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Stakeholders

Ladies and Gentlemen,

Assalamu'alaikum warahmahtultah Wabarakatuh

1. First of all, let us praise Allah SWT for His blessing and permission that has

allowed our presence in Bali and attend this International Seminar (fANew

Phase of Islamic Finance: Capturing the Untapped Area to Improve

the Quality of Economic Development". Given the tremendous

acceleration of Islamic finance development in the world and the intention

among International scholars, regulators and practitioners to bring Islamic

finance to the next stage, i.e., providing greater contribution to the economy

and the public, I believe this event is very essential for all of us.
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2. On behalf of Indonesia Financial Services Authority (IFSA), I would like to

congratulate Bank Indonesia in organising this important gathering. This

seminar is also important for IFSA as we have also committed to develop

Islamic Finance Industry in Indonesia to support the establishment of a

sound, stable and resilient financial system and further to support the

economic growth and poverty alleviation.

3. As you all are aware, Indonesia has been conducting financial sector

regulatory and oversight reforms by transferring all regulatory and

supervisory powers of capital market, non-bank financial institutions,

banking and micro finance from previous Authorities into the newly

established Indonesia FSAor Otoritas [asa Keuangan COJK)in several stages.

4. OJK is an independent Institution with authority to regulate, supervise,

examine, and investigate all Financial Services sector in Indonesia, including

Islamic financial institutions. On top of that, OJK is also given mandate to

conduct Islamic finance consumer education and protection. OJKwill promote

a balance between prudential and the development of Islamic Financial

Industry.

5. In performing its mandate, OJK sets up regulatory framework that supports

the development of financial industry including capital market and its

products based on the principles of Syariah, and the efforts to develop syariah

financial products at the same level of conventional products.

Respected participants,

6. We have known that this industry exists in approximately 75 countries with

more than 350 Islamic financial institutions and assets totalling anywhere

between USDl trillion - USD 2 trillion. However, this is not to say that

challenges do not exist. Some of the challenges that the industry faces are:,

a. compared to its conventional counterpart, Islamic finance is still minority,

as such, it is less competitive and thus contributes less to economic

development,
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b. in countries with advance Islamic finance development, its operations

have not captured all markets and economic activities, while in countries

with emerging Islamic finance development, its operations mainly

concentrate on small and micro enterprises, and

c. Islamic finance has not played a major role in poverty alleviation,

improving public welfare and stabilizing the economy.

7. That's why through this International Seminar, we will gather productive

ideas on how to accelerate the expansion of Islamic finance. The ideas

particularly will involve on how to tap the untapped markets, to introduce

Islamic banking to unbankable entrepreneurs, to increase the quality of life of

the needy through Islamic social sectors and for Islamic banking to be

involved in economically significant Islamic projects.

8. However, such intentions remain within the Sharia corridors. Islamic finance

should also play an important part in maintaining financial stability.

Furthermore, in the event of financial crunches, Islamic finance should be able

to take a significant role in recovering the domestic and global economy as

well as improving the social aspects of the community.

Brothers and Sisters,

9. Whilst the global economic condition remains uncertain over the last five

years -the credit crunch, Euro zone crisis, and its subsequent impact over the

global finance system, the Islamic Finance Industry has continued to grow at

an exponential pace and has rapidly expanded consistently over the last five

years.

10.Similar to the development of Islamic finance industry in other countries, the

Indonesian Islamic finance Alhamdulillah expands progressively in the last

decade. With tremendous support from the enormous population, stable and

prospective economic condition, supportive regulatory environment and, of

course, also consistent support from Scholars, Islamic finance in Indonesia

becomes one of the most prospective financial sectors in the country.
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11. Increasing number of Indonesia middle income class which is mainly moslem

will create potential demand for Islamic financial products and services. They

heavily interact with financial institutions including Islamic financial

institutions. Indeed, it shows that the domestic demand for Islamic financial

services is overwhelming. Moreover, the possibility to use Islamic scheme to

finance strategic projects are very much possible to be realized.

12.In fact, we recorded impressive economic performance in the last couple of

years. As mentioned in the opening address, the GDP growth is estimated to

be 6.5% this year. The other economic indicators such as inflation and

exchange rate are also under controlled and support the business activities.

Inflation is targeted to stand between 3.5%-5.5% (yoy).

13. Moreover, supportive regulatory environment on Islamic banking and Islamic

financial markets regulations as well as strong commitments of all

stakeholders have accelerated the Islamic finance market share to be Insha

Allah 5% in the near future and hopefully 15%-20% can be achieved before

the year 2020.

14. Islamic financial industry has now expanded in the various sectors of the

national economy, both in the financial services and real sectors, such as

Islamic Banking, Islamic Bond Market, Takaful, Islamic Mutual Funds, Islamic

Capital Markets.

