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Abstract  
The purpose of this research is to explore the opportunities and challenges faced by the Islamic finance industry in 
adopting digitalization in the Industry 5.0 era. Digitalization offers many opportunities for the Islamic finance 
sector, such as increasing financial inclusion, expanding access to financial services, and reducing operational costs. 
Through the use of technologies such as blockchain, artificial intelligence, and fintech applications, transactions 
become faster, safer, and more efficient, which ultimately encourages the innovation of more inclusive Islamic financial 
products. However, significant challenges remain, including unclear regulatory issues in many Muslim-majority 
countries, as well as data security and user privacy protection issues that are increasingly important in the digital 
world. This study uses a mixed approach, combining qualitative and quantitative analysis to assess the impact of 
digitalization on operational efficiency and Islamic financial inclusion. The results show that while digitalization 
can accelerate the growth of the Islamic financial sector, effective oversight and the implementation of a clear Islamic 
framework are still needed to ensure adherence to Islamic principles. The implications of these findings show the 
importance of clear regulations and consistent sharia standards to maintain the integrity of the Islamic finance 
industry in this digital age. 
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INTRODUCTION  

The Islamic finance industry, with its principles emphasizing social justice and welfare, 

faces great challenges in adopting digital technologies, especially in the context of the changes 

triggered by Industry 5.0. In this era, advanced technologies such as artificial intelligence (AI), 

blockchain, and the Internet of Things (IoT) are the key elements that are changing the face of the 

financial industry. Digitalization offers great opportunities for the Islamic finance sector, especially 

in improving operational efficiency, expanding financial inclusion, and providing wider access to 

financial services, especially for the micro, small and medium enterprises (MSMEs) sector that 

previously struggled to access financing. The use of blockchain technology, for example, allows for 

more transparent and secure transactions, in accordance with sharia principles that prioritize justice 
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(Wahyudi et al., 2025). However, significant challenges remain, especially related to the digital 

literacy gap among people, especially in less developed regions (Kamdzhalov, 2020). 

In addition, clear and standardized regulation in the use of technology in the Islamic finance 

sector is also an important issue. Many countries with large Muslim populations still face a lack of 

regulations governing the use of digital technology in Islamic financial services. This affects 

innovation and technology adoption in the sector. In research conducted by Priyana et al. (2024), 

it was found that the success of digital transformation in Islamic financial institutions is highly 

dependent on a deep understanding of Islamic principles and appropriate regulations to maintain 

the integrity and sustainability of the Islamic financial system (Priyana et al., 2024). Additionally, it 

is important to ensure that product and service innovations do not conflict with Islamic law, such 

as avoiding riba (interest) and gharar (uncertainty). 

Going forward, digital technologies such as fintech, blockchain, and artificial intelligence 

offer great opportunities to develop more innovative products and services in the Islamic finance 

sector. For example, sharia crowdfunding and e-waqf are effective means to increase access to 

financing for the MSME sector, which has great potential in increasing financial inclusion. 

However, to ensure the success of digitalization in the Islamic finance industry, cooperation 

between various parties—governments, regulators, financial institutions, and the public—is needed 

to create a clear regulatory framework, improve digital literacy, and integrate sharia principles in 

every technological innovation implemented. 

This research offers a new contribution by identifying and analyzing the opportunities and 

challenges faced by the Islamic finance industry in adopting digital technology in the Industry 5.0 

era. The main novelty of this research is the focus on the integration of advanced technologies 

such as artificial intelligence (AI), blockchain, and the Internet of Things (IoT) in the Islamic 

financial sector, taking into account the sharia principles that underlie its operations. This research 

delves deeper into how digital technologies, especially blockchain and fintech, can improve 

operational efficiency, expand financial inclusion, and provide wider access to financing for 

MSMEs, which have struggled to access conventional financial services. In addition, this study 

introduces the concept of "sharia-compliant fintech" that combines technological innovation with 

the principle of justice in finance, as seen in sharia crowdfunding applications and e-waqf, which 

were previously less paid attention to in the literature related to the digitization of Islamic finance. 

