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ABSTRACT

The objective of the study was mainly to shed light on the current state and future prospects of FinTech in Oman, with
particular focus on its potential contribution to the Islamic finance industry. The study used qualitative methods in forms
of in-depth interviews with eight Islamic banks” managers in Oman. The findings revealed that the FinTech industry in
Oman is still operating under-potential. This might be due to the general lack of interest in this area by the Omani start-
up businesses. This situation might also be due to the lack of financing opportunities by local financial institutions,
including both Islamic and conventional financial institutions. The findings also showed that the start-ups in Oman
prefer long term financial schemes, while the Islamic financial institutions (IFIs) generally prefer short term financing
on Musharakah and ljarah contracts. Finally, the findings showed that the IFIs are optimistic regarding the prospects of
growth and success of FinTech in Oman. It is noteworthy that this is one of the early studies that address the FinTech
startups financing from an Islamic perspective, and hence lays the ground for the future studies to be conducted in this

area.
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1. INTRODUCTION

The financial industry has witnessed a great
transformation since the introduction of various
technological tools to improve the way the financial
services are operated and offered [1]. These tools have
been formally grouped under the title “FinTech”, and
broadly defined as technology application in the finance
field [2]. FinTech provides a practical solution, an easy
access, comfort and convenience, and cost effectiveness
of financial services to both financial services providers
and customers [3]. These qualities -among others-
contribute in reducing the reliance on traditional
establishments and incite customers to gradually shift
toward these alternative services [4].

This wave of FinTech tools developments was
marked by the establishment of a significant number of
FinTech start-ups in many countries. This emergence of
FinTech start-ups has either been disruptive or
collaborative, depending on country’s economy and the
financial market structure and composition. In this
regard, a good understanding of the current state and
future potential of FinTech start-ups would result in great
benefits for the financial institutions, the FinTech start-
ups themselves, as well as the economy as a whole [5].
This is particularly valid in the case of IFIs that still have
a major role to play in the economic and financial growth

in a country like Oman, which is actively and
continuously looking for alternative sources of income
and economic growth drivers that are in line with their
religious affiliations, and away from the crude oil income
[6]. However, FinTech businesses can also be disruptive
to the traditional financial institutions in cases where the
latter are not able to provide the services expected by the
customers that are alternatively provided by FinTech
start-ups [7] [8]. This is the case of peer to peer lending
for instance where many start-ups are lending
considerable amounts of money and receiving customers’
deposits on online platforms, with relatively more lenient
requirements and procedures compared to traditional
financial firms. This is also the case of ‘unbanked’ or
‘under-banked’ segments such as small businesses and
the small loan market that do not generate enough income
to support their request for funds from the traditional
banking industry [9]. This indicates that successfully
introducing complementary financial services like
FinTech, provides a better chance to reach unbanked or
under-banked customers. This form of financial inclusion
certainly has a major positive impact on economic
development and growth [10]. Furthermore, it has the
potential to revolutionize global finance by making it
more decentralized and egalitarian [11]. In addition, the
implementation of FinTech tools by banking and
financial institutions at various levels significantly
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contributes to the overall efficiency, productivity and
growth of these institutions [5] [12].

This is even more relevant in the case of IFIs.
According to [13], the IFIs have been witnessing a rapid
growth in the recent years. However, IFls hindered by
conventional banks competition remain far behind. Gillet
argued that IFIs could use FinTech as a tool to set them
forward to play a significant role in providing Islamic
FinTech services to the unbanked or under-banked
Muslim customers.

Nevertheless, there are some conditions that have to
be met to ensure the efficient and successful
implementation of these services. For instance, [14]
found that the countries that witness the highest levels of
FinTech businesses start-ups are characterized by the
availability of the latest updated technologies, a well-
developed capital markets, and high rates of mobile
telephone subscriptions. In addition, the availability of
qualified labour force was also found to have a direct
positive impact on this sector.

In this regard, [15] stated that the Middle East and
North Africa (MENA) and particularly the Gulf
Cooperation Council (GCC) witnessed a tremendous
growth in the FinTech sector. Specifically, the UAE
lunched FinTech Hive programme to facilitate and
accelerate the FinTech and Islamic FinTech. In addition,
Abu Dhabi Global Market (ADGM) and Bahrain lunched
their regulatory Sandbox to foster innovation of FinTech
start-ups. More importantly, according to [16], the
number of FinTech start-ups across the MENA region is
expected to be 250 in 2020 compared to 105 in 2015.

