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s Bitcoin Halal?




As Bitcoin continues to gain traction worldwide, its compatibility with various
financial systems, including Islamic finance, is increasingly scrutinized.
Investors in the GCC region often ask: Is Bitcoin halal? This article explores the
intersection between Bitcoin and Islamic finance principles, offering insights
for High Net Worth Individuals (HNWIs), sovereign entities, family offices, and
government institutions.

Understanding Islamic Finance

Islamic finance is governed by Shariah law, which emphasizes justice, ethical
practices, and fairness. Key principles include:

Riba (Interest): Prohibition of interest-based transactions.

Gharar (Uncertainty): Avoidance of excessive uncertainty and speculative
transactions.

Maysir (Gambling): Prohibition of gambling and speculative investments.
Halal Activities: Investments must be in businesses and activities
permissible under Islamic law.

To assess whether Bitcoin is halal, we must examine it against these principles.
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Bitcoin: The Digital Commodity

Bitcoin is often perceived as a digital commodity rather than a conventional
currency. This distinction is significant in the context of Islamic finance:

» Commodity vs. Currency or Security: Bitcoin, like gold, is mined and has a
finite supply. Its value is driven by market demand rather than being issued
or controlled by a central authority, making it comparable to commodities

traditionally accepted as halal. In the United States, the Securities and
Exchange Commission (SEC) examined whether Bitcoin should be
classified as a security using the Howey Test, which determines if an asset
is an investment contract. The Howey Test has four criteria: an investment
of money, in a common enterprise, with an expectation of profits, derived
from the efforts of others. The SEC concluded that Bitcoin does not meet

these criteria due to its decentralized nature and the lack of reliance on a
third party for profit generation. As a result, Bitcoin was not classified as a
security. Instead, it was determined to be a commodity, placing it under the
jurisdiction of the Commodity Futures Trading Commission (CETC).
» Transparency and Security: Bitcoin’s blockchain records transactions
publicly and verifiably, aligning with Islamic principles of transparency
and ethical conduct. However, it also offers strong privacy protections,
making it a unique asset under Islamic law.

o Privacy and Property Rights: Islamic law emphasizes the sanctity of
private property. Bitcoin, as a censorship-resistant asset, allows
individuals to securely own and transfer wealth without central
authority interference, ensuring both transparency and privacy in
transactions.

o Certainty and Security: Bitcoin’s open-source nature and blockchain
immutability provide confidence in transactions and protection against
devaluation or manipulation by central authorities. This combination of
transparency, privacy, and security aligns well with Islamic finance,
which values both certainty in transactions and the protection of

private property.
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Bitcoin and Riba: The Case of Bitcoin Mining and

Direct Ownership

One of the critical considerations in Islamic finance is the prohibition of riba,
which refers to any guaranteed interest on loans or certain types of profit
derived without any associated risk. This principle aims to ensure fairness and
justice in financial transactions. Understanding how Bitcoin and its related
activities, such as mining and direct ownership, fit into this framework is
essential for determining its permissibility under Shariah law.

a. Direct Ownership of Bitcoin: Clear and Transparent

Direct ownership involves purchasing and holding Bitcoin personally, which
aligns closely with Islamic finance principles:

» Clear Ownership: Direct ownership ensures that the investor owns the
Bitcoin outright. This clear and unequivocal ownership aligns with the
principles of private property rights in Islam, emphasizing transparency
and direct control over assets.

» No Riba: Unlike fiat money, which is often created by central banks or
through interest-based lending, Bitcoin is fundamentally different. It is not
created through lending but is mined through significant effort and
investment, giving it a commodity-like nature.

o Effort-Based Value: Bitcoin’s mining process requires computational
power and energy, aligning with Islamic principles that wealth should
be earned through effort, not interest. This effort-based creation ties
Bitcoin’s value to real, measurable inputs.

o Market-Driven Appreciation: Bitcoin’s value is driven purely by market
dynamics—demand and supply—without any involvement in interest
or guaranteed returns. This market-driven nature makes Bitcoin
compatible with Sharia law, where Riba is strictly prohibited.

» Transparency and Control: Holding Bitcoin directly means that all
transactions and ownership records are transparent and verifiable on the
blockchain. This level of transparency aligns well with the ethical standards
of Islamic finance, ensuring that all dealings are conducted fairly and
openly.
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« Custody and Security: Using secure custody solutions, such as multi-

signature wallets, can further enhance the security and compliance of
direct Bitcoin ownership. These solutions provide additional layers of
protection, ensuring that the investment is secure and handled in a manner
consistent with Islamic principles. Furthermore, they can facilitate
inheritance procedures in accordance with Shariah, ensuring that wealth is
passed on to heirs in a manner that respects Islamic inheritance laws.

b. Bitcoin Mining: Halal with Considerations

Bitcoin mining is another aspect of the Bitcoin ecosystem that can be considered
halal under Islamic finance principles, but with important considerations:

 Risk and Reward: Bitcoin mining involves a clear element of risk. Miners
invest in expensive hardware, consume electricity, and face competition
from other miners. The reward they receive is not guaranteed and depends
on their ability to successfully mine blocks. This risk-sharing element
aligns with Islamic finance principles, where profit is earned through
effort, investment, and exposure to risk, rather than through guaranteed
returns, which would be considered Riba.

e Transparency and Ethical Conduct: The Bitcoin mining process is
transparent and governed by the rules of the Bitcoin protocol, which are
public and verifiable. Miners know the rules and the potential rewards
upfront. The process does not involve any deceptive or unethical practices,
which aligns with the Islamic requirement for transparency and fairness in

all business dealings.

