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ABSTRACT 
This study analyzes the role of fintech in enhancing the global 
stability of the Islamic financial system and explores the integration 
of fintech-based digital banking within it. The research also 
investigates the challenges developing countries face in adopting 
Sharia-compliant fintech solutions, as well as the impact on economic 
growth and the stability of the Islamic financial sector. A literature 
review methodology is employed, analyzing secondary data from 
books, articles, and academic papers to examine the intersection of 
fintech, financial stability, and Islamic banking. The study focuses on 
fintech's potential to overcome geographical and operational 
barriers within the Islamic financial sector. The integration of fintech 
in Islamic banking improves operational efficiency, reduces costs, and 
expands access to financial services, especially in remote or 
underserved communities. By enhancing transparency and efficiency, 
fintech strengthens the stability of the Islamic financial system. The 
findings suggest that fintech’s ability to offer cost-effective solutions 
is well-aligned with the principles of Islamic finance, supporting a 
more inclusive and sustainable banking model. Despite the benefits, 
challenges remain, including regulatory issues, Sharia compliance, 
and technological adoption in developing countries. Future research 
could involve field data or case studies to address the practical 
challenges of fintech integration. This study contributes to 
understanding how fintech can enhance the stability of the global 
Islamic financial system, improve financial inclusion, and reduce 
operational costs. It offers valuable insights for policymakers and 
financial institutions seeking to promote the adoption of Sharia-
compliant fintech solutions. 
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Introduction 
The development of Islamic banking in countries with a majority Muslim population, such 

as Indonesia and Malaysia, has shown significant progress. However, this sector still faces 
several major challenges that need to be addressed in order to enhance financial inclusion, 
particularly in rural areas and underserved communities. One of the main challenges is the 
low level of financial literacy and understanding of Islamic financial products, such as 
murabahah and ijarah (Fathihani, Wafi, and Rosdiana 2025). In addition, the high operational 
costs associated with Islamic banking, related to the necessity of Sharia compliance, present 
another obstacle to expanding services. Therefore, optimizing digital Sharia banking services 
through fintech innovation becomes highly relevant in extending financial access, 
particularly in areas that are difficult to reach conventionally (Fitri et al., 2025). 

Various studies have shown that financial technology (fintech) can play a crucial role in 
overcoming the challenges faced by Islamic banking. Fintech has the potential to improve 
operational efficiency and broaden financial access for underserved communities. According 
to Bulatova et al (2019), the integration of fintech within Islamic banking systems not only 
enhances efficiency but also ensures that financial products remain compliant with Sharia 
principles. However, despite the promising potential of fintech, its implementation in Islamic 
banking in many developing countries is still hindered by regulatory issues, oversight, and 
inadequate technology adoption. 

This study aims to analyze the role of fintech in enhancing the stability of the Islamic 
financial system globally, and to explore the model of digital banking integration based on 
fintech within the Islamic financial system. Additionally, this research seeks to identify the 
challenges faced by developing countries in adopting Sharia-compliant fintech innovations 
and their impact on economic growth and financial stability. The primary goal of this study is 
to contribute to the development of more inclusive, efficient, and sustainable digital Islamic 
banking services through the integration of fintech. 

In light of the challenges present in the Islamic banking system, the use of fintech can 
serve as a relevant and effective solution to accelerate financial inclusion in developing 
countries. Given that fintech can provide cost-effective technological solutions, this study 
argues that the integration of fintech within Islamic banking will support the stability of the 
global Islamic financial system. If applied properly, this technological innovation will create a 
more inclusive, transparent, and efficient financial system, ultimately improving the 
competitive edge of Islamic banking in the increasingly competitive global market. 

 

Methods 
A literature review methodology is employed, analyzing secondary data from books, 

articles, and academic papers to examine the intersection of fintech, financial stability, and 
Islamic banking. The study focuses on fintech's potential to overcome geographical and 
operational barriers within the Islamic financial sector. 

