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Islamic Banking; Digital Indonesian Islamic banking and finance face major challenges amid digital

Disruption; Magasid al-SyarT'ah; disruption driven by fintech, blockchain, open banking, and crypto assets. These

Product Innovation; Regulation; rapid developments create opportunities for financial inclusion and product

Fatwa MUI innovation but also introduce risks of sharia non-compliance, weak regulation, and
declining public trust. This study explores Islamic banking strategies in responding
to these challenges through the integration of magdasid al-syari‘ah and product
innovation, while recommending the renewal of OJK regulations and DSN-MUI
fatwas. Using a qualitative approach with SWOT analysis on academic literature,
regulatory reports, and sharia fatwas, this research identifies that the main strength
of Islamic banking lies in its sharia legitimacy and support from the Muslim
community. However, weaknesses persist in low sharia digital literacy and
regulatory lag. Opportunities arise from blockchain technology, digital payments,
and hybrid instruments like digital sukuk, whereas threats emerge from conventional
fintech competition and sharia reputation risks. Integrating maqasid al-syari‘ah
strengthens digital product innovation through principles of property protection
(hifz al-mal), intellectual protection (hifz al-‘agl), and life protection (hifz al-nafs).
The findings highlight the need for magasid-based, technology-adaptive regulations
and responsive sharia fatwas to ensure compliance and innovation. Consequently,
Indonesian Islamic banking can sustain growth, enhance competitiveness, and
strategically navigate the evolving digital landscape.

INTRODUCTION

Global Islamic banking and finance in the last five years (2020-2025) have undergone a
fundamental transformation due to the rapid acceleration of digitalization (Aktiirk et al., 2025; Nuri,
2025). Digital disruption has changed the face of the financial industry, marked by the emergence
of fintech (financial technology), blockchain, big data, artificial intelligence (AI), open banking, and
even decentralized finance (DeFi) (Ryabov et al., 2021; Turi, 2023). This technology not only
supports efficiency but also shifts business paradigms, intermediation models, and people’s patterns
of financial service consumption (Nichkasova & Shmarlouskaya, 2020; Pantielieieva et al., 2019).
According to the Global Islamic Fintech Report 2022, the global Islamic fintech market value is
projected to reach USD 179 billion by 2026, growing significantly from USD 79 billion in 2021
(Hadda & Rym, 2024). This growth is driven by increased internet penetration, Muslims’ preference
for sharia-based services, and more adaptive regulations in Muslim-majority countries such as Saudi
Arabia, Malaysia, and Indonesia (Alam & Pradhan, 2021; Arianty et al., 2025).

Indonesia holds a strategic position in this global landscape. With more than 230 million
Muslims (87% of the population), the country is a potential laboratory for digital Islamic financial
product innovation (Arianty et al., 2025; Said & Muhammadun, 2024). Bank Indonesia in 2020
launched the Sharia Economics and Finance Blueprint, emphasizing the acceleration of digital
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transformation, while the OJK in 2021 issued the Sharia Financial Services Sector Masterplan
2020-2025, which highlights digital integration as one of its main pillars (Reyes, 2023; Shofawati,
2023). However, these opportunities come with risks. Digital innovation, if not accompanied by
strong sharia principles, can lead to irregularities (Afdawaiza et al., 2024; Harefa, 2025; Kenneh,
2024). The risk of sharia non-compliance is a major issue, alongside weak consumer protection,
regulatory delays, and low sharia digital literacy (Muryanto, 2023; Suaidi, 2025).

This phenomenon aligns with the normative principle affirmed in Q.S. al-Baqarah : 282 on the
importance of recording transactions clearly and transparently: “O you who have believed! If you
do not agree in cash for the stipulated time, then write (the contract)...” This verse demonstrates that
Islam emphasizes transparency, recordkeeping, and accountability, which in the modern context can
be realized through smart contract technology and blockchain. The hadith of the Prophet Muhammad
(PBUH) also underscores the value of honesty in transactions: “An honest and trustworthy merchant
will be with the prophets, shiddigin, and martyrs.” (HR. al-Tirmidhi, no. 1209). This hadith serves
as an ethical guideline for innovators of Islamic digital financial products, ensuring they do not fall
into speculative or manipulative practices.

