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Abstract. The rapid expansion of financial technology has transformed consumer credit markets in
Muslim societies, particularly through the proliferation of Buy Now Pay Later (paylater) services. While
these digital deferred payment schemes are often promoted as flexible and Sharia-compliant
alternatives to conventional credit, their legal positioning remains deeply contested. This article
examines the legal ambiguities surrounding fintech paylater by analysing the tension between Sharia
compliance and consumer protection within contemporary regulatory frameworks. Drawing on
qualitative doctrinal and regulatory analysis, the study engages with Islamic legal discourse, consumer
protection law, and fintech governance literature to explore how legal legitimacy is constructed and
contested in digital financial markets. The findings demonstrate that Sharia compliance in fintech
paylater is predominantly established through contractual formalism, focusing on permissible legal
forms rather than substantive economic and behavioural outcomes. This approach, while facilitating
regulatory acceptance, often fails to address consumer vulnerabilities arising from information
asymmetry, over-indebtedness, and penalty-based revenue structures. Moreover, the study reveals that
fragmented governance characterised by the institutional separation of financial regulators, consumer
protection authorities, and Sharia governance bodies plays a central role in sustaining legal ambiguity.
Compliance with religious norms does not necessarily translate into effective consumer protection,
allowing fintech providers to navigate regulatory boundaries selectively. By foregrounding legal
ambiguity and governance fragmentation, this article contributes to scholarly debates on Islamic
fintech regulation and consumer law. It challenges the assumption that formal Sharia compliance
inherently ensures ethical financial practices and argues for integrated regulatory approaches that
reconcile religious legitimacy with substantive consumer protection. The study offers conceptual
insights relevant to legal scholars, policymakers, and regulators grappling with the complexities of
digital deferred payment systems in Muslim societies.

Keywords: Fintech regulation, Buy Now Pay Later (BNPL), Sharia compliance, consumer protection,;
legal ambiguity, Islamic finance

Abstrak. Perkembangan pesat teknologi finansial telah mentransformasi pasar kredit konsumen di
masyarakat Muslim, khususnya melalui proliferasi layanan Buy Now Pay Later (paylater). Meskipun
skema pembayaran tertunda berbasis digital ini sering dipromosikan sebagai alternatif kredit
konvensional yang fleksibel dan patuh syariah, posisi hukumnya masih diperdebatkan secara serius.
Artikel ini mengkaji ambiguitas hukum seputar fintech paylater dengan menganalisis ketegangan
antara kepatuhan syariah dan perlindungan konsumen dalam kerangka regulasi kontemporer.
Melalui pendekatan kualitatif berupa analisis doktrinal dan regulatif, penelitian ini mengaitkan
diskursus hukum Islam, hukum perlindungan konsumen, dan literatur tata kelola fintech untuk
menelaah bagaimana legitimasi hukum dibangun dan dipersoalkan dalam pasar keuangan digital.
Temuan penelitian menunjukkan bahwa kepatuhan syariah dalam fintech paylater umumnya
dikonstruksi melalui formalisme kontraktual, dengan menitikberatkan pada bentuk hukum yang
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Societies

diperbolehkan alih-alih dampak ekonomi dan perilaku secara substantif. Pendekatan ini, meskipun
memudahkan penerimaan regulatif, sering kali gagal merespons kerentanan konsumen yang muncul
akibat asimetri informasi, risiko kelebihan utang, dan struktur pendapatan berbasis denda. Lebih
lanjut, penelitian ini mengungkap bahwa tata kelola yang terfragmentasi yang ditandai oleh
pemisahan institusional antara regulator keuangan, otoritas perlindungan konsumen, dan lembaga
tata kelola Syariah memainkan peran sentral dalam mempertahankan ambiguitas hukum. Kepatuhan
terhadap norma keagamaan tidak secara otomatis berujung pada perlindungan konsumen yang
efektif, sehingga memungkinkan penyedia fintech melakukan kepatuhan selektif terhadap rezim
regulasi yang berbeda. Dengan menempatkan ambiguitas hukum dan fragmentasi tata kelola sebagai
fokus analisis, artikel ini berkontribusi pada perdebatan akademik mengenai regulasi fintech syariah
dan hukum perlindungan konsumen. Artikel ini menantang asumsi bahwa kepatuhan syariah secara
formal secara inheren menjamin praktik keuangan yang etis, serta menegaskan urgensi pendekatan
regulatif terintegrasi yang mampu menjembatani legitimasi keagamaan dan perlindungan konsumen
yang substantif. Temuan penelitian ini relevan bagi akademisi hukum, pembuat kebijakan, dan
regulator yang bergulat dengan kompleksitas sistem pembayaran tertunda berbasis digital di
masyarakat Muslim.

