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Abstract 

The fast growth of  Islamic banking, along with the rise of  financial technologies, has brought major challenges 

for banks that follow Sharia rules. It is very important to deal with these issues because more people around 

the world are interested in Islamic banking as an alternative to regular banks. This chapter looks at how 

financial technologies and digital globalization are affecting Islamic banking, and it explores the main 

difficulties and ways to solve them. The chapter also highlights the need to improve the digital experience and 

build better systems and human resources. It also points out some risks linked to digital financial inclusion, 

like the use of  third parties, agency networks, higher costs, and worries about keeping personal data safe. The 

chapter suggests that lawmakers and leaders should work harder to create laws, systems, policies, and rules that 

help use fintech and digital financial inclusion in Islamic banking. 

Keywords: Islamic banking, financial technology (fintech), Sharia compliance, digital globalization, digital 
financial inclusion, Islamic fintech, regulatory framework, protection and security of  personal data, financial 
infrastructure, policy and governance 

INTRODUCTION 

 
The world is more connected now because of globalization, and countries that are still developing now take part in 
more than half of all international trade (World Bank, 2020a). Trade between countries in the South has grown a lot. 
However, the usual way of sending goods and services across borders has gone down, and more people are using digital 
ways to trade, share information, communicate, and exchange technology and ideas. Digital platforms are now 
important parts of national economies and international business. They help reduce costs and reach many customers 
around the world. This has let businesses of all sizes and types build large customer lists and improve how they 
communicate. These small businesses now act like big multinational companies, using platforms like Amazon, 
Facebook, Alibaba, and eBay (Jayathilaka & Park, 2022; Schilirò, 2020). These small multinational companies can now 
reach new markets and connect easily with customers and suppliers worldwide (Gopal & Schnabl, 2022). People in 
different countries are already using digital platforms to find jobs, show their products and skills, get education and 
research opportunities, get training, and build relationships – whether they are personal, academic, or business-related 
(Thrassou et al, 2020). 

 
Globalization is a complex and multifaceted idea that shows how people and countries are becoming more connected 
(Bankolet and Karim, 2017; Gulmez, 2017; Gutal, 2007; Wilson, 2012); Pathan, M.S.K 2023.From an economic 
angle, globalization means that economies around the world are closely linked. This includes moving goods, services, 
information, technology, and research across borders. This connection is clearly seen in the growing global trade in e-
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commerce and digital transactions, which has gone beyond traditional ways of doing business. Even developing 
countries have seen their GDP grow more because of their involvement in digital globalization (World Bank Group, 
2020); Pathan, M.S.K 2023. Globalization and digitalization are closely connected, and globalization can be measured 
through cross-border trade, international money flows, and the movement of data, ideas, and innovations. 
Digitalization, which is a new form of globalization, has changed how we do transactions, run businesses, and conduct 
commerce. Digital tools have strengthened global economic, financial, and social links by increasing the amount and 
quality of information we share. Recent global events like the COVID-19 pandemic have made the shift to digital 
globalization and the digital economy clearer. This change shows how important information and communication 
technology is for global trade and business (Telukdarie et al., 2023). 
 
Significant progress in big data, artificial intelligence, cloud computing, and blockchain has taken Islamic banking 
institutions to a new level. This change helps them be more competitive in a fast-changing world, allowing them to 
deal with local and global issues and help reach the Sustainable Development Goals, all while keeping ethical values. 
The use of information and communication technologies (ICTs) and digital tools has helped financial institutions 
offer more varied and better services. The Islamic banking sector has taken up financial technology (FinTech); Pathan, 
M.S.K 2023 and uses it to provide a wide range of banking, investment, and insurance services. 

 
Modern financial technology has greatly affected three important areas of Islamic banking and the financial sector 
(Bashir, 2022): 

 
A. Helping to modernize financial and banking services by turning traditional services into digital options. 
 
B. Encouraging positive changes in how people spend, what trends are happening in the market, and how rules 

and oversight are managed. 
 
C. Making more connections with fintech companies and pushing for the development and research of apps 

and programs that fit the specific needs of financial institutions. 
 

According to the 2022 Global Islamic Fintech Report, over 250; Pathan, M.S.K 2023 Islamic fintech companies are 
active in OIC member countries and non-member countries. The total value of transactions in the Islamic fintech 
market was about $79 billion in 2021, and it is expected to grow by around 18% each year, reaching about $179 
billion by 2026 (Dinar Standard & Elipses, 2022). The top six Islamic fintech markets in the OIC are Saudi Arabia, 
the United Arab Emirates, Malaysia, Turkey, Indonesia, and Iran. Together, these countries make up 81% of the total 
size of the Islamic fintech market within the organization, showing their strong influence and leadership in the sector. 

 
The chapter aims to explain how globalization and digitalization play a role in helping achieve financial inclusion in 
the Islamic banking sector. It also wants to understand the challenges Islamic banking faces in this context and find 
ways to deal with them. Quick advances in Islamic banking and the changing digital technologies in finance have 
created serious problems that need good solutions. This is especially important since there is growing interest in 
Islamic banking as an alternative to traditional banking and finance. These changes bring up questions about how 
Islamic banking can achieve financial inclusion by using digital changes in a global world. It also looks at other related 
issues. 

The positive effect of globalization and digitalization on Islamic banking includes dealing with main challenges in 
those areas and suggesting ways to reduce these challenges and adjust to them. The study's importance comes from 
discussing how globalization and digitalization help achieve financial inclusion in Islamic banking by solving issues 
related to institutions, technology, and Sharia (Islamic) law. Its practical value is in creating guidelines and standards 
for using digital tools in the context of globalization to support the growth of Islamic banking. This chapter 
focuses on the challenges brought by digital globalization in Islamic banking and suggests evidence-based policies to 
deal with them in order to reach the best possible results in financial inclusion within the context of digital 
globalization. 

