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Abstract:

This study aims to explore the strategic role of Islamic financial technology (Islamic
FinTech) as a pivotal input for promoting financial sustainability and ethical finance in light
of accelerating digital transformations. The problem of the study stems from the gap that
exists between the speed of technological innovation and the requirements of legal and
regulatory compliance, which poses challenges to the efficiency of current models. The
study relies on the descriptive analytical approach, with a critical comparative study
between Islamic (Ethis) and traditional (LendingClub) crowdfunding models to analyze
differences in risk management and social impact.

The study concluded that integrating blockchain and artificial intelligence
technologies contributes to reducing the costs of Sharia compliance and achieving "instant
transparency"” consistent with the purposes of Sharia. The comparison also demonstrated
that the Islamic model provides greater resilience against the risks of accumulated debt
thanks to the principle of risk sharing.

The study presents a strategic framework that includes a "Performance Indicator
Matrix" (KPIs) to integrate Global Sustainability Standards (ESG) with Sharia controls,
providing a roadmap for legislators and financial institutions towards building a sustainable
digital ethical financing system.

Keywords: Islamic financial technology, financial sustainability, ethical finance, digital
governance, objectives of Sharia, ESG standards.
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1. Introduction:

The global financial system is going through an unprecedented transition, as
technology is no longer just an aid, but has become the primary driver of financial services
reengineering. At the heart of this transformation, Islamic financial technology (Islamic
FinTech) has emerged as a model that aspires to combine superior digital efficiency with
ethical commitment derived from the purposes of Islamic law. With increasing global
pressures towards achieving financial sustainability and ethical financing, there is a need for
financial models that are not satisfied with profitability, but rather ensure fairness in the
distribution of risks and true financial inclusion.

However, this emerging sector faces a fundamental problem: the "alignment gap";
While algorithms and software develop very quickly, regulatory frameworks and Sharia
jurisprudence remain slow and traditional, creating technical and legal challenges that
hinder the ability of Islamic financial institutions to compete and innovate.

1.1 Research Problem:

In light of rapid digital transformations, it has become essential to study the extent to
which Islamic Financial Technology (Islamic FinTech) aligns with the principles of ethical
finance and its ability to provide a sustainable model that enhances financial inclusion and
operational efficiency while adhering to Shariah values. Therefore, this research addresses a
central question:

How can a framework be built that ensures real-time legal compliance without
compromising operational efficiency or innovative flexibility?

1.2 Research Questions:

To answer this question, the following sub-questions arise:

» To what extent does Islamic financial technology contribute to reducing the
legal compliance gap and increasing operational efficiency?

» What are the fundamental differences in risk management and social impact
between Islamic and traditional crowdfunding platforms?

» How can a performance matrix be designed that integrates global
sustainability standards (ESG) and legitimate controls in the digital
environment?

1.3 Research Hypotheses:

Based on the research problem and questions, the study hypothesizes the following:

» Hypothesis 1 (H1): The adoption of smart contract and blockchain
technologies contributes to reducing forensic audit costs and increasing
transaction reliability in Islamic financial institutions.

» Hypothesis 2 (H2): Islamic financial technology models (such as
participatory crowdfunding) provide greater protection for investors against
the risks of financial crises than traditional interest-based models.

» Hypothesis 3 (H3): Integrating sustainability standards (ESG) with Sharia
purposes into digital platforms attracts a broader segment of ethical investors
globally.

1.4 Importance of the Study:
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This study gains its importance from the fact that it comes at a time when the global
Islamic economy is seeking complete digital transformation, and its importance is
highlighted in the following points:

» Contributing to enriching the academic library with a theoretical framework
that links emerging technologies (such as blockchain and artificial
intelligence) with the objectives of Sharia in the context of sustainability.

» Providing procedural proposals to Islamic financial institutions and legislators
on how to automate Sharia oversight and integrate Global Sustainability
Standards (ESG) into digital products.

» Highlighting the role of financial technology in promoting financial inclusion
and empowering economically marginalized groups to achieve social justice.

1.5 Objectives of the Study:

This study aims to achieve a set of objectives that contribute to understanding the role
of Islamic Financial Technology in building a sustainable model for ethical finance. The
main objectives include:

» Analyzing the concept of Islamic Financial Technology (Islamic FinTech) and
identifying its most prominent applications in the financial services sector.

»  Clarifying the relationship between Islamic Financial Technology and the principles of
ethical finance, and its contribution to achieving financial sustainability.

» Conducting a comparative study between Islamic Financial Technology and
conventional Financial Technology from the perspective of financial sustainability,
highlighting their similarities and differences.

» Exploring the main challenges facing Islamic Financial Technology, whether
regulatory, Shariah-related, or technical.

Proposing effective strategies to enhance the role of Islamic Financial Technology in
achieving a sustainable model for ethical finance, ensuring a balance between innovation
and Shariah compliance.

1.6 Research Methodology:

The study relies on the descriptive analytical approach to review the literature and
theories related to financial technology, and also uses the comparative approach to analyze
case studies (Ethis and LendingClub) to derive fundamental differences in performance and
impact.

1.7 Previous studies:

a. Hasan, Hassan, & Aliyu (2020):

Objective of the Study: This study aimed to analyze the role of blockchain
technology and smart contracts in advancing Islamic finance, with a focus on their
compliance with Shariah principles.

Key Findings: The study concluded that smart contracts enhance transparency and
operational efficiency. However, they require rigorous Shariah oversight to ensure
alignment with Islamic jurisprudence.

b. Rahman, Othman, & Jusoh (2021):

Objective of the Study: This research explored Islamic crowdfunding as an
innovative financial tool to support entrepreneurship and economic development in
accordance with Shariah principles.
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Key Findings: The study found that Islamic crowdfunding platforms effectively
empower small enterprises, provided there is a robust Shariah framework to ensure
transaction transparency and equitable risk-sharing.

c. Islamic Development Bank (I1sDB) (2021):

Objective of the Study: This study examined the contribution of Islamic FinTech to
achieving sustainable development goals (SDGs) and promoting financial inclusion through
innovative financial solutions.

Key Findings: The report revealed that 69% of Islamic financial institutions view
FinTech as a pivotal tool for financial expansion, emphasizing the need for a supportive

regulatory environment to ensure its success and sustainability.
How the Current Study Differs from Previous Studies:

Criterion Previous Studies Current Study

Focus Area Focused on specific aspects of | Examines Islamic  FinTech  comprehensively
FinTech  (e.g., blockchain  or | (concepts, challenges, comparisons, and practical
crowdfunding). models).

Methodology Primarily ~ descriptive or limited | Combines descriptive-analytical, comparative, and
analytical approaches. case study methods, and proposes an applied model.

Objectives Described current phenomena without | Aims to build a sustainable ethical finance model and
proposing future models. suggests strategic solutions.

Integration of | Did not explicitly address balancing | Highlights the importance of integrating digital

Innovation and | technological innovation with Shariah | innovation with Shariah compliance and offers

Shariah principles. practical solutions.

Alignment with | Only general references to FinTech's | Directly links FinTech with Shariah objectives and

SDGs role in development. SDGs.

Academic Descriptive or analytical of existing | Provides a forward-looking practical framework and

Contribution realities. explores challenges and opportunities in the Islamic

digital finance sector.

