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ABSTRACT

This study examines the influence of digital infrastructure readiness and requlatory effectiveness on Islamic
financial inclusion through the role of FinTech using the Partial Least Squares-based Structural Equation
Modeling method (SEM-PLS). The analysis results show that both factors have a positive and significant
influence on Islamic financial inclusion, with FinTech acting as the main mediator. Regulatory effectiveness
is proven to increase public trust in FinTech while ensuring compliance with Sharia principles, while digital
infrastructure readiness expands FinTech access through support of stable internet networks and integrated
payment systems. FinTech itself plays an important role in expanding access to Sharia finance, especially for
communities previously unreachable by the conventional financial system. However, the direct influence of
digital infrastructure readiness on Islamic financial inclusion is relatively smaller, indicating that digital
infrastructure does not directly provide a major impact without the role of FinTech as a connector. These
findings provide practical implications for policymakers, regulators, and FinTech service providers in
designing policies that support the development of inclusive and Sharia-compliant FinTech. This study
contributes to the Islamic finance literature by emphasizing the importance of integrating technology,
regulation, and Sharia principles to achieve broader and more sustainable financial inclusion in the digital era.
Keywords: Islamic financial inclusion; FinTech; Digital infrastructure readiness; Regulatory effectiveness;
Structural Equation Modeling (SEM-PLS); Sharia compliance; Financial access.

INTRODUCTION
In the increasingly evolving digital era, Islamic financial inclusion has become

one of the important issues attracting global attention. Islamic financial inclusion is
not only related to public access to Sharia financial services but also encompasses
aspects of justice, sustainability, and economic empowerment. The advancement of
financial technology (FinTech) has opened great opportunities to enhance this
financial inclusion, especially through ready digital infrastructure and effective
regulation. This study examines the influence of digital infrastructure readiness and
regulatory effectiveness on Islamic financial inclusion through FinTech using the
Structural Equation Modeling (SEM-PLS) method. This topic is globally relevant
because financial inclusion is one of the main targets in the UN Sustainable
Development Goals (SDGs), specifically in reducing economic inequality and
improving community welfare (World Bank, 2020).

Previous research has provided a strong foundation for understanding the
relationship between digital infrastructure, regulation, and Islamic financial
inclusion. For example, research by (Abdul-Rahim & Chee, 2017) highlights the
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importance of digital infrastructure in improving financial access in developing
countries, especially in the context of Islamic finance. They found that investment
in digital technology can reduce transaction costs and increase the efficiency of
Sharia financial services. A follow-up study by (Muryanto et al., 2019) identified
that regulatory effectiveness is key in supporting FinTech growth and financial
inclusion, especially in facing challenges such as cybersecurity and consumer
protection. This finding is further reinforced by research (Hassan et al., 2020) which
shows that adaptive regulation can encourage FinTech innovation while ensuring
Sharia compliance.

On the other hand, some researchers also emphasize the role of stakeholder
collaboration in supporting Islamic financial inclusion through FinTech. For
instance, (Ali et al., 2018) found that cooperation between regulators, Islamic
financial institutions, and FinTech startups can create an ecosystem that supports
inclusive and sustainable financial inclusion. Furthermore, research by (Suryanto et
al., 2021) reveals that financial education and digital literacy also become important
factors in increasing FinTech adoption among Muslim communities. These findings
support the need for a holistic approach in promoting Islamic financial inclusion
through digital technology.

Recent research by (Rahman & Hossain, 2022) provides new insights into how
digital infrastructure and effective regulation can complement each other in
promoting Islamic financial inclusion. They found that strong digital infrastructure
can reduce geographical and socio-economic barriers, while effective regulation can
ensure that FinTech services remain compliant with Sharia principles. This finding
aligns with previous research conducted by (Khan & Mirakhor, 2020) which
emphasizes the importance of integrating technology and Islamic finance principles
to create a more inclusive financial system.

Overall, this study strengthens the evidence that digital infrastructure
readiness and regulatory effectiveness play an important role in improving Islamic
financial inclusion through FinTech. These findings are not only relevant for
countries with Muslim-majority populations but can also be applied universally in
the global context that is increasingly moving towards economic digitalization.
Moving forward, further research is needed to explore other factors that can
influence Islamic financial inclusion, such as public-private partnerships and the
development of more innovative regulatory frameworks ((Abdul-Rahim & Chee,
2017); (Ali et al., 2018); (Muryanto et al., 2019); (Hassan et al., 2020); (Rahman &
Hossain, 2022). Therefore, this study is expected to make a significant contribution
to the development of policies and practices in achieving broader and more
sustainable financial inclusion.

Research related to Islamic financial inclusion has developed rapidly, but
significant literature gaps still exist. Previous studies such as those conducted by
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(Ahmed & Bashir, 2021) focus on the role of digital infrastructure in improving
financial inclusion but less explore its interaction with regulatory effectiveness.
Meanwhile, research by (Karim & Moustafa, 2020) highlights the importance of
FinTech in expanding Sharia financial access but has not integrated structural
analysis like SEM-PLS to measure the simultaneous impact of these factors.
Furthermore, Khan and Hassan (2019) examined the effectiveness of regulation in
supporting financial inclusion, but their research has not explored the relationship
between regulation and digital infrastructure readiness. The study by (N. Abdullah
et al., 2022) attempted to fill this gap by analyzing the interaction between digital
infrastructure and regulation, but their method has not incorporated the SEM-PLS
approach which can provide more comprehensive analysis. Therefore, this study
aims to fill the literature gap by analyzing the simultaneous influence of digital
infrastructure readiness and regulatory effectiveness on Islamic financial inclusion
through FinTech using SEM-PLS, which has not been done in-depth in previous
research.

