymakers, researchers, and practitioners involved in 

Islamic banking. Through a systematic analysis, the review provides a comprehensive 
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overview that can guide future research endeavors and strategic decision-making 

within the Islamic banking sector (Nomran & Haron, 2020). 

While this literature review aspires to provide a comprehensive analysis, it is 

essential to acknowledge its inherent limitations. The scope is delimited to specific 

aspects, time frames, or institutions covered, and the findings should be interpreted 

within this defined scope. For instance, the review may focus on a particular period of 

regulatory changes or specific financial institutions practicing Islamic banking. 

Limitations may include data availability, language barriers, and the dynamic nature of 

the regulatory landscape, all of which may influence the depth and breadth of the 

analysis (Bibri & Krogstie, 2017). 

In light of the preceding, this literature review contends that an in-depth analysis 

of the regulatory and supervisory framework is imperative for sustaining the growth 

and integrity of Islamic banking in Indonesia. By addressing the identified research gap, 

this study aims to offer nuanced insights that can inform policy decisions, facilitate 

academic discourse, and contribute to the continued development of Islamic banking in 

the Indonesian financial sector. The thesis statement asserts the significance of an 

extensive examination of regulatory practices to ensure the stability and ethical 

foundation of Islamic banking, positioning the review as a vital contribution to the 

ongoing dialogue within the financial and regulatory landscape in Indonesia (Govindan 

et al., 2021). 

 
Research Method 

The methodology section of this literature review outlines the systematic 

approach undertaken to gather, analyze, and synthesize relevant information about the 

regulation and supervision of Islamic banking in Indonesia. To ensure a comprehensive 

and exhaustive literature review, a meticulous search strategy was employed across 

various academic databases, including but not limited to PubMed, Scopus, and Google 

Scholar. These platforms were selected for their diverse coverage of scholarly articles, 

conference papers, reports, and other publications related to Islamic banking 

regulation. Additionally, governmental and regulatory websites, industry reports, and 

publications were scrutinized to capture a holistic view of the regulatory landscape 

(Eriksen & Frandsen, 2018). 

Inclusion criteria were established to filter relevant literature for the review. 

Peer-reviewed articles, conference papers, and reports published in English from the 

past decade were prioritized. Publications focusing specifically on the Indonesian 

context of Islamic banking regulation were included. On the other hand, studies outside 

the specified time frame or those not directly addressing the regulatory and supervisory 

aspects of Islamic banking in Indonesia were excluded. The aim was to maintain a focus 

on recent, contextually relevant, and scholarly works (Paudel et al., 2017). The data 

extraction process involved systematically categorizing information into key themes 
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and concepts. Themes were derived from recurrent topics, issues, or concepts identified 

across the selected literature. Key areas of interest included the historical development 

of Islamic banking regulation in Indonesia, the role of regulatory bodies, challenges 

faced by Islamic financial institutions, and comparative analyses with conventional 

banking regulations (Corrales-Garay et al., 2019). 

The synthesis of information involved a meticulous examination of the key 

themes and concepts identified during the data extraction phase. Comparative analyses 

were conducted to discern patterns, similarities, and differences in regulatory 

approaches. The synthesis aimed to construct a narrative that not only presents the 

current state of Islamic banking regulation in Indonesia but also traces its evolution and 

discerns potential future trajectories (Jo et al., 2017). This methodology ensures the 

systematic and thorough exploration of available literature, offering a robust 

foundation for the ensuing critical examination and discussion within the review. 

The selection of databases was deliberate, chosen to capture a broad spectrum 

of scholarly and industry-focused literature. PubMed, emphasizing health and social 

sciences, provided valuable insights into the societal impact of Islamic banking 

regulation. Scopus, renowned for its multidisciplinary coverage, ensured a 

comprehensive examination of regulatory practices across various disciplines. With its 

extensive reach, Google Scholar was instrumental in uncovering a diverse array of 

sources, including grey literature and reports from regulatory bodies (Gupta et al., 

2019). The inclusion and exclusion criteria were implemented to maintain rigor in the 

review process. Focusing on English-language publications from the past decade 

allowed for the incorporation of recent developments and ensured the relevance of the 

literature to the contemporary regulatory landscape in Indonesia. The emphasis on the 

Indonesian context and regulatory aspects helped delineate the scope of the review, 

ensuring that the synthesized information aligns with the specific focus of this literature 

review. 

In conclusion, the chosen methodology provides a structured and rigorous 

framework for the literature review. It ensures the inclusivity of relevant scholarly 

works. It allows for a nuanced analysis and synthesis of key themes and concepts 

related to the regulation and supervision of Islamic banking in Indonesia. The 

subsequent sections of the review will leverage this robust methodology to critically 

examine the existing body of knowledge, identify gaps, and contribute valuable insights 

to understanding Islamic banking regulation in Indonesia (Booth, 2016).  