2. Theoretical and Foundational Framework of Islamic Financial Technology:

The global financial sector is experiencing an unprecedented and transformative
paradigm shift, fundamentally driven by rapid and disruptive advancements in digital
technology that have comprehensively reshaped the nature, scope, efficiency, and
accessibility of financial intermediation across both developed and emerging markets. This
digital revolution, often termed the "Fourth Industrial Revolution” (Schwab, 2016), has
catalyzed profound changes not only in how financial services are delivered but also in who
can access them, how they are regulated, and what role they play in achieving broader
societal objectives.

The evolution of financial technology can be traced through several distinct phases.
The first wave (1950s-1980s) witnessed the computerization of back-office operations and
the introduction of ATMs and electronic payment systems. The second wave (1990s-2000s)
brought internet banking, online trading platforms, and the early forms of electronic
commerce. However, the current third wave (2010s-present) represents a qualitative leap,
characterized by mobile-first solutions, artificial intelligence, blockchain technology, big
data analytics, and the democratization of financial services through platform-based models
(Arner, Barberis & Buckley, 2016; Gomber et al., 2017).

According to recent industry reports, global investment in FinTech ventures reached
$210 billion in 2021, representing a 170% increase from the previous year (CB Insights,
2022). The number of FinTech unicorns—startups valued at over $1 billion—surpassed 100
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globally by 2022, with significant concentrations in North America, Europe, and
increasingly in Asia (Statista, 2023). Mobile payment transactions alone are projected to
exceed $12 trillion globally by 2025, reflecting the massive scale of digital financial
transformation (Allied Market Research, 2021).

Within this rapidly evolving and highly competitive landscape, Islamic Financial
Technology—commonly referred to as Islamic FinTech or IFT—has emerged as a
distinctive, ethically grounded, and increasingly influential paradigm. This paradigm
uniquely integrates cutting-edge digital innovation with unwavering adherence to the
normative objectives and ethical principles of Islamic Shariah. The Islamic finance
industry, which has grown from approximately $150 billion in assets in the mid-1990s to
over $2.5 trillion by 2023, now stands at a critical juncture where digital transformation is
no longer optional but imperative for sustained relevance and competitiveness (Islamic
Financial Services Board, 2023).

The fundamental aim of Islamic FinTech is to offer a genuinely alternative financial
model predicated upon the core Islamic values of transparency, equitable risk-sharing,
social justice, asset-backed transactions, and the categorical prohibition of exploitative
practices. These prohibited practices include usury or interest—both in its explicit form and
through price manipulation—excessive uncertainty or ambiguity in contracts, gambling and
pure speculation, and investment in sectors deemed harmful to society such as alcohol, pork
products, pornography, conventional finance, weapons, and tobacco (Chapra, 2016; Igbal &
Mirakhor, 2013; Ayub, 2007).

The theoretical and jurisprudential foundations of Islamic FinTech rest upon
centuries-old principles derived from the Qur'an, the Sunnah (prophetic traditions),
scholarly consensus, and analogical reasoning. These sources emphasize several cardinal
principles relevant to modern finance: the sanctity of contracts, the requirement that
economic activities serve the real economy rather than speculative finance, the obligation to
share risks and rewards equitably, and the imperative that wealth circulate broadly within
society rather than concentrate among the wealthy elite (EI-Gamal, 2017; Kamali, 2000).
timing of Islamic FinTech's emergence carries particular significance when viewed against
the backdrop of recent global financial crises. The 2008 global financial crisis exposed
fundamental structural weaknesses in conventional financial systems, including excessive
leverage ratios, opacity in complex derivative instruments, severe misalignment of
incentives between principals and agents, inadequate risk management frameworks, and the
dangerous "too big to fail" phenomenon that privatizes profits while socializing losses
(Hasan & Dridi, 2010). Notably, Islamic financial institutions demonstrated greater
resilience during this crisis, with lower default rates and more stable performance, partly
due to their emphasis on asset-backing, risk-sharing, and prohibition of excessive leverage
(Beck, Demirgii¢c-Kunt & Merrouche, 2013).

These principles, when combined with modern technological capabilities such as
artificial intelligence for credit risk assessment, blockchain for transparent record-keeping,
big data analytics for market intelligence, and mobile platforms for accessibility, create
powerful synergies that can potentially address some of the most pressing challenges facing
contemporary financial systems. These challenges include systemic instability and recurring
financial crises, extreme and growing wealth inequality (with the richest 1% now owning
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45% of global wealth according to Credit Suisse, 2023), pervasive financial exclusion
affecting 1.4 billion adults worldwide (World Bank, 2021), and the urgent need to redirect
capital flows toward environmentally sustainable investments to combat climate change
(UNEP, 2021; Ahmed & Mohieldin, 2022; Laldin & Furgani, 2018).

Moreover, early empirical evidence from Islamic FinTech implementations
demonstrates promising results. For instance, Malaysian Islamic digital bank MBSB Bank
reported that its mobile banking app increased financial inclusion among rural populations
by 34% within two years of launch (Bank Negara Malaysia, 2022). Similarly, Indonesia's
Alami platform, providing Shariah-compliant peer-to-peer financing to SMEs, achieved a
98% repayment rate while maintaining full Shariah compliance through innovative use of
blockchain for transparent contract execution (Alami Annual Report, 2022). These cases
illustrate the practical viability of combining Islamic principles with digital innovation.

2.1 The Concept of Financial Technology (FinTech): Genesis and Evolution:

Financial Technology (FinTech) refers to the integration of technology with financial
services to provide innovative solutions that improve operational efficiency, enhance
financial inclusion, and contribute to the development of digital financial products (Arner,
Barberis & Buckley, 2016, p: 1271).

FinTech has undergone a gradual evolution since the 1990s with the emergence of
electronic banking services and ATMs. However, it gained significant momentum with the
development of the internet and smartphones, which enabled financial institutions to offer
digital financial services more easily and securely (Gomber et al, 2017, p: 540).

With the dawn of the new millennium, technologies such as artificial intelligence, big
data analytics, and blockchain have brought about radical transformations in financial
services. These innovations have enabled the emergence of electronic payment applications,
digital lending, crowdfunding, and automated investment platforms (Philippon, 2016, p:
36).

In recent years, FinTech has become a major player in the global financial system, not
only in traditional banks but also in the Islamic financial sector, where Islamic FinTech
applications adhering to Shariah principles, such as participation-based finance and digital
Sukuk, have emerged (Hasan, Hassan, & Aliyu, 2020, p: 214).

2.2 Characteristics of Islamic Financial Technology and its Shariah Principles:

Islamic Financial Technology (Islamic FinTech) is characterized by the integration of
digital innovations with the Shariah rules of Islamic finance, which allows for the provision
of modern financial solutions that comply with Islamic Shariah principles (Hasan, Hassan,
& Aliyu, 2020, p: 220). The most prominent characteristics of Islamic FinTech can be
summarized as follows:

2.2.1 Characteristics of Islamic Financial Technology:

a.Compliance with Islamic Shariah Rulings: Islamic FinTech relies on Shariah
principles that prohibit interest-based transactions (Riba) and unethical practices. It also
encourages participation-based financing in profit and loss (Rahman et al., 2021, p: 75).

b.Promoting Islamic Financial Inclusion: It aims to expand access to financial
services for unbanked populations, especially in Muslim communities seeking Shariah-
compliant financial alternatives (Laldin & Furgani, 2018, p: 45).
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c. Transparency and Justice in Financial Transactions: It is based on principles of
clarity and transparency, where Islamic financial institutions are committed to full disclosure
of risks and returns, thereby protecting the rights of all parties (Obaidullah & Khan, 2020, p:
198).

d.Using Technology to Develop Islamic Financial Products: It relies on
technologies such as blockchain and smart contracts to ensure the execution of Shariah-
compliant contracts like Murabaha, ljarah, and digital Sukuk (Abdullah et al., 2019, p: 322).

e.Promoting Ethical Finance and Sustainability: It focuses on investments that
achieve social and economic value, such as green finance and sustainable Sukuk,
contributing to sustainable development (Ahmed & Mohieldin, 2022, p: 130).

