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Abstract: This research aims to study whether zakat is due on cryptocurrency
(Bitcoin) and to address the issues related to imposing zakat upon it. This study
is conducted based on the qualitative research method following the inductive
method and explanatory research approach. The findings show that Bitcoin is
recognised as a digital asset in many countries and the tax is imposed
accordingly. As such, Bitcoin is among the zakatable assets since it meets the
conditions of zakat on assets. Moreover, Bitcoin as a digital currency would
also be zakatable if a country recognises it as currency, as would any regulated
digital currency issued by a government. Imposing zakat on Bitcoin would
boost the total amount of zakat collectible, which would be beneficial for
needy people. Further research is recommended to provide the zakat model for
Bitcoin and other cryptocurrencies.
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1 Introduction

Islam encourages support and assistance to humanity in many ways (Al-Qardawi, 2000).
In this respect, Islam obligates zakat on the believers to establish social solidarity among
the poor and needy and the wealthy members of the community. Zakat ensures
brotherhood among the believers and fulfils the basic needs of poor people in the society.
It also purifies the wealth of believers and helps them establish the command of Allah
(Al-Mamun and Haque, 2015; Jedidia and Guerbouj, 2020). The word zakat connotes
cleanliness, purification, growth, development and increase (ISRA, 2010; Asfarina et al.,
2019). Technically, it refers to an act of monetary worship by a believer (Muslim) who
holds a certain threshold (nisab) for a year (hawl); he allocates and frees from his
ownership a certain portion of his wealth, after fulfilling his basic needs and debts, for
categories (asnaf) of people that are prescribed in the holy Qur’an (Al-Zuhaili, 1985;
Al-Qardawi, 2000). The zakatable assets are gold, silver, rikaz (treasure trove) and
ma‘adin (minerals), agricultural products, livestock, commercial goods, monetary
savings, investments, salaries and wages, stocks, shares and so on (Al-Zuhaili, 1985;
Al-Qardawi, 2000; Ibrahim, 2014; Asfarina et al., 2019). The Qur’an details the eligible
recipients (asnaf) of zakat:

“Alms are for the poor and the needy, and those employed to administer the
(funds); for those whose hearts have been (recently) reconciled (to truth); for
those in bondage and in debt; in the cause of God; and for the wayfarer:
(thus is it) ordained by God, and God is full of knowledge and wisdom.”
(al-Qur’an 09:60) (translated by Ali, 2006)

Zakat is regarded as a social welfare system that establishes justice and fairness among
mankind and structures a humane and cohesive society. Scholars unanimously agree that
it is an obligatory duty upon those people who are eligible to pay zakat and that denying
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such obligation would result in being considered an unbeliever (Al-Nawawi, 2003;
Ibn Qudamah, 1997; Al-Shawkani, 2004).

The current digitalisation era has introduced many types of financial services and
facilities through online platforms and tools such as electronic money (e-money), smart
contracts and digital assets like cryptocurrencies. Bitcoin, Ethereum, Litecoin, and Ripple
are some of the cryptocurrencies that are attracting the attention of many technophiles
around the world (Meegan et al., 2021; Li et al., 2021; Kim et al., 2020). Bitcoin is a
cryptocurrency that works in a decentralised way; it is managed through a blockchain
peer-to-peer system without any central authority to control the transaction. Bitcoin is
mined by solving some mathematical puzzles. Bitcoin is stored in a digital wallet that
allows the owner to use it for transactions and safekeeping (Narayanan et al., 2016;
Rainero and Modarelli, 2020; Nian and Chuen, 2015). It should be highlighted that,
despite the volatile nature of cryptocurrencies, the number of cryptocurrency users is
increasing massively in many countries. Many countries consider those cryptocurrencies,
especially Bitcoin, as digital assets/digital commodities and allow people to exchange and
invest in Bitcoin and other cryptocurrencies whereas some countries do not allow
cryptocurrencies. In addition, a few countries and cities offer regulated cryptocurrencies
and allow people to conduct transactions with them as digital currency (Cvetkova, 2018;
LLC, 2018a, 2018b; Dewey, 2019; Parveen and Alajmi, 2019).

Although Shari‘ah scholars have various opinions on the permissibility of Bitcoin
(cryptocurrency) and its uses (Selcuk and Kaya, 2021; Yuneline, 2019), public interest in
it among Muslims continues to grow. Since many countries consider cryptocurrencies as
digital assets and allow the public to transact with them, it is necessary for scholars to
reconsider their opinions on the permissibility of Bitcoin and other cryptocurrencies.
Moreover, excluding an increasingly important class of assets from zakat payment is
likely to result in reducing the amount of zakat collected. Thus, the growth of
cryptocurrencies in society and their financial use among the people motivate the
researchers to study the concept of cryptocurrency and the possibility of imposing zakat
on it so that a huge portfolio is not missed from the zakat collection. At the same time,
considering it (cryptocurrency) as a zakatable asset will benefit a country to grow its
economy and social status. Particularly, it will assist the country to alleviate poverty
through the collection of zakat from cryptocurrency as an additional zakatable asset. In
this regard, it seems that only a few studies have been conducted (Yusof et al., 2021;
Beik et al., 2019). Therefore, the primary objective of this research is to study whether
Bitcoin — as one of the famous cryptocurrencies — is among the zakatable assets or not.
The second is to address issues that would arise if zakat is imposed on Bitcoin and related
to its classification as either a digital currency or digital asset.

