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ABSTRACT:

Purpose: This study investigates the strategic management of innovation within the uncertain
domain of Shariah-compliant fintech. It addresses a core dilemma for entrepreneurs and
corporate innovators: navigating the tension between scaling efficient, low-risk digital products
(Murabaha) and pioneering idealistic, high-risk business models (Musharakah). We develop a
diagnostic framework to help firms forecast viable innovation pathways under divergent
institutional conditions.

Design/methodology/approach: Employing a comparative, theory-building design, we conduct
diagnostic case studies of the Saudi and Indonesian ecosystems. These inform a scenario planning
exercise, constructing three plausible innovation regimes. The findings are synthesized into a
Dynamic Causal Model that identifies the systemic loops driving or constraining strategic
innovation.

Findings: The analysis reveals three distinct innovation regimes: Efficiency-Optimized Markets,
Idealism-Enabled Ecosystems, and Stagnated Innovation Environments. Each regime dictates a
primary strategic imperative for fintech firms, requiring specific organizational capabilities and
resource allocation. The comparative analysis shows that the dominant constraint on innovation
shifts from a product-level pragmatism trap in formal markets to a market-structure informality
trap in emerging economies.

Originality /value: This paper moves from ecosystem description to a strategic management tool.
Its primary contribution is a comparative forecasting framework that enables innovation
managers to diagnose binding constraints, align their innovation portfolios with market
trajectories, and make informed strategic choices between exploitation and exploration in ethical
finance. For Islamic finance scholars, this study bridges Shariah governance theory and strategic
management by demonstrating how centralized versus consultative governance structures
create distinct innovation constraints and pathways.
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1 Introduction

The global fintech revolution has opened a frontier for business model innovation in
financial services, with Shariah-compliant fintech representing a particularly complex
and high-potential domain. For innovation managers and entrepreneurs in this space, a
fundamental strategic dilemma crystallizes: should resources be allocated to refine and
massively scale commercially proven, asset-backed digital products (Murabaha), or
should firms pioneer more idealistic, trust-based profit-and-loss sharing models
(Musharakah) that promise deeper customer relationships but entail greater operational
and commercial risk? This tension between exploitative and exploratory innovation is
not merely theoretical; it is a daily calculus that dictates R&D budgets, partnership
choices, and long-term competitive positioning (March, 1991; Benner & Tushman, 2003).

This strategic uncertainty is amplified by radically different institutional landscapes. In
Saudi Arabia, a state-orchestrated, digitally advanced ecosystem offers a clear regulatory
vision but grapples with internal governance friction. In Indonesia, a vast market
opportunity is underpinned by the pervasive challenge of informality, which redefines
the very foundation of scalable business models. For a multinational fintech firm or alocal
venture, the "right" innovation strategy is contingent on accurately diagnosing which of
these systemic conditions will dominate (Khanna & Palepu, 2010).

Consequently, this paper reframes the inquiry from policy assessment to strategic
innovation management. We address the core research question: How can fintech firms
strategically navigate and allocate resources between competing innovation trajectories
in Shariah-compliant fintech, and what diagnostic framework can forecast the viability of
these strategic choices across different national innovation systems?

To answer this, we develop a comparative forecasting model. The study proceeds by first
grounding the analysis in relevant innovation management theory, then detailing a
methodology combining diagnostic case studies and scenario planning for Saudi Arabia
and Indonesia. We present three archetypal innovation regimes and derive a Dynamic
Causal Model that captures the reinforcing and balancing loops critical for strategic
planning. We conclude with targeted implications for innovation managers and
ecosystem architects.

2 Literature Review
2.1 Innovation Management in Fintech: Exploitation vs. Exploration

Fintech is characterized by rapid cycles of business model innovation, where technology
enables new value propositions and revenue models (Gomber et al,, 2017). Managing an
innovation portfolio here requires balancing exploitation—improving existing
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offerings—with exploration—venturing into new, uncertain domains (March, 1991). We
frame the "Murabaha-Musharakah Dichotomy" through this lens. Murabaha-based
fintech represents exploitative innovation: optimizing a known model (cost-plus finance)
through digital efficiency, data analytics, and automation. It leverages existing
capabilities for incremental gains. Conversely, Musharakah-based models represent
exploratory innovation: they require developing new capabilities in risk-sharing, joint-
venture governance, transparent profit distribution, and building trust. They are
inherently more uncertain but aim to create new market spaces and defensible
competitive advantages (Khan, 2010; Farooq & Zaider, 2015). This strategic choice
mirrors the broader challenge in technology ventures of choosing between refining a
"minimum viable product” and investing in a more disruptive, platform-based model
(Blank, 2013).