15. Despite the substantial development in the Islamic banking industry, the

tremendous development also occurred in the Syariah based capital market

and non-bank financial institutions. At the end of the first quarter of 2013, the

Indonesia Shari a Stock Index, the Jakarta Islamic Index and capitalization

value increased dramatically. Furthermore, outstanding loans in the Islamic

financing industry recorded significant increase compared to that of the end

of 2012. Islamic insurance company assets in 2012 also showed a significant

jump. Those are proof of the significant development of Islamic finance in

Indonesia.
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16.However, the operations of the Indonesian Islamic finance are still

concentrated on certain segments, namely, small and micro segments. Very

limited Islamic funds are extended to finance medium to large businesses and

Islamic funds have not been utilized in strategic projects such as government

infrastructure projects, energy and natural resources exploitation,

transportation and communication projects.

17.For an example, various government projects under master plan for

acceleration and expansion of Indonesia's economic development (MP3EI)

need at least USD200 billion until 2025. There are 40 infrastructure projects,

which account for USD 37 billion to be accomplished from 2014 to 2017.

Those projects are very feasible to be financed with Islamic schemes

occupying funding from Islamic banks or Islamic financial markets, especially

Sukuk.

18.Nonetheless, there are some challenges in utilising such potentials, mainly:

a. lack of Islamic funds in the Islamic banking industry to finance such

projects in terms of the amount of funds, structure of funds, benchmark

pricing, etc,

b. lack of Islamic banking experts to evaluate those strategic projects, to

monitor, to maintain the financing, etc,

c. less developed Islamic financial markets to provide more suitable Islamic

long term funds to both (i) finance such government projects, and (ii)

facilitate Islamic banks with liquidity shortage, and

d. administration and social problems following strategic project financing

for example land acquisition, coordination among related parties, legal

uncertainty, bureaucracy, etc.
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Brothers and Sisters,

19.Nowadays, the global economic fluctuations occur more severely and for a

shorter period. These phenomena will suppress economic growth and

stability of the financial system if we cannot anticipate it properly. I believe

that Islamic finance is the answer to address these concerns.

20.The outcome of Islamic and conventional financial activities is similar under

normal circumstances. The difference between conventional and Islamic

finance emerge mostly when things go wrong. Islamic finance by design will

promote smoother economic cycle as the principles of Islamic finance

includes avoiding speculative financial activities, encouraging economic

activity in the real sector and limited leverage capacity.

21. I would like to emphasise that Islamic finance should play an important part

in maintaining financial stability. Our regulatory regime will focus on

establishing more resilient Islamic finance industry to prevent Islamic

Finance Industry becoming the epicentre of future financial shocks while at

the same time we also promote regulatory environment which support

sustainable growth on the industry.

22. I agree that preparing crisis prevention and resolution is a must, not only in

the conventional financial industry but also in the Islamic financial industry.

Therefore, we are now establishing the crisis management framework and

protocol that serves as a step-by-step guidance in managing financial crisis

once it occurs.

23.Furthermore, to develop Islamic finance industry in Indonesia, OJK will

continue to pay great efforts for the education and capacity building in the

framework of Islamic finance as well as encourage innovative Islamic Finance

products to deepen the market and improve access to the Islamic financial

institutions.
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24.IFSA is very keen and committed \to enhance capacity building in Islamic

finance area to have pools of competent, pool of talent and pool of expertise

which will contribute to the strategies and policy direction in developing

Islamic finance industry in Indonesia. In addition, we also focus in providing

customer education and protection to enhance our Islamic finance customer

based. I am confident that those will create significant demand and supply of

Islamic financial products and services.

25.Finally, IFSA will also establish conducive regulatory environment and

prepare legal infrastructure to increase market confident. We also enhance

cooperation with relevant stakeholders domestically and internationally to

support domestic development of Islamic Finance Industry and to be aligned

with international development of Islamic finance policy direction.

Ladies and Gentlemen,

26. I have high expectation that this seminar generates brilliant ideas, concepts

and strategies that will allow the Islamic finance industry to tap the untapped

markets and accelerate the growth of Islamic finance industry. We will share,

learn and discuss issues and experiences from Islamic finance industry in

various advance and emerging countries. In addition, guidance and policy

directions from international and domestic Islamic finance regulators as well

as Sharia views from Islamic scholars are also delivered to allow us to have

better comprehension on the topic.

27.Shortly, I believe that Islamic finance will play dominant roles in supporting

the economic growth, financial stability as well as improving social welfare

and sharing ethical business activities.
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28.Last but not the least, I do hope that this event will also bring much benefit for

the Islamic finance industry both in Indonesia and partner countries. May

Allah SWTgrant us His blessing in participating in this event, aminoThank you

for your kind attention.

Wassalamualaikum wr.wb.

Thank you very much.

Muliaman D. Hadad
Chairman
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