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 This article presents a critical evaluation of product innovation in 
Islamic banking, focusing on the imbalance between market 
demands, sharia compliance, and the realization of maqashid al-
shariah. The study aims to assess the extent to which Islamic banking 
innovations can maintain a balanced integration of commercial 
objectives, legal-formal compliance, and the substantive values of 
maqashid. Employing a descriptive qualitative approach through case 
studies of several Islamic banks in Indonesia, the research gathers 
data from annual reports and strategic publications. Analysis is 
conducted using the Maqashid-Based Innovation Evaluation Model 
(MBIEM), which encompasses three core dimensions: market 
orientation, sharia compliance, and alignment with maqashid. 
Findings reveal a significant gap between formalistic compliance and 
the actual implementation of maqashid. Value-based innovations such 
as qardhul hasan financing and digital zakat platforms are found to 
better embody maqashid values than products driven solely by legal-
formal considerations. The study recommends reinforcing 
maqashid-oriented regulations, involving the Sharia Supervisory 
Board (SSB) early in product development, enhancing the 
multidisciplinary competencies of human resources, and developing 
a substance-based sharia audit framework. With these strategies, 
Islamic banking innovations are expected to become more ethical, 
inclusive, and sustainable, while fulfilling their socio-economic role 
in accordance with Islamic principles. 
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INTRODUCTION 

Over the past two decades, the global financial industry has experienced rapid growth 
driven by globalization, technological innovation, and shifting consumer preferences.1‘2 This 
dynamic development has not only influenced the conventional financial system but has also 
compelled the Islamic banking sector to continuously innovate in order to remain 
competitive and maintain its relevance.3 Product innovation has become indispensable for 
Islamic banks as they respond to increasingly dynamic and complex market needs. However, 
amid this push for innovation, Islamic banking faces a critical challenge: how to meet market 
demands without compromising adherence to Sharia principles, particularly the noble 
objectives of Maqasid al-Shariah.4’5 

Empirical realities indicate that although product innovation within the Islamic 
banking sector continues to advance, many newly introduced products remain primarily 
driven by commercial objectives. In practice, numerous Islamic banks place greater emphasis 
on competitive strategies and market adjustments, often modifying Sharia contracts to be 
more flexible in responding to economic realities, without fully internalizing the substantive 
values of Maqasid al-Shariah that should serve as the core spirit of Islamic economic 
activities.6 In several cases, product innovation has tended to focus on fulfilling legal-formal 
requirements and profitability, while values such as justice, barakah, and social welfare 
integral components of Maqasid al-Shariah have not yet become the principal reference 
points.7’8 This trend reflects a pragmatic orientation in product development, where market 
considerations appear to dominate over the preservation of Sharia values and ethical 
integrity. 

This phenomenon aligns with the findings of various contemporary studies which 
reveal that innovation in the global banking sector, including Islamic banking, digital financial 
systems, and wealth management products, is largely driven by market expectations, 
technological efficiency demands, regulatory dynamics, and rapid advancements in digital 
technology. The transformation of banking business models has been primarily directed 
toward enhancing operational efficiency, accelerating service delivery, and expanding market 
penetration; however, these developments have not always been accompanied by a deep 
integration of Islamic normative values, particularly the principles of Maqasid al-Shariah 
within the context of Islamic finance. Within the global literature, the impetus for innovation 
tends to be utilitarian and predominantly market-driven, rather than grounded in ethical 

 
1 Ivana Simonović and Marija Todorović, ‘Banking Product and Services Development Projects: The Way 

To Implement Innovations’, European Project Management Journal, 9.1 (2019), pp. 3–9, 

doi:10.18485/epmj.2019.9.1.1. 
2 Abdurrahman Abdurrahman, ‘Examining the Impact of Digital Transformation on Digital Product 

Innovation Performance in Banking Industry through the Integration of Resource-Based View and Dynamic 

Capabilities’, Journal of Strategy & Innovation, 36.1 (2025), p. 200540, doi:10.1016/j.jsinno.2025.200540. 
3 Nun Harrieti, ‘The Use of Hybrid Contract in the Innovation of Islamic Banking Product’, Hasanuddin Law 

Review, 4.1 (2018), pp. 68–80, doi:10.20956/halrev.v4i1.1208. 
4 Harrieti, ‘The Use of Hybrid Contract in the Innovation of Islamic Banking Product’. 
5 Simonović and Todorović, ‘Banking Product and Services Development Projects: The Way To Implement 

Innovations’. 
6 Harrieti, ‘The Use of Hybrid Contract in the Innovation of Islamic Banking Product’. 
7 Harrieti, ‘The Use of Hybrid Contract in the Innovation of Islamic Banking Product’. 
8 Simonović and Todorović, ‘Banking Product and Services Development Projects: The Way To Implement 

Innovations’. 
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reinforcement, justice, and social transformation core dimensions of the Islamic financial 
system.9’10’11’12’13 

This phenomenon is not merely an internal issue within Islamic banking, but one that 
carries serious social implications. When the principles of Maqasid al-Shariah are neglected 
in innovation practices, the social role of Islamic banks as promoters of economic justice, 
reducers of inequality, and instruments of community empowerment becomes weakened. If 
this trend continues without a value realignment grounded in Maqasid, the authentic identity 
of Islamic banking as an integral part of the Islamic economic system that upholds justice, 
ethics, and social welfare will risk being reduced to nothing more than a conventionally-
oriented financial system with a Sharia label.14 In this regard, several studies argue that 
innovation driven predominantly by market efficiency and competitiveness without 
integrating Islamic normative values risks obscuring the essence of Maqasid al-Shariah, 
which should serve as the soul of all Islamic financial activities. Consequently, Islamic 
banking not only loses its transformative function but may also devolve into a symbolic 
replication of conventional financial institutions under a Sharia-compliant label syariah.15’16 

In the global literature, similar tendencies are evident. Financial innovation is 
generally driven by market expectations, technological efficiency, and regulatory pressures, 
rather than by normative value frameworks.17’18’19’20’21 Furthermore, Yin et al., observe that 

 
9 Ilaria Mancuso and others, ‘Business Model Innovation in the Banking Sector: How Digital Technologies 

Transform Innovation Drivers in Value Mechanisms Innovations’, Journal of Engineering and Technology 

Management - JET-M, 75.December 2024 (2025), p. 101858, doi:10.1016/j.jengtecman.2024.101858. 
10 Manal Tariq, Sayeda Zeenat Maryam, and Wasim Abbas Shaheen, ‘Cognitive Factors and Actual Usage of 

Fintech Innovation: Exploring the UTAUT Framework for Digital Banking’, Heliyon, 10.15 (2024), p. 

e35582, doi:10.1016/j.heliyon.2024.e35582. 
11 Emmanuel Baffour Gyau and others, ‘Transforming Banking: Examining the Role of AI Technology 

Innovation in Boosting Banks Financial Performance’, International Review of Financial Analysis, 96.PB 

(2024), p. 103700, doi:10.1016/j.irfa.2024.103700. 
12 Hui An and others, ‘Financial Regulation and Innovation Dynamics: The China Banking Wealth 

Management Case’, Pacific Basin Finance Journal, 92.February (2025), p. 102781, 

doi:10.1016/j.pacfin.2025.102781. 
13 Giang Thi Huong Vuong, Walid Barky, and Manh Huu Nguyen, ‘Stabilizing the National Banking System 

through Digital Financial Inclusion, Creative Innovations, and Green Finance in Low-Financially Developed 

Economies’, Journal of Open Innovation: Technology, Market, and Complexity, 11.1 (2025), p. 100434, 

doi:10.1016/j.joitmc.2024.100434. 
14 Abdurrahman, ‘Examining the Impact of Digital Transformation on Digital Product Innovation 

Performance in Banking Industry through the Integration of Resource-Based View and Dynamic 

Capabilities’. 
15 Simonović and Todorović, ‘Banking Product and Services Development Projects: The Way To Implement 