Technology Architecture as Strategic Choice: The choice of technology stack is a strategic
commitment. Pursuing exploitative innovation in an Efficiency-Optimized Market often
favors monolithic, highly optimized platforms that maximize speed and cost-efficiency
for a single, scalable product like digital Murabaha. Conversely, succeeding in an
Idealism-Enabled Ecosystem requires a modular, API-first architecture. Such a stack
enables the secure integration of diverse partners, supports transparent profit-sharing
calculations for Musharakah, and allows for the agile incorporation of trust-enhancing
technologies like blockchain for immutable contract execution.

2.2 National Innovation Systems and Strategic Constraint

A firm's strategic options are shaped by the national innovation system in which it
operates (Nelson, 1993). Saudi Arabia's system is formal, well-resourced, and driven by
top-down Vision 2030 objectives, creating a specific set of opportunities (e.g., regulatory
sandboxes) and constraints (e.g.,, complex Shariah governance) (Said & Alias, 2022).
Indonesia's system is shaped by a massive, informal base, making the scaling of any
formal, technology-driven business model a primary challenge (World Bank, 2021). The
concept of institutional voids is critical (Khanna & Palepu, 2010); in Saudi Arabia, the void
may be in the intermediation between ethical ideals and scalable products, while in
Indonesia, it is in the foundational data and trust infrastructure. These voids become the
dominant strategic constraints that innovation managers must address.

2.3 Forecasting and Scenario Planning in Strategic Management

In high-uncertainty environments, traditional linear forecasting fails. Scenario planning
is an established strategic tool for exploring multiple, plausible futures to stress-test
strategies and build organizational resilience (Schoemaker, 1995). Similarly, system
dynamics modeling helps managers understand how feedback loops within a complex
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system can create unintended consequences or lock-ins (Sterman, 2000). This paper
integrates these approaches to build a strategic forecasting framework.

2.4 Shariah Governance as an Innovation Constraint/Enabler

The strategic innovation pathways in Shariah-compliant fintech are fundamentally
shaped by the governance structures that interpret and enforce Islamic financial
principles (Hassan et al., 2021).

Saudi Arabia's Centralized Governance Model: The Saudi ecosystem operates under a
relatively centralized Shariah governance structure. This centralized approach creates
standardized frameworks but can also slow exploratory innovation due to complex
approval processes (Baber, 2022). The state’s regulatory sandbox, administered by SAMA
(2022), provides a key testing ground for innovations.

Indonesia's Decentralized, Consensus-Driven Model: Indonesia's Shariah governance
operates through the DSN-MUI, which employs a more consultative, consensus-building
approach (Abduh & Omar, 2023). While this allows for flexibility, it can create uncertainty
for scalable fintech business models. The regulatory landscape, overseen by OJK (2024),
is rapidly evolving to support the sector's growth (Hudaefi & Junari, 2023).

The Innovation Tension: This governance divergence creates a strategic tension. In Saudi
Arabia, the constraint is often procedural—navigating a structured approval process. In
Indonesia, the constraint is more structural—building scalable models within a flexible
but fragmented governance and market landscape.

3 Methodology: A Comparative, Theory-Building Approach
3.1 Research Design

This study employs a qualitative, comparative theory-building methodology suitable for
exploring "how" questions in complex, real-world contexts (Eisenhardt, 1989; Yin, 2018).
We use a "most different systems" design (Przeworski & Teune, 1970), selecting Saudi
Arabia and Indonesia as contrasting cases. The research unfolds in three phases:
Diagnostic Case Studies, Scenario Planning, and Model Building.