Kata Kunci: Regulasi fintech Buy Now Pay Later (BNPL), kepatuhan Syariah, perlindungan
konsumen, ambiguitas hukum, keuangan Islam
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INTRODUCTION

The rapid expansion of financial technology (fintech) has fundamentally
reshaped contemporary financial landscapes, particularly in emerging economies
and Muslim-majority societies. Digital financial services such as peer-to-peer
lending, mobile payments, and deferred payment schemes have significantly
increased financial inclusion while simultaneously generating complex legal and
ethical challenges (Penzo, 2022). Among these innovations, Buy Now Pay Later
(BNPL) services commonly referred to as paylater have gained remarkable traction
due to their promise of instant access to goods and services without upfront
payment (Kiran & Mishra, 2024). While such schemes are often promoted as
consumer-friendly alternatives to conventional credit, their legal positioning within
Islamic financial and regulatory frameworks remains deeply contested.

In Muslim societies, the proliferation of fintech paylater services raises a
critical tension between Sharia compliance and consumer protection . On the one
hand, Islamic legal discourse places strong emphasis on the prohibition of riba
(usury), excessive uncertainty (gharar), and unjust enrichment, all of which are
central considerations in the evaluation of deferred payment and credit-based
transactions (El-Gamal, 2006; Kamali, 2017b). On the other hand, modern legal
systems increasingly prioritise consumer protection principles such as
transparency, fairness, risk disclosure, and prevention of over-indebtedness,
especially within digital financial markets characterised by information asymmetry
and algorithmic decision-making (Kelly-Louw & Damar-Blanken, 2025). Fintech
paylater thus occupies an ambiguous legal space where compliance with Islamic
commercial norms does not always translate into effective consumer protection,
and vice versa.

Existing regulatory approaches to fintech in Muslim societies often rely on
formalistic interpretations of Sharia compliance, focusing primarily on contractual
structures and nominal classifications of transactions. In practice, paylater schemes
are frequently framed as murabaha, bay’ bi al-tagsit (instalment sales), or service-
based contracts to avoid explicit interest-bearing elements (Todorof, 2020).

However, critics argue that such formal compliance may obscure substantive
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consumer risks, including hidden fees, punitive late-payment charges, behavioural
manipulation through digital interfaces, and the normalisation of debt-driven
consumption (Ahmed et al, 2019). This disconnect has generated increasing
concern among legal scholars and regulators regarding whether Sharia-compliant
labelling alone is sufficient to safeguard consumers in digitally mediated financial
environments.

From a consumer protection perspective, fintech paylater services pose
challenges that extend beyond traditional credit regulation. Digital onboarding
processes, automated credit scoring, and seamless user interfaces may reduce
consumers’ capacity to fully assess financial obligations and long-term risks (Abidin,
2025). Empirical studies in consumer law highlight that deferred payment schemes
can encourage impulsive spending, exacerbate household indebtedness, and
disproportionately affect younger and financially vulnerable users (Cho & Park,
2021). In Muslim societies, these risks are compounded by the perception that
Sharia-compliant products are inherently ethical and safe, potentially diminishing
consumers’ critical scrutiny of contractual terms and financial consequences.

Despite the growing relevance of this issue, scholarly literature on Islamic
fintech has tended to address Sharia compliance and consumer protection as largely
separate domains. Studies focusing on Islamic finance often prioritise doctrinal
analysis of permissibility, contractual validity, and alignment with classical
jurisprudence (Soni, 2023). Conversely, research within fintech regulation and
consumer law typically examines digital credit through secular regulatory
frameworks, with limited engagement with Islamic legal norms or the realities of
Muslim consumer markets (Abdurrahman & Iska, 2024). As a result, there remains
a notable gap in the literature concerning the legal ambiguities that arise at the
intersection of Sharia compliance and consumer protection in fintech paylater
services.

This article seeks to address this gap by critically examining how fintech
paylater schemes are positioned within Islamic legal discourse and contemporary
regulatory frameworks in Muslim societies. Rather than adopting a purely

normative or theological approach, the study situates Sharia compliance within
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broader debates on legal pluralism, regulatory governance, and consumer welfare.
It interrogates whether current legal and regulatory practices adequately respond
to the substantive risks faced by consumers, or whether they prioritise formal
compliance at the expense of effective protection.