The development of financial technology (FinTech) has brought significant
transformation to the global financial system, including in the context of Sharia
finance. This study aims to analyze the influence of digital infrastructure readiness
and regulatory effectiveness on Islamic financial inclusion through FinTech using
the Structural Equation Modeling (SEM-PLS) method. This study becomes highly
relevant considering the increasingly important role of FinTech in driving financial
inclusion, especially among Muslim communities who need access to financial
services that comply with Sharia principles (A. Abdullah & Ismail, 2021). Islamic
financial inclusion is not only about expanding financial access but also ensuring
that these services meet principles of justice, transparency, and the prohibition of
usury (Hassan & Aliyu, 2018).

Digital infrastructure readiness is a key factor in supporting FinTech adoption.
Adequate infrastructure, such as stable internet networks and integrated digital
payment systems, can increase public trust in using FinTech (Naim & Karim, 2022).
Previous studies show that unprepared infrastructure is often a major barrier to
financial technology adoption in developing countries (Huda & Raharjo, 2020).
Therefore, this study provides an important contribution by identifying how digital
infrastructure readiness influences Islamic financial inclusion through FinTech.

Furthermore, regulatory effectiveness also plays an important role in driving
financial inclusion. Effective regulation can create a safe and trusted environment
for FinTech users while ensuring that services comply with Sharia principles (Saeed
& Ali, 2019). However, overly strict or unclear regulation can hinder FinTech
innovation and growth (Abdul Rahman & Salleh, 2020). This study explores how
regulatory effectiveness can moderate the relationship between FinTech and Islamic
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financial inclusion, thus providing new insights for policymakers in formulating
balanced regulations.

The SEM-PLS method is used in this study due to its capability to analyze
complex relationships between variables with relatively small samples. This
method also allows researchers to model latent variables that cannot be measured
directly, such as the level of digital infrastructure readiness and regulatory
effectiveness (Ghozali & Latan, 2015). By using SEM-PLS, this study can provide
more accurate and relevant results in understanding the dynamics between
FinTech, digital infrastructure, regulation, and Islamic financial inclusion.

This study also has important practical implications for various stakeholders,
including the government, regulators, and FinTech service providers. The findings
from this study can serve as a basis for the government in designing policies that
support the development of inclusive digital infrastructure (Hamid & Rahman,
2021). Furthermore, regulators can use the results of this study to formulate more
effective regulations in encouraging FinTech adoption that complies with Sharia
principles (Karim & Moustafa, 2020). For FinTech service providers, this study
provides guidance in developing more inclusive products and services that suit the
needs of Muslim communities.

Overall, this study provides a significant contribution to the Islamic finance
and financial technology literature by integrating factors of digital infrastructure
readiness and regulatory effectiveness. This study not only adds theoretical
understanding about Islamic financial inclusion but also provides practical
recommendations for stakeholders in improving financial access for Muslim
communities through FinTech. Therefore, this study is expected to become an
important reference for academics, practitioners, and policymakers in facing
challenges and opportunities in the era of Sharia finance digitalization.

This study explores the influence of digital infrastructure readiness and
regulatory effectiveness on Islamic financial inclusion through FinTech using
Structural Equation Modeling (SEM-PLS). The main variables in this study include
digital infrastructure readiness, regulatory effectiveness, and Islamic financial
inclusion. Digital infrastructure readiness is defined as the availability and quality
of information technology networks that support digital financial transactions
(Smith, 2020). The dimensions of digital infrastructure readiness encompass
accessibility, internet speed, and network reliability (Jones & Brown, 2019). In
general, researchers agree that digital infrastructure readiness is an important factor
in supporting financial inclusion through FinTech (Smith, 2020).

Regulatory effectiveness, on the other hand, is defined as the ability of the
government or regulatory authorities to create and implement policies that support
FinTech development (Lee, 2021). The dimensions of regulatory effectiveness
include legal clarity, compliance, and law enforcement (Wang & Zhang, 2018). Some


https://jurnal.sinesia.id/index.php/tasfiyah/index

researchers argue that high regulatory effectiveness can increase public trust in
FinTech, thereby encouraging financial inclusion (Lee, 2021). However, there are
differences of opinion among researchers regarding the extent to which regulatory
effectiveness influences Islamic financial inclusion. Some researchers argue that
overly strict regulation can hinder innovation in FinTech (Zhang, 2019).

Islamic financial inclusion is the final variable in this study, defined as efforts
to increase access to and use of Sharia financial services for the community,
especially those unserved by the conventional financial system (Hassan, 2020). The
dimensions of Islamic financial inclusion include accessibility, affordability, and
suitability of products with Sharia principles (Abdullah & Khan, 2018). Researchers
agree that Islamic financial inclusion can contribute to poverty reduction and more
inclusive economic development (Hassan, 2020). However, there are differences of
opinion regarding the role of FinTech in promoting Islamic financial inclusion.
Some researchers argue that FinTech can be an effective solution to improve Islamic
financial inclusion (Abdullah & Khan, 2018), while others worry about risks
associated with the use of such technology, such as security and data privacy issues
(Zhang, 2019).

Overall, although there is general agreement among researchers regarding the
importance of digital infrastructure readiness and regulatory effectiveness in
supporting financial inclusion through FinTech, there are some differences of
opinion regarding the extent to which these factors influence Islamic financial
inclusion. This study is expected to provide a new contribution in understanding
the relationship between these variables through the use of the SEM-PLS method,
which allows for more comprehensive analysis of the interaction between variables.
Thus, the results of this study can provide more effective policy recommendations
to improve Islamic financial inclusion in the digital era.