Innovations’. 
16 Abdurrahman, ‘Examining the Impact of Digital Transformation on Digital Product Innovation 

Performance in Banking Industry through the Integration of Resource-Based View and Dynamic 

Capabilities’. 
17 Mancuso and others, ‘Business Model Innovation in the Banking Sector: How Digital Technologies 

Transform Innovation Drivers in Value Mechanisms Innovations’. 
18 Tariq, Maryam, and Shaheen, ‘Cognitive Factors and Actual Usage of Fintech Innovation: Exploring the 

UTAUT Framework for Digital Banking’. 
19 Gyau and others, ‘Transforming Banking: Examining the Role of AI Technology Innovation in Boosting 

Banks Financial Performance’. 
20 An and others, ‘Financial Regulation and Innovation Dynamics: The China Banking Wealth Management 

Case’. 
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the rapid expansion of shadow banking based financial products has diverted resource 
allocation away from the real sector and has contributed to long term systemic instability.22 
He et al., likewise emphasize that weak governance principles in financial innovation have 
triggered a crisis of trust in financial institutions and discouraged investment in genuine, 
value enhancing innovation.23 This phenomenon is consistent with the findings of An et al., 
which reveal that within the dynamics of financial product innovation, banking strategies 
frequently prioritize regulatory response and short-term profit maximization.24 Such 
tendencies reinforce a regulatory innovation cycle that ultimately undermines the overall 
stability of the financial system. 

On the other hand, Vuong et al., emphasize that in developing countries, the adoption 
of digital innovation without a strong value framework and robust governance structure may 
undermine national banking stability and heighten the risk of financial exclusion, particularly 
among vulnerable groups.25 This concern is further reinforced by Hu, who argues that 
innovation models based on capital pooling and rigid payment mechanisms can generate 
latent risk accumulation and systemic risk transmission, ultimately disrupting financial 
intermediation functions and threatening economic equilibrium.26 Therefore, if Islamic 
banking product innovation is not rigorously guided to remain aligned with Maqasid al-
Shariah particularly the principles of justice, barakah, and social welfare it is not unlikely that 
a decline in the public legitimacy of Islamic financial institutions may occur. At the national 
level, such an imbalance could exacerbate socio economic inequality and hinder the 
meaningful contribution of Islamic financial institutions to inclusive and equitable national 
development, as highlighted by.27 

 

METHODS 

This study employs a descriptive qualitative approach with a case study strategy 
involving selected Islamic banks actively engaged in developing innovative products. Data 
collection is conducted through document analysis, including annual reports, product 
publications, and relevant strategic documents. The collected data are then analyzed 
thematically to identify consistent patterns within the context of Sharia-compliant product 
innovation. In the analytical process, this research adopts the Maqashid-Based Innovation 
Evaluation Model (MBIEM) as the evaluative framework to assess product innovation based 

 
21 Vuong, Barky, and Nguyen, ‘Stabilizing the National Banking System through Digital Financial Inclusion, 

Creative Innovations, and Green Finance in Low-Financially Developed Economies’. 
22 Hong Yin and others, ‘Strong Financial Regulation, Shadow Banking, and Enterprise Innovation Inputs: A 

Quasi-Natural Experiment Based on the Introduction of the “New Regulation on Asset Management”’, 

International Review of Financial Analysis, 99.January (2025), doi:10.1016/j.irfa.2025.103949. 
23 Siyi He, Qinglu Jin, and Sirui Wu, ‘The Real Effect of Shadow Banking Regulation on Corporate 

Innovation: Evidence from Conduit Business’, Pacific Basin Finance Journal, 90.December 2024 (2025), p. 

102656, doi:10.1016/j.pacfin.2024.102656. 
24 An and others, ‘Financial Regulation and Innovation Dynamics: The China Banking Wealth Management 

Case’. 
25 Vuong, Barky, and Nguyen, ‘Stabilizing the National Banking System through Digital Financial Inclusion, 

Creative Innovations, and Green Finance in Low-Financially Developed Economies’. 
26 Yilin Hu, ‘Interest-Driven and Legal Supervision Innovation of the Capital Pool Model in Chinese 

Banking Financial Products’, Heliyon, 9.5 (2023), p. e16181, doi:10.1016/j.heliyon.2023.e16181. 
27 Abdurrahman, ‘Examining the Impact of Digital Transformation on Digital Product Innovation 

Performance in Banking Industry through the Integration of Resource-Based View and Dynamic 

Capabilities’. 
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on three key dimensions: (1) market demands, (2) Sharia compliance, and (3) attainment of 
Maqasid al-Shariah. This framework provides a systematic structure for examining the extent 
to which product innovations align with Islamic values and contemporary market needs. 

The conceptual flow of this study begins by identifying the gap between actual 
practices and the ideal aspirations of maqasid. This is followed by a critical analysis of the 
design, objectives, and social impacts of the innovative products examined. The findings are 
then used to formulate strategic recommendations that are ethical, equitable, and 
sustainable, thereby offering new contributions to the Islamic banking innovation literature, 
which has predominantly focused on commercial dimensions or formal compliance. 
Integrating these three dimensions underscores the importance of a comprehensive 
approach in steering the Islamic financial industry toward a more maqasid-oriented 
transformation. 
 

RESULT AND DISCUSSION 

Foundational Concepts of Islamic Banking 
1. Definition of Islamic Banking 

Islamic banking is a financial institution that operates in accordance with Islamic 
Sharia principles derived from the Qur’an, Hadith, Ijma’, and Qiyas, emphasizing values of 
justice, balance, and ethical prosperity (barakah) in economic activities. Unlike conventional 
banking, which relies on an interest-based (riba) system, Islamic banking adopts profit-and-
loss sharing mechanisms such as mudharabah and musyarakah, sales based contracts such as 
murabahah, lease based financing such as ijarah, as well as other hybrid contractual 
structures. These instruments are anchored in real-asset transactions and business 
participation as practical applications of Islamic financial principles.28’29’30 Beyond pursuing 
economic profitability, Islamic banking fundamentally carries a social mission deeply rooted 
in the objectives of Maqasid al-Shariah, including the promotion of distributive justice, 
poverty alleviation, and community empowerment. It also supports ethical and sustainable 
economic development aligned with the higher objectives of Sharia.31’32’33 

The core principles that form the foundation of Islamic banking include the 
prohibition of riba (interest), gharar (excessive uncertainty), and maysir (gambling or 
speculation), as well as the prohibition of financing business activities that contradict Islamic 
law, such as gambling, alcohol production, and other non-halal industries.34’35 In addition, 

 
28 Adil Saleem, R. M. Ammar Zahid, and Judit Sági, ‘Differential Impact of Adopting Islamic Banking: A 

Quasi-Experimental Approach’, Research in International Business and Finance, 76.February 2025 (2025), 

pp. 1–29, doi:10.1016/j.ribaf.2025.102793. 
29 Mahmoud Fayyad, ‘Reconstructing Lease-to-Own Contracts: A Contemporary Approach to Islamic 

Banking Standards’, Heliyon, 9.9 (2023), p. e19319, doi:10.1016/j.heliyon.2023.e19319. 
30 H. Şaduman Okumuş, ‘Performance Assessment of Participation Banks Based on Maqasid Al-Shari’ah 

Framework: Evidence from Türkiye’, Borsa Istanbul Review, 24.4 (2024), pp. 806–17, 

doi:https://doi.org/10.1016/j.bir.2024.04.011. 
31 Fayyad, ‘Reconstructing Lease-to-Own Contracts: A Contemporary Approach to Islamic Banking 

Standards’. 
32 Wannes Milena and Alberto Stefan, ‘Enhancing ESG Performance in Islamic Banks : The Impact of Shari ’ 

Ah Governance Quality Across Countries’, 1.2 (2024), pp. 158–74. 
33 Okumuş, ‘Performance Assessment of Participation Banks Based on Maqasid Al-Shari’ah Framework: 

Evidence from Türkiye’. 
34 A Bakhouche, T El Ghak, and M Alshiab, ‘Does Islamicity Matter for the Stability of Islamic Banks in 

Dual Banking Systems?’, Heliyon, 8.4 (2022), doi:10.1016/j.heliyon.2022.e09245. 
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Islamic banking upholds the values of justice, transparency, social responsibility, and 
sustainability as part of the implementation of Maqasid al-Shariah in economic activities.36’37 
This financial system is not solely profit oriented; rather, it prioritizes the equitable 
distribution of wealth and seeks to minimize socio economic disparities through the use of 
inclusive Islamic financial instruments aimed at enhancing societal welfare. 