The chapter is structured with an introduction, three main parts, and a conclusion. The first part looks at financial 
technology (fintech); Pathan, M.S.K 2023 and digital banking, explaining what they are and highlighting their main 
differences. The second part explores the role of fintech in Islamic banking, discussing its benefits, requirements, 
and challenges. The third part examines financial inclusion, explaining its importance and the challenges it faces in 
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Islamic banking, and suggests possible solutions. The chapter ends with key points, showing that Islamic banking 
has successfully used financial technology to offer digital banking services that meet customer needs and 
preferences. 

Fintech and Digital Banking 

This section looks at fintech and digital banking, covering how financial technology has developed, the features of 
digital financial services, and the technological solutions used. 

It explains how banks, the fintech industry, and the globalization of banking services are connected. It also looks at 
the differences between digital banks and fintech companies, as well as between traditional banks and digital 
banking. 

Definition of Financial Technology and Digital Banking 

The term "financial technology" was first used in 1972, when Abraham Leon Bettinger defined it as "the 
interaction of banking experience and information technology" (Bettinger, 1972, p. 62); Muhammad, S. K. P. 
(2023). The Polish Institute for Digital Research later defined fintech as "the latest technological innovations and 
inventions in the financial sector," including digital programs used in banks' financial transactions and services 
provided to customers, such as currencies, interest rates, profit-sharing accounts, investment return projections, and 
various financial transactions (Rabbani et al., 2020; Zeid and Budraa, 2018). Fintech, also called financial 
technology, refers to using technology to create new ways of doing business in finance, like new products, services, 
or processes that have a big impact on financial markets and institutions, as well as how financial services are 
offered. (FSB, 2019; Naceur et al., 2023; World Bank, 2016). Fintech has grown because of improvements in big 
data, secure data encryption, the widespread use of smartphones, increased internet access, and changing customer 
preferences for faster, easier, and cheaper financial services (Alshater et al., 2022). One major technology in fintech 
is blockchain, which stores data across a network of computers without central authority. This can change how 
information is processed and shared (Basdekis et al., 2022); Muhammad, S. K. P. (2023). For example, blockchain 
enables people to send digital money directly to each other without needing banks or other middlemen. This 
reduces the role of middlemen in areas like banking, insurance, entertainment, and public services. Blockchain can 
also make transactions faster and cheaper, increase transparency, help people get more access to money, and improve 
security in banking (Abojeib & Habib, 2019; Milian et al., 2019). 

 
Because of this, fintech uses modern financial tools to provide better services and respond to customer needs more 
quickly and efficiently. The Financial Stability Board (FSB) lists five main areas of fintech: payment and fund 
transfer services, deposit and loan services, raising money, insurance services, and investment and market support 
(FSB, 2017). 

 
Fintech has created new companies that are changing how financial services are delivered through innovative 
technology, making financial service providers and banks compete more with traditional methods (Karsh & 
Abufara, 2020; Navaretti et al., 2018). It covers a wide range of technologies, products, and new business models 
that have changed how customers experience services in different areas, like payments, money transfers, lending, and 
investments. Recent financial crises, environmental problems, and global health issues have pushed more people to 
adopt fintech solutions to handle these challenges, which has helped build modern digital systems and improve their 
use in the economy and business (Asif et al., 2023; Demirgüç-, 2017; Gomber et al., 2017; Skare and Soriano, 
2021). 

 
Digital banking is about changing traditional banking into a digital format, allowing people to do banking tasks like 
making payments and accessing services online without needing to visit a bank branch. This change moves banking 
from the physical world to the online world through the internet. It offers a lot of automation and financial services 
via websites, mobile apps, tablets, and other electronic devices Muhammad, S. K. P. (2023); (Yin et al., 2022). 

 
The development of financial technologies has gone through several stages. 
 

A. Telegraph and cable technology stage (1860–1987): During this time, the invention of the telegraph and 
transatlantic cables made it possible to move ships and trains quickly, which helped with fast financial 
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transactions, money transfers, and payments. A major development during this period was the creation of 
Bloomberg terminals, which supported electronic trading on financial exchanges (Mohamed & Ali, 2019). 

 
B. Fax and telex stage (1987–2008): This period introduced electronic-based financial services between 

different parts of the financial industry. 
Fax and telex technologies helped create customer-focused financial products, such as payment processors like 

PayPal and online marketplaces like eBay. 
 
C. Crypto stage (2008–present): After the 2008 financial crisis, new players in financial technology started to 

appear. 
 
One of the biggest developments was the introduction of Bitcoin in 2009 as a new type of asset and investment option 
(Mohamed & Ali, 2019); Muhammad, S. K. P. (2023). The COVID-19 pandemic has made this stage move faster, 
pushing fintech companies, banks, and government regulators to create more digital financial solutions. It has also 
encouraged innovation in fintech applications within the banking sector and helped make the banking and financial 
industry more global. 

 
Because of these changes in financial technology and the growing use of digital tools in banking, many different 
financial technologies and digital applications have emerged. 
Table 1 explains what fintech is and its main categories, including automation methods, solutions that reduce the need for 
physical banking, decentralized technologies, and security systems. 

Table 1 
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Financial technology has made it easier to provide financial services to more people, anytime and anywhere. This has 
allowed businesses to reach more customers and has increased competition between banks and tech companies. Fintech 
includes various services like lending, payments, managing risks, analyzing data, insurance, and managing wealth. It helps 
to bring new and better ways to use technology in banking and finance. 
 
Services like paying bills, moving money, getting loans, and buying insurance are now done more quickly and effectively. 
Banking and finance industries are heavily influenced by financial technology Muhammad, S. K. P. (2023). They have 
improved how transactions are handled and how services are delivered. They also use digital tools for investments, 
financial transactions, online shopping, managing financial data, and handling money resources. 
 