2.2.2 Shariah Principles of Islamic Financial Technology:

Islamic Financial Technology is based on the fundamental principles of Islamic
finance, which include:

a.Interest-Free Financing (Prohibition of Riba): Interest-based transactions are
prohibited and replaced with participation-based financing models such as Mudarabah and
Musharakah (Chapra, 2016, p: 85).

b.Avoidance of Uncertainty and Gambling (Gharar and Maysir): Financial
transactions must be clear and free from ambiguity or unfair practices such as speculation or
uncertain contracts (EI-Gamal, 2017, p: 142).

c. Risk-Sharing Principle: Islamic financial transactions are based on the principle of
risk-sharing among parties, which promotes financial justice and economic stability
(Kammer et al., 2015, p: 33).

d.Ethical Investment Guidelines (Investment in Halal Sectors): Investment in
prohibited activities such as alcohol, gambling, and tobacco is not allowed, which reinforces
the ethical dimension of investment (Dusuki & Abdullah, 2007, p: 57).

e.Fair Ownership and Transparency: It aims to regulate financial contracts using
smart contracts to ensure fair execution for all parties (Igbal & Mirakhor, 2013, p: 76).

2.3 Most Prominent Applications of Islamic Financial Technology in the Banking
and Financial Sector:

Islamic Financial Technology (Islamic FinTech) has witnessed remarkable
development in recent years, playing a key role in enhancing Shariah-compliant banking
and financial services. These applications rely on modern technologies such as artificial
intelligence, blockchain, and smart contracts to ensure compliance with Shariah principles
and achieve operational efficiency (Hasan, Hassan, & Aliyu, 2020, p: 225). The following
are the most prominent applications used in the Islamic banking and financial sector:

2.3.1 Islamic Digital Banking:

Islamic digital banks are among the most important innovations in the Islamic finance
sector, providing integrated banking services without the need for traditional branches.
They rely on FinTech solutions to ensure that banking operations comply with Islamic
Shariah rulings (Laldin & Furgani, 2018, p: 48). These services include current and savings
accounts, Islamic finance, and electronic payment services, which enhance financial
inclusion for Muslim clients and others seeking ethical finance (Obaidullah & Khan, 2020,
p: 205).

. 2.3.2 Islamic Crowdfunding:
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Islamic crowdfunding is one of the most important modern tools that allows
individuals and small and medium-sized enterprises to obtain Shariah-compliant financing.
It relies on Mudarabah and Musharakah contracts instead of interest-based lending
(Rahman et al., 2021, p: 78). Platforms like EthisCrowd and LaunchGood provide a secure
environment to connect investors with entrepreneurs, contributing to economic and social
development in accordance with the principles of the Islamic economy (Ahmed &
Mohieldin, 2022, p: 135).

2.3.3 Digital Sukuk and Blockchain:

Digital Sukuk represents a significant advancement in Islamic capital markets,
leveraging blockchain technology to issue and manage Shariah-compliant financial
certificates (Abdullah et al., 2019, p: 328). This innovation enhances transparency, reduces
transaction costs, and increases the accessibility of Sukuk to a broader investor base [20].
Blockchain technology ensures the integrity and immutability of Sukuk transactions,
aligning with the Shariah principles of transparency and fairness (Philippon, 2016, p: 39).

2.3.4 Robo-Advisors and Automated Investment Platforms:

Robo-advisors and automated investment platforms offer Shariah-compliant
investment solutions by utilizing algorithms to manage portfolios based on ethical and
Islamic investment guidelines (ElI-Gamal, .2017, p. 145). These platforms provide
accessible and affordable investment opportunities for individuals seeking to invest in
accordance with their faith, while ensuring diversification and risk management. They cater
to a growing demand for automated, yet ethically sound, financial advice (lgbal &
Mirakhor, 2013, p: 82).

2.3.5 Takaful and InsurTech:

InsurTech, in the context of Islamic finance, refers to the application of technology to
enhance Takaful (Islamic insurance) operations. This includes using Al for claims
processing, big data for risk assessment, and mobile applications for policy management.
InsurTech solutions improve the efficiency and reach of Takaful products, making them
more accessible and affordable for consumers while adhering to cooperative and risk-
sharing principles (Kammer et al., 2015, p: 37).

2.3.6 Zakat and Wagf Management Platforms

Digital platforms for Zakat and Waqf management leverage technology to facilitate
the collection, distribution, and administration of these Islamic charitable endowments.
These platforms ensure transparency, efficiency, and accountability in charitable giving,
allowing donors to track their contributions and ensuring that funds reach eligible
beneficiaries in accordance with Shariah guidelines (Chapra, 2016, p: 90). They play a
crucial role in promoting social welfare and economic justice within Islamic communities.

3. The Role of Islamic FinTech in Advancing Financial Sustainability:

Islamic financial technology plays a pivotal role in advancing financial sustainability
by offering innovative financing solutions aligned with Shariah principles. These solutions
not only enhance financial inclusion but also promote ethical financing practices. This
section seeks to explore the nexus between Islamic FinTech and financial sustainability,
emphasizing its contribution to sustainable development and the key challenges that may
hinder this integration.

3.1 Regulatory and Legal Challenges:
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In recent years, financial sustainability has become a cornerstone of economic and
financial policy debates worldwide. Its relevance is driven by multiple global challenges:
the 2008 financial crisis revealed the fragility of conventional financial systems; climate
change has increased the urgency of aligning finance with environmental priorities; and
persistent gaps in financial inclusion continue to limit equitable access to resources.
According to the World Bank (2021), global account ownership rose to 76% of adults, yet
around 1.4 billion people remain unbanked, most of them in climate-vulnerable regions.
Similarly, the global sustainable finance market reached USD 5.9 trillion in 2024 and is
projected to expand to over USD 35 trillion by 2034, reflecting growing investor demand
for finance that supports both profitability and long-term social value.

Islamic finance plays a crucial role in this landscape. With assets exceeding USD 2.5
trillion globally (OECD, 2023), the industry provides an ethical and Shariah-compliant
alternative that integrates risk-sharing, social responsibility, and environmental stewardship.
This positions it as a strong contributor to the UN Sustainable Development Goals
(SDGs), especially in emerging markets where access to finance remains limited.

3.1.1. Concept of Financial Sustainability:

Financial sustainability refers to the capacity of a financial system to maintain a
balance between economic growth, financial stability, and social equity, while ensuring the
efficient and long-term use of financial resources (Kroszner, 2019, p.214). It rests on
minimizing financial risks, promoting inclusive access to finance, and aligning economic
activity with environmental and social standards (Scholtens, 2020, p.89).

Within the context of Islamic finance, financial sustainability implies harmonizing
financial objectives with the principles of Shariah. This entails avoiding unethical practices
such as interest (riba), excessive speculation, and investment in prohibited sectors, while
emphasizing partnership-based financing and social responsibility (Ahmed & Mobhieldin,
2022, p.132).

3.1.2. Dimensions of Financial Sustainability:

Financial sustainability can be classified into three main dimensions that shape how

Islamic finance supports long-term stability and development.
Tab (01): Dimensions of Financial Sustainability in Islamic Finance

Dimension Definition Examples in Islamic Finance

Economic Ensuring financial stability, fostering sustainable | Partnership-based financing (Musharakah,
economic growth, and managing financial risks. Mudarabah), Sustainable Sukuk.

