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Classical Period Understanding



• The main objective 
of the Islamic state is 

to continue the 
function of 

Prophethood in 
safeguarding religion 

and managing the 
worldly affairs (al-

Mawardi)

The Objectives of the Islamic State
In Classical Islamic Text



“That all religion be 
to Allah and that 
Allah’s word be 
supreme” (Ibn

Taymiyah)

The Objectives of the Islamic State
In Classical Islamic Text



• “Getting everybody 
to follow the intent 
of the Shariah’s
rationale in their 
worldly and other 
than worldly affairs” 
(Ibn Khaldun)

The Objectives of the Islamic State
In Classical Islamic Text



• Ibn Khaldun’s
political system 
rationalization

–Monarchic

–Democratic

– Islamic

The Objectives of the Islamic State
In Classical Islamic Text



• The function of Islamic 
state covers the 
worldly affairs as well 
as the affair of 
hereafter

• The interests of 
religion have absolute 
priority over the 
interests of the 
worldly affairs

The Objectives of the Islamic State
In Classical Islamic Text



Islamic state 

Islamic state is an
institution “represents”
Allah in promoting
religion and administering
the world according to his
commandments,
although obviously, the
government is appointed
by people and it acts as
the basis of their
deputation or attorney.
(Kahf, 1991)



Economic Objectives of the Islamic State

1. Achieving of economic capability necessary for 
strengthening Islamic state which allows it to protect 
religion.

2. Securing the economic satisfaction of the society in 
general and promoting general material welfare while 
guaranteeing the basic needs of its individuals.

3. Maximization of the benefits of the public properties.



Economic Objectives of the Islamic State

4. Obtaining necessary financial resources to run the government and 
spending in accordance with Shariah.

5. Protecting the moral and legal framework and promoting a work 
environment conducive towards success in the hereafter.

6. Maintaining economic justice by preserving social and economic 
balances, achieving adequate employment for all members of 
society and preserving the income and wealth of the people. 



Developmental 
Policy for a 

Contemporary 
Muslim 

Government Formation Of 

Marketable 

Human Capital

Contract 

Enforcement 

CHART DEVELOPMENTAL POLICY RECOMMENDATION 

FOR A CONTEMPORARY MUSLIM GOVERNMENT

Creating and evolving Rule of Law State 

Business Social norms

Learning

• Peers, Family

• Mosques

• Schools

• Mass Media, Etc

Education

• Middle of the Road Technology

• Applied Scienes

• Skills Building

• Creeation of Entrepreneurships

Incentives
.   Property Protection

• Property of Earning Process

• Cultural Refinement

Training
•Institutions of Excellence

• On Job Training

• Rehabilitation

Redistribution • Zakah

• Waqf

• Charities & NGO

(Source: Kahf,1991, with modification)



Developmental Policy 

for a Contemporary 

Muslim Government

Poverty 

Eradication

Formation of 

Public Good 

Human Capital

Improving 

Market 

Functioning

Law Enforcement : Institution

Contract Enforcement 

. Protection of Property including Inheritance 

. Protection of Earnings

. Reforming the judiciary

Invectives for Social Responsibility
Political Liberties and Human Rights
Fighting Corruption and Favoritism
Improving Sociopolitical Communication
Encompassing Interests ( Maslahat al Jumhur )
Versus Narrow Interests

Zakah, Awqaf, etc
Employment
Health Care : Zakah
Education and Training, especially of women
Incentives to Work
Incentives to Invest
Incentives to Performance and Efiiciency

Reduce Red Tape of Government
Downsizing Government
Reducing Military Spending
Development of Financial Institutions : Islamic Banking
Privatization
Leave Transfers to Zakah, Awqaf & Philantropies

Catalyst for Infrastructure Construction
Outward Enlargement of the Market, reducing barriers
Consumer Protection Hisba

(Source: Kahf,1991, with modification)



Developmental Policy 
for a Contemporary 
Muslim Government

Enhancing 

Output Growth 

Increasing Labor 

force 

Participation

Incentives
Research Infrastructure
Public Investment in Infrastructure

Reducing Government Interference
Reorienting Education - Technology Transfer
Political Stability

. Democracy

. Political Liberties

. Human Rights

Reducing Corruption

Woman Education

Labor Efficiency Incentives
Employment Incentives

Zakah and Awqaf Role in improving ability to work

. Poverty Alleviation and nutrition

. Illicteracy Eradication

. Rehabilitation and skills

. Provision of Capital

(Source: Kahf,1991, with modification)