Table 2 shows the different types of financial services that have improved because of technological advancements in the 
banking and finance sectors. 
 

Table 2. 

 

 

The Relationship Between Fintech and Banks, and the Globalization of Banking Services 

 

The connection between fintech and banks is strong, and new technology is helping to close the gap between them. 
Banks are more and more using fintech tools, incorporating them into their daily operations to better serve their 
customers. Even though banking is heavily regulated, the use of fintech tools in banking systems allows access to 
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global fintech solutions and services. 

 

Although fintech and digital banks share some similarities, there are differences. Fintech companies usually provide 
one or more financial services directly to consumers or businesses, while digital banks offer a full range of financial 
products through digital platforms for both personal and business users. New technologies are changing how 
financial services are delivered through features like big data, better access, cloud computing, personalization, and 
ease of use, which puts them up against traditional banking methods. Digital banking is just a traditional banking 
service provided through online platforms, mobile apps, and the internet. 

 

Fintech not only makes using financial services easier, but also changes how people pay, send money, borrow, and 
invest, reshaping the financial market with new banking options. For instance, PayPal was one of the first fintech 
companies that changed how people make digital payments, including mobile and transfer services. AlRajhi Bank, a 
major bank in Saudi Arabia, has also moved towards digital banking, offering mobile banking services that include 
payments and investments, and uses chatbots and AI to improve its digital services. These services include things 
like paying with credit cards, checking account statements, sending money, and paying bills (Bashir, 2022; IMF, 
2022). 

 

Research shows that the global spread of banking services is growing faster. This growth and stability happen in 
two main ways: first, by using physical resources, skilled people, and modern technology to better meet customer 
needs and make local financial systems more competitive both locally and globally; second, through managing risks 
better and spreading them out, which helps protect local banks and financial institutions from financial problems 
(Demirgüç–Kuça, 2017). 
Differences between fintech and digital banks 

 
There are several differences between fintech companies and digital banks when it comes to their goals, the services 
they offer, the way they use technology, how they are structured, how they operate, and the tools they use. Here are 
the details (Khillar, 2021; Puntiyo, 2021):Muhammad, S. K. P. (2023) 

 
A. Main Goal 

 
Fintechs aim to build trust and make things more transparent by using better and more efficient ways of doing 
business. This helps users benefit from faster and more efficient financial processes. This often means automating 
financial tasks and reducing the need for middlemen, which makes things better for customers and gives them a 
better experience through new technology. On the other hand, digital banking services are mainly about making it 
easier and faster for customers to interact with banks through digital tools, like mobile payment services. 

 
B. Scope of Activities and Areas Covered 
 

Digital banking is all about using online tools to provide basic banking services and removing the need for paper-
based actions like writing checks, making payment vouchers, or applying for loans. These services are mostly limited 
to online banking tasks such as transferring money, paying bills, using digital wallets, digital vouchers, and managing 
personal finances. Fintech, however, covers a much broader range of business models, both inside and outside 
traditional banks, offering a wide variety of financial services and products. 

 
C. Technology Perspective 

 
Digital banking means moving from traditional banking methods to digital ones, so customers can access bank 
services through their phones or computers. This change has changed how finance and banking work for people, 
focusing more on customers by improving the ways services are delivered, the products offered, and the support 
provided. Technologies like automation, chatbots, algorithmic advice, blockchain, crowdfunding platforms, 
machine learning, customer relationship management, artificial intelligence, and big data all play a big role in 
making these services better (Ahmed, 2023); Muhammad, S. K. P. (2023). Because of this, fintech has had a major 
impact on the financial system, changing how people access banking services such as payments, money transfers, 
loans, savings, and investments. This change focuses on making everything more efficient. 
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Differences Between Fintech and Digital Banks 

There are several differences between fintech companies and digital banks when it comes to their goals, the services 
they offer, the way they use technology, how they are structured, how they operate, and the tools they use. Here are 
the details (Khillar, 2021; Puntiyo, 2021): 

A. Main Goal 

FinTech’s aim to build trust and make things more transparent by using better and more efficient ways of doing 
business. This helps users benefit from faster and more efficient financial processes. This often means automating 
financial tasks and reducing the need for middlemen, which makes things better for customers and gives them a 
better experience through new technology. On the other hand, digital banking services are mainly about making it 
easier and faster for customers to interact with banks through digital tools, like mobile payment services. 

B. Scope of Activities and Areas Covered 

Digital banking is all about using online tools to provide basic banking services and removing the need for paper-
based actions like writing checks, making payment vouchers, or applying for loans. These services are mostly limited 
to online banking tasks such as transferring money, paying bills, using digital wallets, digital vouchers, and managing 
personal finances. Fintech, however, covers a much broader range of business models, both inside and outside 
traditional banks, offering a wide variety of financial services and products. 

C. Technology Perspective 

Digital banking means moving from traditional banking methods to digital ones, so customers can access bank 
services through their phones or computers. This change has changed how finance and banking work for people, 
focusing more on customers by improving the ways services are delivered, the products offered, and the support 
provided. Technologies like automation, chatbots, algorithmic advice, blockchain, crowdfunding platforms, 
machine learning, customer relationship management, artificial intelligence, and big data all play a big role in 
making these services better (Ahmed, 2023); Muhammad, S. K. P. (2023). Because of this, fintech has had a major 
impact on the financial system, changing how people access banking services such as payments, money transfers, 
loans, savings, and investments. This change focuses on making everything more efficient. 
 

A. Online Banking: 
 

Since the mid-90s, this service has been available, letting customers sign up, create login information, and use their 
internet devices to access the bank's online platform. With the online banking dashboard, customers can do many 
things, including: 

 
– Move money between checking and savings accounts. 
– Check current deposits and loan balances. 
– Look at recent transactions. 
– View and confirm account statements online. 
– Set up one-time or regular payments. 
 