Social Promoting financial inclusion, achieving social justice, | Islamic microfinance, Digital Zakat
and empowering vulnerable groups. platforms.

Environmental | Investing in sustainable projects and reducing the | Green Sukuk, Islamic green financing
negative environmental impacts of financial activities. initiatives.

Source : Scholtens, 2020, p :92

In summary, these three dimensions—economic, social, and environmental—are
interdependent and together form the foundation of financial sustainability in Islamic
finance, ensuring both Shariah compliance and long-term developmental impact.

3.2 The Role of Islamic FinTech in Advancing Ethical Finance:

The rapid growth of financial technology (FinTech) has transformed global finance,
offering faster, more transparent, and inclusive services. In the context of Islamic finance,
FinTech is not only a tool for innovation but also a strategic driver to reinforce the
principles of ethical and Shariah-compliant finance.
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3.2.1. Concept of Ethical Finance in Islam:

Ethical finance in Islam refers to a financial system guided by the principles of
justice, transparency, and social accountability. It avoids unethical activities such as interest
(riba), excessive speculation (gharar), and non-productive financing (Dusuki & Abdullah,
2007, p: 55). Its ultimate aim is to foster sustainable economic development through risk-
sharing and partnership-based financing (Chapra, 2016, p: 88).

3.2.2. The Contribution of Islamic FinTech to Ethical Finance:

Islamic financial technology (FinTech) plays a crucial role in strengthening ethical
finance by providing innovative tools that ensure compliance with Shariah principles and

enhance financial inclusion. The main mechanisms are summarized below:
Table (02): The Relationship between Islamic FinTech and Ethical Finance

Mechanism Impact on Ethical Finance Practical Examples
Enhancing Blockchain and smart contracts improve clarity and reduce gharar | Smart contracts in
Transparency in | and fraud (Hasan et al., 2020, p: 228). Murabaha and Sukuk.

Transactions

Promoting Financial | Digital Islamic banking apps allow the unbanked to access | Islamic digital banks,

Inclusion Shariah-compliant financing (Rahman et al., 2021, p: 85). crowdfunding platforms.
Encouraging Platforms support sustainable investments while avoiding | Green Sukuk, Shariah-
Responsible unethical sectors such as tobacco and gambling (Ahmed & | compliant investment
Financing Mohieldin, 2022, p: 135). funds.

Reducing Operational | Advanced analytics and Al improve risk management and reduce | Big data analytics for
Risks non-compliant risks (Laldin & Furgani, 2018, p: 49). Shariah risk management.

Source : Compiled by the researcher

In summary, Islamic FinTech serves as a key enabler of ethical finance by
integrating technology with Shariah principles, thereby reinforcing transparency,
inclusiveness, responsibility, and resilience in financial systems.

3.2.3. Islamic Financial Innovations Supporting Ethical Finance :

Innovations in Islamic finance are increasingly integrating technology and
sustainability to reinforce ethical principles. These tools enhance transparency, expand
access to Shariah-compliant financing, and support environmentally responsible

investments.
Tab (03): Key Islamic Financial Innovations for Ethical Finance

Innovation Impact on Ethical Finance Examples / Applications
Blockchain for | Ensures decentralized recording of transactions, enhancing | Blockchain-based  smart
Transparency accountability and reducing financial corruption (Obaidullah & | contracts, Islamic
Khan, 2020, p:207). transaction ledgers.
Islamic Crowdfunding | Provides alternative financing channels for social and | EthisCrowd, LaunchGood.
Solutions developmental projects in line with Shariah (Philippon, 2016,
p:40).
Green Sukuk Combines  Shariah  compliance  with  environmental | Renewable energy sukuk,
sustainability, channeling funds into eco-friendly and | climate-focused
sustainable projects (Kammer et al., 2015, p:39). infrastructure financing.

Source : Compiled by the researcher

In summary, these innovations demonstrate how Islamic finance adapts to
contemporary needs by merging ethical principles with advanced financial solutions to
foster transparency, inclusiveness, and sustainability.

3.3. The Contribution of Islamic FinTech to the Sustainable Development Goals
(SDGs):

The United Nations’ Sustainable Development Goals (SDGs) provide a
comprehensive framework to address pressing global challenges, such as eradicating
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poverty, fostering inclusive economic growth, and ensuring social and environmental
justice by 2030. Within this context, Islamic FinTech is increasingly recognized as a
strategic enabler of these goals, aligning closely with the maqasid al-shari‘ah (higher
objectives of Islamic law), which emphasize promoting public interest and preventing harm

(Dusuki & Abozaid, 2007, p. 19).
3.3.1. Areas of Convergence between Islamic FinTech and the SDGs :

The following table highlights key intersections where Islamic FinTech contributes to

advancing selected SDGs:

Tab (4): The Contribution of Islamic FinTech to Selected Sustainable Development Goals

Sustainable Contribution of Islamic FinTech Practical Examples
Development Goal
No Poverty Offering  Shariah-compliant microfinance | Digital zakat applications,

solutions through digital platforms to reach
vulnerable groups

Islamic microfinance

Decent Work and
Economic Growth

Supporting entrepreneurship via Islamic
crowdfunding platforms and SME financing

LaunchGood, Ethis

Industry, Driving Islamic financial innovation through | Smart Murabaha
Innovation, and | technologies such as blockchain and smart | contracts, digital sukuk
Infrastructure contracts platforms
Reduced Promoting financial inclusion for the | Islamic mobile financing
Inequalities unbanked through Shariah-compliant digital | solutions

channels

Climate Action

Financing environmentally friendly projects
using Islamic instruments such as green
sukuk

Green sukuk issuance by
Malaysia and Indonesia

Partnerships for the
Goals

Developing collaborative digital platforms
between Islamic financial institutions and
development agencies to achieve shared

Partnerships between
Islamic FinTech firms and
zakat authorities

objectives

Source : Compiled by the researcher

3.3.2. Alignment between Shariah Principles and the SDGs :

Islamic law is fundamentally oriented toward the preservation of essential human
interests, namely life, faith, intellect, wealth, and lineage. These objectives closely resonate
with the United Nations’ Sustainable Development Goals, which emphasize social,
economic, and environmental justice (Laldin & Furgani, 2018, p. 45). In this light, Islamic
FinTech should not be viewed merely as a financial tool, but rather as an integrative
platform that fosters ethical and sustainable development-oriented finance.

3.4. Challenges of Integrating Islamic FinTech with Financial Sustainability
Requirements:

Despite the promising potential of Islamic FinTech in advancing ethical finance and
supporting sustainability objectives, several challenges hinder its effective integration.
These challenges can broadly be categorized into four key dimensions:

3.4.1. Shariah-related Challenges:

Islamic FinTech faces difficulties in reconciling technological innovation with
compliance to Shariah principles, particularly in emerging areas such as smart contracts and

5 aalaal) Lobai®y )y 4pjladl) cladal) Alae 375




digital currencies. Comprehensive jurisprudential frameworks that address these
innovations are still under development (Al Suwailem, 2020, p: 12).

3.4.2. Regulatory and Legislative Challenges:

The diversity of legal and regulatory systems across jurisdictions creates
inconsistencies in implementing governance models that ensure transparency and
sustainability in Islamic digital financial products (Ahmed & Mohieldin, 2022, pp: 18-20).