Contract Enforcement

• Creating and Evolving Rule of Law 

• Good Business Norms



FORMATION OF COMPETENT

HUMAN CAPITAL

• Learning
• Education
• Training 
• Coaching
• Internship
• Learning infrastructure

– Schools
– Universities 
– Libraries
– Web based learning



Formation of Public Good Human Capital

• Law Enforcement : Institutions, System & resource

• Fighting corruption 

• Political Liberties and human Right

• Improving Sociopolitical Communication

• Social Responsibility

• Encompassing Interests (Maslahat al Jumhur)

Versus Narrow Interest



Poverty Eradication

• Zakah, Awqaf and social funds

• Health Care 

• Education and training

• Incentives to Work

• Incentives to job Creation

• Incentive to Investment

• Incentives to Performance and Efficiency



Improving Market Function

 Reduce red tape of Government
 Competent Government officers
 Proper Military Spending
Development of Financial Institutions : Banking

and non banking institutions
 Strategic Privatization
 Catalyst for Infrastructure Construction
Outward Enlargement of the Market, reducing 

barrier
 Consumer Protection



Enhancing Output Growth

• Political Stability

– Democracy, human rights, political liberty

• Re-orenting Education-Technology Transfers

• Research & Development for (food, water & energy 
security) 

• Public Investment in Infrastructure



Labor Force Development

• Competent workforce

• Woman Education and training (stop TKI)

• Youth Vocational training

• Link and match University and industry



Contemporary Challenges of 
the Role of Government in 

Islamic Finance



Pakistan

Hong Kong

 Aims to become Islamic 
finance gateway to China

 Plans to issue sovereign sukuk

 Hang Seng Islamic China Index 
Fund in 2007

UK

 Gov’t sets an objective to ‘entrench 
London as a global gateway for Islamic 
finance

 5 FSA-approved Islamic banks and 
Takaful operators

 Plans to issue sovereign sukuk, amend 
tax law on IF

UAE

Japan

Law passed allowing 
banks to do Islamic 
financeFrance

 Passed rules/regulations to 
support Islamic finance 
activities

 In process of licensing 
Islamic banks

 Made fiscal & legal 
adjustment for IF 
transaction i.e. taxation 
guidelines on sukuk & 
murabaha

Singapore

 Established first Islamic bank

 Introduced tax neutrality for Islamic finance

 Aspiring to be centre for Islamic finance

 Launched Islamic ETF

South Korea

Parliament expected to 
pass the law related to 
offering of tax waiver on 
foreign investors’ interest 
income from sukuk issued

Thailand

Qatar

Sudan

Indonesia

Kuwait

Germany

 Saxony-Anhalt state issued 
government sukuk

 First Islamic bank to operate 
in 2010

Emerging interest on Islamic finance as viable alternative to the global 
financial system …

Saudi Arabia

Bahrain

Malta

 Plans to position 
as Islamic finance 
hub for the 
Mediterranean

Jordan

 Plans to tap sukuk market to 
finance its deficit

Turkey
 Announced IFC Istanbul in Sep ’09 

with focus includes interest-free 
financial business

Brunei

Aim to become 
Islamic financial 
services hub for 
Asia 

Muslim-majority countries offering Islamic finance (IF)

Non-muslim countries starting to offer IF
Courtesy of Bank Negara Malaysia

Malaysia

Iran

Starting in 1971 with the first Islamic bank in Egypt, 
there are now more than 600 Islamic financial institutions in 

75 countries 



A Robust Islamic Finance Industry and the Role of 
Government

24

Facilitative Legal 
and Regulatory 

Framework

Ensuring Robust 
Shari’ah

Governance 
Framework

Promote Human 
Capital 

Development

Encourage 
Innovative Product 

and Services

Tax Incentives for 
Investment 
Activities

Facilitating 
Dispute 

Settlement 
Institution

Creating a 
conducive 

environment for 
business



Active in the Promotion and Adoption of 
Dinar as Muslim World Currency



• Greater transparency & disclosure-

 More Shariah governance

 unique risks

• Greater fiduciary duties & 

accountability

• Emphasis on clear documentation 

& contract add to soundness & 

stability  
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Real Activities
Ethical