 

Result 
The literature on fintech reveals that it is a rapidly growing phenomenon, focusing on the 

use of technology within the financial sector to improve the efficiency and accessibility of 
financial services. Fintech includes various services such as digital payments, peer-to-peer 
lending, and crowdfunding (Giglio 2021). Research shows that fintech is considered a game-
changer in the financial sector, offering quicker and cheaper alternatives compared to 
traditional banking services (Artha and Jufri 2020). The data from various studies also 
indicates that fintech can address the lack of financial access, particularly in underserved 
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areas where conventional banks have limited reach (Takeda & Ito, 2021). 
Fintech, according to the literature, focuses on empowering individuals and businesses 

to access financial services more easily through technology. One of the primary features of 
fintech is its ability to bring down transaction costs and reduce the time required for 
financial transactions, including money transfers, investments, and lending. For example, 
digital payment services simplify transactions that were previously complex and time-
consuming, while peer-to-peer lending platforms open up access to credit for individuals 
who were not previously served by financial institutions (Giglio 2021). Research also 
suggests that fintech provides a more inclusive financial solution, especially for individuals 
who lack access to formal financial services (Artha and Jufri 2020). 

The relationship between the descriptive and explanatory data here highlights how 
fintech, as a concept that is transforming the financial sector, is highly relevant to the 
research problem discussed. One of the major challenges in Islamic banking is the limited 
reach to a wider audience, particularly in rural areas. With the adoption of technologies 
offered by fintech, such as digital payment apps and online lending platforms, the Islamic 
banking system can overcome geographical and operational barriers, while offering financial 
products that are more easily accessible to communities that were previously underserved. 

The literature on financial stability emphasizes that it is a critical factor in preventing 
economic crises and ensuring the smooth functioning of the economy (Sassi and Kinski 
2020). In many studies, financial stability is measured by indicators such as capital adequacy 
ratios, asset quality, and market liquidity (Abidi, Nsaibi, and Regaieg 2020). A stable financial 
system is capable of absorbing shocks and supporting long-term economic growth, which is 
crucial for maintaining market confidence. Studies show that Islamic financial systems may 
offer greater stability than conventional systems due to their avoidance of interest-based 
debt, which is more vulnerable to financial crises (Belouafi, Bourakba, and Saci 2015). 

Financial stability is not solely dependent on the performance of individual banks but 
also on the overall stability of money markets, effective regulation, and the interactions 
between various economic actors Abidi et al. (2020). In the context of fintech, the literature 
shows that digital transformation in Islamic banking can enhance transparency and 
efficiency in financial operations, which in turn contributes to the overall stability of the 
financial system. This stability can also be influenced by the implementation of proper 
regulatory frameworks that ensure technological innovations remain safe and sustainable 
(Sassi and Kinski 2020). 

The relationship between the descriptive and explanatory data here illustrates how 
financial stability is directly tied to the application of fintech in Islamic banking. By improving 
transparency, lowering costs, and enhancing efficiency, fintech can strengthen the stability 
of the Islamic financial system. The integration of technology in Islamic banking allows for 
better risk management, which ultimately contributes to long-term stability within the 
system. 

The literature on digital Islamic banking reveals that the digital transformation in Islamic 
finance focuses on applying technology that aligns with Sharia principles. Digital Islamic 
banking offers a variety of financial products and services that comply with Islamic law, such 
as murabahah, ijarah, and istisna, which can be accessed through digital platforms  (Hasan et 
al., 2020). Studies indicate that digital Islamic banking can enhance financial access for 
communities that have been previously excluded from traditional banking services. 

Digital Islamic banking enables customers to access Sharia-compliant financial services in 
a more convenient and efficient manner. Technologies such as digital banking applications 
and QR code-based payment systems allow users to conduct financial transactions without 
needing to visit a physical bank branch. Furthermore, this digital transformation introduces 
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more transparent and cost-effective business models, increasing the competitiveness of 
Islamic banking in the global market (Hasan et al., 2020). 
The relationship between the descriptive and explanatory data here demonstrates how 
digital Islamic banking holds the potential to address challenges faced by the Islamic 
financial system. By leveraging digital technology, Islamic banking can overcome 
geographical constraints and high operational costs while improving financial inclusion. This 
digital transformation also presents an opportunity to create a more efficient, transparent, 
and Sharia-compliant financial system. 