3.4.3. Technological and Infrastructure Challenges:

Many developing countries continue to struggle with weak digital infrastructure,
limiting the widespread adoption of Islamic FinTech solutions. Moreover, ensuring data
privacy and establishing secure cloud computing frameworks remain critical needs (El-
Gamal, 2021, p: 7).

3.4.4. Socio-Cultural Challenges:

In some regions, societal reluctance toward adopting FinTech persists, driven by
limited financial literacy or a lack of trust in emerging digital solutions—especially when
such innovations are not backed by clear Shariah rulings (Zarrouk et al., 2020, p: 44).

4. Comparative Study between Islamic and Conventional FinTech

With the rapid expansion of financial technology applications, it has become essential
to conduct a systematic comparison between the Islamic and conventional FinTech models.
The objective is to highlight their fundamental differences in principles and functions, and
to assess the extent to which each model can achieve financial sustainability and ethical
inclusiveness.

4.1. Evaluation Criteria: Shariah Compliance, Sustainability, Financial
Inclusion, and Operational Efficiency:

To ensure a rigorous comparison between Islamic and conventional FinTech models,
the literature has identified four key evaluation criteria that capture both ethical foundations
and performance outcomes.

4.1.1. Shariah Compliance:

This criterion is specific to Islamic FinTech, where applications and financial
services must adhere to the principles of Islamic law, including the prohibition of riba
(usury), gharar (excessive uncertainty), and maysir (gambling). This requires the
establishment of Shariah supervisory boards and fatwa-issuing authorities to certify
financial products before market launch (Al Suwailem, 2020, p: 11). In contrast,
conventional FinTech relies solely on legal and commercial frameworks without
consideration of religious guidelines.

4.1.2. Sustainability:

Islamic FinTech aims to balance profitability with ethical and social responsibility by
deploying instruments such as green sukuk and digital wagf, aligning financial innovation
with the United Nations Sustainable Development Goals (Ahmed & Mohieldin, 2022, pp:
22-24). Conventional FinTech, on the other hand, often approaches sustainability from a
purely investment-driven perspective, where environmental initiatives are primarily
motivated by market incentives rather than moral or faith-based considerations.

4.1.3. Financial Inclusion:

Islamic FinTech plays a vital role in broadening financial inclusion by offering
instruments such as Islamic crowdfunding and microfinance based on Murabaha and
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Musharakah. These services are mainly directed at marginalized groups and those excluded
from conventional banking systems (Zarrouk et al., 2020, p.41). In contrast, conventional
FinTech primarily emphasizes technological advancement without considering cultural and
religious specificities, which can restrict its penetration in more conservative communities.

4.1.4. Operational Efficiency:

Both Islamic and conventional FinTech employ technologies like Artificial
Intelligence and Blockchain to enhance efficiency. However, Islamic FinTech faces the
additional challenge of structuring Sharia-compliant financial contracts while maintaining
digital efficiency (El-Gamal, 2021, p.9). On the other hand, conventional FinTech enjoys
greater flexibility in innovation due to the absence of such religious constraints. The key

features distinguishing Islamic from conventional FinTech can be summarized as follows:
Fig (1): Comparison between Islamic and Conventional FinTech
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4.2. Comparison between Islamic and Conventional Crowdfunding:

Crowdfunding has become one of the most prominent tools in modern financial
technology, adopted differently in Islamic and conventional systems. The main distinctions
lie in their legal foundations, objectives, governance, and risk-sharing mechanisms.

4.2.1. Legal/Shariah Basis:

Islamic crowdfunding is structured on Shariah-compliant contracts such as
Murabaha, Musharakah, Mudarabah, and Wagf, embedding ethical and solidarity
principles (Obaidullah & Khan, 2020). Conventional crowdfunding, in contrast, relies on
equity or debt-based contracts with a profit-driven orientation.

4.2.2. Objectives:

While conventional models emphasize profit maximization for investors
(Belleflamme et al., 2014), Islamic crowdfunding prioritizes social justice, financial
inclusion, and supporting small-scale projects, particularly in sectors like education and
healthcare.

4.2.3. Governance and Transparency:

Islamic crowdfunding is subject to Shariah board supervision to ensure ethical

compliance and fair profit-loss distribution (Alhabshi et al., 2019). Conventional platforms,
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however, are generally regulated by commercial law and market rules, which vary across
jurisdictions.
4.2.4. Risk Sharing:
In Islamic models, risks are shared between funders and entrepreneurs under
contracts such as Mudarabah and Musharakah, ensuring fairness in outcomes (Wilson,
2015). Conversely, conventional crowdfunding often shifts risks disproportionately to

investors through unilateral or restrictive terms.
Tab (5): Comparative Features of Islamic and Conventional Crowdfunding

Criterion Islamic Crowdfunding Conventional Crowdfunding
Legal/Shariah Basis | Based on Shariah contracts | Based on equity or debt
(Murabaha, Musharakah, Mudarababh, | instruments
Wagf)
Main Objective Social justice & economic | Profit maximization for investors
empowerment
Governance & | Supervised by Shariah boards to | Governed by general market
Transparency ensure ethical compliance regulations & commercial law
Risk Sharing Risks distributed fairly via partnership | Investor often bears full or

contracts disproportionate risk

Source : Adapted from Alhabshi et al. (2019), Belleflamme et al. (2014), Obaidullah & Khan
(2020), Wilson (2015).

3.4. Comparison between Smart Contracts in Islamic and Conventional Finance:

Smart contracts, as one of the most advanced applications of blockchain technology,
automate contractual obligations without intermediaries (Szabo, 1997). Both Islamic and
conventional finance have adopted this innovation, yet their applications diverge
significantly. In Islamic finance, smart contracts must adhere to Shariah principles—such as
sale (bay”), lease (ijarah), partnership (musharakah), and profit-sharing (mudarabah)—
while avoiding elements of riba, gharar, and gambling (Mohd Yusoff et al., 2021). This
requirement necessitates close Shariah review, often limiting automation and operational
flexibility (Zulhuda & Hassan, 2022). Conventional finance, in contrast, faces no such
restrictions, enabling broader applications in insurance, lending, and asset trading with
higher levels of automation (Chen et al., 2020). Moreover, while Islamic finance struggles
with embedding flexibility to address figh diversity and unforeseen contingencies—thus
pushing the need for adaptive smart contracts (Shaharuddin et al., 2023)—conventional

finance typically resolves disputes through coded enforcement or digital arbitration.
Tab (6): Comparative Use of Smart Contracts in Islamic and Conventional Finance

Criterion

Smart Contracts in Islamic Finance

Smart Contracts in Conventional
Finance

Shariah/Legal
Basis

Must comply with Shariah contracts
(sale, ijarah, musharakah,
mudarabah) and avoid riba and gharar

Not subject to Shariah; designed
solely on legal and economic grounds

Automation &

Limited automation due to Shariah

High automation with flexible use

Flexibility review and contract complexity across various financial operations
Risk & Dispute | Requires adaptive smart contracts to | Relies on coded enforcement or
Management address figh diversity and unforeseen | digital arbitration mechanisms

cases

Source : Adapted from Chen et al. (2020), Mohd Yusoff et al. (2021), Zulhuda & Hassan (2022),
Shaharuddin et al. (2023), Szabo (1997).
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4.4. Case Studies of Islamic and Conventional FinTech Models:

Practical applications of FinTech—whether Islamic or conventional—highlight
fundamental differences in objectives, structures, and compliance frameworks. Two
illustrative cases are presented here: Ethis, an Islamic real-estate crowdfunding platform,
and LendingClub, a leading conventional peer-to-peer lending platform.