B. Mobile Banking Services 
 

Online banking is usually done from a computer or laptop, but mobile banking is available through apps on devices 
like iPads, iPhones, and Android phones. Mobile banking offers the same features as online banking, but it's easier 
to use when you're on the go, as long as you have internet. Some special features of mobile banking include remote 
check deposit, which lets customers quickly add paper checks by using their mobile app and the device's camera. 

 
Many customers like using a mobile app for banking instead of  going to a traditional bank. This way, they can check 
their accounts and make transactions from a computer or phone. Traditional banks, on the other hand, usually require 
customers to go to a physical branch and talk to a bank employee to handle their financial business (Galazova and 
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Magomaeva, 2019; Pathan, M. S. K. (2022) Temelkov, 2020). Table 3 shows the difference between traditional and 
digital banks. 

Table 3 

 

 

 

Many Islamic banks are working hard to adopt digital changes to satisfy their customers' increasing needs and stay 
ahead in the market (Qudah et al., 2023). This change is happening because of the advantages of fintech, which 
provides quick, affordable, and user-friendly digital tools. These tools help attract more customers, make banking 
easier to access, and allow banks to serve different groups of people using big data analysis. This way of analyzing 
data helps banks make smarter decisions and take full advantage of marketing opportunities (Zuhroh, 2021). 
 

Fintech is when financial services and technology come together. It includes all the new ways technology is used to 
change how businesses operate, create new products, and provide financial services. This covers digital tools used in 
banks, like new ways to use the internet and devices connected to the internet. Fintech is not just about things like 
blockchain and cryptocurrencies; it also includes online banking and other internet-based financial services. In Islamic 
banking, fintech means using technology to improve and make banking services more efficient and easier to use but 
always following Islamic rules. So, it works within a set of  ethical standards and guidelines; Pathan, M. S. K. (2022); 
(Ali et al., 2019; Dinar Standard & Elipses, 2022). 

 

Over the last twenty years, Islamic banking has grown a lot. This growth has come from different things, like more 
Islamic banks being set up and traditional banks offering Shariah-compliant products. Also, people have started 
preferring Islamic banking products more. Studies about fintech and digital tools in Islamic banking show that fintech 
helps make financial services more available and competitive in this sector. Even though Islamic finance is smaller than 
traditional finance, it is very dynamic and has lots of  opportunities for new ideas in fintech. But these opportunities also 
bring challenges that need smart strategies (Aysan et al., 2022; Chafai and Hassan, 2019). 

 

Fintech in Islamic banks uses digital tools that work with Islamic finance principles. This helps banks offer banking and 
financial services in a way that follows Sharia rules. Because of this, fintech makes banks run more efficiently and saves 
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money on transactions. This helps people who are not able to get traditional banking services because they earn less or 
are not included in the financial system. Islamic banks and financial institutions are ready to use new tech, as long as it 
follows Islamic laws and doesn’t allow forbidden transactions. 

 
Fintech Requirements in Islamic Banking 

 

Islamic banking involves institutions that operate according to the principles and rules of  Shariah. To grow Islamic 
banking and use financial technologies effectively, certain requirements must be met (Bashir, 2022; Hasan, 2023): 

 

A. Create a legal, regulatory, and supervisory system that fits the special nature of  Islamic banking. This system 
should support both fintech and artificial intelligence, as well as traditional Islamic banking and financial industry 
models. 

 

B. Build agreement on fintech systems, programs, and apps to keep up with fast changes in the industry and 
customer needs. This is important for including more people and businesses in finance, especially in a competitive 
market. It will also help Islamic banks and financial institutions feel confident about investing in Islamic fintech and 
training staff. 

 

C. Expand and diversify the areas fintech companies work in, moving beyond just a few like deposits, loans, 
insurance payments, and investment management. This includes benefits from growing virtual banking. 

 

Advantages of Financial Technologies in Islamic Banking 

 

Using financial technology in Islamic banking brings several benefits: 

 

A. It helps make banking and financial services more efficient, better quality, and more effective (Phan et al., 
2020; Mónica et al., 2021). 

 

B. It reduces the number of middlemen, lowers service costs, improves access, and makes transactions faster. 
 

C. New tools for managing businesses, marketing, and assessing risks help attract more customers and offer a 
variety of new and innovative services through the Internet, computers, or mobile phones. 
 

D. Encouraging teamwork between banks and regulators has been a priority. Central banks have set up rules 
and guidelines to help oversee and manage fintech activities properly. 
 

E. There are opportunities for research and development focused on creating new financial solutions and 
tools, especially in Islamic banking. These efforts combine Islamic principles with cost-effective practices. 
This helps Islamic banks offer better, more efficient services and become more competitive. 

 
Many Islamic countries, including Malaysia, Indonesia, Turkey, and the Gulf Cooperation Council (GCC) nations, 
have made big progress in using fintech within their Islamic banking systems. 
 
This has greatly helped Islamic banks perform better. Although most Islamic banks have used fintech mainly for 
simple online payments and phone banking, these improvements help them promote their services, improve their 
operations, be more efficient, and compete better in their local markets. Some Islamic banks have changed how they 
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operate, invested in better infrastructure, trained their staff, and formed partnerships with fintech companies 
(Mhadjbia and Berriche, 2022); Pathan, M. S. K. (2022). 

 
Fintech applications in the Islamic banking sector are grouped based on the types of activities done by Islamic and 
financial institutions. These activities include payments and settling transactions through mobile phones and the 
Internet, as well as remote payments and digital processes. Also important are new lending methods, fundraising 
among participants, market lending, and crowd funding. Other supporting activities include electronic networks, 
smart contracts, big data analysis, and digital identity systems. Investment management includes automated services 
and e-commerce tools. Overall, the use of technology in Islamic banking covers a broader range than other areas 
within Islamic finance. It goes beyond traditional areas and opens up new possibilities, especially in regulation, 
auditing, compliance, and governance. 
 