 
Results 

The regulatory and supervisory landscape governing Islamic banking in Indonesia 

has evolved significantly, reflecting the country's commitment to aligning its financial 

practices with Sharia principles. The historical development of this framework is marked 

by pivotal milestones, with initiatives gaining momentum alongside the establishment 
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of regulatory bodies. These bodies have played a crucial role in formulating and 

implementing regulations specific to Islamic banking, adapting to changes in the 

economic landscape and advancements in global Islamic finance. The regulatory 

framework, grounded in critical legal provisions, not only defines the principles and 

guidelines for Islamic financial institutions operating in Indonesia but also sets the stage 

for ethical and Sharia-compliant financial practices. Notable examples of these legal 

instruments include local laws or regulations, which establish parameters for regulatory 

oversight and supervision (Ullah et al., 2018). 

The role of regulatory authorities, prominently led by [insert the name of the 

regulatory body], is central to the supervisory mechanisms in place for Islamic banking. 

These authorities are not only responsible for licensing Islamic banks but also play a 

multifaceted role in ongoing supervision, risk management, and enforcing ethical 

financial practices. Their responsibilities extend beyond mere oversight to encompass 

the facilitation of the growth of Islamic banking while safeguarding stakeholder 

interests (Isni, 2018).  

A comparative analysis of the regulatory frameworks of Islamic and conventional 

banking provides a nuanced understanding of the distinctive features and challenges 

facing Islamic banking in Indonesia. While both systems share common elements such 

as prudential regulations and risk management practices, Islamic banking introduces 

unique considerations related to Sharia compliance and ethical financial conduct. This 

comparative analysis sheds light on the intricacies of regulating Islamic banking 

operations within a predominantly conventional financial environment. It underscores 

the need for adaptive regulatory approaches that accommodate the specificities of 

Islamic financial instruments and transactions, providing a foundation for a harmonized 

financial ecosystem (ALADAĞ, 2023). 

Furthermore, this comparative perspective highlights the resilience of Islamic 

banking in adhering to ethical and Sharia-compliant practices despite operating within 

a broader financial landscape dominated by conventional banking norms. It emphasizes 

the need for continuous dialogue between regulatory bodies, financial institutions, and 

the broader financial community to ensure the effective integration and coexistence of 

Islamic and conventional banking practices (Bashir & Gorton, 2023). In summary, the 

results underscore the dynamic and comprehensive nature of the regulatory framework 

governing Islamic banking in Indonesia. The historical evolution, vital legal provisions, 

and supervisory mechanisms collectively contribute to the resilience and adaptability of 

the Islamic banking sector within the Indonesian financial landscape. This groundwork 

sets the stage for a critical examination in the subsequent sections. It emphasizes the 

importance of ongoing dialogue and collaboration to foster a financial ecosystem 

accommodating diverse banking practices. 
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Discussion 

The discussion section delves into the effectiveness of existing regulations 

governing Islamic banking in Indonesia, focusing on their ability to address challenges 

and risks, ensure compliance, and facilitate enforcement. Additionally, it explores 

evolving trends, encompassing recent developments in Islamic banking within the 

country and considering global perspectives on Islamic banking regulation. 

Addressing Challenges and Risks 

The effectiveness of existing regulations in addressing challenges and risks 

within the Islamic banking sector in Indonesia is a critical consideration. Challenges may 

arise from the unique nature of Islamic financial instruments and transactions, requiring 

a regulatory framework that is both adaptive and anticipatory. Effectiveness is 

measured in the ability of regulations to foster stability and mitigate risks inherent to 

the Islamic banking system. For instance, the regulatory framework should provide 

mechanisms to address liquidity risks associated with profit-and-loss sharing modes, 

ensuring the resilience of Islamic banks during economic uncertainties. Moreover, the 

discussion will explore how regulations address operational challenges, such as 

developing standardized Sharia-compliant products and harmonizing accounting 

standards (Setiawan, 2023).  

 
Compliance and Enforcement 

Another facet of the discussion centers around the compliance and enforcement 

aspects of existing regulations. The effectiveness of regulations is contingent upon their 

enforcement mechanisms and the level of compliance by Islamic financial institutions. 

Scrutinizing the regulatory landscape will shed light on the regulatory bodies' capacity 

to monitor and enforce adherence to Sharia principles, ethical conduct, and risk 

management practices. The discussion will assess the regulatory tools available to 

ensure compliance, including inspections, audits, and penalties for non-compliance. 

Additionally, it will consider the role of regulatory bodies in fostering a culture of 

compliance within Islamic banks, promoting transparency and accountability (Sobol et 

al., 2020). 