The Islamic case, Ethis, represents the first licensed Islamic crowdfunding platform
operating primarily through musharakah and mudarabah contracts to finance real estate and
community development projects. Funds are pooled from individual investors to support
affordable housing, with profits distributed based on project performance. The platform
operates under the supervision of an independent Shariah board to ensure compliance
(Yusoff et al., 2021). Furthermore, its activities align with sustainable development goals
(SDG 1: No Poverty; SDG 11: Sustainable Cities), reflecting a strong ethical and
developmental orientation.

In contrast, the conventional case, LendingClub, is one of the largest P2P lending
platforms in the United States. It allows investors to provide loans with predetermined
interest rates to individuals or small businesses, leveraging data-driven risk assessment
algorithms. Unlike Islamic models, its primary incentive is profit maximization, with
limited transparency across projects. The absence of Shariah or institutional safeguards
increases default risks, leaving investors to bear potential losses (Chen et al., 2020).

Tab (7): Comparison between Ethis (Islamic Model) and LendingClub (Conventional Model)

Criterion Ethis (Islamic Model) LendingClub (Conventional
Model)

Financing Model Crowdfunding based on musharakah | Direct peer-to-peer lending with
and mudarabah fixed interest

Shariah Supervised by an independent Shariah | Not subject to Shariah requirements

Compliance board

Financing Community empowerment, housing, | Profit generation for investors

Objective and development

Risk Management | Risks shared among parties according | Investor generally bears risks
to partnership rules individually

Sustainability & | Guided by Shariah objectives and | Profit-oriented with limited direct

Ethics aligned with SDGs social commitment

Source : Adapted from Yusoff et al. (2021), Chen et al. (2020).

4.5. Critical Analysis and Practical Challenges Facing Islamic FinTech

Despite the rapid growth and promising potential of Islamic FinTech, its practical
application faces fundamental challenges and academic critiques that warrant a critical
analysis. Moving beyond an idealized view reveals a gap between theoretical principles and
practical reality, which may limit its ability to achieve its stated goals of justice and
sustainability.

45.1. The Problem of "Form over Substance': One of the most prominent
criticisms of contemporary Islamic finance, which extends to the FinTech sector, is the
focus on the formal compliance of contracts rather than the realization of the higher
objectives of Shariah (Maqasid al-Shari‘ah) (Dusuki & Abdullah, 2007). In many cases,
digital products (such as online Murabaha for purchase orders) are structured to replicate
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the economic outcomes of conventional interest-based loans, merely adding extra
contractual steps to ensure formal validity. This approach, often described as "legal tricks"
(hiyal), strips the products of their ethical essence and reduces them to a mere
"Islamization™ of conventional models. This raises questions about their substantive
differentiation and their ability to achieve distributive justice (EI-Gamal, 2006).

45.2. The Weak Commercial Viability of Risk-Sharing Models: Partnership
contracts (Musharakah and Mudarabah) are the cornerstone of risk-sharing in Islamic
finance. However, their application in the FinTech environment faces significant practical
challenges. Investors on conventional platforms often prefer debt instruments with fixed
and predictable returns. In contrast, partnership models require a high degree of
transparency, trust, and complex mechanisms to monitor project performance, thereby
increasing operational (agency) costs. Consequently, crowdfunding platforms based on
partnership models remain limited in scale compared to debt or equity models, compelling
many Islamic startups to adopt less risky structures that more closely resemble conventional
finance to ensure their commercial survival (Obaidullah & Khan, 2020).

4.5.3. Market Centralization and Difficulties in Global Expansion: Despite global
ambitions, the Islamic FinTech industry remains highly concentrated in a few key markets,
such as Malaysia, Indonesia, the UAE, and Saudi Arabia. This geographical concentration
is due to the presence of supportive regulatory infrastructure and cultural alignment.
However, expansion into new markets, especially in non-Muslim countries or those with
Muslim minorities, faces significant obstacles, including:

e Lack of Regulatory Frameworks: Most global regulators do not have specific
frameworks for Islamic finance.

e Lack of Awareness: There is low awareness of Islamic FinTech products among
both investors and consumers.

o Jurisprudential Differences (Ikhtilaf): The absence of a globally standardized
approach to issuing fatwas on digital financial products hinders cross-border
interoperability (Zulhuda & Hassan, 2022).

4.5.4. The Tension between Technological Efficiency and Shariah-Supervision:
The dynamic nature of FinTech demands rapid innovation and product launches. This often
conflicts with the lengthy procedures required for Shariah supervision, from contract review
and fatwa issuance to continuous auditing. This tension between the "speed of code" and
the "depth of jurisprudence (figh)" can slow the pace of innovation in Islamic firms
compared to their conventional counterparts, placing them at a competitive disadvantage
(Hasan et al., 2020).

5. Towards a Sustainable Model of Ethical Finance through Islamic FinTech :

Amid the growing challenges facing global financial systems, there is an increasing
need for an alternative financing model that integrates efficiency, justice, and sustainability.
In this context, this chapter proposes both a theoretical and practical framework for a
sustainable model of ethical finance grounded in Islamic FinTech.

5.1. Key Features of a Sustainable Islamic FinTech Model:

Developing a sustainable Islamic FinTech model requires a careful balance between
Shariah principles, technological requirements, and the objectives of financial and social
sustainability. Such a model is envisioned as a viable alternative to conventional systems,
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while preserving its juristic authenticity and adapting to the demands of the digital era. The

following table outlines its main dimensions:
Tab (8): Core Features of the Proposed Model

Dimension Core Features of the Proposed Model

Shariah Compliance |- Utilization of smart contracts within clear Shariah frameworks
(mudarabah, ijarah, wakalah).
- Integration of ESG standards in project assessment.

Financial - Financing projects with long-term  socio-economic impact.

Sustainability - Embedding ESG criteria into evaluation processes.

Ethical Finance - Avoidance of harmful activities (e.g., alcohol, gambling, riba).
- Promoting transparency and fairness in profit and risk distribution.

Financial Inclusion - Extending financial services to the unbanked through mobile technology
and digital wallets.

Technological - Ensuring secure digital infrastructure compatible with banking and

Flexibility regulatory systems.
- Continuous adaptability to market needs and evolving regulations.

Source : Prepared by the researcher
The proposed sustainable model consists of interconnected elements, as illustrated in:

Fig (2): Components of the Islamic Ethical Finance Model

Components of thhe Islamic Ethical Finmnance

Digital Infrastructure |-
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Source: Prepared by the researcher

This model adopts the paradigm of “Finance for Value” rather than merely “Finance
for Profit”. It provides a practical response to the socio-economic challenges of the Muslim
world by fostering economic empowerment, alleviating poverty, and promoting just and
balanced development (Mohieldin & Igbal, 2021; Shaharuddin, Yusoff & Daud, 2023).

5.2. Strategies for Enhancing Islamic FinTech to Achieve Ethical Finance:

The enhancement of Islamic FinTech to achieve ethical finance relies on a set of
policies and strategies rooted in the objectives of Magasid al-Shari ‘ah on the one hand, and
in the principles of inclusiveness and sustainability on the other. The key proposed
strategies are as follows:

5.2.1. Developing Shariah-Compliant Digital Financial Products:

Innovations in the design of digital products (such as Islamic e-wallets, smart
microfinance, and Shariah-compliant crowdfunding) are considered the cornerstone of
expanding the scope of ethical FinTech. These products should account for jurisprudential
differences and be based on approved Shariah contracts such as Murabahah, Musharakah,
and Zjarah (Yusoff et al., 2021, pp. 22-23).
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5.2.2. Integrating ESG Standards into Operational Models:

It is proposed to integrate Environmental, Social, and Governance (ESG) standards
into the technical operations of Islamic FinTech to ensure that capital is directed toward
projects balancing profitability with social responsibility (Mohieldin & Igbal, 2021, p. 18).
This can be achieved through Shariah- and environmentally-based screening algorithms
applied before financing.