Governance

Ethical Real Activities

Governance Partnership

Shariah values 
consistent with 
universal value

Promotion and Encouragement

• Direct link to real economy

• Certainty – supported by 

underlying activities (prohibition 

of gharar - uncertainty) 

• Prohibits excessive leveraging

• Money is not commodity

• Avoidance of unethical 

activities 

• Avoidance of maisir (gambling) 

& riba (interest) & non-

permissible goods & services

• Screening investment

• Forbearance for customers in 

difficulties

• Different contractual 

relationship

• Equity-based & risk-sharing 

transactions

• Clearly defined risk & 

profit-sharing 

characteristics serve as 

additional built-in 

mechanisms



The Milestones of Islamic Finance Development in Indonesia

Islamic 
banking

Takaful

Financial 
Markets

Sukuk

1992                         1999          2001          2003              2006 2008

1980       1994                              2000        2002        2004   2007 2008                2009

1st Takaful Company Asuransi 
Takaful Keluarga

1st Islamic Bank Bank 
Muamalat Ind

1st Takaful Branch :
Great Eastern

▪ 1st Islamic Branch Bank IFI
▪ 2nd Islamic Bank Bank Syariah

Mandiri

Islamic 
Banking 
Act

Office 
Channeling

Islamic Cooperative (Salman – Bandung & Ridho Gusti  - Jakarta)

1st Islamic Re-Insureance
ReINDO

▪ Islamic Money Market (IMA Certificate)
▪ Jakarta Islamic Index

▪ Islamic Capital Market
▪ ICM Master Plan (2005)

1st Corporate Sukuk Indosat (Mudharabah)

Sukuk Guidelines (2006)

RI Sukuk Act & Govt
Sukuk

Milestone s on Indonesian Islamic Banking & Finance Development

Tax 
Neutrality



“Indonesia has opportunity to be a focal point of Islamic

finance within the region even in the world, by which we could

have a wider opportunity for tapping source of financing from

the global Islamic finance to support national development

program. In line with this, I request all related ministers and

other national institutions to perform concerted efforts to

develop national Islamic finance industry and put up the

development of Islamic finance industry as a national

agenda”.

(President Susilo Bambang Yudoyono, at the opening
speech of the Indonesian Islamic Economic Expo, 16
January 2008)
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Government Commitment
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Source: Ministry of Finance

Composition of Government Securities

Item Realization on August 31, 2011 (IDR)

Government Securities 143.073.910

Government Bond Securities 122.592.500

Government Islamic Securities 20.481.410
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Islamic Equity Market 
- Shari’ah Compliant Securities

Shariah Compliant Securities Listed 
on Bursa Malaysia

89%

11%

• As at 25 May 2012, 89% of 
Bursa stocks are Shari’ah-
compliant. 

• Total of 825 Shari’ah-compliant 
stocks out of 930 listed 
securities.   

• Shari’ah-compliant securities 
are well represented in all 
sectors of industry

• FTSE-Bursa Malaysia (FBM) 
Shari’ah indices based on 
internationally compliant 
criteria
 FBM EMAS Shariah
 FBM HIJRAH Shariah
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Sukuk Challenges & Opportunities (case of Indonesia)

C
H
A
L
L
E
N
G
E
S

O
P
P
O
R
T
U
I
N
I
T
I
E
S

Illiquid secondary market

Buy and hold perspective 

investor

Disincentive tax regulation

Market infrastructure

Price discovery mechanism

No benchmark yield

Higher yield expected

Underlying assets

Faster Islamic financial 

institutions growth

Authorities strong support

Larger potential investors:  

Islamic and conventional

Strong Legal Basis

Less sukuk supply, over 

demands
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ISLAMIC 
FINANCE 

EXPANSION!

Regulatory Framework :
•Central Bank Act of 2004
•Banking Act of 1998 
•Islamic Banking Act of  2008
•Sukuk Act of 2008
•Deposit Insurance Act of 2004 

Tax neutrality:
Amended  by Tax Law no. 42 of 

2009.

Government commitment:

The development of Islamic 
finance industry as a national

agenda”.    

International Standard adoption
(with national condition 

adjustment): IFSB and AAOIFI

Proposed Development 
Strategies:

Providing facilities and 

incentives

Lenient
Regulation

Conducive
Environment

Agressive
Promotion & Dev.  under  iB  
& MoF Campaign Program

iB Campaign:
Expansion Target  2010

Current Future

(Source: Bank Indonesia)
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