In practice, Islamic banking not only offers financial products and services that 
comply with Sharia principles, but also develops business models that embed ethical values 
in business decision-making, risk management, and the establishment of fair and transparent 
relationships with customers. This reflects the commitment of Islamic banking to the values 
of Maqasid al-Shariah, such as justice, ethical prosperity (barakah), and social welfare.38’39 
Islamic banking is also strategically positioned as a vehicle for social transformation by 
promoting a balance between economic growth and Islamic moral values, through inclusive, 
responsible, and equity-oriented financial practices that prioritize distributive justice. 

2. Maqasid al-Shariah 
Maqasid al-Shariah refers to the fundamental objectives that Islamic law seeks to 

achieve in regulating human life. These objectives encompass five essential principles: the 
preservation of religion (hifz al-din), life (hifz al-nafs), intellect (hifz al-aql), lineage (hifz al-
nasl), and wealth (hifz al-mal).40 In the context of the Islamic banking industry, Maqasid al-
Shariah serves not only as an ethical benchmark to ensure compliance with Islamic legal 
principles, but also as a normative framework that guides overall banking operations to align 
with justice, social balance, and economic prosperity grounded in ethical and spiritual 
values.41’42 

Maqasid al-Shariah functions as a crucial balancing instrument between market 
demands and spiritual values within Islamic economic activity. In the context of Islamic 
banking, maqasid is not merely a normative ideal; rather, it establishes a measurable value 
system that can be concretely implemented in the design of products, policies, and business 
strategies of Islamic financial institutions. Integrating maqasid al-Shariah into product and 
service innovation not only strengthens Sharia compliance, but also promotes the realization 
of justice, social welfare, and economic sustainability. This approach enables Islamic banks to 

 
35 Umair Riaz, Bruce Burton, and Anne Fearfull, ‘Emotional Propensities and the Contemporary Islamic 

Banking Industry’, Critical Perspectives on Accounting, 94.March 2022 (2023), p. 102449, 

doi:10.1016/j.cpa.2022.102449. 
36 Fayyad, ‘Reconstructing Lease-to-Own Contracts: A Contemporary Approach to Islamic Banking 

Standards’. 
37 Okumuş, ‘Performance Assessment of Participation Banks Based on Maqasid Al-Shari’ah Framework: 

Evidence from Türkiye’. 
38 Saleem, Zahid, and Sági, ‘Differential Impact of Adopting Islamic Banking: A Quasi-Experimental 

Approach’. 
39 Fayyad, ‘Reconstructing Lease-to-Own Contracts: A Contemporary Approach to Islamic Banking 

Standards’. 
40 Mursyid Mursyid and others, ‘PERFORMANCE ANALYSIS OF SHARIA AND CONVENTIONAL 

BANKS WITH MAQASHID SHARIA: CASE STUDY OF INDONESIA AND MALAYSIA IN 2016-

2020’, JOURNAL OF SOUTHWEST JIAOTONG UNIVERSITY, 57.4 (2022), pp. 185–90. 
41 Aam Slamet Rusydiana and Mohammad Mahbubi Ali, ‘The Application of Maqasid Shariah on Banking 

Industry’, Maqasid Al-Shariah Review, 1.1 (2022), doi:10.58968/msr.v1i1.261. 
42 Erik Nugraha and others, ‘Maqashid Sharia Implementation in Indonesia and Bahrain’, Etikonomi, 19.1 

(2020), pp. 155–68, doi:10.15408/etk.v19i1.14655. 
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develop competitive differentiation rooted in values and public benefit (maslahah), rather 
than solely in efficiency or market-driven profitability.43 

The primary benefit of Maqasid al-Shariah in Islamic banking is to ensure that all 
activities and products offered are not only formally halal, but also substantively rooted in 
public benefit (maslahah).44 In other words, Islamic financial products must not solely pursue 
profit; they must also deliver social value, promote inclusive economic growth, reduce 
inequality, and protect the economic rights of society particularly marginalized groups.45’46 

In contemporary literature, Maqasid al-Shariah has been widely adopted as an 
evaluative benchmark for assessing the performance of Islamic financial institutions, 
including through the development of Maqasid-based indices designed to measure the ethical 
and social contributions of Islamic financial products and activities.47’48 Maqasid indicators 
are used to determine whether a financial innovation truly reflects the core objectives of 
Sharia, or merely adopts a symbolic and legal-formal Sharia structure. Such Maqasid-based 
evaluation is essential in distinguishing between a substantive approach and a formalistic one 
that focuses solely on fiqh compliance while neglecting broader values of maslahah and social 
justice. Therefore, integrating Maqasid al-Shariah into product innovation processes and 
strategic decision-making is crucial to ensure that Islamic banking does not fall into symbolic 
Sharia compliance, but instead delivers genuine ethical value, social benefit, and authentic 
differentiation within the Islamic financial system.49 

The application of Maqasid al-Shariah in banking practice also encompasses economic 
empowerment of the Muslim community through financing real-sector activities, providing 
equitable financial access, and strengthening social systems rooted in Islamic values. Thus, 
Maqasid al-Shariah serves as a primary reference in shaping an Islamic financial system that 
is not only economically efficient, but also ethical, just, and sustainable. 

3. Sharia Compliance 
Sharia compliance is a key element that distinguishes Islamic banking from the 

conventional financial system. Within the operational framework of Islamic banking, all 
activities from fund mobilization and financing distribution to the offering of financial 
products and services must adhere to Islamic Sharia principles. This obligation extends 
beyond legal-formal adherence to contractual structures; it must also reflect core values such 
as justice, honesty, transparency, and the promotion of public benefit (maslahah) for all 
stakeholders.50 In this context, the Sharia Supervisory Board (SSB) plays a strategic role in 
ensuring that the operations of Islamic financial institutions conform to Islamic ethical 
principles. Its function is not limited to symbolic validation or administrative compliance, but 

 
43 Rafiullah Sheikh and Khalid Hussain, ‘Reimagining Islamic Banking in the Light of Maqasid Shariah’, 

Qualitative Research in Financial Markets, 2024, doi:10.1108/QRFM-04-2024-0108. 
44 Rusydiana and Ali, ‘The Application of Maqasid Shariah on Banking Industry’. 
45 Rusydiana and Ali, ‘The Application of Maqasid Shariah on Banking Industry’. 
46 Nugraha and others, ‘Maqashid Sharia Implementation in Indonesia and Bahrain’. 
47 Rusydiana and Ali, ‘The Application of Maqasid Shariah on Banking Industry’. 
48 Nugraha and others, ‘Maqashid Sharia Implementation in Indonesia and Bahrain’. 
49 Okumuş, ‘Performance Assessment of Participation Banks Based on Maqasid Al-Shari’ah Framework: 

Evidence from Türkiye’. 
50 Abdelhafid Benamraoui, Tantawy Moussa, and Mostafa Hussien Alsohagy, ‘Islamic Banks’ Sharia 

Compliance Disclosure: An International Evidence’, Accounting Research Journal, 36.4–5 (2023), pp. 327–

48, doi:10.1108/ARJ-07-2022-0157. 
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to ensure the realization of the social and spiritual objectives of the Islamic financial system.51 
Comprehensive Sharia compliance serves as a fundamental basis for building public trust and 
institutional integrity, distinguishing the Islamic financial system as an ethical and inclusive 
alternative to conventional finance. 