5.2.3. Enhancing Transparency through Blockchain and Smart Contracts:

Blockchain technology can be used to record transactions in an immutable manner,
thereby ensuring trustworthiness and clarity in ethical finance. Smart contracts can also be
programmed to guarantee the execution of agreements strictly according to Shariah
provisions, preventing manipulation or delay (Zulhuda & Hassan, 2022, p. 121).

5.2.4. Building Multi-Stakeholder Partnerships for Institutional Integration:

Islamic FinTech institutions should operate within alliances with Islamic banks, zakat
institutions, and Shariah supervisory bodies to broaden their impact and achieve ethical
finance on a wider societal scale (Laldin & Furgani, 2018, p. 52).

5.2.5. Investing in Financial Literacy and Shariah-Digital Training:

One of the major obstacles lies in the lack of financial and Shariah literacy among
both users and developers. It is therefore essential to support training programs for
developers in jurisprudential aspects, while at the same time raising community awareness
about the distinctions between Islamic and conventional financial solutions (Obaidullah &
Khan, 2020, pp: 188-190).

5.3. The Role of Regulators and Financial Institutions in Enhancing Islamic
FinTech :

Regulatory bodies and financial institutions are instrumental in fostering the growth
and longevity of Islamic FinTech by establishing conducive legal frameworks, encouraging
innovation, and ensuring strict adherence to Shariah norms. This synergy between
regulation and innovation is essential to achieving ethical and sustainable finance.

A joint study by the Islamic Development Bank (IsDB) and the World Bank (2021)
revealed that approximately 38% of Islamic FinTech firms operate in regulatory
environments that lack clarity, which significantly impedes their growth and regional

expansion (IsDB & World Bank, 2021, p: 17).
Fig (3): Adoption of Islamic FinTech
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Source: Prepared by the researcher
5.3.1. Recent Regulatory Developments and Trends :
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» A global Islamic FinTech report highlights that countries such as Saudi Arabia,
Malaysia, Indonesia, and the UAE are leading the way by implementing supportive
regulations, dedicated sandboxes, and friendly policies to nurture Islamic FinTech
ecosystems (Halal Times, 2024).

»Malaysia continues to benefit from a cohesive legal framework under the Islamic
Financial Services Act 2013, which, supervised by Bank Negara Malaysia and the Securities
Commission, ensures both Shariah compliance and innovation support (Kadir et al., 2024).

»The UAE recently introduced the Open Finance Regulation and the Sandbox
Conditions Regulation in April 2024, enabling licensing flexibility and mandating
collaborative access to customer financial data for Open Finance Providers—thus promoting
innovation under regulatory safeguards (DLA Piper, 2024).

»Malaysia's regulatory-first model emphasizes compliance-led innovation, the UAE
is encouraging rapid experimentation through sandboxes, and Saudi Arabia is accelerating
transformation via state-driven regulatory approaches (Global Banking & Finance Review,
2024).

»Globally, regulatory frameworks are adapting to align technological advances—Ilike
blockchain and smart contracts—with Shariah principles such as fairness, transparency, and
prohibition of riba, gharar, and maysir (Rahman, 2024).

Tab (9): International Regulatory Initiatives Promoting Islamic FinTech

Country Regulatory Initiatives Impact

Malaysia Strong legal framework under IFSA | Enabling compliance-led innovation
2013; Shariah-Sandbox initiatives and ecosystem growth

UAE Introduction of Open Finance & | Enhanced innovation via liberalized
Sandbox Regulations (2024) licensing and data-sharing mandates

Saudi State-driven regulatory reforms and | Accelerated institutional

Arabia support systems transformation for Islamic FinTech

adoption

Indonesia | Emerging Shariah FinTech | Enhancing inclusion but still needs
frameworks and sandbox | clarity for widespread uptake
experimentation

Global Integration  of  blockchain/smart | Amplifying ethics, transparency, and

Trends contracts with Shariah compliance technological advancement

FinTech:

Source: Adapted from multiple recent studies and regulatory reports.
5.3.2. Role of Financial Institutions in Adopting and Developing Islamic

Islamic banks and financial institutions are the key interface between Shariah
requirements and technology. According to the Global Islamic FinTech Report (2023),
69% of Islamic financial institutions view investment in FinTech as a strategic priority over
the next five years. Common initiatives include:

e Transitioning to fully digital Islamic banks (e.g., Bank Islam in Malaysia).
o Partnering with Islamic crowdfunding platforms such as Ethis and LaunchGood.
e Rolling out end-to-end Shariah-compliant wallets (e.g., Insha in Germany; Jaiz
Bank Wallet in Nigeria).
5.3.3. Regulatory and Legal Challenges:
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Despite strong momentum, several constraints persist:
e Lack of a harmonized cross-border regulatory framework tailored to Islamic
FinTech.
o Jurisprudential divergences on emerging technologies (e.g., crypto-assets), slowing
unified fatwa issuance.
e High compliance costs—Shariah and regulatory—reaching 20-25% of operating
budgets for some startups (Hasan et al., 2020, p. 233).
5.3.4. Recommendations to Strengthen Institutional-Regulatory Integration:
« Establish independent central Shariah supervisory boards to resolve tech-related figh

disputes.

e Develop an OIC-wide baseline framework to enable cross-jurisdictional Islamic
FinTech.

e Promote RegTech to synchronize digital innovation with Shariah and regulatory
compliance.

o Deepen cooperation among central banks, zakat authorities, and microfinance
institutions to widen inclusion.

5.3.5. Enabling Supervisory Environment and Effective Governance:

(A) Flexible legislative frameworks that respect Islamic finance specificities while
aligning with international standards (Kammer et al., 2015, p. 13; Zulhuda & Hassan, 2022,
p: 125).

(B) Joint Shariah—digital oversight platforms to review smart contracts and products
in crowdfunding and microfinance (Obaidullah & Khan, 2020, pp: 185-186).

(C) Regulatory incentives that nudge Islamic banks toward digital transformation—
smart wallets and e-financing via Shariah contracts (Mohieldin & Igbal, 2021, p: 17).

(D) Targeted support for Islamic FinTech entrepreneurship through sovereign funds,
Islamic incubators, and Shariah sandboxes (El-Gamal, 2021, p: 12).

(E) Closer alignment with IFSB, AAOIFI, and IsDB to standardize practices,
enhance trust, and facilitate cross-border finance (Laldin & Furgani, 2018, p: 53).

5.4. Recommendations for Advancing Islamic FinTech: Balancing Innovation
and Sustainability :

Reconciling rapid financial innovation with Shariah compliance and socio-economic
sustainability remains one of the central challenges for Islamic FinTech. To address this, a
comprehensive strategy is required that integrates Shariah governance, digital efficiency,
and added social value. The following evidence-based recommendations are drawn from
recent studies and field experiences:

5.4.1. Integrating RegTech into Shariah and Regulatory Oversight:

Regulatory technologies (RegTech) can be adapted to strengthen Shariah compliance.
Automated monitoring systems may, for instance, validate smart contracts against Islamic
contracts such as murabaha and ijarah before execution.

e Applied case: Malaysia’s Al-driven Shariah Audit Automation platform,
designed to audit Islamic banking products (Yusoff et al., 2021).