Fintech, short for financial technology, refers to the use of technology to provide 
efficient and innovative financial services. Fintech encompasses a variety of technological 
applications within the financial sector, such as digital payments, peer-to-peer lending, and 
investment platforms (Madir 2021). According to Zavolokina, Dolata, and Schwabe (2017), 
fintech can be understood as the intersection between the financial sector and information 
technology, which creates innovations that change the traditional ways financial services are 
provided. This technology simplifies access to financial services, reduces operational costs, 
and increases efficiency. As technology continues to evolve, fintech remains a dominant 
force globally, greatly impacting traditional financial systems (Serbulova 2021). 
Fintech can be categorized into several sectors, including payments, lending, insurance, and 
wealth management (Mulyk and Oliinyk 2021). One notable manifestation of fintech is the 
emergence of "neobanks" or banks without physical branches, which utilize digital 
platforms to provide banking services. According to  Martinčević et al., (2020), neobanks 
offer more efficient services through mobile applications that are easily accessible. Another 
key sector is blockchain, which has the potential to improve transaction transparency and 
security (Pasterny 2021). With the rise of different fintech categories, it becomes clear that 
financial technology not only provides convenience but also presents challenges to 
traditional banking systems. 

Financial stability is the condition in which the financial system operates efficiently, 
facilitating economic growth, and can absorb shocks or crises without causing significant 
harm to the economy (Abidi, Nsaibi, and Regaieg 2020). According to (Sassi and Kinski 2020), 
a stable financial system is capable of managing risks and supporting long-term economic 
development. This stability is especially important in the context of Islamic banking, which 
follows different principles than conventional banking systems. Studies show that Islamic 
financial systems may offer better stability than conventional systems due to their 
avoidance of interest-based debt, which is more vulnerable to financial crises (Belouafi, 
Bourakba, and Saci 2015). 

In the context of financial stability, several indicators are commonly used, including 
market liquidity, bank capital adequacy ratios, and policies related to monetary and fiscal 
stability (Askari et al., 2012). Research by Abidi et al. (2020) shows that the stability of Islamic 
financial systems can be measured using indicators such as the financing-to-funding ratio 
and non-performing financing (NPF) ratios. Moreover, external factors such as commodity 
price fluctuations and global economic policies also affect stability. In Islamic finance, the 
use of risk-sharing instruments like mudharabah and musharakah further strengthens the 
system's resilience (Askari et al., 2012). 

Digital Islamic banking refers to the use of technology to provide Islamic financial 
services through digital platforms, enabling access to financial services anytime and 
anywhere (Hariaha and Kulish 2019). According to Deshpande (2018), digital banking 
involves the use of internet-based applications for transactions, account management, and 
obtaining other banking products and services. This digitalization also includes systems like 
mobile banking, internet banking, and financial apps, aimed at improving efficiency and 
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convenience for customers. With the increasing adoption of technology, digital banking has 
become a crucial component of the global financial system  (Drobotya and Brazhnyk 2021). 

Digital Islamic banking can be categorized into several forms, including mobile banking, 
e-wallets, and banking services based on applications. According to  Mbama et al. (2018), 
mobile banking facilitates account access through mobile devices, while e-wallets allow for 
online payments and transactions using digital wallets. The digital transformation in banking 
also includes the integration of payment systems like QR codes and blockchain (Semenog, 
2021). In Islamic banking, this digitalization enables greater access to Sharia-compliant 
financial services that are more inclusive and transparent. 

Discussion  

One of the most striking findings of this research is that fintech does not only have the 
potential to expand access to Sharia banking services but can also fundamentally transform 
the stability of the Islamic financial system. The research discovered that the application of 
fintech in Islamic banking can significantly reduce operational costs and overcome 
geographical limitations that hinder financial services in remote areas. Moreover, the 
integration of fintech can create a more transparent and efficient financial ecosystem, which 
was previously considered challenging to achieve within the framework of Sharia banking. 
This finding reveals that fintech can act as a catalyst that dramatically changes the landscape 
of global Islamic finance. 