Islamic banks are working closely with fintech companies, both in the Middle East and globally, to push forward 
digital innovation. This is a smart strategy because fintech plays a big part in helping Islamic banks grow and stay 
strong. 
 
But working with fintech companies can be tough for Islamic banks. Most fintech firms focus on traditional banks, 
so there are not many companies offering services that are specifically designed for Islamic finance. These 
specialized fintech solutions are still in their early stages. Still, the need for fintech services and Islamic banking 
solutions is increasing quickly. This demand isn't just for regular banking or online services—it also includes areas 
like wealth management, treasury services, lending, and risk management. 
 
For fintech companies, this rising demand is a big business opportunity. It's a good time to invest in products, 
services, and solutions that follow Sharia law. As more money flows from both banks and fintech firms, Islamic 
banking is likely to see benefits across many areas. 
 
The benefits of fintech in Islamic banking can be broken down into 10 main growth factors: 
 

A. Customer Experience Fintech helps improve the customer experience by making Islamic banking services 
easier to access and more flexible. A better customer experience leads to higher interest and demand for 

digital banking products and services. 
 

B.  Market Timing Customers are changing their expectations, so banks need to quickly develop and 
introduce advanced digital tools. Working with fintech experts helps banks speed up service delivery and 

meet higher customer service standards. 
 

C.  Sharia Compliance Even though Islamic banks are forming partnerships; many small and medium-sized 
banks don’t have the resources to train their tech partners to follow Sharia rules. Fintech partners are 

expected to understand and follow Islamic finance principles. 
 

D.  Scalability: Islamic fintech offers the ability to scale up and manage the growing number of customers. As 
more people use Islamic banking, scalable digital services are needed to effectively meet their needs. 

 
A. Financial inclusion 

 
Islamic banking has greatly expanded access to settlements that are unbanked or underserved by traditional banks. 
Customers who initially did not want to turn to conventional banking services can now take advantage of them, 
leading to significant improvements in financial inclusion in different countries. The inclusion of a wider part of the 
population in banking services is vital for economic development. FinTech has played a key role in accelerating the 
implementation of this program by introducing innovative digital solutions such as digital ingestion, thereby 
supporting banks in their efforts to improve financial inclusion. 

 
B. Future Generations 

 
With a median age of 24, the world's Muslim population is a young and fast-growing community (World 
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Population Review, 2024). Banks need to invest in financial technologies such as mobile banking to meet the 
changing needs of this demographic by integrating apps with third-party services to meet non-banking needs. 

 
C. Access to investments 

 
The growing demand for Islamic banking products is attracting investment in Islamic fintech companies, providing 
excellent capital resources. These investments drive innovation, increasing competitive advantage both locally and 
globally. 

 
D. Investment in research and development 

 
Specialized Islamic fintech companies should strategically focus their R&D investments on priority areas identified by 
Islamic bank clients, paying attention to the specific needs of Islamic finance as a whole. Currently, there is a shortage 
of players offering fintech solutions focused on Islamic banking and the financial sector. Many fintech companies 
initially develop solutions for traditional banks and then adapt them to the requirements of Islamic banking. 
Therefore, the priority is to develop solutions that are closely aligned with Islam. The Principles can expand the 
availability and provision of a wider range of technological solutions for Islamic banking products and services. 

 
E. Fintech Ecosystem in Islamic Banking 

 
With the growing presence of fintech companies in Islamic banking, banks are able to leverage the collaborative 
aspects of the ecosystem. Islamic banks are well prepared to harness the potential of new technologies such as open 
banking, blockchain, artificial intelligence, and others. 
 
The fintech ecosystem, both regional and global, plays a key role, as consumer preferences and needs vary 
depending on the local culture. For example, countries with significant Islamic populations, such as Malaysia, 
Indonesia, Turkey, Iran, Saudi Arabia, Kuwait, and the United Arab Emirates, as well as non-Muslim countries, 
such as the United Kingdom and Germany, offer Islamic banking services. Despite the diversity of customer needs, 
the need for innovation remains similar and is ultimately driven by local requirements 

 
F. Continuous innovation 

 
Islamic fintech players with significant capital resources enjoy a real advantage in continuous investment in innovation. 
In addition, Islamic banks may benefit from exploring strategic partnerships or investments with fintech companies to 
promote and develop innovative long-term solutions. 
 

Challenges of Digital Globalization in Islamic Banking 

 
Despite the benefits of digital globalization, Islamic banking faces several challenges: 

 
A. Limited capital investment in fintech innovation 

 
Equity investments in Islamic fintech are still in their infancy. More than 275 Islamic fintech companies operate 
predominantly in traditional areas such as crowdfunding, deposits, lending, wealth management, payments, and 
alternative finance (World Bank, 2020b); Pathan, M. S. K. (2022). 

 

B. Insufficient attractiveness of qualified personnel: 

Islamic fintech companies are under similar pressure as traditional fintech companies, but the low position of  OIC 
countries in the Global Fintech Index indicates a lack of incentives to attract fintech talent and skills in Islamic 
financial institutions. 
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C. Lack of rules and regulations that would regulate it: 

 
A significant long-term problem is the lack of uniform norms and standards governing the industry. There is a lack 
of globally recognized regulatory bodies, which slows down development. Regulators are usually only involved in 
meaningful activities, as seen in the case of the Central Bank of Malaysia, the Malaysian Securities Commission, the 
Indonesian Financial Authority, and the Central Bank of Saudi Arabia (SAMA) (Dinar Standard and Ellipses, 
2022). 