As such, the objective of the study is to shed light on
the current status of FinTech start-ups in Oman and the
financing opportunities offered to them by IFIs. More
importantly, the study attempts to explore the conditions
and requirements imposed by these institutions to
approve Islamic financing to these start-ups. Finally, the
study discusses the future prospects of FinTech
applications in Oman, and their potential contribution to
the development and growth of IFls in terms of
technology and income. Indeed, IFIs offering Shari’ah-
compliant financial services (financial services that are in
line with the Islamic law) need a dedicated end-to-end
Islamic banking system that facilitates and automates
Shari’ah-compliant banking operations and enables
banks to scale up their operations to meet global
competition, grow market share, retain the loyalty of their
customers and of more importance, enhance their
profitability [17]. It is noteworthy that achieving these
objectives also reflects the contribution of FinTech start-
ups to the Islamic finance industry in terms of income and
technology development.

It is worth stressing that the systematic academic
research on the topic of Fin-Tech is still in its infancy,
typically focuses on one is-sue and lacks a robust
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theoretical and empirical base [18]. Hence, this study
enriches the literature on FinTech development and
growth especially in the Islamic finance area.

2. LITERATURE REVIEW

According to Frame, [19] there are two significant
drivers of innovation in finance, namely technology and
regulation. Particularly, the increased complexity and
variety in transactions and regulatory demands, costly
papermill procedures, and inefficient information
distribution across databases may all facilitate demand
for FinTech innovation. Specifically, FinTech as an
emerging technology platform allowed many non-
financial institutions to provide financial services at both
business and retail levels [20].

There are currently well-defined FinTech tools that
are widely used by various companies. Specifically,
digital banking has become a requirement for modern
business operations, allowing customers to make
payments, and transfer money both internally and
internationally without needing to turn to banks. These
services are performed in cost-effective and faster way,
compared to the traditional bank services that are no
longer appealing and beneficial to customers. [21] have
argued that traditional financial services are rapidly
becoming outdated and no more adequate to serve
customers’ needs, especially in international
transactions.

Digital lending is one of the manifestations of
FinTech which is considered a shift in the lending
paradigm based on FinTech systems development [20].
This includes peer to peer (P2P) lending, crowdfunding,
etc. P2P lending allows individuals and businesses to
exchange funds directly among each other, while
crowdfunding involves three parties, namely, “the
entrepreneur who needs funding, the contributors who
may be interested in supporting the cause or project, and
the moderating organization that facilitates the
engagement between the contributors and the initiator”
[22]. Using these modes among others allows start-ups to
obtain financing which has been rather difficult from
traditional financial institutions and markets. Moreover,
implementing these tools effectively lowers the
transaction costs for start-ups compared to the lending
arrangements with financial intermediaries and reduces
financial frictions [21]. According to [18], the digital
lending tools are still nascent in the MENA region due to
the highly regulated financial systems, but it is slowly
gaining acceptance across the region.

Investment is another area covered by FinTech
solutions allowing customers to manage and hold their
existing assets in a single space. With such platforms,
investors and traders are able to connect with each other
to exchange financial knowledge and recommendations,
trade real commaodities, foreign currencies and financial
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securities, and monitor risks involved in various
transactions [22].

FinTech has also provided personal finance solutions
in form of automated wealth management system,
commonly known as robot adviser, that provides
financial advice to customers against a low fee compared
to real-life advisors. These robot advisors suggest
investment portfolios based on customers’ investment
preferences and characteristics, wusing advanced
algorithms [22].

In its attempt to reach the underserved customers and
enhance the insurance services offered by traditional
insurance firms, FinTech start-ups started offering
alternative insurance services in form of InsurTech.
These services enable a more direct relationship between
the insurer and the customer by using advanced data
analytics of risks and claims [22].

In the specific case of Islamic FinTech solutions,
Interestingly, some alternatives are attempting to bring
Shari’ah compliant products to the FinTech market, such
as the investment advisor Finerd [18] or the various forms
of crowdfunding based on Shari’ah compliant structures
like Mudharabah (equity financing) [23].

Regulation could be another challenge facing not only
start-ups, but also traditional financial institutions, as any
change regulations significantly  affects these
institutions’ business [7] [24]. However, the financial
products offered by FinTech businesses operating under
shadow banking might not comply with existing
applicable financial regulations [20]. As a result, start-
ups need to be prepared to handle potential risk resulting
from the uncertainty of new regulations applicable to
FinTech arrangements [20]. As such, [2] noted that
significant regulatory changes are required for FinTech
not only to improve financial stability and easy access to
financial services, but also to protect the rights of
FinTech start-ups and customers.

Another challenge which is probably the most
important is the security and safety [25]. In this regard,
FinTech start-ups are required to maintain security and
privacy as one of their top priorities, as these services are
offered in a highly susceptible environment where a huge
amount of sensitive data is continuously exchanged [22].