This study aligns with previous research conducted by Saba et al. (2019), which shows 
that fintech can improve financial inclusion in developing countries, particularly through 
cost-effective and efficient solutions. Additionally, research by Rabbani et al. (2020) 
emphasizes fintech’s potential to improve Sharia banking services but also highlights 
significant challenges regarding Sharia compliance that need to be addressed. The strength 
of this study lies in its emphasis on the integration of fintech to enhance the stability of the 
Islamic financial system through digitalization, while other studies have focused more on 
regulatory challenges and compliance issues. This provides a significant contribution to 
understanding how financial technology can serve as a practical solution rather than just a 
challenge. 

The results of this study demonstrate that the objective of enhancing the stability of the 
Islamic financial system can be achieved through the integration of fintech. The use of digital 
technology, such as banking applications and digital payments, offers immense potential to 
expand financial access, especially in underserved regions. This reflects the substantial 
benefits of this research, which are not only relevant for the Islamic banking sector but also 
applicable to global financial inclusion policies. The increasing number of users of Sharia-
compliant fintech services indicates a strong demand for financial products based on Islamic 
principles, which could have a positive impact on the global economy. 

The implications of this research are highly significant for Islamic banking policies and 
fintech development. As the stability of the global financial system becomes increasingly 
important, the integration of fintech into Sharia banking systems will help improve efficiency 
and inclusion, thereby reducing the instability typically seen in conventional financial 
systems. Governments and regulators must consider developing policies that support the 
adoption of Sharia-compliant fintech solutions, which will strengthen the competitiveness of 
the Islamic financial industry in the global market while ensuring that the products remain 
compliant with Sharia principles. The research findings reflect the reality that fintech plays a 
crucial role as an agent of change in the financial system, particularly in improving financial 
inclusion among underserved populations. This is because fintech offers more accessible, 
cost-effective, and user-friendly financial products, especially for those in remote areas. The 
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integration of technology into Islamic banking also provides a solution to the issues of high 
operational costs and administrative complexity that traditional Sharia banking systems 
face. Therefore, these findings indicate that fintech integration is the right step to enhance 
the stability of the Islamic financial system. 

Based on the findings of this research, it is essential for stakeholders in the Islamic 
banking sector to accelerate the adoption of digital technologies that are compatible with 
Sharia principles. The first step should be strengthening partnerships between Islamic banks 
and fintech companies to expand the availability and reach of Sharia-compliant digital 
banking products. Furthermore, regulators should create clear regulatory frameworks to 
ensure that fintech solutions are implemented in accordance with Sharia law while 
maintaining financial system stability. These actions will help speed up financial inclusion and 
contribute to the long-term sustainability of the Islamic financial system. 

Conclusion 

One of the most surprising findings of this research is that fintech not only has the 
potential to expand access to Islamic banking services but also significantly transforms the 
stability of the Islamic financial system. The study found that the implementation of fintech 
in Islamic banking can significantly reduce operational costs and overcome geographic 
barriers that have previously limited the reach of financial services in remote areas. 
Additionally, the integration of fintech can create a more transparent and efficient financial 
ecosystem, something that was once considered difficult to achieve within the framework 
of Islamic banking. This finding demonstrates that fintech can act as a catalyst that changes 
the global Islamic financial landscape. 

This research makes a significant theoretical contribution by enhancing the 
understanding of how fintech can optimize the role of the Islamic financial system in 
promoting global financial inclusion. Practically, the findings provide direction for Islamic 
financial institutions to explore collaborations with fintech companies to develop more 
inclusive and affordable Sharia-compliant financial products. Furthermore, this research 
introduces new insights into how technology integration can improve the stability of the 
financial system within an ethical framework, paving the way for further research in Islamic 
economics and financial technology. 

While this research provides valuable insights into the role of fintech in strengthening 
the Islamic financial system, there are several limitations to consider. This study relies solely 
on a literature review, and empirical data or interviews with stakeholders from the Islamic 
banking and fintech sectors were not included. Therefore, future research could develop a 
more comprehensive approach by collecting field data through surveys or case studies to 
gain broader perspectives on the challenges and opportunities associated with fintech 
integration in Islamic banking. Further studies could also explore the social and economic 
impacts of Sharia-compliant fintech adoption in developing countries and identify policies 
that could accelerate the implementation of this technology in the Islamic financial sector.. 
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