To ensure that all Islamic banking activities adhere to Islamic principles, the Sharia 
Supervisory Board (SSB) is established. The SSB serves as an authoritative and independent 
supervisory body within the governance structure of Islamic banks. Its existence is mandated 
by national Sharia regulatory authorities in each country, such as the National Sharia Council 
Indonesian Ulema Council (DSN-MUI) in Indonesia. The primary duties of the Sharia 
Supervisory Board include issuing fatwas, evaluating product structures, and conducting 
ongoing supervision to ensure that banking practices remain aligned with Sharia principles. 
Beyond acting merely as “halal gatekeepers,” the SSB now also serves as a strategic partner in 
the product innovation process. Their involvement from the design phase enables a balanced 
integration between Sharia compliance and market demands, ensuring that product 
development continues to reflect the values of Maqasid al-Shariah.52’53 

The role of the Sharia Supervisory Board (SSB) has become increasingly strategic 
amid the rapid growth of digital financial innovation and the rising complexity of modern 
Islamic banking products. To meet these challenges, SSB members are required to possess 
strong intellectual capacity and multidisciplinary expertise not only mastery of fiqh al-
muʿāmalah, but also a solid understanding of financial risk management, business structures, 
accounting, and developments in digital technology. This is essential to ensure effective 
supervision and to maintain Sharia integrity and compliance across all institutional activities. 
Anisykurlillah et al., demonstrate that the effectiveness of SSB supervision is significantly 
influenced by the members’ multidisciplinary professional competencies, including strong 
accounting and managerial abilities that help prevent fraudulent practices.54 Similarly, Nan & 
Hassan emphasize that effective Sharia governance requires SSB involvement that is 
grounded in a deep understanding of organizational dynamics and the ability to foster a 
culture of compliance through continuous training and communication.55 With effective 
oversight from the SSB, Islamic banks are able to uphold their integrity as financial 
institutions that are not only formally halal, but also contribute to ethical, just, and 
sustainable economic development. Therefore, the presence of the SSB serves as a 
foundational pillar in ensuring that Islamic banking becomes not only an alternative, but also 
a value-driven solution for the global financial system. 

 
Product Innovation in Islamic Banking 

As an integral component of the Islamic financial system, Islamic banking continues to 
evolve dynamically in response to the complexity of global markets, competitive pressures, 

 
51 Benamraoui, Moussa, and Hussien Alsohagy, ‘Islamic Banks’ Sharia Compliance Disclosure: An 

International Evidence’. 
52 Indah Anisykurlillah and others, ‘Examining the Role of Sharia Supervisory Board Attributes in Reducing 

Financial Statement Fraud by Islamic Banks’, Banks and Bank Systems, 15.3 (2020), pp. 106–16, 

doi:10.21511/bbs.15(3).2020.10. 
53 Mohd Mat Supian Nan and Rusni Hassan, ‘Effective Implementation of Shariah Compliance Culture in 

Islamic Banks’, International Journal of Management and Applied Research, 11.2 (2024), pp. 140–55. 
54 Anisykurlillah and others, ‘Examining the Role of Sharia Supervisory Board Attributes in Reducing 

Financial Statement Fraud by Islamic Banks’. 
55 Nan and Hassan, ‘Effective Implementation of Shariah Compliance Culture in Islamic Banks’. 
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and rapid technological disruption. In this context, product innovation serves not only as an 
instrument to enhance institutional competitiveness, but also as a form of institutional ijtihad 
in addressing the diverse needs of modern society without compromising the normative 
principles of Islam. This requires Islamic financial institutions to consistently uphold the 
orientation of Maqasid al-Shariah, namely the noble objectives of Islamic law such as justice, 
welfare, and collective prosperity, throughout their business processes and financial 
services.56’57’58 

As highlighted by Mancuso et al., the transformation of banking business models in 
the digital era is largely driven by structural market shifts, evolving consumer expectations, 
and the need for operational efficiency, which compel banks to continually pursue strategic 
innovation.59 However, within the context of Islamic banking, such innovation must remain 
grounded in ethical foundations and Maqasid al-Shariah values to avoid becoming solely 
driven by utilitarian logic. Support for the importance of balanced innovation is also reflected 
in the work of Shang & Xing, who observe that increasing liberalization in the banking sector 
has encouraged institutions to design innovative products in response to regulatory 
complexities and customer needs, while simultaneously safeguarding institutional 
sustainability.60 

Therefore, innovation in Islamic banking must be directed not only as an adaptive 
response to industry dynamics, but also as a manifestation of Sharia commitment to inclusive 
and equitable economic development, making Maqasid al-Shariah the foundational basis in 
the design and evaluation of every Islamic financial product. 
 
Types of Product Innovation 

1. Technology-Based Products (Islamic Fintech) 
The development of financial technology (fintech) has created significant 

opportunities for the Islamic banking sector to transform the way financial products 
and services are delivered. Islamic fintech facilitates the emergence of digital business 
models that are not only more efficient and inclusive, but also capable of reaching a 
broader segment of society, including groups that have historically been underserved 
by the conventional banking system.61’62 

Several forms of technology-based product innovations currently emerging in 
the Islamic finance sector include: 
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• Islamic mobile banking integrated with Islamic social finance features such 
as zakat, infaq, and waqf payments, reflecting a commitment to Maqasid al-
Shariah principles.63 

• Digital onboarding, whereby account opening processes can be completed 
entirely online without the customer's physical presence at the bank branch, 
thus enhancing access to Islamic financial services.64 

• Sharia-compliant peer-to-peer (P2P) financing platforms that directly 
connect micro-entrepreneurs with investors using Sharia-compliant contracts 
such as murabahah or wakalah. 

• Islamic P2P financing platforms such as Ammana, Danasyariah, and Alami, 
which utilize contracts like wakalah and murabahah to bridge the financing 
needs of MSMEs with investors in accordance with Sharia principles.65 

• Exploration of blockchain and smart-contract technology within Islamic 
finance, particularly to enhance transparency and efficiency in halal asset 
transactions, including digital sukuk issuance.66 

Through the integration of Sharia-compliant technology, Islamic fintech not only 
enhances accessibility and efficiency, but also promotes financial inclusion and 
strengthens the values of social justice in economic practice.67 

2. Hybrid Contract–Based Products 
Product innovation in the Islamic financial sector has increasingly evolved 

through the development of hybrid contracts (multi-akad), which combine two or 
more contracts structured systematically to accommodate contemporary 
transactional needs while maintaining adherence to Sharia principles. This approach 
has emerged as a solution to the limitations of traditional Islamic financial products, 
which are not always able to respond effectively to the complexity of modern 
financial transactions. 
Several forms of hybrid-contract products that are widely implemented include: 

• Sharia-compliant financing cards that combine qardh, ijarah, and wakalah 
contracts. This combination allows customers flexible access to funds, with 
qardh serving as the principal loan contract, ijarah representing 
administrative service fees, and wakalah functioning as an agency agreement 
for managing transactions.68 

• Sharia Home Financing (KPR) products, such as Griya Madani Financing, 
adopt a hybrid contract structure combining murabahah and wakalah. Under 
this mechanism, the wakalah contract authorizes the customer to appoint the 
Islamic financial institution as an agent to purchase the property or 
construction materials, while the murabahah contract governs the sale 
transaction between the customer and the institution. This scheme is 
considered effective in meeting market needs while maintaining Sharia 
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principles, and it is regulated under DSN-MUI Fatwa No. 04/DSN-
MUI/IV/2000 and DSN-MUI Fatwa No. 10/DSN-MUI/IV/2000.69 