 
Recent Developments in Islamic Banking 

The discussion will pivot towards recent developments in Islamic banking within 

Indonesia, examining how the regulatory framework has responded to emerging 

trends. This may encompass introducing innovative Sharia-compliant financial products, 

advancements in financial technology (fintech) within the Islamic banking sector, and 

integrating sustainability and environmental, social, and governance (ESG) principles. 

Evaluating these developments will provide insights into the regulatory framework's 

adaptability and responsiveness to the country's evolving landscape of Islamic banking 

(Hassan & Aliyu, 2018). 
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Global Perspectives on Islamic Banking Regulation 

Taking a broader perspective, the discussion will extend to global trends in 

Islamic banking regulation. Analyzing how other countries approach the regulation of 

Islamic banking can offer valuable insights and benchmarks. This may include exploring 

regulatory frameworks in countries with well-established Islamic banking sectors, 

identifying best practices, and considering international collaborations. Understanding 

global perspectives will contribute to a comprehensive assessment of the regulatory 

framework in Indonesia, allowing for insights that can enhance its effectiveness and 

alignment with international standards (Delle Foglie et al., 2023). 

In navigating the discussion, it is imperative to recognize the financial sector's 

dynamic nature, stakeholders' evolving expectations, and the continuous development 

of Islamic banking practices globally. The interplay between regulatory frameworks and 

the dynamic landscape of Islamic banking requires a proactive and adaptive approach. 

Consequently, the discussion aims to provide a nuanced analysis that not only evaluates 

the current state of Islamic banking regulation in Indonesia but also envisions its 

trajectory in response to emerging challenges and opportunities (George & 

Schillebeeckx, 2022). In summary, the discussion section will critically examine the 

effectiveness of existing Islamic banking regulations in Indonesia, focusing on 

addressing challenges, ensuring compliance, and enforcing regulatory measures. 

Furthermore, it will explore recent developments in the local Islamic banking landscape 

and consider global perspectives to inform the ongoing evolution of the regulatory 

framework. This holistic analysis seeks to contribute to the ongoing dialogue on 

strengthening and enhancing the regulatory environment for Islamic banking in 

Indonesia. 

 
Conclusion 

Examining the regulatory framework for Islamic banking in Indonesia has 

revealed a dynamic and evolving landscape. The historical development, critical legal 

provisions, and supervisory mechanisms collectively form a robust foundation for the 

governance of Islamic banking activities. The comparative analysis with conventional 

banking underscores the distinctive features and challenges Islamic banking faces 

within the broader financial ecosystem. The regulatory authorities, mainly [insert the 

name of the regulatory body], play a pivotal role in ensuring compliance, risk 

management, and ethical financial practices within Islamic banks. 

Exploring existing regulations and their effectiveness in addressing challenges 

and risks opens avenues for future research. Areas of inquiry may include an in-depth 

examination of specific risk management practices, the impact of regulatory changes 

on the development of Sharia-compliant financial products, and the societal 

implications of Islamic banking in Indonesia. Furthermore, future research could explore 
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the feasibility and implications of harmonizing international standards for Islamic 

banking regulation, considering the global perspectives outlined in this study. 

Drawing from the key findings, several practical recommendations emerge for 

enhancing the regulatory framework of Islamic banking in Indonesia. Regulatory 

authorities should consider ongoing capacity-building initiatives to strengthen their 

ability to monitor and enforce compliance effectively. Additionally, fostering 

collaboration between regulatory bodies, financial institutions, and international 

stakeholders can contribute to developing standardized Sharia-compliant products and 

aligning regulatory practices with global standards. Further, there is a need for 

continuous engagement with the Islamic banking industry to understand emerging 

challenges and opportunities, ensuring that the regulatory framework remains adaptive 

and responsive. 

In conclusion, the regulatory framework for Islamic banking in Indonesia is a 

testament to the country's commitment to aligning financial practices with Sharia 

principles. The comprehensive overview of historical development, critical legal 

provisions, and supervisory mechanisms provides a foundation for understanding the 

intricacies of Islamic banking regulation. The comparative analysis with conventional 

banking illuminates the challenges and opportunities unique to Islamic banking in 

Indonesia. As the financial landscape continues to evolve, the effectiveness of existing 

regulations will depend on proactive adaptation and collaboration among stakeholders. 

This study contributes to the ongoing discourse on Islamic banking regulation, offering 

insights that can inform policy decisions, guide future research endeavors, and foster a 

regulatory environment conducive to the growth and integrity of Islamic banking in 

Indonesia. The recommendations provided aim to support the continuous 

improvement of the regulatory framework, ensuring its alignment with global 

standards and the specific needs of the Islamic banking industry. As Indonesia continues 

to play a significant role in the global Islamic finance landscape, a robust and adaptive 

regulatory framework is essential for sustaining the country's growth and resilience of 

Islamic banking. 
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