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1. Introduction

Changing and developing technology changes the way we do business. The digital
world, which has been developing rapidly since the 2000s, continues to change and
shape the needs of the generation who born or grew in these years. With the development
of the Internet, we are moving towards a world where digital needs are formed with
technological developments such as social media, while meeting our existing needs
through different digital methods. All these developments have affected the evolution
and transformation of Islamic Finance, which was founded in 1970s. While Islamic
Finance is reaching customers with more traditional channels, changing technology
products must be transformed into new business models to meet changing needs. At
this point, we see that the existing Islamic banks have begun to change and transform
the channels that they reach the customer. There is a rising digitalization trend in the
world as well as emergence of the examples of fully digital banks in Islamic Banking.
In this research paper, we will explore the digitalization of Islamic banking and the
new business models that this digitalization reveals.

2, The Potential of Islamic Banking

The ability to perform banking activities requires a serious know-how. Scaling
banking services with a channel such as branch is a costly option. All these scaling
efforts require good capital support. This prevents the increase in the number of
players in the market. In recent years, emerging technologies have led to the reduction
of investment in traditional channels by providing banks ‘ services through channels
such as mobile banking and internet banking. In contrast, it has resulted in increased
value-added service and income. Fully digital banks are aimed at scaling up faster by
eliminating the cost of branches and offering banking transactions to their customers
through completely digital channels. Due to the fact that the digital banking approach
is completely new, there is quite a way in terms of development.

In order to understand the potential and analyze the opportunities, it is necessary to
take a look at the current state of the Islamic Economy and its forecast of development.
The State of Global Islamic Economy Islamic report by Thomson Reuters 18/19 offers
a good overview.
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When we consider the population, according to the end of 2017, Muslims with a
population of 1.8 billion constitute 24% of the world population. The more important
point here is that the average age of this population is lower. The median age of
all Muslims in the world is 24, while that of remaining population is 32. Although
it seems to be a demographic information, it is a very important data in terms of
digitalization and technology. The fact that the young population is more prone to
technological developments means that the needs of this new generation also need to
be digital.

According to the Diagram 1 report, the Muslim population is expected to increase by
40% to 3 billion at the end of 40 years. The impact of this rapidly growing population
on demand for halal products is also seen in Islamic Finance. At the end of 5 years,
market size of Islamic Finance is expected to increase by 55%. It is not possible
to associate this high increase in this short time with the population data only. The
increasing awareness of Islamic Finance will allow the market share to increase with
a higher acceleration. When we evaluate the two data here, it will not be difficult to
reach a conclusion. Like the digitalization of the entire financial sector, the Islamic
Finance sector is also rapidly digitalizing. According to demographic data, the target
group of Islamic Finance is younger and therefore more technologically oriented.
The fact that Islamic Finance is relatively new and open to development compared
to conventional finance solutions, and the ease of access to information through the














