• Sharia leasing through the Ijarah Muntahiyah Bittamlik (IMBT) contract 
represents a financing scheme in Islamic financial institutions that combines 
two contracts: a lease contract (ijarah) for a specified period, followed by a 
sale contract (bai') at the end of the leasing term. In practice, the Islamic 
financial institution leases an asset to the customer, and upon the completion 
of the lease period, ownership of the asset transfers to the customer either 
through a gift (hibah) or a pre-agreed sale transaction. This model is designed 
to avoid elements of gharar (uncertainty) and riba, while ensuring legal 
certainty and fairness in transactions. The IMBT scheme has been widely 
implemented in financing motor vehicles, housing, and heavy equipment by 
various Islamic financial institutions in Indonesia. This practice is 
documented in a study by Yustiardhi et al., at PT BPRS Al Salaam Amal Salman 
Surabaya and further supported by Hasanuddin et al., who confirm its Sharia 
validity and application within the framework of Islamic economic law in 
Indonesia. 70‘71 

 
The Impact of Digitalization on Product Innovation 

1. Digital Transformation and Product Innovation Performance  
According to Abdurrahman, digital transformation (DT) plays a crucial role in 
enhancing digital product innovation (DPI) performance in the banking sector. Digital 
transformation is not merely the adoption of advanced technologies such as AI, big 
data, and cloud computing; it also entails a comprehensive restructuring of business 
strategies, operational processes, and organizational culture to achieve greater 
efficiency, responsiveness, and customer engagement.72 The study indicates that 
banks that are able to strategically integrate digital resources and dynamic 
capabilities are more likely to succeed in developing product innovations that are 
relevant and adaptive to market needs.73 
Digital transformation enables Islamic banks to: 

• Provide real-time services through digital applications. 
• Develop personalized products based on big-data analytics. 
• Improve operational efficiency while significantly reducing service costs 
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Digital transformation in Islamic banking presents significant opportunities to 
enhance operational efficiency and customer experience; however, it also introduces 
serious challenges to Sharia compliance. One key risk lies in the potential use of 
algorithms within digital systems that may not fully reflect the principle of justice in 
Islam, or the adoption of incentive structures that resemble riba-based practices. 
Therefore, the active involvement of the Sharia Supervisory Board (SSB) at every 
stage of digital product development and evaluation is essential to ensure that all 
implemented innovations remain aligned with Maqasid al-Shariah and do not violate 
the fundamental principles of fiqh al-muʿāmalah. As emphasized by Shehadeh et al.,  
digital transformation must be accompanied by risk-governance mechanisms that 
comprehensively incorporate Islamic principles in order to preserve the integrity and 
public trust in the Islamic financial system.74 

2. The Role of AI Technology in Enhancing Bank Financial Performance. 
Artificial Intelligence (AI) plays a strategic role in optimizing the financial 

performance of banks, including Islamic banks, by enabling the development of 
products that are more responsive to market dynamics. As explained by Gyau et al., 
the application of AI allows banks to: 

• Model financing risk with greater precision, 
• Automatically detect fraudulent behavior, and 
• Tailor financing products to customers’ risk profiles and preferences.75  

These innovations not only enhance operational efficiency and accuracy but 
also strengthen the bank’s competitiveness in delivering responsive and sustainable 
financial services. In its application within the financial sector, Artificial Intelligence 
(AI) functions not only as a tool for technical efficiency but also as a strategic 
instrument that supports fair and targeted decision-making, as demonstrated in fraud 
detection, risk modeling, and personalized services based on customer needs and 
characteristics 76. Accordingly, the use of AI in Islamic finance can be directed toward 
strengthening principles of justice and public benefit (maslahah), for example by 
screening eligible beneficiaries for social financing such as qardhul hasan, or by 
designing optimal and transparent zakat distribution mechanisms. 

From the perspective of fiqh al-muʿamalat, the foundational principle al-aṣl fī 
al-muʿamalat al-ibaḥah illa an yadulla dalil ʿala taḥrimiha (all transactions are 
permissible unless there is evidence to prohibit them) provides ample space for 
innovation in the development of Islamic banking products. This flexibility enables 
Islamic financial institutions to respond to market needs through creativity in 
structuring contracts and product designs that align with contemporary conditions, 
as long as they do not violate fundamental Sharia principles such as the prohibitions 
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of riba, gharar, and maysir 77. However, innovation in Islamic finance should not be 
driven solely by commercial profit or market trends. Product development must be 
aligned with the pursuit of Maqasid al-Shariah the higher objectives of Islamic law 
which include the preservation of wealth (hifz al-mal), religion (hifz al-ddn), life (hifz 
al-nafs), intellect (hifz al-ʿaql), and lineage (hifz al-nasl). Consequently, Islamic 
financial products must not only be formally halal, but also deliver equitable, ethical, 
and sustainable benefits to society.78’79 

The greatest challenge in Islamic financial product innovation lies in 
maintaining a balance between technological modernization and adherence to Sharia 
principles. In an increasingly digital era characterized by transactions containing 
shubhat elements and ambiguous economic practices, Sharia rulings (fatawa) and 
regulations serve as essential guidance for industry practitioners. Furthermore, the 
issuance of a fatwa is far from a simple process; it requires rigorous examination that 
comprehensively considers Sharia, social, and technological dimensions. For instance, 
DSN-MUI Fatwa No. 116/DSN-MUI/IX/2017 on Islamic Electronic Money does not 
unconditionally permit all forms of digital currency. Instead, it emphasizes the 
importance of caution (ihtiyat) and the principle of maslahah in its implementation, 
including clarity of contracts, consumer protection, and the prevention of 
transactions involving riba, gharar, and maysir.80’81 

As a practical reflection, product innovation in Islamic finance should ideally 
be supported by stable funding sources, such as the use of “patient capital” (dana 
dingin) in Islamic investment contexts, in order to minimize speculative risks and 
negative societal impacts.82 This approach aligns with the principles of Asset-Liability 
Management (ALM) in Islamic finance, which emphasize liquidity stability, balance 
between assets and liabilities, and the sustainability of the Islamic financial system.83 
Amid the rapid advancement of technology and digitalization, collaboration between 
technology experts and Sharia scholars becomes crucial to ensure that every product 
innovation not only follows the direction of modernization, but also upholds the 
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principles of caution (al-ihtiyaṭ), public benefit (maslahah), and compliance with 
Maqasid al-Shariah.84 

 
Market Demand for Product Innovation 

1. Changing Consumer Behavior 
In the current era of rapid digital transformation, consumer behavior in using 

financial services has undergone fundamental change. One major shift is seen in 
customer preferences toward Islamic banking services, which now emphasize not 
only formal compliance with Sharia principles, but also convenience, efficiency, and 
technological integration in service delivery. Modern customers particularly 
millennials and Gen Z increasingly demand financial services that are fast, flexible, 
transparent, and accessible anytime and anywhere through their digital devices. This 
shift reflects a paradigm change from purely ideological motivations toward a 
stronger emphasis on optimal user experience. Customer loyalty to Islamic banks is 
no longer built solely on religious awareness, but also depends heavily on the quality 
of digital interaction, including ease of use of banking applications, integration with 
digital payment systems, and features tailored to modern lifestyles. In this context, 
the adoption of mobile banking–based services becomes highly crucial. 

Research conducted by Kumar shows that mobile banking applications have 
evolved into intelligent platforms that combine high-level security, artificial 
intelligence, and personalized services that enhance customer engagement.85 The 
study also highlights that the adoption of digitalization during the COVID-19 
pandemic accelerated changes in consumer behavior and served as a strategic 
momentum for financial institutions to undertake comprehensive transformation. 
Similarly, research by Harahap et al., in Indonesia confirms that expectations 
regarding digital service performance, price value, and compatibility with an Islamic 
lifestyle are key determinants of customers’ intention to use Islamic digital banking 
services.86 The study underscores that encouraging customers to shift from 
conventional to digital transactions depends not only on technological availability but 
also on perceived value and ease of use. 

