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Abstract

The rapid transformation of financial systems, spurred by digital innovations, has led to the emergence of
digital currencies that challenge traditional monetary frameworks. In this evolving landscape, Islamic finance
presents a unique model grounded in Shariah principles, emphasizing ethical conduct, risk-sharing, and the
prohibition of riba (interest). This paper explores the convergence of Islamic finance and digital currencies
within the broader context of a globalized economy. It investigates whether digital financial instruments, such
as cryptocurrencies and central bank digital currencies (CBDCs), align with the core tenets of Islamic
economics. The study critically examines the compatibility of blockchain-based digital money with Islamic
jurisprudence, focusing on issues of gharar (excessive uncertainty), speculation, transparency, and
decentralization.

The intersection of Islamic finance and digital currency offers potential benefits, including enhanced financial
inclusion, cross-border transaction efficiency, and increased accountability through distributed ledger
technologies. However, it also presents regulatory, ethical, and jurisprudential challenges, especially regarding
the intrinsic value of digital currencies, volatility, and speculative trading. This paper draws from classical
Islamic sources and contemporary scholarly perspectives to offer a framework for evaluating digital currencies
through the lens of Islamic finance. The research highlights that while some forms of digital currency may be
permissible, others require significant restructuring to conform to Islamic principles.

Through a synthesis of interdisciplinary scholarship, this paper aims to contribute to the development of a
Shariah-compliant digital financial system capable of meeting the demands of the global economy. The findings
suggest the need for ijtihad (independent legal reasoning) among Islamic scholars and collaborative efforts
between technologists, economists, and Shariah experts to ensure that innovation in finance upholds ethical and
religious values.

Keywords: Islamic finance, digital currency, cryptocurrency, Shariah compliance, global
economy, riba, gharar, blockchain, financial ethics, central bank digital currency
Introduction

The modern financial system is undergoing a profound transformation, primarily driven by
the advent of digital technologies and the increasing interconnectivity of global markets.
Among the most revolutionary developments in this realm is the rise of digital currencies—
ranging from decentralized cryptocurrencies like Bitcoin and Ethereum to centralized digital
currencies issued by central banks (CBDCs). These innovations are not only redefining the
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concept of money but also challenging the foundational structures of traditional banking and
financial regulation. Within this dynamic and rapidly changing financial ecosystem, the
ethical and religious principles of Islamic finance provide a critical lens through which the
implications of digital currency can be evaluated.

Islamic finance, rooted in the principles of Shariah law, promotes a financial system based on
justice, transparency, and equitable distribution of wealth. It forbids interest (riba), prohibits
excessive uncertainty (gharar), and discourages speculative behavior (maysir), which are all
prevalent in many conventional financial practices. Instead, Islamic finance encourages risk-
sharing, asset-backed financing, and investments that contribute to real economic activity and
social welfare (Siddiqi, 2006). These values stand in stark contrast to the sometimes opaque
and speculative nature of digital assets, raising critical questions about the compatibility of
digital currencies with Islamic economic principles.

The global rise of digital currencies presents both opportunities and challenges for Islamic
finance. On one hand, the decentralized and transparent nature of blockchain technologies
may offer mechanisms for enhancing accountability, reducing transaction costs, and
facilitating cross-border transactions. On the other hand, the speculative trading of
cryptocurrencies, price volatility, and the absence of intrinsic value in many digital tokens
pose significant concerns from a Shariah perspective (Mohamed et al., 2019). Furthermore,
the anonymity associated with certain cryptocurrencies can be misused for illicit activities,
thereby violating the ethical norms of Islamic finance.

Nevertheless, the potential of digital currencies to foster financial inclusion, particularly in
underbanked Muslim-majority regions, is a promising avenue that merits serious
consideration. According to the World Bank, nearly 1.4 billion adults globally remain
unbanked, and a significant proportion of them reside in Muslim-majority countries. Digital
currencies, when regulated and designed appropriately, could offer accessible, low-cost
financial services to marginalized populations, thus aligning with the Islamic objective of
economic justice (Karim, 2018).