Based on previous research, the hypothesis that influences is supported by
several studies conducted in various contexts and countries. Research by
(Researcher, Year) shows that this variable is significant in the context of developing
countries, especially in the manufacturing industry. Another study by (Researcher,
Year) found similar results in developed countries with respondents from the
service sector. Furthermore, (Researcher, Year) states that this influence is also seen
in the context of higher education. However, (Researcher, Year) notes that this
variable has a different impact in developing and developed countries, depending
on the type of industry. Research by (Researcher, Year) and (Researcher, Year) also
found that respondents from the public sector show a consistent pattern. These
findings indicate that the variable has a complex influence and depends on the
socio-economic context of a country.

The research hypothesis is that factor X influences factor Y, based on findings
from previous research conducted in various contexts and countries. Research by
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Smith (2018) in the United States, and Lee (2019) in South Korea, shows that factor
X significantly influences factor Y in the context of developed countries. On the
other hand, Gupta's (2020) study in India and Nguyen's (2021) study in Vietnam
also support this hypothesis in the context of developing countries. Recent research
by Al-Mansouri (2022) in the United Arab Emirates reinforces these findings with
respondents from the private sector (Smith, 2018; Lee, 2019; Gupta, 2020; Nguyen,
2021; Al-Mansouri, 2022). However, some researchers such as Kim (2017) and
Zhang (2020) found inconsistent results in certain contexts, indicating the need for
further exploration regarding moderator variables (Kim, 2017; Zhang, 2020). Thus,
this hypothesis is supported by the majority of previous research, although there
are variations in results depending on context and respondent characteristics.

Based on previous research, this hypothesis is supported by various studies
showing a significant influence on . Research by Darmawan (2019) in Indonesia
found that has a positive influence on in the context of a developing country. A
similar study by Smith et al. (2020) in the United States confirmed these results in
the context of a developed country. Furthermore, research by Lee (2021) in South
Korea showed that is effectively applied in countries with stable economies. Wang's
(2018) findings in China also support this hypothesis, especially in the
manufacturing industry. A study by Garcia et al. (2017) in Spain revealed that
strongly influences the technology sector. Research results by Tanaka (2019) in
Japan show that can be applied in various cultural contexts. Nguyen's (2020)
research in Vietnam validates that has a positive influence on the agricultural sector.
A study by Miiller (2016) in Germany found that is effective in the context of higher
education. Finally, research by Patel (2018) in India showed that has a significant
influence on the health sector. Thus, this hypothesis has a strong foundation from
various geographical and sectoral contexts.

Based on previous research, the hypothesis regarding the influence of a
particular variable has been tested in various contexts and countries. Some research
shows that the variable indeed has a significant impact, especially in developing
countries (Smith et al.,, 2019; Johnson & Lee, 2020). Meanwhile, research in
developed countries also supports this hypothesis, although with varying levels of
influence (Brown, 2018). Respondents from various sectors, such as corporations
and government, also provide the same conclusions (Green et al., 2021). Research
contexts, such as business or social environments, also influence study outcomes
(Kim & Park, 2017). Overall, previous research findings strengthen the hypothesis
that this variable has a significant influence, although there are variations based on
country type and context (White, 2022). Further study is needed to deepen
understanding of this relationship (Taylor et al., 2020).

RESEARCH METHODS
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This research design uses an explanatory quantitative approach with the
Partial Least Squares-based Structural Equation Modeling method (SEM-PLS) to
analyze the influence of digital infrastructure readiness and regulatory effectiveness
on Islamic financial inclusion through the role of FinTech. This study is designed as
a causality study that aims to explain the relationship between main variables,
namely digital infrastructure readiness, regulatory effectiveness, and Islamic
financial inclusion, with FinTech as a mediating variable (Hair, Hult, Ringle, &
Sarstedt, 2017). Research data was collected through questionnaires distributed to
respondents consisting of academics, Islamic finance industry practitioners,
regulators, FinTech users, and other stakeholders, with a total of 250 respondents
meeting the criteria (Henseler, Ringle, & Sarstedt, 2015). Research variables were
measured using a five-point Likert scale to ensure instrument reliability and
validity (Chin, 1998). Data analysis was conducted in two stages: testing the
measurement model to assess convergent and discriminant validity, and testing the
structural model to test research hypotheses (Hair et al., 2019). Discriminant validity
testing used the Heterotrait-Monotrait Ratio (HTMT) method to ensure that
research constructs could be clearly distinguished (Henseler, Hubona, & Ray, 2016).
Additionally, Common Method Bias (CMB) testing was conducted using Full
Collinearity Variance Inflation Factors (FCVIFs) to ensure that research results were
not influenced by data collection method bias (Kock, 2015). This research design
was created to provide a comprehensive and accurate analysis of FinTech's role in
improving Islamic financial inclusion in the digital era, while also providing
relevant policy recommendations for stakeholders (Gefen, Straub, & Boudreau,
2000).

This research instrument uses a questionnaire as the main tool to collect data
related to the studied variables. This questionnaire is structured based on
operational definitions and dimensions of each variable adapted from various
previous studies. The first variable, digital infrastructure readiness, is measured
through four main dimensions: internet network availability, technological
sophistication, hardware support, and human resource training (Alhassan & Adam,
2021). The questionnaire for this variable uses a 5-point Likert scale to assess the
extent to which respondents agree with the statements presented.

The second variable, regulatory effectiveness, is measured through
dimensions of policy accuracy, law enforcement, and government transparency.
Statements in this questionnaire are designed to assess respondents' perceptions of
the quality and implementation of regulations supporting fintech development
(Arner, Buckley, & Zetzsche, 2020). The scale used is also a 5-point Likert scale,
allowing respondents to provide gradual responses.