Digital transformation, therefore, requires the integration of magasid al-shari‘ah as a
normative framework to ensure the sustainability of sharia product innovation while maintaining
public trust (Mat & Abd Halim, 2025; Mohd Zain et al., 2024). In the context of digital disruption,
magqasid al-shari‘ah should be the main foundation. A/-Syatibi in al-Muwafaqgat affirms that
magqasid aim to bring benefit and prevent harm. Ibn ‘Asytr (2006) further emphasized that maqasid
are dynamic and must be applied within the context of social, economic, and technological change.
The integration of magasid in Islamic digital finance covers five key areas: hifz al-mal (protection
of property) to ensure the security of consumers’ digital assets; Zifz al- ‘aql (protection of reason) to
promote sharia digital literacy and prevent speculative investment; hifz al-nafs (protection of life)
to guarantee fair, inclusive, and non-detrimental access to finance; hifz al-din (protection of religion)
to ensure conformity of innovation with DSN-MUI fatwas; and hifz al-nasl (protection of
descendants) to support sustainable development through digital instruments such as zakat, wagqf,
and green sukuk. These dimensions confirm that magqdasid serve not only as normative principles but
also as a regulatory and developmental framework for sharia digital products.

In the past five years, several significant innovations have emerged, including blockchain-
based digital sukuk, Islamic crowdfunding, electronic zakat (E-Zakat) and digital wagf, hybrid sukuk
and the Patriot Bond, and Islamic DeFi (Decentralized Finance) (Abu-Husin et al., 2025). The
blockchain-based digital sukuk initiatives in Malaysia and Indonesia enhance transparency and
broaden retail investor access (Moppratama et al., 2024; Nadhifah & Choirunnisa, 2025). Islamic
crowdfunding platforms such as Ethis in Indonesia and Malaysia apply musyarakah and
mudharabah contracts for MSME and property financing. Meanwhile, institutions such as Baznas
and Dompet Dhuafa have launched digital platforms integrated with QRIS to collect zakat, alms,
and wagf. In addition, some countries like the UAE have begun developing hybrid sukuk instruments
for public financing supported by digital distribution and monitoring. Indonesia has also introduced
the Patriot Bond through Danantara, designed as a low-coupon voluntary bond aimed at national
business actors supporting long-term strategic projects such as energy transition and waste
management. Unlike Patriot Sukuk, which adheres to sharia principles and avoids usury, Patriot
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Bond remains conventional though it preserves the spirit of participation and sustainability. This
hybrid sukuk approach opens opportunities to integrate sharia principles with conventional bond
mechanisms, allowing for inclusive and sustainable diversification of public financing sources.

Furthermore, Islamic DeFi experiments are progressing in Malaysia, Bahrain, and the UAE to
develop sharia-compliant smart contracts. These developments reflect the new direction of the

Islamic finance industry, which still requires a solid legal framework and magasid integration to
ensure compliance (Akhlaq & Asif, 2024; Habib, 2023).

The implementation of sharia contracts in addressing modern financial needs can be seen
through FEthis, a sharia-based fintech providing innovative real-sector financing solutions
(Choiruddin et al., 2025; Mohd Zain et al., 2024). Operating in Indonesia and Malaysia, Ethis acts
not only as a funding platform but also as an ecosystem that upholds Islamic principles through
musyarakah and mudharabah contracts. In the musyarakah scheme, Ethis facilitates collaboration
between multiple investors (shahibul mal) and business actors (mutasharik) requiring capital,
especially in the MSME and property sectors. Both parties contribute joint capital to a project,
sharing profits and losses proportionally based on the initial agreement. This approach minimizes
investor risk by positioning them not merely as lenders but as business partners. For MSME actors
and property developers, the model provides non-interest-based (riba-free) funding rooted in
partnership and shared responsibility. The mudharabah scheme, on the other hand, applies to
projects in which one party (the investor) provides full financing, while the other (the manager)
manages the project. Profits are divided according to a pre-agreed ratio, while losses are borne
entirely by the investor unless caused by managerial negligence. This scheme is suitable for fully
funded projects, such as social housing or MSME raw material procurement.