The concept of legal ambiguity is central to this analysis. Legal ambiguity in
fintech paylater arises from overlapping normative orders Islamic law, state
regulation, and market-driven technological practices that do not always align
coherently. In many Muslim jurisdictions, fintech regulation is fragmented across
financial authorities, religious advisory bodies, and consumer protection agencies,
each operating with distinct mandates and evaluative criteria. This fragmentation
can result in regulatory blind spots, inconsistent enforcement, and uncertainty for
both providers and users (Ali, 2016). By foregrounding legal ambiguity, this study
moves beyond binary assessments of permissibility or prohibition and instead
explores the structural tensions embedded within existing legal frameworks.

Methodologically, the article employs a qualitative doctrinal and regulatory
analysis, drawing on primary legal sources, regulatory instruments, policy
documents, and selected case studies from Muslim-majority jurisdictions. The
analysis is complemented by critical engagement with interdisciplinary literature
on fintech governance and consumer law. This approach enables a nuanced
examination of how fintech paylater is conceptualised, regulated, and experienced
across different legal contexts, while remaining attentive to the normative concerns
specific to Islamic commercial ethics.

The contribution of this study is threefold. First, it offers a conceptual
clarification of the legal ambiguities surrounding fintech paylater in Muslim
societies by systematically mapping the points of tension between Sharia
compliance and consumer protection. Second, it challenges the assumption that
formal Sharia compliance necessarily ensures ethical and consumer-friendly
outcomes in digital finance. Third, it contributes to broader debates on the
regulation of fintech by highlighting the need for integrated legal frameworks that

reconcile religious norms with contemporary consumer protection standards.
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In an era where digital finance increasingly shapes everyday economic
behaviour, the stakes of this discussion are significant. Fintech paylater services are
not merely technical financial products; they reflect evolving relationships between
law, technology, religion, and consumption. By critically examining these dynamics,
this article aims to advance scholarly discourse on Islamic economic law and fintech
regulation, while offering insights relevant to policymakers, regulators, and legal

practitioners navigating the complexities of digital finance in Muslim societies.

RESEARCH METHOD

Research method explains about: the approach, scope or object, operational
definition in each variable/description of research focus, place, population and
sample/informant, main source and tool, technique of data collection, and technique
of data analysis (Font Palatino Linotype 12 pt Bold).

This study adopts a qualitative legal research design aimed at examining the
legal ambiguities surrounding fintech paylater services in Muslim societies,
particularly at the intersection of Sharia compliance and consumer protection. A
qualitative approach is deemed appropriate given the normative, interpretative, and
regulatory nature of the research problem, which cannot be adequately captured
through quantitative measurement alone. Legal ambiguity in fintech contexts is best
explored through doctrinal analysis and critical examination of regulatory
frameworks, legal texts, and scholarly interpretations (McCrudden, 2010).

The research primarily employs a doctrinal legal method, complemented by
regulatory and policy analysis. Doctrinal legal research focuses on the systematic
analysis of legal norms, principles, and rules as articulated in statutes, regulations,
judicial decisions, and authoritative legal opinions (Hutchinson, 2015). In this study,
doctrinal analysis is used to assess how fintech paylater arrangements are classified
and justified within Islamic commercial law discourse, as well as how they are
addressed within existing consumer protection and financial regulatory regimes in
Muslim-majority jurisdictions.

Data sources for this study consist of both primary and secondary legal
materials. Primary sources include national laws and regulations on fintech,

consumer protection statutes, financial authority guidelines, and official regulatory
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documents issued by central banks or financial supervisory bodies in selected
Muslim-majority countries (Abbas, 2017). Where applicable, policy statements and
regulatory frameworks governing digital credit and deferred payment schemes are
also examined. These materials provide insight into how states formally regulate
fintech paylater services and the extent to which consumer protection
considerations are embedded within such regulations.

In parallel, the study engages with Islamic legal sources and scholarly writings
relevant to deferred payment, credit sales, and debt-based transactions. Rather than
treating Islamic law as a monolithic system, the analysis draws on contemporary
figh scholarship, fatwas, and academic interpretations that address modern
financial practices. This allows for a critical assessment of how Sharia compliance is
constructed and operationalised in fintech contexts, particularly in relation to
contractual form, risk allocation, and ethical claims (Kamali, 2017a).