 
D. Shortage of consumer culture: 

 
There is a lack of consumer culture and awareness of the application of fintech in Islamic banking (Rafika & 
Soraya, 2021); Pathan, M. S. K. (2022). This deficit also extends to market knowledge of Shariah-compliant 
products and services. 
 
Fierce competition from non-banking companies, especially big tech companies: non-banking, especially big tech 
companies like Amazon, Facebook, and The Book and Apple became serious competitors. They offer specific 
financial opportunities. Services such as electronic money transfers are positioning themselves as financial 
intermediaries, taking advantage of the rapid evolution of financial digitalization. Effectively addressing these 
challenges requires the involvement of central banks, official supervisors, and regulators. Cooperation with other 
organizations providing public services in interconnected networks is necessary to improve efficiency, accelerate the 
implementation of financial systems, and integrate them with the services provided by the Ministry of Finance, the 
Ministry of Internal Affairs, and the Central Bank, such as data updates, payment of bills, and public payment 
services. In terms of competition, Islamic banks can meet these challenges by partnering with fintech companies, 
especially in e-commerce and financial payments. Developing apps that reduce costs, expand the customer base, and 
create new business models is crucial. 

FINANCIAL INCLUSION AND THE CHALLENGES OF ISLAMIC BANKING 

 
This section defines financial inclusion, describes its goals, and discusses its meaning, as well as related fintech tools 
and strategies. Problems specific to Islamic banking are also considered. 
 

Definition of Financial Inclusion 

 
Financial inclusion refers to the ability of individuals, companies, and business organizations to receive and receive 
financial products and services at affordable prices tailored to their needs. Its goal is to ensure timely and sufficient 
access to financial and credit services, especially for vulnerable and low-income groups, at reasonable costs and 
interest rates (World Bank, 2020b); Pathan, M. S. K. (2022).  in a low-cost, fair, and transparent way to all 
segments of society, especially those with limited incomes, as provided by service providers (Derradji and Widad, 
2023). The Organisation for Economic Co-operation and Development (OECD) adds another dimension by 
focusing on services and products that are readily available and subject to appropriate time and price controls. It 
also includes expanding the coverage of services through innovative methods such as financial awareness and 
education, to promote financial well-being and socio-economic inclusion (OECD, 2019). services at reasonable 
prices with a sense of responsibility and sustainability, avoiding temporary solutions and covering all financial 
services, not just banking (World Bank Group, 2020). Thus, financial inclusion encompasses three dimensions: 

 
A. Easy access to financial services: This refers to the accessibility and convenience of access to service delivery 

channels. Financial digitalization has facilitated access by removing barriers in time and place. Traditional 
bank branches are no longer required, as customers can use mobile phones and online applications to 
securely and conveniently access services around the clock. 

B. Offer affordable services: Prices for financial services should be reasonable for customers to use them. Metrics to 
measure the use of financial services include the number of mobile payment transactions, the percentage of adults 
with at least one regular deposit account, and the number of non-cash business transactions per person. 
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C. Quality of financial services: Services must respond to customer needs promptly. Indicators to assess the quality 
of financial services include the availability of bank accounts, especially for low-income people. Transparency is 
essential for service providers to provide customers with accurate and understandable information about their 
services.  Laws and regulations are created to protect consumer rights. In addition, encouraging clients to manage 
their finances properly helps them avoid informal channels without oversight and charge excessive fees (Yasmina 
and Mohammed, 2021). Figure 1 illustrates the three dimensions of financial inclusion. 

D. Figure 1. 

 

 

 

Financial inclusion aims to make financial products and services accessible and accessible to all individuals and 
companies, regardless of their wealth or the size of the company. Its goal is to remove barriers that prevent people 
from participating in the financial sector and using financial services to improve their lives. Financial inclusion 
advocates for the provision of banking services in a cost-effective and easily accessible way, especially for those who 
are unbanked or have difficulty accessing banking and financial services. These efforts provide them with the 
opportunity to participate in the formal financial system. The provision of barrier-free savings accounts and low-
cost transactional accounts paves the way for broad financial inclusion for vulnerable and marginalized segments of 
society, promoting savings and improving financial security. Achieving financial inclusion in Islamic banking 
depends on the development of innovation and related financial products and services that improve access 
opportunities for all social groups and segments (Haridan et al., 2020). 
 

Financial inclusion goals 

 
The goals of financial inclusion are twofold: to integrate segments that do not interact with banks and suffer from 
financial deficits, to provide them with sustainable financial services, and to remove barriers to the supply and 
demand of financial and banking services. These barriers include high account opening costs, documentation 
requirements for financial products and services, lack of financial education, and insufficient financial literacy. The 
promotion of digital financial inclusion opens up new horizons for both traditional and Islamic banks, allowing 
them to reach many customers without financial services. This is achieved through digital technologies and multi-
channel access platforms for digital transactions, allowing customers to make payments, transfers, and store 
electronic value. Devices such as mobile phones, digital financial instruments such as payment cards connected to 
digital terminals, merchants, and digital financial services provided by banks and non-bank institutions are 
contributing to the expansion of financial inclusion of excluded and underserved people. 
 
Planned business models, regulatory policies, open banking, and new payment methods are also impacting financial 
inclusion, expanding the scope and depth of financial services. The growth of open banking services contributes to 
digital financial inclusion. Significant advances in financial inclusion include artificial intelligence used in auditing 
and oversight, big data, and blockchain technologies that act as an immutable ledger of information and 
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transactions. Biometric measurement methods determine a user's identity, and alternative authentication methods, 
such as iris and facial recognition, provide fast online access to financial products and services via the internet, 
smartphones, mobile devices, and digital networks. 

