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Abstract. This study aims to investigate the role of Islamic political economy
in the development of Islamic economics in the reform era. The reform era in
Indonesia has become an important milestone in the development of Islamic
economics, where Islamic economic values and principles are increasingly
applied in various aspects of economic life. Islamic political economy is an
important foundation in efforts to improve social justice and a more equitable
distribution of wealth. In this research, a literature study approach is used to
analyze various sources of literature relevant to this topic. The data obtained
from the literature is interpreted to identify the role of Islamic political
economy in the development of Islamic economics in the reform era. The
results show that Islamic political economy has a positive impact in promoting
economic inclusion, justice, and sustainable economic development. This
research also emphasizes the importance of understanding the principles of
Islamic economics and how its application can improve people's welfare in the
context of the reform era. The results of this study are expected to provide
valuable insights for policy makers, academics, and practitioners of Islamic
economics in an effort to advance the Islamic values-based economy in the
reform era.
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INTRODUCTION

Indonesia, as a country with the largest Muslim population in the
world, has long been known as one of the centers of Islamic economic
development . The Reformation Era, which began in 1998, brought about
major changes in various aspects of national life. This era was characterized
by significant political, economic, and social reforms. In this context, the
political role of Islamic economics has become the focus of increasing
attention . Islamic economics is not just a theoretical concept, but has become
a profound element in the development of the Indonesian economy. Within
this framework, this study aims to explore and analyze the role played by
political economy of Islam in the development of Islamic economy in the
Reformation era

The Reformation era in Indonesia is characterized by significant
political, economic and social changes. The desire to achieve a more just,
inclusive and sustainable order has raised important questions about the role
of Islam in directing the country's economic development. . Islamic
economics is not just an economic paradigm, but also a system that includes
social, moral, and economic aspects. The basic principles of Islamic
economics include the principles of justice, sustainability, and more equitable
sharing. Along with rapid political and social developments in Indonesia,
Islamic economics has become increasingly relevant in the context of national
economic development.

In recent decades, the country has witnessed the rapid growth of
Islamic financial institutions, companies operating under Islamic economic
principles, and other initiatives supporting the development of an Islam-based
economy. . However, in this increasingly complex reality, the role of politics
in regulating and supporting the Islamic economy in Indonesia is also of deep
concern.

This research will examine the role of Islamic political economy in the
development of Islamic economics in the Reformation era. The concept of
Islamic political economy refers to all policies, regulations, and practices that
have a significant impact on the development of an economy based on Islamic
principles . This includes the interaction between the government, Islamic
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financial institutions, companies that operate based on Islamic economic
principles, and the Muslim community.

RISULT AND DISCUSSION

1.

Encouraging and inhibiting factors for the formation of Islamic
economic policy in the reform era

The formation of Islamic economic policy in Reform Indonesia
has been influenced by a number of diverse drivers and barriers.
These factors reflect the complexity of creating a policy
framework that supports economic development based on
Islamic principles . One of the main driving factors in the
formation of Islamic economic policy in the Reformation era was
the realization of the economic potential of the Muslim
community.

Table 1.1 Total Muslim Population in Indonesia in the last 10 years
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With the largest Muslim population in the world, Indonesia has
a significant market share for products and services that comply
with Islamic principles. This has encouraged the government and
private sector to seek opportunities in the Islamic economy
industry, including Islamic banking, Islamic insurance, and the
halal sector.
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In addition, demands for economic justice and social inclusion are
also important drivers. In the atmosphere of Reformasi, people
are demanding fairer and more equitable policies. The principles
of Islamic economics, which emphasize distributional justice,
appeal to those who want a more inclusive economic system.
However, there are also inhibiting factors that need to be
considered . One of the main obstacles is the lack of deep
understanding of Islamic economic principles among
stakeholders, including regulators and entrepreneurs. This slows
down the process of forming policies that are consistent with
Islamic values. In addition, legal and regulatory uncertainty is
often a barrier to the development of the Islamic economics
industry.

Another inhibiting factor is the imbalance between conventional
and Islamic economies . Often, conventional financial institutions
dominate the market, while Islamic financial institutions still face
challenges in terms of liquidity, infrastructure and human
resources. This slows down the growth of the Islamic economic
sector. In addition, differences of opinion in interpreting Islamic
economic principles can also be a hindrance . There are various
approaches and interpretations to Islamic economics, which can
make it difficult to create uniform policies.

In the face of these various drivers and barriers, it is important for
governments and other stakeholders to collaborate in
formulating effective Islamic economic policies . This involves a
deep understanding of Islamic principles, efforts to minimize
barriers, and an inclusive approach to ensure that the policy
serves the interests of all sections of society.

It can be concluded that the formation of Islamic economic
policies in the Reformation period involved a number of push
factors, such as the large potential of the Muslim market and the
demand for economic justice . However, there are also inhibiting
factors, including a lack of understanding, imbalances between
the conventional and Islamic sectors of the economy, and
differences of opinion in the interpretation of Islamic principles.
To successfully develop an Islamic economy, it is important to
overcome these barriers through collaboration and a deep
understanding of Islamic values in an economic context.
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Islamic Economic policies formed during the reformation
period.