The integration of these contracts within the Ethis digital platform demonstrates how Islamic
finance adapts to digital disruption. Ethis successfully bridges the gap between capital availability
and real-sector financing needs while upholding fairness and transparency. This success proves that
sharia product innovation is grounded not only in technological advancement but also in ethical and
social values central to Magasid al-Shari ‘ah. Literature shows that most previous research has been
primarily descriptive regarding technology. Zulkhibri (2022), for instance, highlights blockchain’s
role in developing digital sukuk as part of Islamic capital market modernization, emphasizing
transparency and efficiency but lacking elaboration on maqasid al-shari‘ah for ensuring sharia
legitimacy and investor protection. Likewise, Wardhani et al. (2023) focus on developing sharia
fintech in Indonesia, examining regulatory opportunities and challenges without deeply integrating
magqasid as an ethical framework. Similarly, explore mudharabah and musyarakah crowdfunding
mechanisms as inclusive financing alternatives but overlook the integration of magdasid for
evaluating socio-economic sustainability (Ahmed & Ullah, 2021). The IsDB Report (2022)
identifies the trend of digital zakat through online platforms, emphasizing efficiency in distribution
without discussing magasid aspects such as property protection (kifz al-mal) and distributive justice.

From these studies, it appears that most prior research focuses on technology, regulation, or
market potential, while the integration of maqdasid al-syari‘ah as a framework for evaluating sharia
digital product innovation remains limited. In fact, magqdasid al-syari‘ah play a strategic role in
bridging digital innovation with normative legitimacy, ensuring that every development in Islamic
financial products not only enhances efficiency but also strengthens sustainability, justice, and
community protection. This research fills that gap by presenting an integrative analysis that links
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maqasid al-syari ‘ah with the innovation of digital Islamic banking and finance products in Indonesia
during 2020-2025. Its novelty lies in developing a magasid-based conceptual framework to assess
strengths, weaknesses, opportunities, and threats in the digitalization of Islamic finance. It also
provides practical recommendations for updating OJK regulations and DSN-MUI fatwas to remain
adaptive to technological changes while maintaining public trust and industrial sustainability.

Despite strong sharia legitimacy and the support of Indonesia’s Muslim community, Islamic
banking still faces several structural challenges in the digital era. A key issue is the low level of
sharia digital financial literacy. The OJK (2022) survey found that Islamic financial literacy in
Indonesia is only 9.14%, far below the national rate of 49.68%, limiting the adoption of innovations
such as blockchain-based retail sukuk and digital zakat. Regulatory frameworks for Islamic fintech,
crowdfunding, and sharia DeFi remain incomplete, leaving many innovations without legal
certainty. Furthermore, maintaining sharia compliance is challenging, as products such as crypto
tokens, stablecoins, and DeFi platforms raise legal and ethical concerns under Islamic law. The DSN-
MUI has issued fatwas for some instruments, such as sharia P2P lending, but many emerging
technologies still lack a strong jurisprudential foundation. In addition, Islamic banking competes
with established conventional fintechs that dominate the market through faster innovation and more
advanced digital infrastructure.