The Importance of Financial Inclusion 

 
Numerous rationales and benefits highlight the importance of financial inclusion, including the following (Derradji 
and Widad, 2023): 

 
A. Reducing poverty and inequality: Financial inclusion provides marginalized people and low-income groups 

with access to formal financial services such as savings, credit, and insurance. By providing them with tools 
to manage finances and invest in income-generating activities, financial inclusion can reduce poverty and 
reduce income inequality. 

B. Stimulate economic growth: Greater financial inclusion allows more people to actively participate in the 
economy, leading to higher levels of savings, investment, and entrepreneurship. This, in turn, contributes to 
economic growth and stability in both local and national economies. 

C. Support for small businesses: Small businesses often have difficulty obtaining credit from traditional banks. 
Financial inclusion can introduce innovative lending models and online platforms that offer the necessary 
financial solutions to grow entrepreneurs' businesses. 

D. Empowering the vulnerable and marginalized: Financial inclusion initiatives targeting women can improve 
gender equality and economic expansion. Access to financial services allows women to manage their resources 
more effectively, leading to benefits such as better educational opportunities, better health, and a greater role in 
household decision-making 

E. Encourage and drive innovation: Financial inclusion drives innovation in the banking and financial sectors, 
leading to the development of new technologies and fintech solutions that target vulnerable and underserved 
groups. These innovations benefit the financial system as a whole, leading to progress and improvements in 
financial services. 

F. Promoting digital inclusion: As technology plays a key role in financial closure, improved access to digital 
financial services also contributes to digital inclusion. This enables greater participation in the digital 
economy, highlighting the significant role of technology in modern financial inclusion efforts. 

 

 
Tools and methods in fintech to achieve financial inclusion 

 
Several technological tools are improving financial inclusion in the banking sector. Modern innovations have used 
these tools to better serve merchants and businesses: 

 
A. Mobile banking services 

 
Mobile banking apps offer a wide range of services, including account management, money transfers, bill payments, 
and loan processing. These simple apps are available around the clock, allowing people to transact financially from 
their smartphones without having to go to bank branches. For example, in 2021, 46% of US households used 
online payment services, offering a variety of cashless transaction options. However, there are significant differences 
between countries in the prevalence of non-monetary transactions. While Sweden leads by a wide margin 

As 90% of transactions are cashless, Germany uses cash more than any other G7 economy, showing a cashless 
payment ratio of 40% in 2020. In the developing country of Saudi Arabia, the level of non-cash payments to 
consumers is 57%, slightly higher than the average of 56% in some G20 countries (Saudi Central Bank, 2021). 
Mobile wallets allow users to store money on Italian pages and make payments through smartphones. Contactless 
payment methods such as Near Field Communication (NFC) and Quick Response (QR) codes offer fast and 
secure payment options, especially at retail locations, reducing the risks associated with transporting money. 

 
B. Agency Banking 
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Fintech models use agent banking, equipping agents with mobile devices and software to act as intermediaries for 
financial institutions in remote regions where a traditional branch is not possible. These agents offer services such as 
account opening, deposits, withdrawals, and money transfers to people who don't have easy access to traditional 
banks. 

 
C. Online lending platforms 

 
Fintech lending platforms directly connect lenders and borrowers through online platforms. Borrowers can apply 
for loans, and lenders assess their creditworthiness through data analysis and alternative credit scoring. These 
platforms simplify the lending process and increase access to credit for individuals and companies excluded from 
traditional banks due to qualification requirements and restrictions. 

 
D. Blockchain and cryptocurrencies 

 
Blockchain technology works as a decentralized and immutable ledger for secure financial transactions. 
Cryptocurrencies allow people who do not have access to traditional banking services to participate in the digital 
economy by providing an alternative to traditional banking systems. These technologies are seen as solutions to 
improve transaction speeds, mitigate problems with weak national currencies, and increase the accessibility of 
financial systems, especially in developing countries. 

 
E. Financial Education Apps 

Financial education apps and online platforms offer interactive and engaging content to improve basic knowledge of 
financial and banking principles, thereby promoting financial education and awareness. Users can access modules 
covering basic topics such as budgeting tools, investment techniques, and strategies to better understand financial 
concepts, allowing them to make informed financial decisions. In addition, improving financial education and 
literacy can encourage financial service providers to develop products that increase savings rates and reduce defaults 
and defaults. 

 
f. Crowdfunding 

 
Like peer-to-peer lending, crowdfunding allows people from different regions to jointly support specific projects or 
events through donations or capital contributions. Crowdfunding platforms allow startups, social projects, and 
individuals to easily raise funds, expanding access to capital beyond traditional methods for entrepreneurs and 
initiatives aimed at positive impact. 
 

Islamic Banking and Financial Inclusion 

 
Islamic banking and finance approaches financial inclusion through two main approaches: first, by promoting risk-
sharing contracts as an alternative to traditional debt financing, and second, by introducing special mechanisms for 
the redistribution of wealth in society. Using risk-sharing financing instruments such as SME financing, 
microinsurance, and Sharia microfinance, Islamic banking promotes financial inclusion. In addition, additional 
redistributive instruments such  as Qard al-Hassan (charitable distribution), Sadaqat (charity), Waqf (Islamic 
donations) and Zaq aim to reduce poverty and strengthen economic strength. Islamic banking significantly 
contributes to financial inclusion by offering attractive alternative products to borrowers in small and micro-
producing sectors sectors (Akhter et al., 2019). Empirical studies have shown that Islamic banking practices have 
been effective in increasing financial inclusion, especially among those with strong religious affiliations (Khmous & 
Besim, 2020; Kilic and Türkan, 2023); Pathan, M. S. K. (2022). In conclusion, Islamic financial institutions are in 
a better position than conventional banks to achieve the goals of financial inclusion, due to their foundation in the 
principles of equality and social justice embedded in the concept and doctrine of Islamic finance. 