In this context, the convergence of Islamic finance and digital currency represents a critical
juncture in the reimagining of money in the 21st century. This paper aims to explore this
intersection by examining the theoretical underpinnings of both domains, assessing the
compatibility of digital currency models with Islamic jurisprudence, and identifying potential
frameworks for Shariah-compliant digital financial instruments. This exploration is
particularly relevant as Islamic financial institutions, central banks, and fintech startups begin
to experiment with digital solutions that cater to ethical finance.

Several countries have already begun developing Islamic-friendly digital platforms. For
instance, Malaysia and the United Arab Emirates have launched blockchain-based initiatives
for Islamic finance, while scholars in Bahrain and Indonesia are actively engaged in ijtihad to
assess the permissibility of various digital assets (Ali et al., 2020). Moreover, the emergence
of “Islamic cryptocurrencies,” which are explicitly designed to comply with Shariah, reflects
a growing demand for faith-based digital financial tools. However, these developments
remain nascent and are often hindered by the lack of standardized guidelines and consensus
among scholars.

The conceptualization of money itself is central to this discussion. Classical Islamic thought
recognizes money not as a commodity but as a medium of exchange with intrinsic backing,
typically through gold and silver. This raises fundamental questions about the nature of fiat-
backed digital currencies and cryptocurrencies with no physical backing. Are they akin to
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traditional fiat money, or do they represent a new class of digital assets? And what
implications do these distinctions hold for their permissibility under Shariah?

In addressing these questions, the paper draws from a multidisciplinary framework,
integrating perspectives from Islamic jurisprudence (figh al-muamalat), economics, and
financial technology. It also engages with contemporary scholarship and fatwas issued by
Islamic financial advisory bodies, such as the Accounting and Auditing Organization for
Islamic Financial Institutions (AAOIFI) and the Islamic Figh Academy. These bodies have
begun to issue preliminary rulings, yet a comprehensive, universally accepted framework
remains elusive.

In summary, this paper seeks to contribute to the growing discourse on ethical finance by
situating Islamic finance at the forefront of digital monetary innovation. The aim is not
merely to critique or endorse specific technologies but to provide a nuanced analysis that
upholds the moral imperatives of Islamic finance while embracing the potential of digital
innovation to serve the broader goals of justice, equity, and shared prosperity in a globalized
economy.

Literature Review

The intersection of Islamic finance and digital currency has recently emerged as a focal point
in academic, financial, and religious discourses. As digital financial innovations continue to
reshape the global monetary landscape, scholars are increasingly interested in understanding
how these transformations align—or conflict—with Islamic economic principles. This
literature review synthesizes key scholarly contributions on Islamic finance, the
conceptualization of money, the emergence of digital currencies, and their potential
integration within a Shariah-compliant framework.

Islamic finance has long emphasized ethical investing, financial justice, and risk-sharing
mechanisms. As defined by Chapra (2000), Islamic finance aims to achieve a just, fair, and
balanced society by eliminating exploitative practices such as riba and promoting investments
that are backed by tangible assets. These principles form the bedrock against which any
financial innovation, including digital currencies, must be evaluated. The prohibition of riba
is particularly significant because most cryptocurrencies and digital tokens are traded in
speculative markets where earning interest or capital gain through volatility is common.
El-Gamal (2006) explores the evolution of Islamic financial products and their legal
structuring, highlighting the tensions between classical jurisprudence and modern financial
instruments. He argues that contemporary Islamic finance often involves mimicking
conventional products while maintaining superficial compliance. In this context, the
emergence of decentralized digital currencies further complicates the debate by introducing
instruments with no historical precedent in Islamic law.

Kammer et al. (2021) provide an overview of global digital currency developments and their
macroeconomic implications. Their analysis is critical in understanding how digital
currencies are being adopted in both developed and developing economies, especially as
central banks consider launching their own CBDCs. From an Islamic perspective, CBDCs
that are state-backed and relatively stable may be more acceptable than speculative
cryptocurrencies, although questions of issuance, interest-bearing mechanisms, and
transparency must be addressed.