This research, therefore, seeks to address several critical questions: how Islamic banking in
Indonesia responds to digital disruption, how magasid al-shari‘ah can be integrated into sharia
digital product innovation, what types of sharia-compliant and sustainable digital products are
relevant for 2020-2025, and what strategies OJK and DSN-MUI should adopt in regulating these
innovations. The study explores the dynamics of digital disruption in Islamic finance, analyzes
magqasid-based integration in product development, conducts a SWOT analysis of digital Islamic
banking, and offers recommendations for sharia regulatory and fatwa frameworks. Theoretically, it
contributes to integrating magqasid al-shari ‘ah into digital banking discourse. Practically, it provides
strategic insights for OJK, DSN-MUI, BI, and Islamic financial institutions. From a policy
perspective, it outlines a magqdasid-based regulatory blueprint, while socio-economically, it aims to
enhance digital sharia literacy and foster inclusive financial growth.

RESEARCH METHOD

This research employed a qualitative approach with a descriptive-analytical design. The
qualitative method was chosen to explore in depth the dynamics of sharia digital product innovation
and its integration with maqasid al-shari ‘ah, rather than quantitatively measuring phenomena. The
study emphasized the interpretation of meaning, synthesis of literature, and conceptual analysis
oriented toward developing a new theoretical framework.

The main data were obtained from secondary literature, including normative texts such as the
Qur’an, authentic hadiths, and classical works of magasid al-syari‘ah (al-Ghazali, al-Syatibi, and
Ibn ‘Asyir); academic articles from reputable journals discussing digital finance, sharia fintech,
blockchain, crowdfunding, e-zakat, sharia DeFi, and hybrid sukuk during the 2020-2025 period;
and regulatory documents, including OJK and Bank Indonesia publications, DSN-MUI tatwas, and
reports from the Islamic Development Bank (/sDB).

Data collection was conducted through systematic documentation by selecting literature that

https://jetbis.al-makkipublisher.com/index.php/al/index 582


https://jetbis.al-makkipublisher.com/index.php/al/index

Indonesian Islamic Banking and Finance: Responding to Digital

Disruption Through Maqﬁgigd Integration and Prl)‘oductglnnovagtion
met specific inclusion criteria—publications from 2020-2025 relevant to sharia digital product
innovation and containing regulatory or magasid aspects—while excluding sources unrelated to the
sharia context or purely technical studies.

Data analysis proceeded in three main stages. First, a systematic literature analysis was carried
out to identify the central themes in previous research, such as blockchain-sukuk (Zulkhibri, 2022),
sharia fintech (Wardhani et al., 2023), crowdfunding (Ahmed & Ullah, 2021), and e-zakat (IsDB,
2022). Second, a SWOT analysis was used to map the strengths, weaknesses, opportunities, and
threats of Islamic banking digitalization—strengths based on sharia legitimacy, opportunities
stemming from blockchain innovation, weaknesses associated with low digital literacy, and threats
arising from competition with conventional fintech. Third, the findings were integrated with maqasid
al-syari ‘ah by interpreting the SWOT results according to key principles such as property protection
(hifz al-mal), intellectual protection (hifz al- ‘aql), and life protection (hifz al-nafs).

The research process followed seven sequential stages: identifying digital disruption issues in
Islamic banking; studying relevant literature based on the Qur’an, hadith, and academic sources;

collecting secondary data from regulations, reports, and fatwas; analyzing literature and regulatory
frameworks; constructing a SWOT analysis model; integrating findings with magasid al-syari ‘ah;
and formulating conclusions and recommendations related to regulations, fatwas, and product
innovation.

This methodological flow demonstrated the continuity between normative sources (Qur’an
and hadith), academic literature, and regulatory references, culminating in a new conceptual
framework representing the main contribution of the study. The validity of the research was ensured
through source triangulation by combining normative texts, scholarly publications, and regulatory
data.

Teks Normatif
(Qur’an & Hadis)

Validitas Penelitian
(Triangulasi Sumber)

Literatur Akad
(Jurnal & Artikel)

gulasi & Fatwa
(OJK, DSN-MUI, IsDB)

Figure 1. Source Triangulation

In addition, peer debriefing was carried out by comparing the results of the analysis with the
findings of the latest studies in the Scopus journal to ensure consistency of interpretation.