Secondary sources include peer-reviewed journal articles, academic
monographs, and policy reports on Islamic finance, fintech regulation, and
consumer protection law (Jegerson et al., 2025). Particular attention is given to
interdisciplinary literature that explores behavioural aspects of digital credit,
regulatory governance of fintech, and the socio-legal implications of consumer debt
(Mittal & Singh, 2025). This body of literature provides the analytical lens necessary
to situate Islamic fintech within broader global debates on financial regulation and
consumer welfare.

The analytical framework of the study is grounded in normative and critical
legal analysis. Normative analysis is employed to identify and interpret the legal
principles governing Sharia compliance and consumer protection within their
respective domains. Critical analysis is then used to interrogate the coherence,
limitations, and unintended consequences of these principles when applied to
fintech paylater services (Alshater et al., 2022). This dual approach enables the
study to move beyond descriptive accounts and to critically assess whether existing
legal frameworks adequately address the risks posed by digital deferred payment

systems.
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To enhance analytical depth, the study incorporates selected jurisdictional
illustrations from Muslim-majority countries where fintech paylater services are
prevalent. These jurisdictions are not treated as exhaustive case studies but as
contextual examples that illuminate broader regulatory patterns and legal tensions
(Abat Ninet, 2015). The selection is based on the visibility of fintech paylater in
national markets and the availability of regulatory documentation. This
comparative sensitivity allows the study to identify common challenges while
avoiding overgeneralisation.

Data analysis follows a thematic legal analysis process. Legal materials and
scholarly sources are examined to identify recurring themes such as contractual
classification, disclosure obligations, debt enforcement mechanisms, and consumer
vulnerability. These themes are then analysed in relation to the core research
question concerning legal ambiguity between Sharia compliance and consumer
protection. By organising the analysis thematically, the study ensures conceptual
coherence and facilitates cross-jurisdictional comparison. To ensure rigour and
credibility, the research applies triangulation across different types of legal sources
and scholarly perspectives. The use of multiple sources helps mitigate interpretative
bias and strengthens the validity of the findings. Furthermore, all sources are
critically evaluated for relevance, authority, and contextual applicability, in line with
established standards of qualitative legal research (Creswell, 2013).

While this study does not involve empirical data collection from human
participants, it remains attentive to ethical considerations in legal scholarship,
particularly the responsible interpretation of religious norms and regulatory
practices. The methodological limitations of doctrinal research such as its reliance
on available texts and its inability to capture lived consumer experiences directly
are acknowledged. Nevertheless, the chosen methodology is well suited to achieving
the study’s objective of clarifying legal ambiguities and contributing to normative

debates on fintech regulation in Muslim societies.

FINDINGS AND DISCUSSION
Contractual Formalism and the Construction of Sharia Compliance in Fintech

Paylater
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One of the most salient findings of this study concerns the central role of
contractual formalism in the construction of Sharia compliance within fintech
paylater services. In many Muslim societies, the legitimacy of fintech-based deferred
payment schemes is predominantly assessed through the lens of contractual form
rather than substantive economic effects. Fintech providers frequently structure
paylater products using contracts that are formally recognised within Islamic
commercial law, such as instalment sales (bay‘ bi al-tagsit), cost-plus financing, or
service-based fee arrangements (Bhanurasmi & Fisnawati, 2024). Through this
approach, compliance is established by aligning the outward structure of
transactions with permissible contractual categories, even when the underlying
economic function closely resembles consumer credit (Katterbauer et al., 2023).

This reliance on contractual form reflects a broader tendency within
contemporary Islamic finance to prioritise juridical classification over economic
substance. Sharia compliance assessments typically focus on the absence of
explicitly prohibited elements such as interest clauses or uncertainty in contract
wording. As long as the transaction avoids overt references to interest (riba) and
maintains a formally valid sale or service structure, it is often deemed acceptable
(Mogbel & Ahmed, 2020). In the context of fintech paylater, this has led to
widespread acceptance of deferred payment arrangements that embed profit
margins, late fees, or service charges, provided these elements are contractually
framed as permissible mark-ups or administrative costs (Kamali, 2008).

However, the findings indicate that such formal compliance does not
necessarily resolve deeper legal and ethical concerns. From a functional perspective,
many paylater schemes operate as short-term consumer credit instruments,
enabling users to defer payment while incurring additional financial obligations
(Lahsasna, 2014). The economic reality of these transactions particularly the
accumulation of fees and penalties in cases of delayed payment raises questions
about whether formal contractual compliance sufficiently captures the risks
imposed on consumers. Scholars of Islamic finance have long criticised this

phenomenon as a form of form-over-substance reasoning, where legal
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permissibility is secured through technical structuring rather than substantive
justice (Dusuki, 2008; Haneef & Smolo, 2019).