The study also highlights challenges that have not been widely discussed, such as the digital 

literacy gap among the public, which hinders the adoption of digital technology in the Islamic 

finance sector, especially in areas with limited access to technology. By examining the regulatory 

aspects that are still not standardized in many Muslim-majority countries, this study proposes the 

urgent need to develop clearer regulations in accordance with sharia principles in order to support 

innovation and adoption of digital technology in this sector. Another novelty offered is the 

development of a framework that allows the integration of digital technologies in the Islamic 

finance sector without sacrificing the underlying sharia principles. 
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METHOD 

This study uses a mixed-method approach, which combines qualitative and quantitative 

analysis to explore the impact of digitalization on Islamic financial services. Data were obtained 

from relevant literature, in-depth interviews with industry experts, and surveys of users of Islamic 

financial services in Indonesia. Data collection techniques include interviews with decision-makers 

in Islamic banks, fintech players, and regulators to gain first-hand perspectives on the 

implementation of technology in Islamic financial services. Quantitative data was collected through 

surveys that assessed the impact of digitalization on financial inclusion, digital service use, and 

compliance with sharia principles. Data analysis was carried out using regression to assess the 

influence of digitalization on Islamic financial performance and financial inclusion. 

Several previous studies have used a similar mixed approach to explore digital transformation 

in finance. For example, Imronudin and Hussain (2016) used a mixed approach to analyze client 

preferences towards Islamic finance contracts in Islamic rural banks, which included quantitative 

data and qualitative interviews (Imronudin & Hussain, 2016). In the research conducted by Priyana 

et al. (2024), quantitative and qualitative data were used to assess the challenges and opportunities 

of digitalization in Islamic finance, which is highly relevant to the context of digital transformation 

in the Islamic finance industry (Priyana et al., 2024). 

In addition, Hargyatni et al. (2024) applied a mixed approach to evaluate the impact of the 

use of artificial intelligence (AI) in improving the quality of decision-making in the financial sector, 

which also reflects the importance of technology in Islamic finance innovation (Hargyatni et al., 

2024). This approach provides a more comprehensive picture of the impact of digitalization on the 

performance of the Islamic financial sector and encourages wider adoption of technology. 

 

RESULTS AND DISCUSSION 

Digitalization Opportunities in Sharia Financial Services 

Digitalization has a significant impact on changing the face of the Islamic finance sector, 

especially in terms of increasing financial inclusion. One of the most important aspects of 

digitalization is the use of fintech platforms, such as crowdfunding and e-waqf, which have 

expanded access to financing for various levels of society, especially for small and medium 

enterprises (SMEs). In the past, SMEs often faced difficulties in accessing financing from 

traditional financial institutions due to various factors, such as limited collateral and limited access 

to banking institutions. With the presence of sharia-based fintech platforms, SMEs can now obtain 

financing more easily and transparently, as well as in accordance with sharia principles that 

prioritize justice and social welfare (Wahyudi et al., 2025). This shows that digitalization can bridge 

existing financing gaps and create a more inclusive ecosystem. 

In addition, digital technology such as e-waqf has great potential in increasing the 

transparency and efficiency of waqf asset management. Waqf, which is a social financial instrument 

in Islam, is often traditionally managed with challenges in terms of reporting and transparency. 

Digital platforms allow for more modern and integrated waqf management, which not only 

facilitates the administrative process, but also increases public trust in the management of waqf 



itself. The use of e-waqf also facilitates transparent donations, allowing more individuals to 

participate in sharia charitable and philanthropic activities, which in turn can increase the role of 

waqf in the economy (Wahyudi et al., 2025). 

Digitalization in the Islamic finance sector has also driven the adoption of new technologies 

such as blockchain, which is increasingly popular in improving transaction transparency and 

security. Blockchain technology allows for immutable and highly secure transaction logging, which 

is critical to maintaining the integrity of the Islamic financial system. Kamdzhalov (2020) stated 

that this technology not only reduces operational costs related to financial transactions, but also 

builds trust among users of Islamic financial services. Since Islamic financial transactions rely 

heavily on the principles of fairness and transparency, the application of blockchain can ensure that 

all parties involved get their rights and obligations fairly without any manipulation or ambiguity in 

the transaction (Kamdzhalov, 2020). 