The position of this research lies at the intersection between digital innovation and magdasid
al-syari'ah. In contrast to previous research that was descriptive in technology, this study emphasizes
normative integration as a strategic evaluation framework. Thus, this research not only provides a
theoretical contribution in the form of a conceptual framework of magdsid in assessing digital
innovation, but also a practical contribution in the form of adaptive regulatory recommendations and
fatwas.
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RESULTS AND DISCUSSION
Global Dynamics of Sharia Digital Finance Innovation

In the last five years, digital transformation in Islamic finance has undergone extraordinary
development. If previously the Islamic finance industry focused more on optimizing traditional

products such as murabahah, igarah, and musyarakah in conventional forms, now the direction of
change is towards the digitalization of products, infrastructure, and ecosystems. This innovation is
happening in line with the increasing penetration of the internet, blockchain technology, artificial
intelligence (Al), and the integration of big data in the global financial system.

Statistics from the Islamic Financial Services Board (IFSB, 2023) show that global Islamic
financial assets grew from US$ 2.88 trillion in 2019 to more than US$ 4.5 trillion in 2023, with the
largest portion coming from Islamic banking (70%), Islamic capital markets including sukuk (19%),
and non-bank financial institutions (11%). This growth is not only driven by market demand factors,
but also due to digital disruption that demands efficiency, transparency, and speed of services.

In Indonesia, the Financial Services Authority (OJK, 2023) reported that the sharia fintech
industry reached IDR 10.7 trillion in outstanding financing in 2022, an increase of more than 40%
compared to the previous year. Meanwhile, digital zakat collected by the National Amil Zakat
Agency (BAZNAS) through online channels increased significantly from IDR 79 billion in 2018 to
more than IDR 465 billion in 2022. This fact shows that digital transformation is no longer just an
option, but a strategic need for the Islamic finance industry.

At the global level, the United Arab Emirates (UAE) became one of the pioneers by launching
the Dubai FinTech Hive platform that supports the development of blockchain-based Islamic
financial products. Malaysia, through Bank Negara Malaysia (BNM) and the Securities Commission
Malaysia (SC), is pushing for the Islamic Fintech Accelerator Programme initiative which focuses
on sharia crowdfunding, e-zakat, and asset tokenisation. Saudi Arabia through Vision 2030 also
targets the digitization of sukuk as part of fiscal and capital market reforms.

With this rapid development, the analysis needs to be directed not only at how the innovation
of sharia digital products grows, but also at what extent the innovation is in line with magqasid al-
syarT'ah: safeguarding religion (hifz al-din), safeguarding the soul (hifz al-nafs), safeguarding the
intellect (hifz al-'aql), safeguarding one's offspring (hifz al-nasl), and safeguarding one's property
(hated) (hifz al-mal).

Blockchain-Based Digital Sukuk Analysis

Blockchain-based digital sukuk is one of the most significant innovations in the last five years.
Blockchain allows the issuance, trading, and settlement of sukuk transactions to be done in real-time,
transparently, and at a lower cost than traditional mechanisms.

Zulkhibri's study (2022) noted that the issuance of blockchain-based sukuk was first carried
out by the World Bank through the bond-i (blockchain operated new debt instrument) project in
2018, which was then adapted by several jurisdictions with a sharia touch. Malaysia, for example,
through the SC, developed the concept of digital sukuk that was tested in the retail market. The UAE
has even launched a trial of sukuk issuance with smart contract technology to ensure automatic
sharia compliance.
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In terms of numbers, the Refinitiv Islamic Finance Development Indicator (2023) report shows
that total global sukuk issuance reached US$ 182 billion in 2022, with Malaysia (38%), Saudi Arabia
(28%), and Indonesia (15%) as the three leading countries. Although most of them are still
conventionally based (non-digital), the trend towards digitalization is getting stronger due to the
push for efficiency and the demand of young investors who are more familiar with technology.