3.2 Data Collection

Data for the diagnostic phase were drawn from multiple secondary sources (2019-2024):
Corporate & Market Data (e.g., annual reports of fintech platforms), Policy & Regulatory
Artifacts (e.g.,, SAMA framework, OJK regulations), and Industry & Third-Party Analyses
(e.g., World Bank reports, Fintech Saudi publications).

This article is licensed under a Creative Commons Attribution 4.0 International License (CC BY 4.0)
https://journal.jibep.org/index.php/jibep/policies

23



Journal of Islamic Banking, Economics and Policy (JIBEP) — Vol. 2, Issue 1 December 2025

3.3 Case Selection, Data Corpus, and Analytical Procedure

Saudi Arabia and Indonesia were selected as "most different" cases based on three
theoretical dimensions: (1) Shariah Governance Structure, (2) Market Formality, and (3)
Innovation Policy. Data were analyzed through structured thematic analysis (Braun &
Clarke, 2006) to identify key drivers and barriers. The table below summarizes the data
corpus.

Table 1: Summary of Diagnostic Data Corpus

Country Data Type Sources # of | Analytical
(Examples) Entities Purpose
Reviewed
Saudi Corporate/Regulatory/ | Tamam, Sulfah; | ~15 Identify
Arabia Industry reports SAMA sandbox; | fintech drivers/barrier
Vision 2030 firms & |s in a
initiatives | structured
ecosystem
Indonesia Corporate/Regulatory/ | Various digital | ~20 I[dentify
Academic reports lenders; OJK | fintech drivers/barrier
regulations; DSN- | firms & |s in an
MUI fatwas; World | initiatives | informal, high-
Bank (2021) growth market

3.4 Scenario Construction Process

From the diagnostics, two critical uncertainties were identified: (1) the resolution of the
exploitation-exploration tension, and (2) the closure of the growth-stage "Missing
Middle" financing gap. These were plotted on axes and, through iterative analysis for
plausibility and strategic relevance, consolidated into three internally consistent,
plausible scenarios (archetypal innovation regimes) for the evolution of the landscape up
to 2030.

3.5 Limitations

The study's reliance on secondary data limits insights into internal firm decision-making.
Future research could enrich this model through primary engagement with innovation
managers, Shariah board members, and regulators. However, the strategic value lies in
providing actionable guidance using publicly available data.
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4 Diagnostic Findings and Archetypal Innovation Regimes
The scenario planning yielded three archetypal innovation regimes.

Table 2: Innovation Regimes and Strategic Imperatives

Innovation Core Market Logic | Strategic Imperative for | Key Organizational
Regime Fintech Firms Capabilities Required
1. Efficiency- | Competition on | Optimize & Dominate: | Lean operations,
Optimized cost, speed, and | Double down on | advanced data
Market scale in | operational excellence in | analytics/Al, high-
standardized Murabaha/digital volume platform
digital credit. lending. management.
2. Idealism- | Value creation | Pioneer & Partner: Lead | Risk-assessment for
Enabled through  trusted | in developing scalable | equity-like
Ecosystem partnerships Musharakah platforms. | instruments,
enabling SME | Form strategic alliances. | partnership
scale-up. management,
blockchain
development.
3.  Stagnated | High uncertainty | Preserve & Observe: | Regulatory risk
Innovation and risk aversion | Protect core revenue | management,
Environment suppress streams. Minimize | operational resilience,
investment in | exposure to experimental | agility to pivot.
novel models. R&D.

4.1 The Saudi Archetype: Managing Innovation in a Structured Ecosystem

The Saudi ecosystem is engineered for rapid digitization. The Saudi Arabian Monetary
Authority (SAMA) has established a regulatory sandbox (SAMA, 2022) that provides a
structured testing environment. The market is dominated by scalable Murabaha
contracts, which industry analyses (Fintech Saudi, 2023; DinarStandard, 2024) suggest
constitute a large majority of digital financing, rewarding exploitative innovation focused
on process efficiency. Exploratory innovations like P2P Musharakah models remain
niche. For a firm's innovation manager, the central strategic question is whether to
leverage state support to pioneer a new model or to out-compete others on the
established Murabaha track.