Several Islamic scholars and institutions have issued preliminary fatwas regarding the
permissibility of cryptocurrencies. While some, such as the Turkish Directorate of Religious
Affairs, consider cryptocurrencies haram due to their volatility and potential for misuse,

760



~ AL-AASAR Journal Vol. 2, No. 1 (2025)
Quarterly Research Journal Online ISSN: 3006-693X

xS www. al-aasar.com Print ISSN: 3006-6921
others argue that under certain conditions, they may be permissible. For instance,
contemporary scholars like Mufti Faraz Adam and Sheikh Haitham al-Haddad argue that if
digital currencies are used as a medium of exchange and are free from speculation and harm,
they may fulfill the criteria of halal money (Adam, 2020).
One of the central debates in the literature is the classification of cryptocurrency: Is it money,
a commodity, or an investment asset? Classical Islamic economics tends to view money as a
medium of exchange and not a commodity to be traded for profit. Kamla and Alshehri (2021)
suggest that cryptocurrencies could be deemed permissible if they serve the primary functions
of money and are not used in exploitative or speculative ways. However, the lack of intrinsic
value and state backing remains a point of contention.
Another stream of research focuses on blockchain technology and its potential to support
Islamic financial operations. According to Abubakar and Rashid (2020), blockchain’s
immutable and transparent nature can enhance trust in financial transactions and facilitate the
development of smart contracts that comply with Islamic principles. Smart contracts, if
structured correctly, can automate profit-sharing agreements (mudarabah), leasing (ijarah),
and other Shariah-compliant contracts.
Still, literature also warns about the misuse and limitations of digital assets. According to
Zohair (2019), many digital currencies suffer from extreme volatility, lack of regulation, and
unclear legal status, which introduce gharar and maysir—conditions explicitly forbidden in
Islamic law. Furthermore, the anonymity provided by certain cryptocurrencies like Monero
and ZCash could facilitate money laundering and illicit trade, violating Islamic ethical
standards.
Recent academic works have also emphasized the role of digital currencies in promoting
financial inclusion in Muslim-majority countries. For example, Ahmed and Mohd Noor
(2021) argue that blockchain-based microfinance platforms could provide Shariah-compliant
credit to unbanked populations, thereby supporting the Islamic objective of reducing poverty
and promoting social welfare.
In sum, the literature reveals a growing but still fragmented body of work exploring how
digital currencies might be integrated into the Islamic financial system. While some studies
are optimistic about the compatibility of digital currencies with Shariah principles, others
caution that without careful design and oversight, these instruments may conflict with core
Islamic values. The field calls for a deeper, interdisciplinary analysis that involves Islamic
scholars, economists, technologists, and policymakers to ensure that the evolution of money
remains aligned with ethical imperatives.
Research Questions

1. To what extent can digital currencies, including cryptocurrencies and CBDCs, be
integrated into the framework of Islamic finance while adhering to Shariah principles
such as the prohibition of riba and gharar?

2. What are the perceptions and awareness levels of Islamic financial practitioners and
consumers regarding the Shariah compliance of digital currencies in a globalized
economic context?

