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The Spread of Syariah Financial Institutions in Indonesia:
The Case of Yogyakarta Special District

KITAMURA Keiko"

Abstract

In Indonesia, the financial institutions which are operated based on syariah (Islamic law)
principles have been developed since the enactment of Banking Act No.7 of 1992. There are
three levels of so-called the syariah financial institutions: General syariah commercial bank
including syariah branch/unit of conventional bank; the Bank Perkreditan Rakyat Syariah (BPRS
syariah rural bank) which can only be operated out side of provincial capitals or districts
capitals; and the Baitul Maal wat Tamwil (BMT) which is operated at the village level.

The purpose of this paper is to examine the present condition and the role of syariah
financial institutions, especially from the customer’s point of view.

Since the Asian Monetary Crisis in 1997, the Profit and Loss Sharing System (PLS) which
is used by the syariah financial institutions has come into the limelight as an alternative
system to interest-based financing. The government amended the Banking Act with a new
Banking Act No.10 of 1998, and the Central Bank Act with Act No.23 of 1999, which provide
wide opportunity and a stronger legal foundation for syariah banking operations.

This paper finds that the customers choose the syariah financial institutions not only for
religious reasons but also for nearness, convenience, and other advantages. The syariah
financial institutions have been playing an important role in the sense of offering an

alternative financial service not only to Muslims, but also to non Muslims.
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