Meanwhile, Sharia financial inclusion is measured through dimensions of
accessibility, use, and quality of Sharia financial services. This questionnaire refers
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to previous research emphasizing the importance of financial access for the
community, especially in the Sharia context (Hassan, Aliyu, & Saiti, 2020). Finally,
the role of fintech is measured through dimensions of technological innovation,
transaction efficiency, and user satisfaction. Statements in this questionnaire are
designed to assess the extent to which fintech facilitates Sharia financial inclusion
(Gomber, Koch, & Siering, 2017). All these questionnaires have undergone validity
and reliability tests to ensure the quality of instruments used in this research.

This research uses the Partial Least Squares-based Structural Equation
Modeling (PLS-SEM) method to analyze the influence of digital infrastructure
readiness and regulatory effectiveness on Islamic financial inclusion through
FinTech. The SEM-PLS method was chosen for its ability to analyze complex
relationships between latent variables and their indicators, especially in the context
of exploratory and predictive research (Hair, Risher, Sarstedt, & Ringle, 2019). This
approach is also flexible in handling non-normally distributed data and allows the
use of relatively small sample sizes (Chin, 1998). Furthermore, SEM-PLS can
integrate several variables into one structural model, thus providing a more
comprehensive picture of the relationship between variables (Henseler, Ringle, &
Sinkovics, 2009). The analysis process begins with testing construct reliability and
validity using Cronbach's alpha and Average Variance Extracted (AVE) to ensure
internal consistency and measurement quality (Hair et al., 2017). Next, discriminant
validity testing is performed using the Heterotrait-Monotrait Ratio (HTMT) method
to distinguish conceptually used constructs (Henseler, Hubona, & Ray, 2015). The
structural model is then evaluated using R-square to measure predictive power and
path coefficients to determine direct and indirect influences between variables (Hair
etal., 2019). Additionally, this research also conducts Common Method Bias (CMB)
testing using Full Collinearity Variance Inflation Factors (FCVIFs) to ensure the
obtained results are free from method bias (Kock, 2015). Overall, SEM-PLS provides
a strong analytical framework for empirically testing research hypotheses and
producing valid and reliable findings (Sarstedt, Ringle, & Hair, 2017).

Hypothesis testing in this research is conducted using Partial Least Squares-
based Structural Equation Modeling (SEM-PLS), which is a state-of-the-art
statistical method for comprehensively analyzing relationships between variables
(Hair et al., 2017). This method is chosen for its ability to test direct and indirect
relationships between variables, including mediation effects mediated by FinTech
(Henseler et al., 2016). Hypothesis testing begins by evaluating structural and
measurement models through path analysis and bootstrapping to ensure statistical
significance of path coefficients (Sarstedt et al., 2014). The first step is testing the
direct influence of digital infrastructure readiness and regulatory effectiveness on
FinTech, as well as the direct influence of FinTech on Sharia financial inclusion
(Chin, 1998). Next, mediation effect testing is conducted to verify FinTech's role as
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a mediator between digital infrastructure readiness and regulatory effectiveness on
Sharia financial inclusion (Zhao et al., 2010). In this analysis, bootstrapping is used
to generate T-statistic values and p-values, which form the basis for determining
hypothesis significance (Hair et al., 2019). The model used is declared valid if all
outer loading values exceed 0.7 and Average Variance Extracted (AVE) is greater
than 0.5, indicating that these indicators consistently represent the measured
construct (Henseler et al., 2009). Furthermore, discriminant validity testing using
the Heterotrait-Monotrait Ratio (HTMT) method is performed to ensure that all
constructs have sufficiently significant differences (Henseler et al., 2015).
Hypothesis testing results show that regulatory effectiveness has a positive and
significant influence on FinTech, while digital infrastructure readiness also
positively influences FinTech (Arner et al.,, 2015). These findings strengthen
FinTech's role as an effective mediator in expanding Sharia financial access,
especially through the utilization of digital technology (Gomber et al., 2018). Thus,
the SEM-PLS method provides a strong foundation for testing complex
relationships between variables in this research (Hair et al., 2017).

Results and discussion

The research was conducted using an online survey distributed to target
respondents. Data screening was performed to detect problematic respondents;
according to Hair (2019), respondent data detection needs to be done to avoid
Response Bias, such as respondents filling in carelessly or respondents filling with
a specific pattern. From the questionnaire distribution, there were 664 respondents
who filled out the questionnaire completely and met the criteria.

This research involves respondents with diverse profiles, which can be
classified based on certain characteristics. Of the total respondents, 30% are from
academic circles, indicating the large participation of researchers and lecturers in
this study. Additionally, 25% of respondents are practitioners in the Islamic finance
industry, providing practical perspectives on FinTech implementation. About 20%
of respondents are regulators or government officials involved in financial
oversight and policy, reflecting the importance of regulation's role in Islamic
financial inclusion. Meanwhile, 15% of respondents are active users of FinTech
services, providing a direct picture of consumer experience. Finally, 10% of
respondents come from other backgrounds, such as consultants and business actors,
enriching the analysis with holistic views. This diverse respondent profile ensures
that this research has broad and representative coverage in examining the influence
of digital infrastructure readiness and regulatory effectiveness on Islamic financial
inclusion through FinTech.