In this case, the use of blockchain in sharia fintech can strengthen existing sharia payment 

systems, as reflected in the application of blockchain-based payment systems in mudharabah or 

murabahah-based transactions. Users can be more confident that the transactions made do not 

involve elements that are prohibited in Islam, such as riba (interest) or gharar (uncertainty). In 

addition, blockchain also enables integration between Islamic financial institutions and other 

fintech platforms, creating a broader and interconnected ecosystem, which in turn will increase 

financial inclusion among previously underserved communities (Wahyudi et al., 2025). 

However, while digitalization provides many opportunities, challenges remain, especially 

related to the acceptance of technology by society and the Islamic financial sector itself. One of 

the main obstacles is the lack of digital literacy among the public, which can reduce the effectiveness 

of Islamic fintech implementation. Therefore, it is important to provide education and training to 

the public on how to use this new technology safely and effectively. In addition, the development 

of better digital infrastructure is also needed to ensure that digital-based Islamic financial services 

are accessible to all segments of society, including those in remote areas. By overcoming these 

challenges, the Islamic finance sector can maximize the potential of digitalization to increase 

financial inclusion and social welfare (Kamdzhalov, 2020). 

 

The Challenges of Digitalization in Sharia Finance 

While digitalization offers great opportunities, the challenges in integrating technology with 

sharia principles remain significant. Digitalization allows for greater efficiency and access, but the 

integration of technology in Islamic financial services must adhere to strict sharia principles, such 

as avoiding riba (interest) and gharar (uncertainty). Laldin and Djafri (2019) emphasize the 

importance of a clear sharia framework in the application of financial technology to ensure that 

digital innovation does not violate these principles. For example, in the use of blockchain 

technology and fintech, it is crucial to ensure that the resulting transactions and products do not 

involve elements that are prohibited in Islamic law (Laldin & Djafri, 2019). This is also relevant to 

a study by Priyana et al. (2024) which shows that the success of digital transformation in the Islamic 

financial sector depends on adherence to sharia principles and effective supervision by sharia 

councils (Priyana et al., 2024). 
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One of the biggest challenges is developing a system that ensures that sharia fintech services 

and products are fully compliant with Islamic law. Inadequate oversight can lead to the risk of 

sharia non-compliance, which can undermine the integrity of the sharia financial system. As 

Muradova (2024) points out, the application of technology in the sharia insurance sector, for 

example, must ensure that all products offered comply with strict sharia regulations. He noted that 

the biggest challenge in adopting digital technology in sharia insurance is addressing security, data 

protection, and uncertainty related to sharia compliance in new technologies such as big data and 

AI (Muradova, 2024). 

In addition, regulatory challenges are an important obstacle in the digitization of Islamic 

financial services. Many countries with large Muslim populations still do not have clear regulations 

regarding the regulation of Islamic fintech, creating confusion in the adoption and innovation of 

technology in this sector. For example, Muryanto (2022) notes that the lack of clear regulations 

related to sharia fintech in Indonesia and other countries can hinder the development and adoption 

of technologies that comply with sharia principles, ultimately reducing the sector's growth potential 

(Muryanto, 2022). Therefore, the establishment of stricter and clearer regulatory standards is urgent 

so that technology can be applied effectively in the Islamic financial sector. 

In addition to regulatory challenges, there are also obstacles in terms of digital literacy gap 

among Islamic financial service users. Many people do not yet understand how to use this new 

technology safely and effectively, which hinders the potential for widespread adoption in the 

market. In this context, it is important to introduce education and training on digital literacy to 

increase public understanding of technology and its benefits. For example, in some developing 

countries, such as Indonesia and Malaysia, low digital literacy can deprive people of the benefits of 

financial technology that can provide greater access to Islamic financial services (Priyana et al., 

2024). 

On the other hand, the sustainability challenges and social impact of the application of 

technology in Islamic finance must be considered. Integrating new technologies such as blockchain 

and AI in the Islamic financial system can create opportunities, but it can also magnify social 

inequality and increase reliance on risky technologies. Therefore, it is important for the sector to 

develop strategies that not only pay attention to efficiency and innovation, but also the social 

impact of the application of digital technology, to ensure that financial inclusion can run fairly and 

sustainably (Muryanto, 2022). 

