ISLAMIC FINTECH: 
DIGITALIZATION OF THE GLOBAL ISLAMIC FINANCE

This summary is based on the results of the research that was funded by Russian Foundation for Basic Research: project “Islamic Finance in the post-Soviet space: challenges and opportunities for investment growth in the CIS countries” (No 19-310-60002).
Over the past decades, Islamic finance has expanded its presence to many countries, including the post-Soviet area. It is not surprising that its expansion has become a subject of great interest to scholars, politicians, practitioners, and the general public. Represented in more than 60 countries, the total assets of Islamic Finance was estimated at almost $2.5 trillion and concentrated in the Middle East and Southeast Asia (IFSB, 2020). The general principles of Islamic finance are as follows: i) the prohibition of usury, understood as excessive and unjustified compensation for transactions (riba); ii) the prohibition on uncertainty, understood as the opacity, ambiguity and asymmetric information in transactions (gharar);  iii) the exclusion of financing and dealing in sinful activities for the production and sale of alcohol, tobacco, pork, weapons, pornography, gambling, etc. (haram);  iv) profit and loss sharing between the owner of capital and the entrepreneur; v) the materiality of the transaction, which is expressed in direct or indirect link to real assets (Gait, Worthington, 2007. P.7). 
 
As for the future of Islamic finance, it will be associated with digitalization. While banks have never been the trendsetters in the digital area, the business of FinTech companies is entirely built on the implementation of new technologies. It should be noted that in recent years, it is FinTech companies that have set new standards for interaction in the financial sector: ease of use, quick access and continuous improvement in order to maximize adaptation to changing customer needs. 

So, we have collected and analyzed the empirical base of more than 240 global Islamic FinTech companies. The initial source for us was open databases (IFN Fintech Landscape and Crunchbase), then the information received was significantly expanded by content analysis of mass media and official websites of the companies. This approach allowed us to discover many features and patterns in the digitalization of Islamic finance:

firstly, the geography of origin and coverage by services of Islamic FinTech companies is not limited only to the countries of the Middle East (79 companies) and Southeast Asia (71), but also includes the developed markets of Western Europe (58 companies) and America (20). Moreover, the most attractive jurisdiction for the incorporation of such companies is the UK (18% of all Islamic FinTech companies were launched here). In the Middle East, the UAE is such a regional center (13%). In addition, two markets in Southeast Asia – Indonesia and Malaysia – form almost a quarter (24%) of the global Islamic FinTech. However, Islamic FinTech is expanding financial inclusion in Africa, where 11 Islamic FinTech companies have been created;

secondly, 91% of all Islamic FinTech projects were founded in the last 10 years, and 58% in the last 5 years. The peak of the activity in this sector was in 2017 and 2018, when 37 and 39 companies were created, respectively;

thirdly, we classify the Islamic FinTech into seven broad categories namely P2P financing (39 companies), neobanks (38), payments services (37), asset management (35), blockchain and cryptocurrency (20), charity (16), real estate (15), among which the most successful cases are considered. In contrast to the conventional FinTech sector, where 80% of the market belongs to payment services (Deloitte, 2020), in the Islamic FinTech peer-to-peer funding (P2P and charity) has received greater development. This is probably a reflection of the values of the Muslim community (ummah), which are embedded in the Islamic financial principle of profits and losses sharing;
fourthly, based on the financial data for 72 Islamic FinTech companies in Crunchbase, we estimated the total volume of investments in the Islamic FinTech at more than $ 2.44 billion, almost half of which fell on neobanks ($ 1.2 billion). At the same time, if we exclude three mega-investments of more than $ 300 million, then the average investment in one Islamic FinTech company is $ 19.9 million, and if we exclude eight investments worth more than $ 100 million  – $ 9.1 million. It should be admitted that Islamic FinTech occupies only a small share of  the global FinTech: for example, by the end of 2020 alone, more than 2,800 transactions totaling more than $ 105 billion were made in the world, while the main recipients of the capital are payment services companies (KPMG, 2021). Investors of FinTech companies are mainly venture capital funds that finance businesses based on the risk-sharing principle. The geography of such funds is not limited to the countries of the Middle East and Southeast Asia, but covers many Western countries (USA, Great Britain, Germany, Switzerland). It was noted that at the initial stage, many Islamic FinTech projects undergo mentoring and acceleration programs in special accelerators, including the leading Y Combinator (USA);

fifth, we have identified five Islamic FinTech companies from the CIS countries. Besides, we have found Russian-speaking founders of five FinTech companies that established in the UAE, Singapore and the UK. In addition, we have identified Russian venture capital fund that invested in two Islamic FinTech companies in Bahrain and the UAE.

Thus, the features of Islamic FinTech that we have identified show that the complex and intertwined world of the finance is not constrained by borders or prejudices, and the only criterion for the effectiveness of investments for investors is the optimal balance of risk-return-investment horizon.
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