During the Reformation period in Indonesia, several Islamic
economic policies have taken shape in response to the public
demand for an economic system that is more in line with Islamic
principles. One important aspect is the growth of the Islamic
banking industry .In 1999, the Indonesian government officially
passed an Islamic banking regulation that allowed the
establishment of Islamic banks. This created a framework for the
development of Islamic financial institutions in the country.

In addition, in an effort to mobilize investment in the Islamic
economy, the Indonesian government also launched Sukuk or
Islamic bonds in 2008. These are financial instruments that
comply with Islamic principles that prohibit usury. Sukuk has
become one of the significant financing tools for infrastructure
and other economic development projects . However, there are
also challenges faced in the development of Islamic economic
policies. One of them is the uncertainty of the accompanying laws
and regulations. The establishment of a clear and consistent legal
framework for Islamic economics remains an issue to be
addressed. At the local level, many local governments have also
introduced regulations that support the Islamic economy, such as
halal trading zones. These aim to support businesses that operate
in accordance with Islamic principles.

In order to increase understanding and literacy regarding Islamic
economics, several universities and educational institutions in
Indonesia have also organized programs that focus on Islamic
economics . This is an important step in supporting the
development of skilled human resources in this field. Thus, the
Islamic economic policy that took shape during the Reformation
period in Indonesia includes various initiatives that support
economic development based on Islamic principles . Although
challenges remain, these measures created a strong foundation
for the growth of the Islamic economic sector in the country.
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3.  The role of government policy on the development of Islamic
banking in the reform era

In the reform era, the role of government policy is very
important in developing Islamic banking in Indonesia. The
government has a major role in creating a regulatory framework,
supporting the growth of the Islamic banking industry, and addressing
the challenges faced by the sector in . The first government policy was
to create a strong legal foundation for Islamic banking. This is realized
through various laws and regulations that govern the operations of
Islamic banks . In addition to regulations, the government also
provides fiscal and non-fiscal incentives for Islamic banks. These
include certain tax exemptions and support in the development of
Islamic infrastructure.

The government plays a role in supervising and overseeing
Islamic banks' compliance with sharia principles. This includes
supervision of sharia compliance in bank products and operations. One
important aspect in the development of Islamic banking is Islamic
financial education and literacy. The government is involved in
educating the public about the principles of Islamic banking.
Government policy also involves the promotion of Islamic banking
and the creation of awareness among the public. This includes
promotional campaigns and socialization programs . The government
also supports research and development in the Islamic banking sector
to encourage innovation and product development.

The importance of the government's role in providing
accessibility to Islamic banking. The government plays a role in
creating distribution channels that make it easier for people to access
Islamic banking services. In the face of competition with conventional
banks, the government also plays a role in ensuring that Islamic banks
have a strong competitive advantage . The role of government policy
includes the development of Islamic banking infrastructure, including
the establishment of Islamic financial institutions and Islamic financial
centers. The government supports Islamic banking in facing global
challenges such as economic uncertainty and changes in international
regulations.

Government policy involves efforts to enhance international
cooperation in Islamic banking and promote Indonesia as a global
Islamic finance center. The government also has a role in addressing
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financial risks associated with Islamic banking, including currency
swap risk and liquidity risk. Government policy involves increased
supervision of Islamic banks to ensure the health and sustainability of
the sector. One of the important things is to create transparency and
accountability in the operations of Islamic banks . The government
should ensure that Islamic banks conduct their operations honestly and
in accordance with sharia principles. The government also needs to
play a role in overcoming problems such as non-performing loans
(NPLs) in the Islamic banking sector . In the reform era, the role of
government policy also involves providing incentives to foreign
investors who want to invest in the Islamic banking sector

Government policies should ensure that Islamic banks have
sufficient access to funds and liquidity to support their growth. Fiscal
policies implemented by the government also need to support Islamic
banking, including the financing of Islamic infrastructure projects
The government should also ensure consumer protection in the Islamic
banking sector, including addressing fraud and illegal practices. The
government also has a role in regulating inheritance and family law
issues in Islamic banking transactions. This includes resolving disputes
that may arise. The role of government policy is vital in developing
Islamic banking in the reform era . Through strong regulation,
incentives, education, promotion, and support in overcoming
challenges, the government acts as a catalyst in the growth of the
Islamic banking sector in Indonesia.

Conclusion

In the reform era, Islamic political economy has played a major role in
shaping and developing the Islamic financial sector in Indonesia. The development
of Islamic banking has become one of the main focuses in the effort to expand the
sharia-based economy. The Indonesian government has taken various policy
initiatives to support the growth of Islamic banking, including drafting a legal
framework that supports Islamic financial activities. This includes the establishment
of the Islamic Banking Law and various other regulations that create a solid legal
foundation for the sector. In addition, the government has also encouraged Islamic
financial inclusion by facilitating public access to Islamic financial services. This
includes the development of Islamic financial products that suit the needs of the
community, such as sharia-based microfinance. The government also plays a role in
improving Islamic economic literacy among the public, so that they can better
understand and utilize Islamic financial products.

Islamic political economy also encourages Islamic entrepreneurship and
investment in accordance with Islamic principles. The government plays a role in
creating a business environment that supports the development of sharia-based
businesses, including tax incentives and other support. Thus, the role of Islamic
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political economy in the reform era has helped transform Indonesia's economic
landscape by emphasizing the principles of Islamic economics, creating opportunities
for inclusive and sustainable economic growth that is aligned with Islamic values...
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