Findings by Sutarminingsih et al., reveal that the most dominant factor driving 
increased usage intensity of Islamic mobile banking is its compatibility with 
customers’ lifestyles, including additional features such as digital zakat services, 
prayer time notifications, and integrated e-commerce payments on a single 
platform.87 This indicates that Islamic banking services must be designed to address 
both the practical and spiritual needs of contemporary customers. Thus, the challenge 
for Islamic banks is not merely to introduce products that formally comply with 
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Islamic legal standards, but to ensure that these products seamlessly align with the 
digital lifestyle of modern society while upholding Maqasid al-Shariah. This 
transformation is not only inevitable but also presents a strategic opportunity for 
Islamic banks to expand financial inclusion and strengthen their competitiveness 
within an increasingly digital financial ecosystem. 

The emergence of financial technology (fintech) has brought fundamental 
changes to the structure of the global financial industry, including within the context 
of Islamic banking. Alongside rising digital literacy and internet penetration, 
consumers now demand financial services that are more affordable, faster, more 
flexible, and easily accessible through digital platforms. In this regard, fintech has 
acted as a disruptive force, shifting traditional banking models previously centered on 
physical interaction towards extensive and integrated digitalization. Hodula, notes 
that the presence of fintech lending platforms has significantly pressured the 
profitability of conventional banks by offering higher operational efficiency and 
superior customer experience, compelling banks to adjust their strategies and 
accelerate technological innovation as a competitive response.88 

In a financial landscape that continues to evolve dynamically, the Islamic 
banking sector can no longer rely on traditional approaches. The shift in consumer 
behavior, driven primarily by rapid digitalization, requires Islamic banks to actively 
develop products that not only adhere to Sharia principles but are also 
technologically relevant and contextually appropriate. This includes the development 
of Sharia-compliant e-wallets, digital investment platforms based on mudharabah 
contracts, and robo-advisors operating under the guidance of Sharia rulings. As 
emphasized by Nordin & Zainuddin, the success of digital transformation in Islamic 
banks depends heavily on the ability to integrate Sharia principles with technological 
flexibility, thereby producing innovative Islamic financial services that are adaptive to 
the digital lifestyle of contemporary society.89 

Furthermore, Kilic & Turkan emphasize that Sharia-based fintech financing 
models such as halal peer-to-peer (P2P) lending and waqf-based crowdfunding are 
increasingly recognized as strategic instruments for expanding Islamic financial 
inclusion.90 These models are effective in reaching informal sectors and unbanked 
populations, while simultaneously offering alternative financing solutions aligned 
with Sharia principles. In the same context, Mohieldin & Hamzah add that this 
approach can strengthen the role of Islamic finance in improving societal welfare 
through inclusive and ethical financing channels.91 Digital transformation and the 
emergence of financial technology (fintech) not only pose challenges but also create 
strategic opportunities for Islamic banks to strengthen their presence within the 
modern financial ecosystem. Islamic banks that are able to integrate Maqasid al-
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Shariah-based product innovation with advanced digital technologies will be in a 
more competitive position to navigate the era of financial disruption. Innovations 
such as Islamic e-wallets, digital mudharabah platforms, and fatwa-based robo-
advisors reflect a positive trajectory toward accelerating Islamic financial services 
that are responsive to the needs of digital-era consumers.92’93’94 

However, the widespread adoption of Islamic financial technology also 
presents critical challenges. These include maintaining consistent Sharia compliance 
standards, strengthening technological risk-mitigation systems, and ensuring 
consumer protection amid rapid digital innovation that often outpaces regulatory 
readiness and supervisory capacity. Therefore, the success of digital transformation 
in Islamic banking depends heavily on the institution’s ability to balance a strong 
commitment to Sharia values with agile adaptation to the dynamics of the global 
financial technology landscape.95’96’97 

It is important to note that responses to changes in consumer behavior must 
continue to uphold the substantive essence of Maqasid al-Shariah. Innovations driven 
solely by market trends without rigorous assessment may lead to shubhat 
transactional practices that compromise Sharia prudential principles. Therefore, the 
integration of technology and Sharia must be implemented harmoniously through the 
active involvement of Sharia Supervisory Boards (SSB), regulators, and technology 
practitioners. 

2. Competition in the Banking Market 
Competition in the banking sector, both Islamic and conventional, has 

intensified with increasing financial liberalization, the entry of non-bank players, and 
the convergence of technology and finance. In this context, Islamic banks are required 
not only to survive but to excel competitively through appropriate and sustainable 
product innovation strategies. Liu & Zhao, emphasize that innovation is not merely an 
adaptive strategy in response to environmental change, but a primary driver of 
business continuity.98 In the Islamic banking sector, product innovation can become a 
crucial pillar for expanding into new market segments, such as the halal MSME sector, 
Sharia-based creative industries, or digitally-savvy Muslim retail markets. However, 
any innovation strategy must maintain value differentiation, namely the spiritual and 
ethical values that characterize Islamic banks. 

To sustain competitiveness, Islamic banks must integrate digital innovation 
with Sharia principles through products tailored to real societal needs. Strengthening 
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information technology systems is essential to support fast and secure digital 
services.99 Moreover, building an inclusive Islamic financial ecosystem by 
collaborating with fintech companies, halal enterprises, and digital platforms will 
expand service coverage. Segmentation strategies such as digital education savings, 
hybrid-contract home financing, and waqf-based investment solutions for Muslim 
professionals can create product differentiation while also strengthening customer 
loyalty.100’101’102 

In striving to win the market, Islamic banks must be cautious not to be 
trapped in the logic of free-market competition that neglects Islamic ethics. 
Innovation should not be focused solely on asset expansion and technical efficiency; 
rather, it must be guided by the consciousness of Maqasid al-Shariah, such as social 
justice, economic blessing (barakah), and community welfare. Therefore, product 
development and digital strategies must be positioned as forms of institutional ijtihad 
rooted in spiritual values and Islamic social responsibility. Through this approach, 
Islamic banks will not only achieve competitive business advantages but also 
contribute to the development of a sustainable Islamic civilization.103’104’105 

 
Sharia Compliance in Islamic Banking Product Innovation 

Innovation in Islamic banking products is an inevitable necessity to respond to 
market dynamics, technological advancements, and increasingly complex customer needs. 
However, the primary challenge faced by Islamic financial institutions lies in ensuring that 
every innovation remains within the boundaries of Islamic law (Shariah). This is the key 
element that distinguishes innovation in Islamic banking from that of conventional financial 
institutions the presence of Shariah compliance as a fundamental, non-negotiable principle. 
1. Challenges in Adhering to Sharia Principles 

a. Compliance of Products with Sharia Law 
One of the main challenges in Islamic banking product innovation is ensuring 

that every newly developed product remains consistent with Sharia principles. These 
principles include the prohibition of riba (interest), gharar (excessive uncertainty), 
and maysir (speculation/gambling), as well as the requirement to structure contracts 
(akad) clearly and validly in accordance with Islamic jurisprudence. This challenge 
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becomes more complex as Islamic financial institutions operate within a global 
economic system still dominated by conventional frameworks. In this context, the 
role of the Sharia Supervisory Board (SSB) is crucial in overseeing the innovation 
process to prevent deviations from core Sharia values. Additionally, technological 
integration such as the adoption of blockchain is being explored as an alternative to 
enhance contract transparency and ensure compliance with Sharia principles in 
digital financial products.106’107 

