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 This article aims to provide an overview of the 
integrated supervision system in Islamic 
financial institutions, focusing on Islamic 
banking. This research is descriptive qualitative 
research with a literature study approach, 
analyzed using opportunity and challenge 
analysis. The data collection techniques are 
sourced from journal articles, both nationally 
and internationally reputed, scientific books, the 
websites of OJK and BI. The results of this study 
indicate that the opportunity for the formation 
of an integrated supervision system lies in the 
presence of KPJKS (Komite Pengembangan Jasa 
Keuangan Syariah or Committee for the 
Development of Islamic Financial Services), 
which is expected to unify the previously 
separate supervision systems, namely based on 
sharia compliance under DSN-MUI and 
prudential and risk oversight under OJK. Other 
opportunities include cost efficiency of the 
organizational structure and ease of 
coordination regarding communication and 
information. The challenges faced are the quite 
complicated regulations of Islamic financial 
institutions and the performance that seems 
passive and only focuses on sharia compliance 
supervision. 
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INTRODUCTION 

As one of the countries with the largest Muslim market in the world, Indonesia 

continues to develop sharia-based financial institutions in response to the rapid development 

of Islamic finance on the international stage. Improving the quality of Islamic financial 
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institutions is inseparable from sharia governance, which consists of four aspects: the Shari’ah 

Supervisory Board, Internal Shari’ah Compliance, Internal Shari’ah Audit/Review, and External 

Independent Shari’ah Audit (AAOIFI, 2013). As an effort to maintain sharia compliance, 

Indonesia has established a sharia financial supervisory institution by implementing a 

separate supervision system (Kalsum, 2018). The regulation and supervision of sharia 

principles based on fatwas are governed by the DSN (Dewan Syariah Nasional or National 

Sharia Council) under the MUI (majelis Ulama Indonesia or Indonesian Ulema Council), which 

is carried out by the DPS (Dewan Pengawas Syariah or Sharia Supervisory Board) in each 

branch of the Islamic financial institutions. Meanwhile, the authority over positions and 

employees, management of reporting systems, proposals for new products, and other 

administrative activities are regulated by the OJK in coordination with BI. 

In practice, the model of the separate supervision system in Indonesia still has many 

aspects that need optimization. Concrete evidence includes the role of the DPS not 

functioning as it should, exemplified by its role being merely supplementary, appointments 

based on charisma and popularity rather than expertise, the DPS’s preoccupation with their 

main jobs, high salaries equivalent to commissioners, performance based only on financial 

metrics, which encourages sharia violations, especially in converted Islamic banks from 

conventional banks, and cases of sharia compliance violations often being identified by BI 

before the DPS, which is supposed to oversee sharia compliance (Astuti, 2015; Prabowo & 

Jamal, 2016). 

The examples mentioned above relate to the lack of effectiveness and efficiency of 

the separate supervision system in Indonesian Islamic financial institutions. Therefore, the 

researchers provide an overview of previous studies, presenting empirical evidence and the 

positive impact of integrated supervision systems implemented in various countries. Research 

by Čihák & Podpiera (2006) indicates that integrated supervision is associated with consistent 

banking quality and above-average economic growth in countries that implement it, while for 

securities and insurance, the correlation with economic levels is weaker. Another study by 

Podpiera & Čihák (2008) shows that integrated supervisory institutions are characterized by 

better quality than other supervisory bodies in several countries, as measured by GDP per 

capita. Melecky & Podpiera reveal that integrated supervision is driven by financial 

conglomeration, new regulatory challenges, and the effectiveness and efficiency in the flow 

of information and regulation among supervisors, transitioning from traditional 

microprudential to macroprudential oversight. Triyanta (2009) states that Malaysia, which 

implements an integrated supervision system in sharia compliance and regulatory 

management in Islamic financial institutions, facilitates easier supervision in terms of 

effectiveness and efficiency. 

This research is different from previous studies; it focuses on offering and describing 

an integrated supervision model in Indonesia, viewed from a historical approach and aspects 

of Sharia governance based on an analysis of opportunities and challenges. It considers the 

fact that there are many deficiencies in the separate supervision system practiced in Sharia 
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financial institutions so far. However, this study is limited to Sharia banking financial 

institutions in general. 

 

METHOD 

This research is a qualitative study with a literature review approach, which involves 

data exploration based on primary and secondary sources through referencing to generate 

data interpretation (Darmalaksana, 2020). Qualitative research requires descriptive analysis 

to provide explanations, systematic and objective descriptions, and criteria about the 

integrated supervision system and its implementation in Islamic financial institutions in 

Indonesia. Relevant data sources or references related to the supervision system of Islamic 

financial institutions include reputable national and international journal articles, scholarly 

books, OJK and BI websites, which discuss integrated supervision systems in both micro and 

macro sectors in financial institutions in general, as well as Islamic financial institutions. 

Furthermore, this literature is used as information material in planning integrated supervision 

systems for Islamic financial institutions based on opportunity and challenge analyses. 