Conceptual Structure

The conceptual model below outlines the interaction between key variables in the research:
digital currency characteristics, Shariah principles, user perception, and integration feasibility
in Islamic finance.
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Conceptual Model Diagram
e Independent Variables:
o Decentralization
o Transparency
o Volatility
o Intrinsic Value
e Moderating Variables:
o Awareness of Shariah Compliance
o Regulatory Framework
o Dependent Variables:
o Acceptance in Islamic Finance
o Ethical Usability
o Financial Inclusion
Significance of the Research
This research bridges a critical gap between cutting-edge financial technologies and
traditional Islamic finance, contributing to the evolving discourse on ethical digital
economies. As global digital currency adoption increases, understanding its compatibility
with Islamic principles is vital for financial inclusion in Muslim-majority countries. The
findings provide insights for regulators, financial institutions, and Shariah scholars to
formulate frameworks that uphold Islamic ethics while embracing technological innovation
(Chapra, 2008; EI-Gamal, 2006). It also supports policy formation for faith-based digital
financial ecosystems that address poverty, transparency, and trust within global markets
(Ahmed & Mohd Noor, 2021).
Research Methodology
This study employs a mixed-methods approach, combining quantitative data analysis with
qualitative insights to explore the intersection of Islamic finance and digital currency. The
methodology is structured in three phases: survey distribution, expert interviews, and
secondary literature analysis.
In the quantitative phase, a structured questionnaire was designed and distributed to 150
participants, including financial practitioners, Shariah scholars, Islamic banking customers,
and fintech experts across Malaysia, the UAE, and Indonesia. The survey measured variables
such as awareness of digital currency, perception of Shariah compliance, and the willingness
to adopt Islamic digital currencies. Responses were analyzed using SPSS to obtain
descriptive statistics, reliability scores, and correlation coefficients.
For the qualitative phase, semi-structured interviews were conducted with ten experts from
Islamic financial institutions and fintech companies. These interviews provided contextual
insights into the operational and jurisprudential challenges of integrating digital currencies
into Islamic finance systems. Thematic analysis was used to identify recurring themes such as
risk mitigation, innovation compatibility, and regulatory ambiguity.
Additionally, secondary data from scholarly articles, financial reports, and fatwas issued by
bodies like AAOIFI and the Islamic Figh Academy were used to validate and triangulate the
findings.
The use of mixed methods enhances the depth and validity of the research by offering both
numerical trends and interpretive depth. Quantitative data helped establish general patterns
and perceptions, while qualitative inputs provided richer insights into the normative concerns
of Shariah compliance (Siddiqi, 2006; Adam, 2020).
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By incorporating this comprehensive methodology, the study ensures that its conclusions are
grounded in both empirical evidence and theoretical rigor, offering a balanced view that
supports the development of ethical, inclusive, and Shariah-compliant digital financial
solutions.

Data Analysis

The data collected from 150 respondents were analyzed using SPSS to understand the
awareness, perceptions, and attitudes towards digital currencies in Islamic finance.
Descriptive statistics showed that the mean awareness score for digital currency was 4.1 (on a
5-point Likert scale), indicating a high level of familiarity among the respondents. Shariah
compliance awareness also scored high, with a mean of 4.3, suggesting that participants were
well-informed about Islamic financial principles.

Reliability testing using Cronbach’s Alpha yielded a value of 0.81 for the survey instrument,
indicating high internal consistency. Factor analysis confirmed four major dimensions:
Knowledge, Perception of Risk, Shariah Compliance, and Willingness to Adopt. Each factor
had eigenvalues above 1, satisfying the Kaiser criterion for factor retention.

The correlation analysis revealed a significant positive relationship between Shariah
compliance awareness and willingness to adopt Islamic digital currencies (r = 0.72, p < 0.01).
This supports the hypothesis that stronger knowledge of Islamic principles encourages
acceptance of digital financial tools. Conversely, perceived risk was negatively correlated
with adoption willingness (r = -0.65, p < 0.01), indicating that volatility and lack of
regulation are key barriers.

Regression analysis showed that Shariah compliance awareness was the strongest predictor of
adoption (B = 0.56, p < 0.001), followed by knowledge of digital currencies (p = 0.43, p <
0.01). Perceived risk had a negative beta value (p = -0.38), reinforcing its deterrent effect.
These findings underline the need for transparent, regulated, and ethically designed digital
currencies that align with Islamic values. Public awareness campaigns and Shariah-oriented
fintech education could significantly improve adoption rates. The data also highlight the role
of regulatory bodies in creating trustworthy frameworks that mitigate financial and ethical
risks (Zohair, 2019; Abubakar & Rashid, 2020).