Challenges of Financial Inclusion for Islamic Banking 
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Islamic banking faces the following challenges in the pursuit of financial inclusion (Muneeza & Zakariyah, 
2021; Joty, 2021; Beik and Arsyianti, 2021): 

 
A. Over-indebtedness and exploitation risk: Financial inclusion can be associated with risks such as over-

indebtedness and potential exploitation by unscrupulous lenders. Data privacy issues also arise when using 
digital financial services. 

B. Lack of knowledge and awareness: One of the main challenges is the lack of knowledge and knowledge 
about formal financial services, especially in rural and marginalized areas. Cultural and social norms can 
influence financial behavior and trust in formal financial systems. 

C. Regulatory barriers and policies: Regulatory barriers and government policies can prevent financial 
institutions from serving low-income customers and entering underserved markets. These barriers 
contribute to social and economic inequalities, and women and marginalized groups face greater difficulties 
in accessing financial resources. 

D. Market Data and Information: The lack of market data and information about people who do not interact 
with banks or are unbanked makes it difficult to develop specific financial inclusion strategies. Geopolitical 
challenges and disputes can also disrupt financial infrastructure and stability in some regions. 

E. Privacy and security issues: Privacy and security issues hinder the adoption of digital financial services, especially 
in regions with insufficient data protection measures. Some people may refuse to participate financially due to a 
lack of trust in digital services. 

F. Regulatory issues of digital financial inclusion: Digital financial inclusion poses regulatory challenges such 
as combating money laundering, terrorist financing, electronic money regulation, consumer protection, 
regulation of payment systems, and competition. Effective communication and cooperation between local 
and international regulators are crucial to create adequate legislation and control in the field of digital 
financial inclusion. 

CONCLUSION AND RECOMMENDATIONS 

 
The main goal of this chapter was to identify the role of fintech and digital globalization in Islamic banking and 
discuss the main challenges on the way to achieving financial inclusion. Ways to respond to these issues from an 
institutional, regulatory and technical perspective were also considered. Quality of services, to meet the needs of the 
client with viable alternatives and competitive solutions, while adhering to the principles and regulatory standards in 
accordance with Shariah. 
 
The head concludes that Islamic banking has successfully improved its banking services -thanks to financial 
technology, despite the difficulties. The Company uses these achievements to achieve financial inclusion goals and 
provide digital banking services tailored to customer needs. This underscores the need to develop digital capabilities, 
improve infrastructure, and invest in human resources. The sector is effectively using a variety of digital tools and 
methods to advance financial inclusion efforts. 
 
Significant technological advances in big data, artificial intelligence, cloud computing, and blockchain have prompted 
Islamic banking institutions to strengthen their competitive capabilities in this new environment. They are quick to 
respond to these advancements in fintech, constantly striving to improve their offerings in a more sustainable and 
diverse way. 
 
The chapter highlights a number of challenges related to digital globalization for Islamic banking, including insufficient 
capital investment in new fintech innovations, lack of incentives to attract skilled workers, lack of standardized 
management systems, low consumer awareness and increasing competition from fintech companies. Despite these 
difficulties, they are seen as opportunities for Islamic banking. Addressing each challenge positively and finding 
alternative solutions can enable Islamic banking institutions to strengthen their competitiveness and promote growth. For 
example, despite strong competition from fintech companies Pathan, M. S. K. (2022), it also gives Islamic banks the 
opportunity to innovate and increase their competitive advantage in a dynamic market environment alongside traditional 
partners and competitors. Some key recommendations that can be adopted to promote a dynamic and inclusive 
Islamic banking sector include: 
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Islamic banking should prioritize the development of service delivery, moving from traditional methods to modern 
digital technologies. These changes require improvements in the technological infrastructure of  Islamic banks. 

 The integration of fintech into Islamic banking should contribute to economic growth by stimulating 
entrepreneurship, increasing savings and expanding investment opportunities. Such an approach can create jobs, 
increase productivity and contribute to the achievement of the Sustainable Development Goals. 

 Demand for Islamic banking services is expected to grow rapidly, with specialized Islamic fintech companies 
striving to meet changing customer expectations. These companies must focus on innovation, collaborate in 
networks, and offer end-to-end solutions. A diverse mix of fintech players can effectively span the digital 
banking value chain, contributing to a sustainable ecosystem both regionally and internationally. 

 Islamic fintech companies should focus on key areas such as digital infrastructure, process automation, and the 
digitalization of wealth management (including robotic consulting and digital lending). In addition, specialized 
areas such as Islamic treasury, sukuk (Islamic bonds), and takaful (Islamic insurance) offer promising 
opportunities for innovation in fintech. 

 Governments play a key role in promoting financial inclusion through supportive policies and regulatory 
frameworks. Effective implementation measures should reduce barriers and incentivize Islamic banks to serve 
marginalized groups. Governments can also improve financial literacy and invest in digital infrastructure to 
support these efforts. 

 Islamic banking institutions should put financial inclusion at the centre of their policies, ensuring access to 
adequate financial services for all people, especially vulnerable groups. Special programs should facilitate access 
to services such as savings accounts, credit services, insurance, and digital payments, allowing people to 
effectively manage their finances within the formal financial system. 

 The future of digital financial inclusion depends on innovations in financial technology, including artificial 
intelligence and blockchain. It is crucial to prioritize data privacy, information security, and the responsible use 
of these technologies. Coordinated policies and governance frameworks at the local and global levels are 
essential to protect the interests of consumers. 

 New fintech companies must fill market gaps with robust business models that put customer needs ahead of 
intermediaries. Islamic banks need to improve their digital services to meet changing consumer expectations and 
improve the overall customer experience. 

 Accelerating the adoption of modern digital financial technologies requires upskilling human resources through 
education and training. Higher education institutions should work closely with Islamic banks to train graduates 
with skills in both Islamic finance and technological advancement, providing a competitive advantage to Islamic 
banking institutions. 
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