However, the big challenge lies in the regulatory and trust aspects. OJK and DSN-MUI, for
example, still emphasize the importance of fatwa and sharia standards to ensure that the tokenization
of assets does not violate the principle of real ownership (tamlik). Some scholars are also still
debating the aspects of gharar (uncertainty) and the potential for maysir (speculation) that can arise
if sukuk 1s traded freely like a crypto asset. Magasid al-syari'ah encourages digital sukuk not only to
modernize investment instruments, but also to strengthen social and fiscal functions. For example,
Malaysia developed the blockchain-based Green Sukuk concept to support renewable energy
projects, which is in line with the goal of protecting the environment (4ifz al-bi'ah) as a development

of contemporary magqasid.

Islamic Crowdfunding Based on Kads Mudharabah and Musyarakah

Sharia crowdfunding has emerged as an alternative financing solution for MSMEs and social
projects. By using mudharabah (profit-sharing) or musyarakah (capital partnership) contracts,
digital crowdfunding platforms offer more inclusive access to funding.

According to OJK data (2023), there are more than 12 registered sharia fintech platforms in
Indonesia, with outstanding financing reaching IDR 7.5 trillion in 2022. Most of it is channeled to
productive sectors such as trade, agribusiness, and education. This shows that sharia crowdfunding
plays a significant role in supporting inclusive finance.

At the international level, Malaysia has allowed sharia crowdfunding since 2015 through the
SC, by developing platforms such as Ethis Malaysia that channel funds to property and social
projects. In the UAE, platforms like Beehive have integrated sharia principles in peer-to-peer
financing mechanisms.

A study by Wardhani et al. (2023) found that sharia crowdfunding has the potential to increase
financial inclusion in Indonesia, but still faces problems with public literacy and default rates. This
is in line with the findings of Ahmed & Ullah (2021) which emphasizes the importance of strict
regulations so that sharia crowdfunding does not turn into a disguised usury practice with a fixed
return mechanism.

From the perspective of magqasid, sharia crowdfunding supports the goals of preserving
property (hifz al-mal) and preserving one's soul (%ifz al-nafs) by providing access to financing for
small communities that were previously untouched by banks. However, the investor protection
aspect must also be strengthened to prevent excessive losses.

E-Zakat and Digital Wagqf

The development of zakat and digital wagf is an important milestone in Islamic social finance
innovation. The National Amil Zakat Agency (BAZNAS) reported that national zakat collection in
2022 reached IDR 26 trillion, with the contribution of digital channels of more than IDR 465 billion,
an increase of almost 600% compared to the previous five years. Similar initiatives are also
happening in Malaysia through MyZakat, in Saudi Arabia with the E-Zakat Portal, and in the UAE
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with the Dubai Endowment Blockchain. In fact, the Islamic Development Bank (IsDB, 2022) reports
that digitization of zakat and wagqf increases distribution efficiency up to 40% faster than
conventional methods.

Digital wagf, for example, allows the wakif to make micro donations through the application
with a minimum of IDR 10,000. This practice broadens the base of community participation while
strengthening social justice. Hybrid models such as Cash Wagqf Linked Sukuk (CWLS) issued by
Indonesia since 2020 are concrete examples of innovations that combine Islamic capital market
instruments with Islamic philanthropy. From the perspective of magqasid, zakat and digital wagf
strengthen the aspects of hifz al-mal (safeguarding wealth) and hifz al-nafs (safeguarding the soul),
while supporting the more equitable distribution of social welfare.

Hybrid Sukuk and Patriot Bond

Hybrid sukuk and patriot bonds emerged in response to the need for public financing in the
digital era. Indonesia in 2020 issued Cash Wagqf Linked Sukuk (CWLS) which integrates wagf
instruments with state sukuk. This product serves not only as an investment instrument, but also as
a means of philanthropy and state fiscal support.