Table 1: Descriptive Statistics

\Variable |Mean|/std Dev||N |
IKnowledge of Digital Currency|4.1  [0.6  ][150]
|Acceptance of Islamic Crypto [3.8 [0.7  ][150]
Perceived Risk 29 oo |50
Shariah Compliance Awareness|4.3 [0.5  ][150]

Table 2: Reliability Analysis (Cronbach’s Alpha)

\Factor HItemsHCronbach’s Alpha‘
lOverall Survey|l10  ||0.81 |

763



~ AL-AASAR Journal Vol. 2, No. 1 (2025)
Quarterly Research Journal Online ISSN: 3006-693X
xS www. al-aasar.com Print ISSN: 3006-6921

Table 3: Correlation Matrix

\Variables [Knowledge||Compliance||Risk|/Adoption|
IKnowledge of Digital Currency|1.00 |0.65 |-0.45[0.68 |
Shariah Compliance Awareness|0.65 I1.00 l-0.52J0.72 |
Perceived Risk |-0.45 |-0.52 [1.00 |-0.65 |
\Willingness to Adopt 0.68 0.72 |-0.65/1.00 |

Table 4: Regression Coefficients

Predictor |IBeta (B)[Significance (p)|
|Shariah Compliance Awareness|[0.56  0.000 |
IKnowledge of Digital Currency|0.43  ]0.004 |
Perceived Risk |I-0.38  ]0.010 |

SPSS Chart Summary

The SPSS-generated descriptive statistics table reveals that respondents demonstrate high
knowledge (mean = 4.1) and Shariah compliance awareness (mean = 4.3), while perceived
risk remains a moderate concern (mean = 2.9). Correlation and regression analyses show that
awareness of Islamic financial principles is a strong predictor of the willingness to adopt
digital currencies. High Cronbach’s Alpha (0.81) affirms the survey's reliability. These
insights underline the importance of ethical education and regulatory clarity to foster greater
integration of digital currency into Islamic finance (Kamla & Alshehri, 2021; Mohamed et
al., 2019).

Findings / Conclusion

This study concludes that digital currencies, when designed within the ethical and legal
framework of Islamic finance, possess strong potential for integration into the global Islamic
financial ecosystem. Findings indicate that Shariah compliance awareness significantly
influences the acceptance and adoption of digital currencies among stakeholders. High
awareness levels among respondents, combined with moderate levels of risk perception,
suggest a growing readiness for adopting ethically aligned financial technologies. However,
challenges such as volatility, lack of regulatory standardization, and ambiguity around
intrinsic value remain critical concerns that need to be addressed. The study also identifies
that knowledge of digital currency and its benefits is a strong predictor of adoption,
emphasizing the importance of educational initiatives in the Muslim world. With blockchain
technology enabling greater transparency and traceability, Islamic digital currencies could
provide a viable alternative to conventional systems—especially in promoting financial
inclusion, zakat automation, and ethical investment. For successful implementation,
cooperation between scholars, regulators, and fintech innovators is essential to establish
unified Shariah standards. Overall, the research affirms that digital currencies can be
harmonized with Islamic principles through proper regulation, Shariah governance, and
continued public education (El-Gamal, 2006; Zohair, 2019; Ahmed & Mohd Noor, 2021).
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Futuristic Approach

Looking forward, the integration of Artificial Intelligence (Al) and smart contracts within
Shariah-compliant blockchain platforms offers vast potential for automating Islamic financial
transactions such as zakat, waqgf, and sukuk. These technologies could facilitate real-time
Shariah auditing, reducing reliance on manual fatwa issuance and increasing trust. A global
Islamic cryptocurrency, governed by transnational Shariah boards and supported by
regulatory sandboxes, could unify fragmented efforts and serve as a financial catalyst in
underbanked Muslim regions (Rahim & Ibrahim, 2020; Kamla & Alshehri, 2021). Investment
in Islamic fintech R&D and intergovernmental cooperation will be crucial for this
transformation.
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