In designing Sharia-compliant digital financial products, it is essential for 
institutions to ensure that contract structures do not contain hidden elements of riba, 
avoid gharar (uncertainty), and exclude maysir (speculation). The contracts (akad) 
used must also be clear and valid according to Islamic law. Adherence to the rulings 
(fatwas) issued by the National Sharia Council-Indonesian Ulema Council (DSN-MUI) 
serves as a primary reference in determining the legitimacy of products.108 However, 
the rapid development of technologies such as Buy Now Pay Later (BNPL) models, 
robo-advisors, and crowdfunding platforms presents new challenges, as not all 
innovations can be easily classified as halal or haram. Therefore, a contextual 
approach rooted in ijtihad muʿāṣirah (contemporary ijtihad) and guided by Maqasid 
al-Shariah is necessary to ensure that innovation remains within the boundaries of 
Islamic law.109’110 

b. Cases of Sharia Compliance Violations 
In the global context, there have been several instances where financial 

products claimed to be Sharia-based were found to substantially deviate from Islamic 
principles. For example, the practice of tawarruq in several Middle Eastern Islamic 
banks has been criticized for being merely artificial in nature and essentially 
resembling riba.111 In Indonesia, as noted by Fikri et al., the use of derivatives in 
Sharia hedging instruments is often not supported by strong Sharia justification, 
raising debates over the validity of contracts and the potential presence of gharar, 
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maysir, and hidden riba elements within these structures.112 Furthermore, formalistic 
compliance approaches often obscure the core objectives of Maqasid al-Shariah.113 

Field cases reveal that despite claims of Sharia compliance, Islamic banking 
practices still frequently face the risk of deviation. This issue is exacerbated by limited 
Sharia human resource capacity, weak internal Sharia audit systems, and suboptimal 
synergy between financial regulators and fatwa institutions in addressing the 
evolving dynamics of financial innovation. Consequently, public trust in the 
authenticity of Sharia-compliant products may decline, and the overarching 
objectives of Maqasid al-Shariah risk being overlooked.114’115’116 

2. Solutions to Ensure Sharia Compliance 
a. Role of the Sharia Supervisory Board in Evaluating New Products 

The Sharia Supervisory Board (SSB) plays a central role as the frontline 
guardian in ensuring the legitimacy and Sharia compliance of every activity and 
product innovation within Islamic financial institutions. In the context of new product 
development, the SSB does not only function as a formal fatwa–issuing body, but also 
assumes strategic responsibilities that include involvement from the planning stage, 
assessment of contract structures, product testing, and ultimately the launch and 
implementation of products. This active participation is essential to ensure that every 
innovation remains aligned with fundamental Sharia principles and does not deviate 
in operational practice.117 

With the growing complexity of digital financial innovation, the role of the SSB 
has become increasingly critical. In best practice, the SSB must not serve as a mere 
symbol of normative compliance; rather, it should operate as a strategic partner in 
the product innovation process. To perform this role optimally, SSB members are 
required to possess multidisciplinary competencies, including mastery of fiqh al-
muʿāmalāt, an understanding of contemporary economic dynamics, and literacy in 
evolving financial technologies (fintech). This need for multi-competent Sharia 
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scholars underscores the importance of higher education institutions in producing 
ulama–economists who are adaptive to emerging challenges.118 

Furthermore, periodic Sharia audits constitute an essential element in 
ensuring consistent application of Sharia principles in every operation and product of 
Islamic financial institutions. The SSB must be supported by a well–documented, risk–
based Sharia audit mechanism that is functionally integrated with internal 
compliance systems. Such a model ensures that oversight is not limited to the legal–
formal aspects of contracts, but also extends to the substantive objectives of Sharia, 
ensuring that product implementation truly aligns with Maqasid al-Shariah.119’120’121 
From the above discussion, it is evident that maintaining Sharia compliance in 

product innovation is a complex and continuous process. The challenges encountered are not 
limited to the framework of Islamic law, but also encompass practical dimensions in 
responding to market and technological changes. Therefore, the presence of an active and 
professional Sharia Supervisory Board (SSB) is crucial. Innovation must not serve as a 
justification for compromising Sharia principles; instead, it should function as a means to 
achieve Maqasid al-Shariah  namely, the realization of justice, welfare, and the protection of 
community rights within economic activities. With a strong commitment to Sharia 
compliance, Islamic banking can continue to grow as an ethical, inclusive, and sustainable 
financial system. 
1. Relationship Between Innovation and the Attainment of Maqasid al-Shariah 

The findings of this study indicate that product innovation in Islamic banking has 
become an unavoidable necessity amid digital transformation and increasing market 
expectations for adaptive and competitive financial services. However, the results also reveal 
a gap between legal-formal Sharia compliance and the substantive realization of Maqasid al-
Shariah. Many innovative products formally satisfy the requirements of fiqh and Sharia 
contractual standards, yet do not fully deliver meaningful contributions to Islamic ethical 
values such as social justice, economic empowerment, and poverty alleviation. In other 
words, innovation focused solely on operational efficiency and competitive advantage does 
not necessarily guarantee the achievement of the fundamental objectives of the Islamic 
economic system namely, Maqasid al-Shariah. 

The principles of maqasid, including the protection of religion (hifz al-din), life (hifz al-
nafs), intellect (hifz al-‘aql), lineage (hifz al-nasl), and wealth (hifz al-mal), must serve as both 
the ethical framework and evaluative instrument in assessing the success of Sharia-compliant 
products. Such evaluation should not only refer to formal contractual compliance but also to 
the extent to which these products provide real benefits for social welfare and promote fair 
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wealth distribution within society. These findings align with the study of Alhammadi et al., 
which asserts that ethical evaluation of Islamic banking performance should reflect a 
comprehensive attainment of maqasid. They emphasize that approaches solely anchored in 
fiqh-based legal formalism are insufficient to assess the effectiveness of Islamic financial 
institutions.122 Instead, a maqasid-oriented approach highlights the importance of social 
impact and public benefit, including wealth protection (hifz al-mal), equitable wealth 
distribution, and reduction of economic disparities. Products such as qardhul hasan and 
digital zakat platforms are considered more representative of maqasid because they provide 
direct benefits to vulnerable groups. 

The Maqasid-Based Innovation Evaluation Model (MBIEM) demonstrates that 
successful innovation must incorporate dimensions of maslahah (public interest) and societal 
benefit, rather than merely focusing on market feasibility or legal compliance. Unfortunately, 
the role of the Sharia Supervisory Board (SSB) remains largely limited to formalistic aspects 
rather than substantive evaluation of maqasid valuesa concern also highlighted by 
Alhammadi et al.123 Therefore, going forward, Islamic banking must adopt a value-based 
innovation strategy supported by regulatory reform, enhanced multidisciplinary 
competencies, and strong commitment from Sharia authorities to create a system aligned 
with market demands, Sharia compliance, and social justice. Similarly, Mergaliyev et al., in the 
Journal of Business Ethics reveal that the implementation of corporate social responsibility 
(CSR) in the Islamic banking sector is often symbolic and not fully oriented toward realizing 
maqasid values in concrete terms.124 This underscores the urgent need for a paradigm shift 
from symbolism to substance across all operational dimensions of Islamic financial 
institutions. 

One of the key dimensions in evaluating innovation in Islamic banking products lies in 
the extent to which such products generate tangible benefits for societal welfare. Products 
that are truly aligned with Maqasid al-Shariah should ideally address socio-economic needs, 
enhance financial inclusion, and protect society from injustice and exploitation. In this 
context, evaluation must go beyond formal fiqh compliance and include an assessment of the 
social value delivered by the product. This is consistent with findings by Shahwan et al., who 
assert that Sharia compliance evaluation must be directed toward the material realization of 
maqasid, rather than mere legal symbolism.125 Likewise, Rehman shows that Islamic 
economic instruments such as waqf hold significant potential for empowering vulnerable 
communities and achieving social justice as core objectives of maqasid.126 Therefore, 
obtaining halal certification from the Sharia Supervisory Board alone is insufficient; every 
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product must be tested against its real-world relevance and impact through a substantive 
maqasid-based approach. 