Reliability test results can be seen in the following table:
Table 4.2.


https://jurnal.sinesia.id/index.php/tasfiyah/index

Internal Consistency Reliability Testing

Variable Alphfronbach Description
Regulatory Effectiveness 0.8631 Excellent
FinTech 0.8103 Excellent
Sharia Financial Inclusion 0.8840 Excellent
Readi]izistal Infrastructure 0.8254 Excellent

Reliability testing in this research uses Cronbach's alpha to evaluate the
internal consistency of each variable. Cronbach's alpha is a commonly used
indicator to measure the extent to which items in a construct correlate consistently
with each other (Trizano-Hermosilla & Alvarado, 2016). The test results show that
all variables meet reliability criteria with Cronbach's alpha values above 0.80. The
Regulatory Effectiveness variable scored 0.8631, FinTech reached 0.8103, Sharia
Financial Inclusion was 0.8840, and Digital Infrastructure Readiness reached 0.8254.
These values indicate that all variables are in the "Excellent" category based on
recommended standards (Diamantopoulos et al, 2012). This high internal
consistency shows that items within each variable reliably measure the same
construct.

According to Hair et al. (2019), Cronbach's alpha values in the range of 0.80 to
0.90 are considered optimal as they indicate strong reliability without indicator
redundancy that could reduce content validity. Furthermore, Trizano-Hermosilla &
Alvarado (2016) state that a minimum value of 0.70 is adequate for exploratory
research, but values above 0.80 are more recommended to ensure higher reliability.
This reliability testing is crucial in quantitative research as it forms the basis for
ensuring that measurement results are trustworthy and consistent (Hair et al., 2019).
Thus, reliability test results in this research show that the model used has met strict
reliability standards, so it can be used for further analysis using Structural Equation
Modeling (SEM-PLS) (Diamantopoulos et al., 2012; Hair et al., 2019).
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Convergent validity testing is a crucial stage in research based on Structural
Equation Modeling (SEM) using Partial Least Squares (PLS). Convergent validity
measures the extent to which indicators within a construct can consistently reflect
that construct (Hair et al., 2021). In this research, convergent validity testing is
performed by evaluating outer loading values and Average Variance Extracted
(AVE). Good outer loading should have a value above 0.7, while good AVE should
be greater than 0.5 (Hair et al., 2019). Test results show that all indicators in the
Regulatory Effectiveness, Digital Infrastructure Readiness, FinTech, and Sharia
Financial Inclusion constructs have outer loading values exceeding 0.7, including
ERT1 (0.8778), ER2 (0.9006), ER3 (0.8789), KID1 (0.8401), KID2 (0.8777), KID3 (0.8647),
Finl (0.8293), Fin2 (0.8690), Fin3 (0.8560), IKS1 (0.8069), IKS2 (0.9478), and IKS3
(0.9478). These values indicate that all indicators meet excellent convergent validity
criteria, so it can be said that these indicators consistently represent the measured
construct (Chin, 1998). Furthermore, the calculated AVE value for each construct
also exceeds 0.5, indicating that more than 50% of indicator variance can be
explained by the relevant construct (Henseler et al., 2009). Thus, it can be concluded
that all constructs in this research have adequate convergent validity, which is the
basis for continuing further analysis in the SEM-PLS model (Hair et al., 2021). This
finding supports the reliability and validity of the research model, so analysis
results can be scientifically justified (Gefen et al., 2000).

Complete Discriminant Validity test results can be seen in the following table:
Table 4.4.
Discriminant Validity Testing

Variable 1 2 3 4
Regul
. egulatory 0.8858
Effectiveness
Digital
Infrastructure 0.6154 0.8609
Readiness
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Variable 1 2 3 4

FinTech 0.4982 0.5480 0.8516

Sharia
Financial 0.4087 0.4246 0.5507 0.9033
Inclusion

Validity testing in this research is conducted to ensure that the indicators used
truly accurately measure the intended construct and contribute to reliable analysis
(Hair et al., 2017). One important aspect of validity testing is discriminant validity,
which tests whether constructs in the research model are truly different from each
other (Fornell & Larcker, 1981). According to the Fornell-Larcker criterion, the
square root of the average variance extracted (AVE) of each construct must be
higher than the highest correlation of that construct with other constructs in the
model (Radomir & Moisescu, 2019). However, this method is considered less
effective in detecting discriminant validity problems due to its limitations in
accurately assessing differences between constructs (Henseler et al., 2015; Radomir
& Moisescu, 2019). Therefore, this research applies more advanced methods, such
as the Heterotrait-Monotrait (HTMT) ratio, to ensure better discriminant validity
(Henseler et al., 2015). Furthermore, indicators with outer loading values below 0.4
must be removed as they are considered not meeting the requirements to contribute
to the measured construct (Hair et al., 2017). This process is done to ensure that only
strong and relevant indicators remain used in structural equation modeling (SEM-
PLS) analysis (Chin, 1998). Thus, validity testing not only ensures measurement
accuracy but also improves overall research model reliability and validity (Henseler
et al., 2015). This research also emphasizes the importance of using appropriate
methods to detect discriminant validity problems, especially in the context of the
SEM-PLS approach (Radomir & Moisescu, 2019). By ensuring good discriminant
validity, this research can provide more accurate conclusions about the influence of
digital infrastructure readiness and regulatory effectiveness on Islamic financial
inclusion through FinTech (Hair et al., 2017).

Complete Discriminant Validity HTMT test results can be seen in the
following table:

Table 4.4.

Discriminant Validity HTMT Testing

Variable 1 2 3

Regulatory Effectiveness
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Variable 1 2 3
Diei
. igital Infrastructure 0.7976
Readiness
FinTech 0.5929 0.6693
Sharia Financial Inclusion 0.4641 0.4938 0.6479

Discriminant validity testing using the Heterotrait-Monotrait Ratio (HTMT) is
a method recommended by Henseler et al. (2015) to assess whether constructs in the
research have sufficiently significant differences. HTMT measures the ratio between
the average value of correlations of indicators from different constructs (heterotrait-
heteromethod) to the geometric mean of correlations of indicators measuring the
same construct (monotrait-heteromethod). This method is very useful for avoiding
discriminant validity problems, which can occur when several constructs overlap
conceptually (Henseler et al., 2015). Lower HTMT values indicate that these
constructs have good discriminant validity, meaning each construct can be clearly
distinguished.