The digital nature of fintech paylater further amplifies the limitations of
contractual formalism. Unlike traditional financing arrangements, paylater
transactions are embedded within digital platforms that prioritise speed,
convenience, and minimal user friction. Contractual terms are often presented
through standardised digital interfaces, lengthy terms and conditions, and
automated consent mechanisms (Abidin, 2025). Although these contracts may be
legally valid and Sharia-compliant in form, the manner in which they are
communicated raises serious concerns regarding informed consent and
transparency. Consumer law scholarship consistently demonstrates that digital
contracting environments exacerbate information asymmetry and reduce
consumers’ capacity to meaningfully engage with contractual obligations (Howells
etal, 2017).

In Muslim societies, the invocation of Sharia compliance can further
complicate this dynamic. The findings suggest that the religious legitimacy
associated with Sharia-compliant branding may generate a heightened level of
consumer trust, potentially discouraging critical scrutiny of contractual details
(Mohd Noor et al,, 2019). Consumers may assume that a Sharia-compliant label
inherently guarantees fairness and ethical soundness, even when the transaction
exposes them to financial risks comparable to conventional credit products. This
phenomenon underscores a key limitation of contractual formalism: while it may
satisfy doctrinal requirements, it does not necessarily ensure substantive consumer
protection (Kiran & Mishra, 2024; Soni, 2023).

Another significant aspect of contractual formalism lies in the treatment of
fees and penalties within fintech paylater arrangements. Many providers justify late
payment charges or service fees by framing them as compensation for
administrative costs or as deterrents against default, rather than as interest (Kane,
2002). From a formal legal perspective, this distinction allows such charges to be
accommodated within permissible contractual frameworks. Nevertheless,

consumer protection analysis reveals that these fees can accumulate rapidly,
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disproportionately affecting financially vulnerable users and reinforcing patterns of
debt dependency (Latham, 1996).

The findings also highlight a lack of consistency in how Sharia compliance is
evaluated across jurisdictions and institutions. In some contexts, religious advisory
bodies play a central role in certifying fintech products, while in others, compliance
assessments are conducted internally by providers or outsourced to private
consultants (Abat Ninet, 2015; Ahmad, 2003). This variability contributes to
fragmented standards of compliance and reinforces the dominance of contractual
formalism as a convenient, easily verifiable benchmark. The absence of harmonised
criteria for assessing the consumer impact of Sharia-compliant fintech products
further entrenches legal ambiguity and regulatory uncertainty (Auda, 2008; Fauzi,
2020).

Importantly, contractual formalism is not inherently incompatible with
Islamic legal reasoning. Classical Islamic jurisprudence has long emphasised the
importance of contractual clarity and mutual consent (Gul et al., 2025). However,
the findings suggest that contemporary applications of contractual reasoning in
fintech contexts often neglect broader considerations of fairness, proportionality,
and harm prevention. When contractual validity becomes the sole measure of
legitimacy, the law risks becoming disconnected from the lived realities of
consumers operating within highly mediated digital environments.

This analysis shows that Sharia compliance in fintech paylater is largely
constructed through contractual formalism driven by legal certainty and market
acceptability. While this approach enables rapid legitimisation and regulatory
approval, it simultaneously obscures substantive concerns regarding consumer
welfare, debt sustainability, and ethical responsibility. As a result, formal Sharia
compliance may coexist with practices that undermine the principles of fairness and
justice underlying Islamic commercial law. Contractual formalism thus functions as
both an enabling and limiting force, facilitating the integration of Islamic legal norms
into digital finance while contributing to legal ambiguity by masking the consumer
impacts of deferred payment schemes, thereby setting the stage for further

examination of consumer vulnerability and regulatory gaps.
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Consumer Vulnerability in Digital Deferred Payment Systems: Regulatory
Gaps and Legal Risks

The next major finding of this study concerns the heightened consumer
vulnerability embedded within fintech paylater systems, particularly when such
services operate in regulatory environments that prioritise market innovation over
consumer safeguards. While fintech paylater products are frequently marketed as
flexible, interest-free, and consumer-friendly, empirical and regulatory evidence
suggests that these systems expose users to a range of legal and financial risks that
are insufficiently addressed by existing legal frameworks (Abdur Rehman et al,,
2019; Soni, 2023).