The concept of patriot bonds itself is adapted from conventional instruments aimed at
financing strategic infrastructure projects. With the support of digitalization, sharia patriot bonds
can be marketed through mobile applications, allowing for wider public participation. Data from the
Ministry of Finance of the Republic of Indonesia (2022) shows that the issuance of retail sukuk
(Savings Sukuk, Retail Sukuk, and CWLS) has increased significantly from IDR 8.4 trillion in 2018
to more than IDR 20 trillion in 2022. Digitalization of distribution through the e-SBN platform is
the main driving factor for increasing retail investor participation.

Magasid al-syarT'ah in the context of hybrid sukuk and patriot bond emphasizes aspects of
protecting the public interest and national solidarity. This instrument not only benefits the country
from a fiscal point of view, but also expands community participation in development.

Islamic Decentralized Finance (DeFi)

Islamic DeFi is the latest phenomenon in Islamic digital finance, by integrating the concept of
blockchain-based smart contracts in sharia-compliant transactions. This model allows peer-to-peer
transactions without bank intermediaries, with contracts automatically embedded in digital code.
Although it is still in the early stages, several initiatives have emerged. For example, the Marhaba
DeFi1 platform in the UAE that offers sharia DeFi services with musyarakah and murabahah
contracts. In Malaysia, academic research has begun to explore the potential of Islamic DeFi to
expand access to global financing.

The main challenge of Islamic DeFi is the sharia compliance aspect. Neither DSN-MUI nor
AAOIFT's fatwa has yet provided a specific regulatory framework for DeFi. The risk that arises is
the occurrence of excessive speculation that can approach the practice of masir. However, the
potential of Islamic DeFi in supporting magasid is huge, especially in expanding global financial
inclusion, safeguarding the wealth of the people, and strengthening the financial independence of
Muslim communities in various countries.
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Synthesis of Analysis: Relevance to Magasid al-Syari'ah

If viewed as a whole, sharia digital product innovation has a positive impact on encouraging
financial inclusion, distribution efficiency, and expanding investment access. Digital sukuk supports
sustainable development, crowdfunding helps MSMEs, e-zakat strengthens Islamic philanthropy,
hybrid sukuk increases public participation, while Islamic DeFi offers a revolutionary new model.
However, the study found that most innovations still emphasize technological aspects and economic
efficiency, while the integration of magasid al-syart'ah as an evaluation framework is still minimal.
The novelty of this research lies in the effort to fill this gap, by emphasizing that the success of
Islamic financial innovation is not only measured by market value, but also by the extent to which
it supports the protection of religion, soul, intellect, descendants, and people's property.

CONCLUSION

This study found that Indonesian Islamic banking and finance stood at a strategic crossroads
amid rapid digital disruption between 2020 and 2025, as innovations such as digital sukuk, Islamic
crowdfunding, and digital wagqf created both promising opportunities and serious challenges. While
these technologies enhanced inclusion, transparency, and efficiency, issues surrounding sharia
compliance, weak regulatory frameworks, and limited public trust remained significant. The SWOT
analysis indicated that the industry’s strengths stemmed from strong sharia legitimacy and social
support, but were constrained by low digital literacy and policy delays. Opportunities were identified
in blockchain adoption, digital payments, and hybrid instruments, yet competition from conventional
fintechs and reputational risks posed ongoing threats. Integrating magasid al-shari ‘ah principles—
particularly those ensuring asset protection, literacy, and inclusive welfare—was deemed vital to
strengthening ethical integrity and long-term sustainability. The research recommended a magasid-
based regulatory framework, faster fatwas for emerging innovations, and the creation of digital
sharia audit standards supported by continuous empirical studies. It also proposed a roadmap for
Islamic financial transformation from 2025 to 2035, emphasizing regulatory reform, technological
integration, and institutional capacity building. Future research should empirically test the
effectiveness of magasid-based models in digital financial governance and examine their impact on
consumer behavior, trust, and financial inclusion in Indonesia’s evolving digital landscape.
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