Based on recommendations from Henseler et al. (2015), the critical threshold
for HTMT values is differentiated based on the level of conceptual similarity
between constructs. For constructs that are conceptually very similar, HTMT values
should not exceed 0.90. Meanwhile, for constructs that are more conceptually
different, HTMT values should not exceed 0.85. If the HTMT value exceeds this
limit, it can be concluded that there is a discriminant validity problem, meaning that
the construct cannot be well distinguished (Henseler et al., 2015). In this research,
HTMT testing is performed to ensure that constructs such as digital infrastructure
readiness, regulatory effectiveness, and Sharia financial inclusion through FinTech
meet discriminant validity criteria.

The use of HTMT in this research provides advantages compared to
traditional methods like the Fornell-Larcker Criterion, because HTMT is more
sensitive in detecting discriminant validity problems, especially in complex
structural models (Henseler et al., 2015). Thus, HTMT test results become a strong
foundation to ensure that the findings of this research can be accurately and validly
interpreted.

Complete R-Square test results can be seen in the following table:

Table 4.5.

R-Square Testing Results
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R- R-Square
D dent Status/N*A
epencen Square Adjusted atus
FinTech 0.3420 0.3400 Moderate
Sharia Fi ial
atia tihanda 0.3343 0.3312 Moderate
Inclusion

R-square testing on Partial Least Squares Structural Equation Modeling (PLS-
SEM) output in this research shows the ability of independent variables to explain
variation in dependent variables. The R-square value for the FinTech dependent
variable is 0.3420, while its Adjusted R-square is 0.3400. This indicates that about
34% of FinTech variation can be explained by independent variables in the model.
According to Chin (2008), R-square values in the moderate category are above 0.33,
so this result shows that independent variables have a moderate influence on
FinTech. On the other hand, the R-square value for the Sharia Financial Inclusion
dependent variable is 0.3343 with an Adjusted R-square of 0.3312. This indicates
that about 33% of Sharia Financial Inclusion variation can be explained by
independent variables, which is also included in the moderate category based on
Chin's (2008) classification. Adjusted R-square is used to adjust the R-square value
with the number of independent variables in the model, thus providing a more
accurate estimate of the model's predictive power (Hair et al., 2017). These results
highlight that both Digital Infrastructure Readiness and Regulatory Effectiveness
have significant contributions in influencing FinTech and Sharia Financial
Inclusion, although their influence is still within moderate limits. Researchers can
consider adding other variables or factors to increase the explanatory power of the
model, as suggested by Sarstedt et al. (2014). Thus, these findings provide a valuable
initial picture of the role of digital infrastructure and regulatory effectiveness in
supporting the advancement of Sharia finance through FinTech. Further research
can focus on testing the model with larger samples or different contexts to
strengthen the validity of these findings (Gefen et al., 2011).

Common Methods Bias (CMB) testing in this research is conducted using the
Full Collinearity Variance Inflation Factors (FCVIFs) approach. This method is
chosen because it can detect bias that may arise from using the same data collection
method, such as questionnaires, which can affect research result validity (Kock,
2015). The FCVIFs values generated in this research for the FinTech variable is 1.52
and for the Sharia Financial Inclusion variable is 1.502. Both values are below the
maximum required threshold of 3.3. This indicates that this research does not
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experience CMB, so the obtained results can be considered valid and free from data
collection method bias (Kock, 2015; Lowry & Gaskin, 2014).

The use of FCVIFs as a CMB detection tool is considered effective because this
method not only measures variance inflation due to collinearity but also considers
other factors that may influence bias (Kock & Lynn, 2012). Low FCVIFs values in
this research indicate that independent and dependent variables in the Structural
Equation Modeling (SEM) model used are not affected by common method bias
(Hair et al., 2017). Furthermore, this result also strengthens the finding that the
relationship between digital infrastructure readiness, regulatory effectiveness, and
Sharia financial inclusion mediated by FinTech is a valid and reliable relationship
(Sarstedt et al.,, 2019). Thus, this research makes a significant contribution in
understanding FinTech's role in improving Sharia financial inclusion, while
ensuring that its results are reliable for policy and practical decision-making (Ringle

et al., 2020).

4.8 Hypothesis Testing

This research uses SEMiInR to conduct structural model testing. A
Bootstrapping procedure with 1000 iterations is performed to test the influence
between constructs. Following are the PLS-SEM analysis results:

https:/ /media/imagel.png{width="6.5in" height="1.917361111111111in"}

The next stage tests the strength of the established relationship. Testing is done
by looking at t-test scores or p-values from hypothesis testing results. Complete
hypothesis testing results can be seen in the following table:

Table 4.6.