5.4.2. Developing a Shariah—ESG Scoring Tool:

To balance profitability with ethical and social outcomes, a dual scoring mechanism
is proposed: a Shariah Score for compliance, and an ESG Score for environmental, social,
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and governance criteria. This tool could guide Islamic crowdfunding and sustainable sukuk
issuance.

o A recent survey shows 71% of Islamic sukuk investors prioritize social impact
alongside financial returns (Mohieldin & Igbal, 2021, p. 19).

5.4.3. Promoting Adaptive Finance Models:

A key challenge in some Muslim-majority markets is the gap between digital products
and local socio-cultural realities. Adaptive models should therefore account for:

« levels of financial inclusion,

« digital infrastructure,

o and public awareness of Shariah and technology.

Example: Microfinance solutions based on wakalah contracts tailored to rural

communities lacking centralized Shariah supervision.

5.4.4. From “Profit-Driven” to “Value-Driven” Finance:

Scholars argue for a value-oriented financing framework where societal impact is
prioritized over profit maximization (Ahmed & Mohieldin, 2022; Dusuki & Abdullah,
2007). This approach could foster:

e green and social sukuk,

« crowdfunding for education and health projects,

e« women’s empowerment and inclusive finance via Shariah-compliant digital
platforms.

5.4.5. Establishing ShariahTech Labs:

Dedicated ShariahTech labs should be created to bring together jurists,
technologists, and digital economists. Their mission: to design solutions that are Shariah-
by-Design—integrating compliance from inception rather than through post-hoc fatwas.

5.4.6. Additional Proposals :

Shariah-Tech Advisory Units: permanent consultative bodies bridging jurists and
developers to reduce the “translation gap” between jurisprudence and coding (Yusoff et al.,
2021, pp. 24-25).

a. Compliance-Sustainability Matrix: an evaluation framework for Islamic FinTech
projects assessing both Shariah adherence and contributions to the “triple bottom
line” (economic, social, environmental) (Mohieldin & Igbal, 2021, p. 20).

b. Shariah-Al Systems: artificial intelligence tools programmed with figh rules to
filter and validate compliant products, thereby accelerating innovation without
compromising principles (Zulhuda & Hassan, 2022, p. 122).

c. Global Sustainable Islamic FinTech Index: a benchmarking tool measuring
Shariah and SDG alignment of startups and platforms, potentially managed by IFSB
or IsDB (Obaidullah & Khan, 2020, p. 195).

d. Dual-Specialization Educational Programs: postgraduate degrees or professional
diplomas combining Islamic finance with digital technologies (Al, blockchain, data
analytics), to cultivate hybrid expertise (Laldin & Furgani, 2018, p. 55).

6. Results Analysis :

Based on in-depth theoretical analysis and comparative study of Islamic and
traditional financial technology models, the study reached a set of fundamental results that
answer the research questions and test its hypotheses.
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6.1. Hypothesis Testing Results: The results of the study's hypothesis testing can be
presented as follows:

The study partially supported the first hypothesis (H1); the analysis revealed that
integrating smart contracts and blockchain technologies into Islamic finance platforms has
indeed led to increased levels of reliability and transparency in transactions, thereby
reducing the risks of Gharar (uncertainty) and Jahala (ignorance). However, it was found
that the reduction in Shariah audit costs has not yet been fully realized, due to the high
capital costs of developing these systems in their early stages and the ongoing need for
intervention by Shariah experts to program complex jurisprudential rules (Shaharuddin et
al., 2023).

Regarding the second hypothesis (H2), the study fully confirmed its validity; the
comparison between the (Ethis) and (LendingClub) models showed that platforms based on
the principle of risk-sharing and profit-and-loss sharing provide a structural safety net for
both investors and borrowers alike. This model prevents the occurrence of "debt bubbles”
that often accompany traditional models based on fixed interest rates, making the digital
Islamic financial system more resilient and stable in the face of macroeconomic crises
(Obaidullah & Khan, 2020).

Finally, the analytical evidence supported the validity of the third hypothesis (H3);
it was found that integrating global sustainability standards (ESG) with the objectives of
Shariah (Magasid al-Shariah) has contributed to transforming Islamic FinTech from a
product directed only at Muslims into a global ethical finance model. This integration has
led to attracting a wide range of international investors seeking "value-based finance" that
balances material profitability with social and environmental impact, thereby enhancing the
competitiveness of Islamic financial institutions in global markets (Mohieldin & Igbal,
2021).

6.2. Study Results:

Effectiveness of the Participation-Based Model: The study proved that Islamic
FinTech models (such as Ethis) possess higher structural resilience in the face of financial
crises compared to traditional models, thanks to the risk-sharing principle that prevents the
accumulation of unproductive debt (Obaidullah & Khan, 2020, p. 62).

The Role of Technology in Reducing Compliance Costs: It was found that
integrating blockchain and smart contract technologies contributes fundamentally to
automating Shariah oversight, which reduces the "compliance cost” that previously
constituted a competitive barrier for Islamic financial institutions (Shaharuddin et al., 2023,
p. 25).

Alignment between Magqgasid and ESG Standards: The analysis revealed a deep
intersection between the five objectives of Shariah (Magasid al-Shariah) and global
sustainability standards (ESG), as FinTech provides the necessary tools to measure this
impact and transform it into reliable quantitative data (Mohieldin & Igbal, 2021, p. 95).

The Digital Divide and Financial Inclusion: Despite the great potential, the digital
divide in developing societies still limits the ability of Islamic FinTech to achieve
comprehensive financial inclusion, necessitating policy interventions that go beyond the
financial aspect to include technical infrastructure (Ahmed & Mobhieldin, 2022, p. 145).
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7. Conclusion

This research was conducted in the context of the increasing demand for financing
models that strike a balance between profitability and social responsibility. It explored the
potential of Islamic FinTech to deliver ethical and sustainable finance. Throughout the
study, the theoretical foundations of Islamic FinTech were analyzed, its key applications
and challenges were examined, and a comparative analysis with conventional FinTech was
undertaken. The research concluded with a practical and balanced model built upon Shariah
principles and contemporary sustainability standards.

7.1. Practical Recommendations:

In light of the previous results, the study recommends the following:

For Legislators and Regulatory Authorities: The necessity of developing flexible legal
frameworks that support "Regulatory Sandboxes™ specialized in Shariah innovation, while
working towards the international standardization of digital Shariah standards to reduce
divergence in Fatwas (Zulkifli & Hassan, 2022, p. 128).

For Islamic Financial Institutions: Intensive investment in "Shariah-Tech" to develop
real-time auditing algorithms, and integrating sustainable performance indicators (KPIs)
into the core of their digital business models to enhance their global attractiveness to ethical
investors.

For Academics and Researchers: Encouraging interdisciplinary studies that combine
computer science and Islamic finance, and focusing on "Social Return on Investment"
(SROI) research for digital platforms to provide scientific evidence of the ethical model's
superiority.

For Technical Developers: Working on designing user interfaces (Ul/UX) that respect
cultural and religious specificities, while ensuring "algorithmic transparency” to avoid
biases that may conflict with the values of justice and equality.

7.2. Future Research Directions:

Further research could be extended to include applied field studies measuring the
impact of Islamic FinTech on poverty reduction or improving access to finance in
developing regions. Comparative studies across different countries may also be conducted
to assess the effectiveness of current regulatory frameworks and propose alternative models
of digital governance for Islamic finance in the digital era.
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