Consumer vulnerability in fintech paylater arises from a convergence of
structural, behavioural, and regulatory factors. Structurally, paylater services are
designed to minimise friction at the point of transaction (Kyt6i et al, 2024).
Seamless integration with e-commerce platforms, simplified credit approval
processes, and deferred payment schedules reduce the psychological barriers
traditionally associated with borrowing. Behavioural studies in consumer law
demonstrate that such design features significantly increase impulsive purchasing
and weaken consumers’ ability to accurately assess future repayment obligations
(Abidin, 2025; Ali, 2016). In Muslim societies, this risk is further intensified by the
perception that Sharia-compliant financial products are inherently ethical and low-
risk, potentially lowering consumer vigilance.

From a legal standpoint, one of the most significant regulatory gaps concerns
information asymmetry. Although fintech paylater providers typically disclose
contractual terms, these disclosures are often embedded within lengthy digital
agreements that users rarely read or fully understand (Cintya & Nisa, 2024; Ulya,
2025). Consumer protection law has long recognised that formal disclosure alone
does not guarantee informed consent, particularly in digital environments
characterised by cognitive overload and time pressure (Howells & Weatherill,

2017). The findings of this study indicate that current regulatory requirements in
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many Muslim-majority jurisdictions focus on the existence of disclosure rather than
its accessibility, clarity, or behavioural impact.

Another dimension of consumer vulnerability relates to over-indebtedness.
Unlike traditional credit products, fintech paylater services often allow consumers
to engage in multiple concurrent deferred payment arrangements across different
platforms. This fragmentation of debt makes it difficult for both consumers and
regulators to monitor aggregate financial exposure (Del Sarto & Ozili, 2025). Studies
on digital credit markets show that such fragmentation increases the risk of debt
accumulation, particularly among younger consumers and those with limited
financial literacy (Ediagbonya & Tioluwani, 2022). In the absence of robust credit
reporting and affordability assessments, fintech paylater systems may contribute to
systemic consumer harm despite their formal compliance with contractual and
religious norms.

Late payment penalties and service fees represent another critical area of legal
risk. While these charges are often framed as administrative costs rather than
interest, their cumulative effect can be substantial. Consumer law scholarship
highlights that penalty-based revenue models disproportionately affect vulnerable
users, transforming short-term liquidity solutions into long-term debt traps (Anisa
et al, 2024; Charron-Chénier, 2020). In Muslim societies, regulatory ambiguity
surrounding the permissibility and regulation of such fees further complicates
enforcement and consumer redress mechanisms.

The regulatory treatment of fintech paylater across Muslim societies reveals a
pattern of fragmented governance. Financial regulators, consumer protection
agencies, and religious advisory bodies often operate in parallel rather than in
coordination (Bhanurasmi & Fisnawati, 2024). Financial authorities may classify
paylater services as non-bank financial products, subjecting them to lighter
regulatory requirements (Gamliel & Herstein, 2011; Howells & Weatherill, 2017).
Consumer protection agencies, meanwhile, may lack the technical expertise or
jurisdictional authority to effectively oversee digital credit platforms. Religious
bodies typically assess Sharia compliance at the level of contractual form, with

limited engagement in consumer impact analysis. This fragmentation creates
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regulatory blind spots that allow consumer vulnerabilities to persist (Arner et al.,

2017).

To illustrate these dynamics, Table 1 summarises key consumer risk

dimensions associated with fintech paylater services and the corresponding

regulatory responses commonly observed in Muslim-majority jurisdictions.

Table 1. Consumer Risk Dimensions and Regulatory Responses in Fintech
Paylater Services

Consumer
Key Characteristics in Fintech Typical Regulatory
Risk Identified Legal Gap
Paylater Response
Dimension
Mandatory
Information  Digital contracts, complex fee Lack of readability and
disclosure
asymmetry structures, automated consent behavioural testing
requirements
Limited credit
Over- Multiple concurrent paylater Absence of aggregate
assessment
indebtedness accounts, weak affordability checks debt monitoring
obligations
Late Ambiguity in
Administrative fees and penalty General consumer
payment classification and
charges law provisions
penalties enforcement
Behavioural = Seamless UX, nudging towards Minimal regulation No regulation of choice
manipulation deferred payment of interface design architecture
General dispute
Consumer Platform-based complaint Weak enforcement and
resolution
redress mechanisms limited access
frameworks

The data in Table 1 highlight a consistent pattern: while regulatory

frameworks often acknowledge consumer risks in principle, they fail to address the

specific modalities through which fintech paylater systems generate vulnerability.

The emphasis on formal compliance—whether contractual, regulatory, or religious

results in a regulatory approach that is reactive rather than preventative (Saidah et

al., 2025; Ulya, 2025). This gap is particularly problematic in Muslim societies,

where the moral authority associated with Sharia-compliant products may
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discourage regulators from subjecting fintech paylater services to stricter consumer

protection scrutiny.