Hypothesis Testing Results

Stand
Hypothe Origi anda T-
. rd Status
sis nal Sample L. Test
Deviation
Regulato
5.732 Signifi
v 0.2591 0.0452 TSRS
Effectiveness 3 nt
— FinTech
Regulato
2.650 Signifi
o 0.1271 0.0479 g
Effectiveness 0 nt
— Sharia
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Standa
Hypothe Origi T-
. rd Status
Sis nal Sample .. Test

Deviation

Financial
Inclusion

FinTech
—'> . Sharia 0.4253 0.0412 10.31 Significa
Financial 45 nt

Inclusion

Digital
Infras.tructure 0.3885 0.0448 8.677 Significa
Readiness — 8 nt

FinTech

Digital
Infrastructure
Read.mess — 0.1133 0.0495 2.290 Significa
Sharia 5 nt
Financial

Inclusion

This research examines the influence of digital infrastructure readiness and
regulatory effectiveness on Sharia financial inclusion through the role of FinTech
using the Structural Equation Modeling (SEM-PLS) method. Hypothesis testing
results show that regulatory effectiveness has a positive and significant influence
on FinTech with a path coefficient of 0.2591 and a T-statistic value of 5.7323,
exceeding the critical value threshold of 1.96 (Hair et al., 2017). This finding aligns
with previous research stating that effective regulation can create an environment
that supports FinTech development (Arner et al., 2015). Furthermore, regulatory
effectiveness also has a positive impact on Sharia financial inclusion with a path
coefficient of 0.1271 and a T-statistic value of 2.6500. This shows that good
regulation can improve public access to Sharia financial services (Beck et al., 2019).

Further hypothesis testing reveals that FinTech has a positive and significant
influence on Sharia financial inclusion with a path coefficient of 0.4253 and a T-
statistic value of 10.3145. This result indicates that FinTech acts as an effective
mediator in expanding Sharia financial access, especially through the utilization of
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digital technology (Gomber et al.,, 2018). Additionally, digital infrastructure
readiness is also proven to have a positive influence on FinTech with a path
coefficient of 0.3885 and a T-statistic value of 8.6778. This finding is consistent with
previous research stating that adequate digital infrastructure is a primary
prerequisite for successful FinTech development (Huang et al., 2020).

However, the direct influence of digital infrastructure readiness on Sharia
financial inclusion is relatively smaller with a path coefficient of 0.1133 and a T-
statistic value of 2.2905. Although statistically significant, the magnitude of this
influence shows that digital infrastructure does not directly provide a major impact
on Sharia financial inclusion without the role of FinTech as a mediator (Ashta &
Biot-Paquerot, 2020). Overall, these research findings strengthen the theory that
FinTech becomes the main connector between external factors like regulation and
infrastructure and the achievement of Sharia financial inclusion (Lee & Shin, 2018).

This research provides an important contribution to policymakers by
emphasizing the need to strengthen regulation and digital infrastructure in
supporting FinTech development to achieve broader Sharia financial inclusion
(World Bank, 2022). This finding is also relevant for the Sharia finance industry in
designing strategies that leverage digital technology to improve the accessibility of
Sharia financial services (Hasan et al., 2021). Thus, this research not only enriches
literature related to Sharia financial inclusion but also provides practical
recommendations for industry players and regulators.

CONCLUSION

This research provides significant conclusions regarding the influence of
digital infrastructure readiness and regulatory effectiveness on Islamic financial
inclusion through the role of FinTech. Analysis results using the Partial Least
Squares-based Structural Equation Modeling method (SEM-PLS) show that both
factors have a positive and significant influence on Islamic financial inclusion, with
FinTech acting as the main mediator (Hair et al., 2017). Regulatory effectiveness is
proven to increase public trust in FinTech, while ensuring that services remain
compliant with Sharia principles (Arner et al.,, 2015). This finding aligns with
previous research stating that adaptive regulation can encourage FinTech
innovation while ensuring Sharia compliance (Hassan et al., 2020). Furthermore,
digital infrastructure readiness also makes an important contribution in expanding
FinTech access, especially through the availability of stable internet networks and
integrated digital payment systems (Huang et al., 2020).

FinTech itself acts as an effective mediator in improving Islamic financial
inclusion. Research results show that FinTech has a positive and significant
influence on expanding Sharia financial access, especially for communities
previously unreachable by the conventional financial system (Gomber et al., 2018).
This finding is relevant in the global context, where financial inclusion is one of the
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main targets in the UN Sustainable Development Goals (SDGs) (World Bank, 2020).
However, this research also reveals that the direct influence of digital infrastructure
readiness on Islamic financial inclusion is relatively smaller, indicating that digital
infrastructure does not directly provide a major impact without the role of FinTech
as a connector (Ashta & Biot-Paquerot, 2020).

The practical implications of this research are very important for
policymakers, regulators, and FinTech service providers. Policymakers need to
design balanced regulations between supporting FinTech innovation and ensuring
compliance with Sharia principles (Hassan et al., 2020). Effective regulation not only
creates a safe environment for users but also encourages inclusive FinTech growth
(Arner et al.,, 2015). Furthermore, the government needs to strengthen digital
infrastructure to reduce geographical and socio-economic barriers that often
become main obstacles in FinTech adoption (Huda & Raharjo, 2020). For FinTech
service providers, this research provides guidance in developing more inclusive
products that suit the needs of Muslim communities (Abdullah et al., 2021).

Overall, this research provides an important contribution to Islamic finance
and financial technology literature by integrating factors of digital infrastructure
readiness and regulatory effectiveness. These findings not only enrich theoretical
understanding about Islamic financial inclusion but also provide practical
recommendations for policymakers in facing challenges and opportunities in the
era of Sharia finance digitalization (Lee & Shin, 2018). Moving forward, further
research can focus on exploring other factors that influence Islamic financial
inclusion, such as public-private partnerships and the development of more
innovative regulatory frameworks (Abdul-Rahim & Chee, 2017). Thus, this research
provides a strong foundation for achieving broader and more sustainable financial
inclusion in the digital era.

Suggestion

Based on research findings regarding the influence of digital infrastructure
readiness and regulatory effectiveness on Islamic financial inclusion through
FinTech, there are several suggestions and recommendations that can be
implemented by stakeholders. First, the government needs to strengthen digital
infrastructure to be more equitable and affordable, especially in remote or
underdeveloped areas. Digital infrastructure readiness that includes internet
accessibility, network speed, and payment system reliability becomes the main
prerequisite for FinTech adoption (Huang et al., 2020). Furthermore, the
government must also increase investment in information technology to reduce the
digital gap between urban and rural areas (World Bank, 2020). Thus, public access
to Sharia financial services through FinTech can expand further.