These challenges and potential issues make up a
general image of FinTech start-ups and contribute
significantly in forming a perception about their
operating systems, services they provide etc. especially
from potential customers and fund providers. Particularly
the high level of risk/uncertainty associated with them,
makes it generally difficult for them to obtain financing
from various sources, and this situation has even
worsened after the 2008 global financial crisis and its
repercussions [26].
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3. METHODOLOGY

The study applies the qualitative methodology in the
form of semi-structured in-depth interviews with
managers of Islamic banks and Islamic banking windows
in different regions of Oman. This approach allows the
researcher to collect comprehensive and detailed
information of FinTech experience among Islamic banks’
managers in Oman [27] [28].

Since the empirical studies on FinTech are still
scarce, especially with relation to the Islamic finance
area, the current study adopts an exploratory design of
qualitative methods, which is in accordance with similar
studies [18]. The study initially focused on five main
themes that were subsequently developed during
interviews, namely, (1) the current status of Islamic
financing for FinTech start-ups in Oman, (2) the
financing schemes and arrangements offered to FinTech
start-ups by IFls, (3) the FinTech start-ups Islamic
financing preferences, (4) the requirements imposed by
IFIs for financing FinTech start-ups, and (5) the potential
future contribution of FinTech to the Islamic finance
industry in Oman.

The selection of the interviewees is based on
their experience in the Islamic banking field, as well as
their decision-making power within their banks. As such
branch managers of Islamic banks in different regions
were selected. In this regard, two representatives were
selected from each major Islamic bank/Islamic banking
window. Hence, a total of 5 interviewees were confirmed
after a two-stage selection process. [29] suggested that
not more than ten interviewees should be included in the
study, to allow an in-depth exploration and collection of
information.

It is noteworthy that a phenomenological
approach to data analysis was adopted. This involves the
interpretation and reflection on the data transcript to
achieve a holistic understanding of the meaning of the
participants’ experiences [30].

4. RESULT

Financing of FinTech start-ups

The interviews revealed that none of the surveyed
Islamic banks have received any financing application
from FinTech start-ups in Oman. In this context,
interviewee C provided a typical response:

Unfortunately, our bank only finances “big”
companies that are well known in the market and have
the necessary financial requirements

This might be explained by the relatively restrictive
nature of IFls with regards to financing start-ups in
general, and particularly in technology-related businesses
[31] [32] which acts as the main barrier to their growth
[33].
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Interviewee B added that:

It is generally difficult for these firms to obtain
financing from both Islamic and conventional banks
because of the unavailability of financial statements
reflecting their current and potential financial situation.

In fact, the lack of credit history and credible
reputation distinguishes start-ups from established firms,
creating a disadvantage for the former when it comes to
the issue of funding [34]. In addition, [35] found that
banks only consider financing start-ups that are at least
five years old and those that can offer working
prototypes.

Specifically, [18] found that FinTech in most
emerging countries, including MENA countries is still
under-developed. More particularly, [14] found that
FinTech start-up formations are rare in countries where
the latest technologies are not readily available, capital
markets are not well-developed, and people do not have
sufficient mobile telephone subscriptions. In addition,
[34] found that the absence of financial liberalization
greatly affects the overall financial investment in
FinTech start-ups. Hence, these aspects have to be
developed to enhance the FinTech industry in Oman.
This also indicates that based on these characteristics,
FinTech has a great potential for growth in Oman.

Nevertheless, the absence of Islamic financing
applications from FinTech start-ups can also be due to the
lack of interest of the Omani businesses in FinTech until
now, as some Islamic banks might be willing to finance
Fintech start-ups if they satisfy some requirements by
these banks. In support of this view, interviewee F from
another bank noted that:

Our bank is opened to financing this kind of
businesses, and supports them continuously especially in
the current era where creating jobs becomes a must in
Oman...And this is what should be done by all the Omani
Islamic banks

Furthermore, Islamic financing arrangements usually
require a comprehensive and convincing documentation,
including feasibility study, internal policies, Board of
Directors approval and project’s meeting the relevant
credit risk’s requirements [36]. In this regard,
interviewee G mentioned that:

A major requirement for us is the experience of the
management and executives of the start-up company, and
their specialisation in its field of business...the high
expected rate of return is also important...the working
capital and budget management style is also important
for us

Interviewee C added that a valuable collateral/Rahn
is also required as it gives an additional credit to start-up
companies that usually do not have a known history in
business. In the same context, interviewee E added that
the start-ups are required to submit a comprehensive and
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detailed market feasibility study performed by a
specialized firm.