 Financing Considerations: While the process of Bitcoin mining itself does

not inherently involve interest-bearing instruments, the way mining

operations are financed can introduce issues related to Riba. If a miner

takes out an interest-bearing loan to purchase equipment or issues bonds

to raise capital, this would involve Riba and could render the mining

operation non-compliant with Shariah principles. Therefore, it is crucial

for miners seeking to comply with Islamic finance principles to ensure that

their financing methods do not involve interest-bearing instruments.

Alternatives like profit-sharing or equity financing can be explored to

avoid Riba.
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Bitcoin and Gharar

Gharar involves excessive uncertainty or ambiguity. While Bitcoin’s price
volatility is a concern, it does not constitute gharar if the investment is made
with proper knowledge and understanding:

e Informed Investment: Investors should be well-informed about the risks
and rewards associated with Bitcoin. Education and due diligence are key to
mitigating uncertainty.

e Long-term Perspective: Viewing Bitcoin as a long-term investment, rather
than engaging in speculative trading, can help align with the principles of
avoiding excessive uncertainty.

Bitcoin and Maysir

Maysir refers to gambling or taking excessive risks without a clear outcome.
Bitcoin, when invested in strategically, does not fall into this category:

» Strategic Investment: A disciplined approach to Bitcoin investment,
incorporating it into a diversified portfolio, is essential to avoid the
speculative nature that characterizes gambling.

» Security through Custody: Utilizing robust custody solutions reduces risks
and provides a stable framework for holding Bitcoin, further distancing the
investment from the characteristics of maysir.

Bitcoin in Shariah-Compliant Portfolios

For an investment to be Shariah-compliant, it must adhere to Islamic financial
principles. Here’s how Bitcoin may fit into such portfolios:

o Store of Value: Bitcoin’s finite supply and growing acceptance as a digital
store of value make it comparable to commodities like gold, which are
widely accepted as halal.

» Transparency and Ownership: The blockchain’s transparency and clear
ownership of Bitcoin align with the ethical and clear financial dealings
required in Islamic finance.
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Comparing Bitcoin Custody Options: Spot Bitcoin

ETFs vs. Direct Ownership

As Bitcoin adoption increases, different methods for holding and managing the
asset have emerged. Evaluating these methods from an Islamic finance
perspective is crucial, especially comparing spot Bitcoin ETFs and direct
ownership.

I Spot Bitcoin ETFs: Convenience with Concerns

Spot Bitcoin ETFs offer exposure to Bitcoin’s price without requiring direct
ownership of the asset. They are structured to track the price of Bitcoin directly.
However, from an Islamic finance perspective, several factors may limit their
suitability:

» Indirect Ownership: Investors in spot Bitcoin ETFs do not own the Bitcoin
directly. Instead, they hold shares in a fund that owns Bitcoin. This indirect
ownership may conflict with the Islamic emphasis on clear and direct
ownership.

» Riba and Operational Practices: Many ETFs involve operations that may
not align with Shariah principles, including the use of financial
instruments that may generate interest or involve speculation.

» Lack of Transparency: ETFs often lack full transparency regarding their

underlying assets and operational processes. This opacity can conflict with

the Islamic requirement for transparency and ethical conduct in financial

dealings.
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Evaluating Bitcoin’s Halal Status

When analyzed against the principles of Islamic finance, Bitcoin may be
considered halal if approached with the right investment strategy and custody
practices. Its attributes of transparency, fairness, and direct ownership align
well with Shariah law.

For investors seeking compliance with Islamic principles, direct ownership of
Bitcoin offers a clear and transparent method of investment. By using robust
custody solutions like multi-signature wallets or multi-institution custody,
investors can ensure their Bitcoin holdings are secure and compliant with
Islamic finance principles.

Ultimately, while spot Bitcoin ETFs provide convenient access to Bitcoin’s price
movements, direct ownership offers a more aligned and transparent approach
from an Islamic finance perspective. Investors should consult with qualified
Shariah scholars and financial advisors to tailor their Bitcoin investments to
meet specific compliance and strategic needs.
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Disclaimer:

The information provided in this article is for informational purposes only and should
not be construed as financial, investment, religious, or legal advice. Investing in Bitcoin
or any other financial instruments carries inherent risks, including the potential loss of
all invested capital. Past performance is not indicative of future results. We strongly

recommend consulting with a qualified financial advisor and Shariah scholar before

making any investment decisions. Shariah interpretation can vary, and standards may
evolve over time. A Shariah-compliant transaction or financial instrument, even if
approved by a Shariah board, may still face challenges regarding its compliance. Clients
expressly waive the right to challenge the Shariah compliance of transactions or
instruments at any time. Onramp MENA is not liable for any losses or damages arising
from the use of this information. All investments are subject to market risks, and
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independent research is recommended before investing.
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