An evaluation of Islamic banking product implementation in Indonesia indicates that 
most innovations remain focused on formal compliance with contractual structures such as 
murābaḥah and ijārah, without deeply considering the substantive objectives of Maqasid al-
Shariah. In practice, profit-margin structures, late-payment penalty schemes, and other 
administrative provisions often resemble conventional banking approaches, which can 
burden customers and undermine elements of justice and social welfare. A study by Hasbi & 
Widayanti, shows that the application of the ijārah contract in Islamic bank financing is still 
largely interpreted as a substitute for conventional leasing contracts, without adequately 
considering long-term benefits for customers.127 Similarly, findings by Chelhi et al., reveal that 
murābaḥah contracts remain widely dominant, yet their implementation tends to be legalistic 
and does not fully reflect fairness in terms of profit margins and customer risk 
management.128 Therefore, it is essential to revisit the framework for Islamic product 
innovation to ensure that it not only emphasizes fiqh-based legal validity but also 
meaningfully contributes to societal well-being. 
2. Case Study: Islamic Banking Products that Support Maqasid 

A successful example of product innovation aligned with Maqasid al-Shariah can be 
observed in micro-financing schemes based on qardhul hasan implemented by several Islamic 
banks in Indonesia. Unlike commercial financing products that emphasize profit margins, 
qardhul hasan is designed as a social instrument that does not impose returns on customers. 
Its objective is to address the urgent and productive financial needs of low-income 
communities that are often excluded from the formal financial system. As highlighted by 
Adnan et al., several Islamic banks including Bank Syariah Indonesia (BSI) and Bank Syariah 
Bukopin have developed similar schemes to strengthen financial inclusion and support 
economic empowerment initiatives for marginalized groups.129 This product reflects the 
values of justice and social solidarity and serves as a tangible manifestation of maqasid 
implementation, particularly in protecting wealth (hifz al-mal) and empowering vulnerable 
communities. 

The success of an Islamic banking product in realizing Maqasid al-Shariah can be 
evaluated through several dimensions of value protection. First, the dimension of hifz al-mal 
(protection of wealth) is demonstrated through equitable financial access that does not 
burden customers, as exemplified by qardhul hasan micro-financing, which provides interest-
free capital to low-income individuals. Second, the dimensions of hifz al-nafs and hifz al-‘aql 
are realized through the product’s capacity to protect individuals from debt traps, usurious 
practices, and psychological stress associated with interest-based financial burdens, as 
emphasized by Adnan et al., and Milena & Stefan, in their studies on the role of Islamic social 
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finance in economic empowerment.130’131  Third, hifz al-din is reflected through the use of 
valid, ethical, and Sharia-compliant contracts, demonstrating not only formal legal 
compliance but also moral and spiritual integrity. 

These findings correspond with Alkhan & Hassan, who highlight the importance of 
integrating maqasid principles in sustainable financial strategies. They assert that the success 
of Islamic financial products should not solely be assessed through formal Sharia compliance, 
but also through their contribution to social development and value-based sustainability.132 
Additionally, digital zakat platforms developed by Islamic financial institutions offer another 
noteworthy innovation. These platforms facilitate transparent, efficient, and technology-
driven zakat distribution, thereby promoting social justice and hifz al-mal on a broader scale. 
Such initiatives illustrate that innovation guided by maqasid-oriented objectives can 
significantly enhance societal welfare.133’134 

Thus, innovation in Islamic banking products should not be confined to commercial 
orientation and market competition alone; rather, it must be critically directed toward 
attaining Maqasid al-Shariah. A successful product is one that not only adheres to formal fiqh 
principles but also generates tangible benefits for society and strengthens economic justice. 
This represents both a challenge and a major opportunity for the future of the Islamic finance 
industry: to harmoniously integrate values, utility, and competitive excellence. 
3. Strengths and Weaknesses of Product Innovation in Islamic Banking 

Islamic banking has demonstrated significant growth in product innovation to meet 
market demands and maintain competitiveness in the digital economy era. Innovations such 
as digital financing based on the murābaḥah contract, the use of Sharia-compliant mobile 
banking platforms, and the integration of waqf and zakat services into digital systems 
represent strategic responses to the needs of modern customers. A key strength of these 
innovations lies in their ability to reach previously underserved segments of society (the 
unbanked), enhance transactional efficiency, and expand value-based financial inclusion 
aligned with Islamic principles.135’136 The development of innovation in Islamic banking has 
delivered substantial benefits to customers, not only in terms of service speed and 
accessibility, but also through improved contract clarity, cost transparency, and a 
strengthened commitment to justice and sustainability. A tangible example of this principle in 
practice can be seen in micro-financing models based on qardhul ḥasan or muḍārabah, which 
structurally do not burden customers with interest or penalties and functionally support the 
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empowerment of micro and small entrepreneurs.137 Such products directly contribute to 
grassroots economic growth while reflecting the values of Maqasid al-Shariah, particularly 
hifz al-mal (protection of wealth) and hifz al-nafs (protection of life). 

However, several challenges remain in the implementation of innovation, particularly 
regarding the potential deviation from Sharia principles when product structures prioritize 
commercial orientation over spiritual values. One example is tawarruq-based products 
which, although legally permissible, are often criticized for resembling interest-based 
transactions and for diminishing the essence of justice in Islam.138 In addition, weaknesses in 
internal governance and the lack of human resource capacity with comprehensive 
understanding of Sharia principles combined with suboptimal coordination between 
regulators, fatwa authorities, and Sharia supervisory systems further hinder the assurance 
that innovation truly aligns with the substantive objectives of Maqasid al-Shariah.139 
4. Innovation Development 

To ensure that product innovation in Islamic banking truly aligns with Maqasid al-
Shariah and delivers tangible benefits to society, it is essential to strengthen two core 
dimensions: Sharia compliance and technology-driven operational efficiency. As highlighted 
by Shahwan et al., and reinforced by Aziz et al., this strengthening involves reformulating an 
integrated regulatory approach, ensuring active involvement of the Sharia Supervisory Board 
from the earliest stages of innovation, and enhancing human capital with expertise in fiqh al-
muʿamalat and financial technology.140’141 In addition, the strategic utilization of emerging 
technologies such as artificial intelligence (AI), big data, and blockchain is crucial for 
improving transparency, efficiency, and accountability in digital services such as zakat, waqf, 
and microfinance. These initiatives are viewed as strategic steps toward accelerating the 
substantive rather than merely formalistic realization of Maqasid al-Shariah.142’143 

Accordingly, product innovation in Islamic banking should not be seen as an ultimate 
goal, but rather as a strategic instrument to bridge the needs of modern markets with the 
noble values of Islam. Effective innovation is that which not only responds to competitive 
industry demands but also strengthens Sharia integrity and provides real benefits to the 
wider community. Therefore, maintaining and reinforcing the balance between Sharia 
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compliance and technological efficiency must remain a continuous priority through 
regulatory synergy, education, and adaptive governance mechanisms. 
 
CONCLUSION 

This study affirms that product innovation in Islamic banking is not merely a 

strategic option, but an urgent necessity in responding to the rapidly evolving financial 

market dynamics and technological advancements. However, the findings reveal that many 

product innovations remain narrowly focused on legal-formal Sharia compliance and market 

competitiveness, while ethical dimensions, distributive justice, and social values the core 

pillars of Maqasid al-Shariah have not yet been fully embedded as foundational elements in 

product development processes. By employing the Maqasid-Based Innovation Evaluation 

Model (MBIEM), this study identifies a gap between current innovation practices and the 

ideal maqasid-oriented values. Products that successfully integrate the three key dimensions 

market demands, Sharia compliance, and maqasid attainment demonstrate broader and more 

significant impacts, particularly in enhancing financial inclusion and empowering 

communities, as exemplified by qardhul hasan micro-financing schemes and digital zakat 

platforms. Therefore, a value-oriented innovation strategy is required, in which product 

development goes beyond considerations of profitability and contractual legality, and instead 

positions Maqasid al-Shariah as both an evaluative and normative framework. Ideally, 

innovation in Islamic banking should serve as a means to realize an Islamic financial system 

that is just, inclusive, and ethically and socially sustainable. 
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