These requirements are even stricter because of
the relatively higher level of perceived risk involved with
these types of businesses. In fact, the FinTech start-ups
usually create new and innovative products or services
“under conditions of extreme uncertainty” that are mostly
technology related [37]. Furthermore, they apply
innovative business models that are yet to be tested [38].
Because of these conditions, the FinTech start-ups
usually have an unstable and volatile growth rate that
makes it even more difficult to predict their future growth
[38]. In this regard, interviewee E stated that:

FinTech start-ups have a very high possibility of
failure and bankruptcy since the area of FinTech itself is
still new and continuously expanding and also because of
high regional competition

This view was also supported by interviewee B who
claimed that:

There is a high default risk in the case of FinTech
start-ups due to the lack of market experience, the
continuous development in this area, and the regional
and global competition

This might partially explain the rationale for Islamic
banks in Oman to prefer short term financing on a wide
range of financing options to start-ups. This includes
merchandise Murabahah, Musharakah, ljarah
Muntahiyah Bi Tamleek, and Wakalah contracts in some
cases. In this regard, interviewee A noted that:

We prefer to provide financing through Musharakah
but for a maximum of three years

At the same time, the interviewees stated that the
business start-ups, in general, prefer long term financing
as it gives them more flexibility and margin of
performance and development. Interviewee E noted here
that:

Our customers usually prefer long term financing
through instruments like Murabahah as they perceive it
to be less costly and more flexible

Even though the FinTech start-ups are generally
associated with relatively high levels of uncertainty and
risk, they are also characterised by one of the greatest
potentials for growth and sustainability across industries
[39] [40]. Hence, if these businesses are properly and
accurately analysed and evaluated by IFls, they can form
a significant source of sustainable income for them and a
source of advanced financial technology as well.

Future of FinTech in Islamic Finance

Finally, with regards to the future role that can be
played by FinTech in developing Islamic finance
industry in Oman, the interviewees were generally
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supportive and highly optimistic. Interviewee A for
instance stated that:

Oman is a majority Muslim country and the
preference of Islamic banks over conventional banks has
been obvious since the introduction of Islamic banks. The
involvement and contribution of FinTech to the Islamic
finance industry will make it much better in the future

In the same context, interviewee C noted that:

FinTech tools are still relatively new in Oman, but
they have a great potential to expand in the future and
also contribute to the expansion and development of
Islamic finance services in the country

Particularly, Interviewee F added that:

In the future, these start-ups will have more market
experience which means their level of risk will be reduced
and as a result they will easily obtain financing and have
a variety of financing options especially from Islamic
banks

Hence, it is imperative for Islamic banks to be
actively involved in the Fintech industry to gain practical
experience of its developments and challenges [15]. This
will certainly give an advantage to Islamic banks in
Oman compared to the conventional banks especially in
the midst of the strong competition between both the
systems [13]. In addition, the IFIs should apply different
criteria in financing FinTech start-ups compared to the
traditional business start-ups. As discussed above,
FinTech business is a kind of financial services business
using the technology to ease and serve wider customers
[15]. The Islamic banks should consider financing
FinTech start-ups as one of the means in achieving the
five Maqasid of Shari’ah (Shari’ah objectives).

5. DISCUSSION AND CONCLUSIONS

The objective of the study was mainly to shed light
on the current state and future prospects of FinTech in
Oman, with special emphasis on its potential contribution
to the Islamic finance area. The findings revealed that the
FinTech industry in Oman is still operating under-
potential. This might be due to the general lack of interest
in this area by the Omani start-up businesses. The
findings also showed that the start-ups in Oman prefer
long term financial schemes, while the IFIs generally
prefer short term financing on Musharakah and ljarah
contracts. Finally, the findings showed that the IFIs in
Oman are optimistic regarding the prospects of growth
and success of FinTech in Oman.

In light of the above findings, it becomes imperative
for IFls in Oman to comprehensively adjust their
operating procedures and policies to provide more
flexibility in financing start-ups, especially in the
FinTech field. This endeavour will not only provide a
significant source of income to these institutions, but will
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also continuously support them and supply the latest
FinTech tools to them, which will make them more
competitive not only local but regionally, and which can
also lead to the economic growth of industries as well as
the economy as a whole. Particularly, the IFIs are
recommended to take actions that will as much as
possible reduce any gaps between what FinTech start-ups
expect and what the IFIs offer to them, either in terms of
financing, or the conditions and requirements necessary
to provide funding.

Finally, the current study has a number of limitations
that should be considered by future studies. Firstly, the
current study focused only on the Omani context, hence
the findings cannot be generalized to regional settings.
Secondly, the study relied solely on qualitative research
methods in form of an interview with eight respondents
from IFls in Oman. In this regard, the future studies are
recommended to use mixed methods approach to
triangulate and strengthen the qualitative findings with
quantitative findings.
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