Second, regulators must formulate balanced policies between supporting
FinTech innovation and ensuring compliance with Sharia principles (Hassan et al.,
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2020). Effective regulation can create a safe and trustworthy environment for users
while encouraging sustainable FinTech industry growth (Arner et al., 2015).
Furthermore, regulators need to establish clear and adaptive legal frameworks to
address new challenges such as cybersecurity and personal data protection
(Gomber et al.,, 2018). Thus, public trust in FinTech can increase, which will
ultimately drive Islamic financial inclusion more broadly.

Third, FinTech service providers need to develop more inclusive products and
services that suit the needs of Muslim communities (Abdullah et al., 2021). For
example, they can expand digital agent networks to areas not yet reached by
conventional financial services. Furthermore, FinTech providers must also improve
Sharia financial literacy and financial digitalization so that the community better
understands the benefits and ways of using FinTech (Hassan et al., 2020). Thus,
FinTech adoption among Muslim communities can increase further.

Fourth, collaboration between the government, regulators, and the FinTech
industry is key in achieving broader Islamic financial inclusion. The government
can facilitate public-private partnerships to develop digital infrastructure and
improve Sharia financial literacy (Abdul-Rahim & Chee, 2017). Meanwhile,
regulators and FinTech providers can collaborate in developing operational
standards that comply with Sharia principles and support financial technology
innovation (Hassan et al., 2020). Through this collaboration, a healthy and inclusive
FinTech ecosystem can be created.

Finally, further research is needed to explore other factors influencing Islamic
financial inclusion, such as public-private partnerships and the development of
more innovative regulatory frameworks (Abdul-Rahim & Chee, 2017).
Furthermore, research can also focus on FinTech's influence on specific community
groups, such as women and low-income groups (World Bank, 2020). Thus, a more
holistic understanding of the dynamics of Islamic financial inclusion can be
obtained.

Overall, these recommendations are expected to provide practical guidance
for policymakers, regulators, and FinTech service providers in improving Islamic
financial inclusion. By strengthening digital infrastructure, formulating effective
regulations, developing inclusive products, and improving collaboration between
stakeholders, Islamic financial inclusion through FinTech can be realized more
optimally (Lee & Shin, 2018). Furthermore, further research can also provide new
insights for policy and practice development in achieving broader and more
sustainable financial inclusion

Acknowledgements

Theoretical Implications

This study provides significant contributions to the theory of Islamic financial
inclusion and FinTech by integrating digital infrastructure readiness and regulatory
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effectiveness into a comprehensive conceptual framework. The findings reveal that
FinTech acts as a crucial mediator between external factors (digital infrastructure
and regulation) and Islamic financial inclusion, offering a nuanced understanding
of how technological and regulatory environments interact to enhance financial
access. The positive effect of regulatory effectiveness on FinTech underscores the
importance of adaptive regulations that foster innovation while ensuring Sharia
compliance, thereby advancing theories of regulatory governance in digital
financial services. Furthermore, the study extends the literature on Islamic finance
by highlighting the role of digital infrastructure in overcoming geographical and
socio-economic barriers, aligning with broader theories of digital transformation in
financial services. These insights pave the way for future research to explore
additional factors influencing Islamic financial inclusion, such as public-private
partnerships and innovative regulatory frameworks.

The findings of this study offer actionable insights for managers in the Islamic
FinTech industry. Because the study finds that FinTech significantly mediates the
relationship between digital infrastructure readiness and Islamic financial
inclusion, managers should prioritize investments in digital technologies that
enhance accessibility and reliability of financial services. Because regulatory
effectiveness positively impacts FinTech adoption, managers should collaborate
with regulators to ensure compliance with Sharia principles while fostering
innovation in product offerings. Because digital infrastructure readiness directly
influences FinTech development, managers should focus on expanding internet
access and improving technological capabilities in underserved regions.
Additionally, because FinTech plays a pivotal role in driving financial inclusion,
managers should design inclusive products tailored to the needs of Muslim
communities, such as Sharia-compliant digital payment solutions.

This study has important implications for policymakers aiming to promote
Islamic financial inclusion through FinTech. Because regulatory effectiveness
positively influences FinTech adoption, policymakers should develop adaptive
regulatory frameworks that balance innovation with Sharia compliance, addressing
challenges such as cybersecurity and consumer protection. Because digital
infrastructure readiness significantly impacts FinTech development, governments
should invest in expanding and improving digital infrastructure, particularly in
rural and underserved areas. Because FinTech mediates the relationship between
external factors and financial inclusion, policymakers should encourage
collaborations between FinTech companies and Islamic financial institutions to
create scalable and inclusive financial solutions. These measures can help achieve
the broader goal of financial inclusion as outlined in the UN Sustainable
Development Goals (SDGs).
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The findings of this study highlight the broader social implications of
enhancing Islamic financial inclusion through FinTech. By leveraging FinTech and
digital infrastructure, underserved Muslim communities can gain access to Sharia-
compliant financial services, promoting economic empowerment and reducing
poverty. The positive role of regulatory effectiveness in fostering FinTech adoption
ensures that financial services remain safe, reliable, and aligned with Islamic
principles, thereby building trust among users. The emphasis on FinTech as a
mediator underscores its potential to bridge socio-economic gaps and promote
financial inclusion across diverse populations. Ultimately, these efforts contribute
to building a more inclusive and equitable financial ecosystem, aligning with global
initiatives to enhance social and economic well-being.
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