Furthermore, the findings suggest that existing consumer protection
frameworks are often ill-equipped to deal with algorithmic decision-making in
fintech paylater systems. Automated credit scoring and risk assessment tools
operate with limited transparency, making it difficult for consumers to challenge
adverse decisions or discriminatory outcomes. Legal scholarship on fintech
governance emphasises that algorithmic opacity poses serious challenges to
accountability and fairness, especially in jurisdictions where regulatory capacity is

still developing (Deb, 2025).

Importantly, consumer vulnerability in fintech paylater should not be viewed
as an unintended by-product of technological innovation alone, but as the outcome
of structural choices within legal and regulatory frameworks that prioritise market
expansion and financial inclusion over robust consumer safeguards. In Muslim
societies, such prioritisation is frequently legitimised through narratives of ethical
finance and Sharia compliance, which may obscure the need for stronger consumer
protection. This section shows that legal ambiguity persists not due to regulatory
absence, but because of the misalignment between the operational realities of digital
deferred payment systems and the assumptions underlying existing consumer
protection frameworks. These findings underscore the necessity of an integrated
regulatory approach that places consumer vulnerability at the centre of fintech
governance, thereby providing a foundation for the subsequent analysis of
fragmented governance and the reconciliation of Sharia compliance with effective

consumer protection.

Fragmented Governance and Legal Ambiguity: Reconciling Religious Norms

and Consumer Protection Frameworks

The third major finding of this study highlights fragmented governance as a
central driver of legal ambiguity in the regulation of fintech paylater services in
Muslim societies. Rather than arising from the absence of legal norms, ambiguity

emerges from the coexistence of multiple regulatory and normative regimes that
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operate in parallel without sufficient coordination (Roughan, 2013). These regimes
typically include financial regulation, consumer protection law, and Sharia
governance mechanisms, each of which addresses fintech paylater from distinct and

often incompatible perspectives (McIntyre, 2018).

In many Muslim-majority jurisdictions, fintech paylater services fall within
regulatory grey zones. Financial regulators may categorise paylater providers as
non-bank financial institutions or digital service intermediaries, subjecting them to
lighter prudential oversight than traditional lenders (Zumbansen, 2012). Consumer
protection authorities, meanwhile, often apply general consumer law frameworks
that were not designed to address the specific risks associated with digital deferred
payment systems (Soni, 2023; Kyt6i et al, 2024). At the same time, Sharia
governance bodies tend to focus on the permissibility of contractual structures, with
limited engagement in broader regulatory or consumer protection considerations.
This compartmentalisation of authority creates a fragmented governance
environment in which no single institution assumes comprehensive responsibility

for consumer welfare (Oseni, 2017).

The findings suggest that such fragmentation allows fintech paylater services
to strategically navigate regulatory boundaries. Providers can demonstrate Sharia
compliance through contractual certification while operating within regulatory
categories that impose minimal consumer protection obligations (Fayyad, 2014).
This dual positioning enables market expansion but also entrenches legal ambiguity,
as compliance with one normative framework does not guarantee adherence to
others. Legal pluralism theory provides a useful lens for understanding this
phenomenon, as it emphasises how overlapping legal orders can generate
uncertainty and selective compliance in complex regulatory environments (Berman,

2009; Swenson, 2018).

A key manifestation of fragmented governance lies in the disconnect between
religious norms and consumer protection objectives. Sharia governance
mechanisms typically assess compliance at the product design stage, focusing on

contractual validity and the avoidance of prohibited elements (Farook & Faroogq,
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2013; Mohd Zain et al., 2024). Once certification is obtained, ongoing monitoring of
consumer outcomes is rare. Consumer protection frameworks, by contrast, are
concerned with issues such as transparency, fairness, and access to redress, but they
may lack the authority or expertise to challenge products that are religiously
endorsed (Howells & Weatherill, 2017). This institutional separation reinforces the
assumption that Sharia-compliant products are inherently ethical, thereby reducing

regulatory scrutiny of their real-world impacts.

Another significant finding concerns the absence of integrated regulatory
standards for fintech paylater. While some jurisdictions have introduced fintech-
specific regulations, these frameworks often prioritise innovation, financial
inclusion, and market competitiveness (Buckley et al., 2023). Consumer protection
measures are frequently incorporated as secondary considerations, framed as
disclosure obligations rather than substantive safeguards. Comparative studies in
fintech governance demonstrate that such innovation-oriented regulation can
inadvertently amplify consumer risks when not accompanied by robust oversight

mechanisms (Fayyad, 2014; Oseni, 2017).