 

Sharia Regulation and Compliance in Digitalization 

One of the main challenges in the digitalization of Islamic financial services is the lack of 

adequate regulations to regulate the use of technology in this sector. While some countries have 

issued regulations to support digitalization, many countries with Muslim-majority populations, such 

as Indonesia, still face difficulties in setting clear standards for sharia compliance in fintech. Hamid 

et al. (2021) revealed that the lack of clear and comprehensive regulations on sharia compliance 

could hinder the growth of the sector and limit the adoption of technology by the wider 

community. Without an adequate regulatory framework, digital finance practices risk not meeting 



strict sharia requirements, such as the prohibition of riba (interest) and gharar (uncertainty), which 

can damage the integrity and reputation of the Islamic finance sector (Hamid et al., 2021). 

This is also relevant to the findings presented by Muryanto (2022), who states that countries 

with great potential to develop sharia fintech such as Indonesia need to develop a clearer regulatory 

framework so that the technology can be accepted by the public. This regulation not only needs to 

regulate the technical aspect, but also ensures that the innovations implemented remain within the 

sharia corridor. For example, inadequate regulation can lead to uncertainty among industry players 

and users, which hinders the growth and development of sharia-based digital financial services in 

the country (Muryanto, 2022). 

In addition, Laldin and Djafri (2019) emphasized the importance of implementing a clear 

sharia framework in the fintech sector to avoid potential non-compliance with sharia principles. 

They note that innovations in fintech should be closely monitored by the Sharia Supervisory Board 

(DPS) to ensure that all financial products and services produced do not conflict with sharia 

principles, such as avoiding usury practices and investments involving haram elements. This 

suggests that, although fintech technology offers a wide range of opportunities for the Islamic 

finance sector, key challenges remain in ensuring that technological innovations are acceptable to 

Islamic financial institutions and the wider society, without violating the prevailing principles 

(Laldin & Djafri, 2019). 

On the other hand, the development of new technologies, such as blockchain and AI, 

provides the potential to increase transparency and efficiency in the Islamic finance industry, but 

also brings new challenges in terms of sharia supervision and adherence to Islamic principles. 

Muradova (2024) mentioned that the application of new technologies must be carried out carefully, 

considering the security risks and uncertainties that are still high, especially related to data 

management and privacy protection issues. The successful application of technology in the Islamic 

financial sector is highly dependent on an effective regulatory framework and strict supervision 

from the DPS and competent regulators (Muradova, 2024). 

Overall, to ensure the success of digitalization in the Islamic finance sector, it is important 

to create and implement more in-depth and comprehensive regulations. This regulation must cover 

technical and ethical aspects, prioritizing sharia principles in every aspect of fintech operations. In 

addition, collaboration between governments, regulators, financial institutions, and the community 

is also very important to create an ecosystem that supports the sustainable development of Islamic 

fintech and in accordance with Islamic law (Laldin & Djafri, 2019). 

 

CONCLUSION 

The digitalization of Islamic financial services brings great potential in improving financial 

inclusion, operational efficiency, and accessibility of financial services, especially for people who 

were previously unreached by traditional financial services. With digital technology, such as fintech, 

crowdfunding, and e-waqf, individuals and MSMEs can more easily access financing in accordance 

with sharia principles. However, the main challenge faced in this digital transformation is 

maintaining compliance with strict sharia principles, including avoiding the practice of riba 
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(interest) and gharar (uncertainty), which can disrupt the integrity of the Islamic financial sector. In 

addition, the lack of clear regulations related to the use of technology in Islamic finance can hinder 

technology adoption and create uncertainty among users and industry players. Data security issues 

are also a serious challenge, given the high volume of digital transactions involving sensitive 

information. To overcome these challenges, close cooperation is needed between governments, 

regulators, and industry players to develop a regulatory framework that ensures compliance with 

sharia principles and provides adequate data protection. With a comprehensive regulatory 

framework, the Islamic finance sector can more easily develop and achieve broader financial 

inclusion goals in Indonesia. 
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