 

RESULT AND DISCUSSION 

1. Opportunities for Integrated Supervision System of Islamic Financial Institutions (IFIs) in 

Indonesia 

Adhering to Sharia principles by Islamic financial institutions (IFIs) is crucial. IFIs 

operating with deception or obscuring ribawi transactions can be avoided through fraud 

detection. Fraud itself can lead to the collapse of public trust in IFIs, especially among 

Muslims, making Sharia governance in the form of supervision and Sharia compliance a 

primary concern (Budiono, 2017). The DSN-MUI and DPS are tasked by MUI to ensure the 

achievement of Sharia principles in the economic sector, particularly in IFIs such as Islamic 

banking. DSN regulations are established by MUI based on SK DSN-MUI No. 1 of 2000 

regarding the Basic Guidelines for DSN-MUI Management, while DPS itself is an extension 

of DSN-MUI regulated by PBI No. 6/24/PBI/2004 (Mardian, 2019).  

Equally important in Sharia governance besides Sharia compliance is supervision 

related to risk in the form of prudential measures. OJK, as an independent non-

governmental institution tasked with overseeing the overall financial sector, including IFIs, 

previously under BI's purview (OJK, 2017b). With this change, the Sharia Banking 

Committee, formerly under BI and solely focused on Islamic banking, was expanded by OJK 

into the Sharia Financial Services Development Committee, known as KPJKS. This 

committee has the authority not only to regulate and supervise IFIs such as banking, capital 

markets, and takaful, but also other micro-level Sharia financial units (Kalsum, 2018). The 

emergence of KPJKS presents an opportunity and synergy for the existence of an integrated 

supervision system in IFIs. The role of KPJKS as a bridge between DSN as the issuer of Sharia 

fatwas and OJK, which also coordinates with BI as the regulator, in interpreting DSN-MUI 

fatwas in the establishment of Sharia financial system. It is hoped that with the existence 

of KPJKS, this can be an indication that if supervision of IFIs is consolidated, it will facilitate 
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regulation and governance of institutions. Based on Mejía et al.'s (2014) esearch, with such 

integration, factors such as organizational structure and supervision efficiency cost should 

be considered, resulting in more cost-effective alternatives for communication, 

information, and coordination across institutions. 

In Sharia governance, institutional structure is crucial as it can facilitate 

coordination access. For example, if DPS and DSN are under OJK, it will facilitate the 

monitoring of DPS performance in each institution. Based on existing facts and references, 

it is evident that the role of DPS is still suboptimal in supervising Sharia compliance based 

on DSN fatwas. Thus, if DPS and DSN are under OJK, it will strengthen supervision and 

regulation of IFIs, avoiding overlapping regulations related to IFIs in Indonesia. 

 

2. Challenges of Integrated Supervision System of IFIs in Indonesia 

The regulation of IFIs, especially Islamic banking, in Indonesia is known to be quite 

complicated (Triyanta, 2009), compared with Malaysia, which is more efficient due to 

strong government support since its inception. Looking back at the early history of the 

establishment of Islamic financial institutions initiated by Bank Muamalat, it can be seen 

that the government's politics at that time did not strongly support government 

institutions collaborating with Islam. The political influence of the government at that time 

also affected the formation of Sharia supervisory institutions. Historical factors pose their 

own challenges that continue to persist within government institutions. 

According to Mejía et al. (2014) the competence (funding, skills, and adequate 

resources) of a Sharia supervisor becomes more important, as highlighted by Latif (2018) 

regarding the importance of optimizing DPS and improving the quality of human resources 

on knowledge of Sharia compliance among officials and employees of IFIs, compared to 

the organizational structure of IFIs. Thus, governance factors such as transparency, 

accountability, independence, and Sharia compliance are emphasized. Mizushima (2013) 

states that Sharia governance tends to be passive and solely focused on Sharia compliance, 

unlike conventional financial institutions that expand the concept of institution 

governance to include Corporate Social Responsibility (CSR). With this in mind, the focus 

in Islamic financial institutions needs to be expanded to a more comprehensive stage, not 

only on textual matters such as fatwas issued by DPS but also on risk management and 

prudential measures under OJK's jurisdiction. 

 

CONCLUSION 

The integrated supervision system in Indonesia has great potential for development, 

considering various positive aspects. One of these aspects is the KPJKS (Committee for the 

Development of Sharia Financial Services), which holds promise for unifying previously 

separate supervision systems for Sharia compliance based on fatwas under DSN-MUI and 

prudential supervision and risk oversight under OJK. There is also the potential for cost 

efficiency in organizational structure and ease of coordination in terms of communication and 

information. However, there are challenges to be faced. Regulations related to Islamic 
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financial institutions are quite complicated, considering the history of the emergence of 

Sharia supervision coupled with government politics at the time that were less supportive. 

Additionally, there is a perception of passive performance, solely focused on Sharia 

compliance. Therefore, apart from integrating the structure of Sharia financial supervision 

institutions, it is equally important to enhance their governance performance, such as 

improving the quality of human resources in Sharia supervision with comprehensive 

backgrounds in Islamic law and finance. 
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