The digital and cross-border nature of fintech paylater further complicates
governance. Many paylater platforms operate across multiple jurisdictions,
leveraging regulatory arbitrage to minimise compliance costs (Ivanova, 2019). In
Muslim societies, this transnational dimension intersects with domestic Sharia
governance structures that lack jurisdiction beyond national boundaries (Bassens
et al,, 2011). As a result, enforcement becomes fragmented not only institutionally
but also geographically. Consumers may face significant barriers when seeking
redress against platforms headquartered in different legal systems, particularly
where dispute resolution mechanisms are weak or inaccessible (Yilmaz & Sokolova-

Shipoli, 2024).

Importantly, the findings indicate that legal ambiguity is not merely a technical
problem but a structural feature of current regulatory arrangements. Fragmented
governance reflects broader tensions between market liberalisation, religious

legitimacy, and social protection (HalimatusA’'Diyah, 2015). In many Muslim
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societies, policymakers are reluctant to impose stringent regulations on Sharia-
compliant fintech products for fear of stifling innovation or undermining religiously
endorsed financial inclusion initiatives (Al-Shuqairat et al., 2025). This reluctance,

however, risks prioritising symbolic compliance over substantive justice.

The analysis also reveals a lack of meaningful dialogue between regulatory
actors. Financial regulators, consumer protection agencies, and Sharia advisory
bodies often operate with limited institutional interaction, resulting in siloed
decision-making (Auda, 2008). Interdisciplinary scholarship on regulatory
governance emphasises that effective regulation of complex financial systems
requires coordination across domains, shared data infrastructures, and harmonised
standards (Yeung & Bygrave, 2022). The absence of such coordination in fintech
paylater regulation contributes directly to legal uncertainty and uneven consumer

protection outcomes.

Reconciling religious norms with consumer protection frameworks does not
require subordinating one to the other. Rather, the findings suggest the need for
integrated governance models that recognise Sharia compliance and consumer
protection as complementary objectives. Such models would move beyond formal
certification and incorporate ongoing monitoring of consumer outcomes,
affordability assessments, and behavioural impacts. From a legal perspective, this
requires rethinking the role of Sharia governance bodies as part of a broader

regulatory ecosystem rather than as isolated certifying authorities.

Furthermore, regulatory frameworks must account for the behavioural
dimensions of fintech paylater usage. Traditional consumer protection tools, such
as disclosure requirements, are insufficient in digital environments characterised
by automated decision-making and behavioural nudging (KyTt6i et al., 2024).
Scholars of consumer law increasingly advocate for proactive regulatory
interventions, including limits on penalty charges, restrictions on interface design
that encourages excessive borrowing, and enhanced affordability checks (Fayyad,

2014; Howells & Weatherill, 2017). Integrating these measures within fintech
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regulation in Muslim societies would help align religious norms with substantive

consumer protection goals.

This section’s findings underscore that legal ambiguity in fintech paylater
regulation is not an inevitable consequence of technological innovation or legal
pluralism. Rather, it reflects governance choices that prioritise fragmentation over
integration. Addressing these ambiguities requires a shift from siloed regulatory
approaches towards coordinated frameworks that bridge financial regulation,
consumer law, and Sharia governance. Without such integration, fintech paylater
services are likely to continue operating in legal grey areas, exposing consumers to

risks that are inadequately addressed by existing legal regimes.
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In conclusion, fragmented governance plays a decisive role in shaping the legal
ambiguities surrounding fintech paylater in Muslim societies. By examining the
institutional and normative disconnects between Sharia compliance and consumer
protection, this section demonstrates that current regulatory frameworks fall short
of addressing the complexities of digital deferred payment systems. The findings
point towards the necessity of integrated, outcome-oriented governance models
capable of reconciling religious legitimacy with effective consumer protection in an
increasingly digital financial landscape.

CONCLUTION
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In conclusion, fragmented governance plays a decisive role in shaping the
legal ambiguities surrounding fintech paylater in Muslim societies. By examining the
institutional and normative disconnects between Sharia compliance and consumer
protection, this section demonstrates that current regulatory frameworks fall short
of addressing the complexities of digital deferred payment systems. The findings
point towards the necessity of integrated, outcome-oriented governance models
capable of reconciling religious legitimacy with effective consumer protection in an

increasingly digital financial landscape.
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