4.2 The Indonesian Archetype: Innovating from the Ground Up
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Indonesia's landscape is defined by its scale and informality. World Bank (2021) data
indicates that a vast majority of Indonesia's millions of businesses operate in the informal
sector, creating what we term the Informality Trap. The primary innovation challenge is
creating foundational conditions for scalable, formal business models. Successful
innovation focuses on building "data collateral” through alternative credit scoring. The
Indonesian Financial Services Authority (OJK) has responded with progressive
regulations, including its 2024 framework for digital financial innovation (OJK, 2024). For
a manager, the strategy must first solve for low-cost trust and verification.

4.3 The Dynamic Causal Model: A Diagnostic Tool for Strategic Management

We propose a Dynamic Causal Model that conceptualizes the innovation ecosystem as
interacting feedback loops.

Table 3: The Dynamic Causal Model of Fintech Innovation

Loop Type Causal Sequence (Flow) Strategic
Interpretation for
Managers
R1: Virtuous | Reinforcing | Regulatory Support — Successful | Early  success can
Cycle of Exploratory Launch — Market | attract talent and
Innovation Validation - Increased | capital. Getting into
Ecosystem Attractiveness — | early sandbox cohorts
Enhanced Regulatory Support is key.
B2: The | Balancing | High Success of Exploitative | The "cash cow"
Pragmatism Products — Resource Allocation | dilemma. Actively
Trap to Exploitation — Starvation of | protect resources for
Exploratory R&D — Market | exploratory projects.
Entrenchment of Exploitative
Models
B3: The | Balancing | High Market Informality — High | The core challenge is
Informality Onboarding Costs — Limited | innovating to radically
Vicious Cycle Viability of Formal Models — | lower the cost of trust
Reliance on Informal Finance — | and verification.
(Reinforced) Informality

5 Discussion: Strategic and Managerial Implications

6.1 A Framework for Strategic Decision-Making

We propose a three-step process:
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1. Diagnose the Dominant Loop: Is the primary constraint the internal Pragmatism
Trap (B2) or the external Informality Cycle (B3)?

2. Assess the Probable Regime: Align your innovation portfolio with the likely
market regime.

3. Build Requisite Capabilities: Invest in the organizational capabilities critical for
success in your chosen regime.

Guiding Portfolio Allocation: In an Efficiency-Optimized Market, skew toward
exploitation (e.g.,, 80% on optimization). In an Idealism-Enabled Ecosystem, a balanced
portfolio is viable (e.g, 50% exploration, 30% core, 20% R&D). In a Stagnated

Environment, focus on preservation (e.g., 90% core).
6.2 Implications for Different Actors

For Fintech CEOs & R&D Heads: Maintain a balanced portfolio but be prepared to pivot
based on ecosystem signals.

For Investors: Use the framework to evaluate if a startup's model is aligned with or
contrarian to dominant ecosystem loops.

For Policymakers: Focus on de-risking exploration (e.g., through sandboxes) and
lowering systemic transaction costs (e.g., digital public infrastructure).

Table 4: Strategic Tracking Indicators

models.

Indicator What it Measures Strategic Insight

Exploratory vs. | % of new product launches | Signals whether the

Exploitative Product | based on risk-sharing vs. asset- | ecosystem is reinforcing B2 or

Ratio backed models. stimulating R1.

Scale-Up Capital Flow Volume of  institutional | A lagging indicator of investor
investment into growth-stage | confidence in exploratory
fintechs. models.

Regulatory Number of live tests in|A leading indicator of

Experimentation Rate sandboxes focusing on new | regulatory support  for

exploratory innovation (R1).

6 Conclusion
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This study has reframed the evolution of Shariah-compliant fintech as a strategic
innovation management challenge. The comparative forecasting framework identifies
three archetypal innovation regimes and the dynamic causal loops that underpin them.

6.1 Theoretical Contributions
This research makes three distinct contributions:

1. To Islamic fintech literature, it provides a strategic forecasting framework linking
governance structures to firm-level innovation pathways.

2. To innovation management theory, it extends the exploitation-exploration
dilemma into ethical finance, showing how institutional voids become strategic traps.

3. For Shariah governance research, it reframes governance from a compliance
function into an active strategic variable that shapes market evolution.
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