2 Literature review

2.1 The concept of zakat in Islam
2.1.1 Objectives of zakat

The obligation of zakat as financial worship has many rationales. Generally, zakat seems
to be beneficial for the poor, needy, and other vulnerable people in the community.
However, there are many other specific and remarkable objectives of zakat as follows:
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e Paying zakat is an act that purifies one’s soul of bad habits like selfishness, greed for
wealth, and arrogance. Thus, the zakat payer becomes closer to Allah by following
his commands (Abu Bakar and Rahman, 2007; Billah, 2016).

e [tis an act by the zakat payer to establish social security for the poor and needy
people among the community for their financial and material difficulties. In other
words, it promotes the spirit of brotherhood in sustaining and strengthening social
solidarity. It improves the purchasing power of basic needs and services by the needy
people fulfilling their consumption demands (Kahf, 2013; Ibrahim, 2014; Billah,
2016). It can fulfil the needs of education, health and medical facilities, and other
social welfare and human development that improves the life and productivity of
needy people (Kahf, 2013; Imtiazi et al., 2000; Abu Bakar and Rahman, 2007,
Billah, 2016).

e  Zakat helps to develop the growth of a balanced economic system in society. In that,
it greatly opposes the capitalist ideology of unfettered accumulation of wealth.
Instead, wealth is circulated among the people by removing the gap between the poor
and the rich in their living standards, and wealth is not hoarded by certain rich people
in the society (Billah, 2016; Kahf, 2013).

2.1.2 Conditions of zakat

Although paying zakat is an obligatory act, there are certain conditions which must be
fulfilled for it to be obligatory on a Muslim. Some conditions are related to the payer and
others are related to the wealth that is subject to zakat. The essential conditions are:

e  Zakat is obligatory only upon Muslims.

e The person should have complete ownership of the wealth (al-milk al-tam).

e The wealth is from one of the categories upon which zakat is obligatory.

e The wealth should reach a minimum threshold (nisab) before zakat is applicable.
e The possession of such wealth should pass one year (hawl) after the possession.
e The wealth should exceed the necessities of a person and his/her dependents.

e The wealth should be among the productive and growing assets (al-mal al-nami).

There are some other conditions for the obligation of zakat, such as being mentally sound
(‘aqil) and reaching the maturity level (baligh); however, scholars are not in agreement
on these latter conditions. The majority of scholars consider zakat to be obligatory on the
wealth of a child and an insane person if the wealth meets the other conditions of zakat
such as nisab and hawl and there is a guardian administering the wealth on their behalf.
On the other hand, HanafT scholars consider zakat to not be obligatory on a child or an
insane person. Moreover, some scholars consider zakat obligatory on all property of a
child or insane person whereas another group of them considers it to be obligatory only
on certain types of their property (Al-Kasani, 1974; Al-Nawawi, n.d.; Al-Hattab, 2003;
Ibn Qudamah, 1997; Al-Qardawi, 2000). In addition, scholars also disagree whether or
not zakat is obligatory on the wealth that a person has loaned to others while it is still an
outstanding debt (Al-Qardawi, 2000).
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2.1.3 Zakatable assets

Based on the conditions mentioned earlier, there are some zakatable assets which are
listed by the Qur’an, Sunnah and the classical scholars such as gold, silver, rikaz
(treasure-trove), ma ‘adin (minerals), agricultural products, livestock and commercial
goods. Once the listed wealth meets the above-mentioned conditions, it is obligatory for
the wealth’s owner to pay zakat. Business and assets have evolved tremendously over
time, and many modern types were not discussed by classical scholars. However,
contemporary scholars consider many of those types of assets and businesses as zakatable
assets based on analogy (giydas).

According to contemporary scholars, the modern zakatable assets are all sorts of
monetary savings, investments, salaries and wages, stocks and shares, rental properties,
banking business; modern agricultural products such as paddy, palm oil, and cocoa; and
mineral wealth obtained through mining such as tin, petroleum, natural gas and so on.
The wealth or goods that are utilised for personal use or for one’s family, such as clothes,
household utensils, animals, or vehicles, are all excluded from the obligation of zakat
(Asfarina et al., 2019; Billah, 2016; Ibrahim, 2014). This is based on the statement of the
Prophet (PBUH): “Zakat is not obligatory upon a Muslim regarding his slave or horse”
(Al-Bukhari, 2015). The hadith indicates that wealth owned for personal use is excluded
from zakat.

2.1.4 Productive assets (al-Amwal al-Namiah)

One important condition that makes wealth zakatable is its productivity or capacity for
growth (nama’). The growth of wealth is either achieved through its natural producing
power or profits or benefits that are realised through trade. Thus, any wealth which does
not lead to any kind of growth or production is not considered a zakatable asset.
Moreover, once a productive asset is possessed by an owner for their personal use, it is
not zakatable as it is transferred from growth to personal use, and it is not growing
anymore (Bouheraoua, 2012; Mahmud et al., 2015).

2.2 Digital assets

The digitalisation era and the internet of things (IoT) are transforming useful substances
into an electronic form. Financial institutions and markets have also adopted the
digitalisation of facilities and services in order to make them more accessible and easier
for customers to use. These include digital forms of banking, financing, investment,
money, wallets, currency and so on. Having something in a digital form makes it easier to
consider as a digital asset in a comprehensive manner such as digital multimedia,
documents, and other electronic stuff (Dong, 2020). Big data, digital commodities, social
media accounts are also among the digital assets that have value in the digital era.
Cryptocurrencies such as Bitcoin (BTC), Litecoin (LTC), Ethereum (ETH), Ripple
(XRP), Stellar (XLM), and many more (Le Tran and Leirvik, 2020; Cagli, 2019) are
among the most important digital assets that attract the attention of many people around
the world.
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2.2.1 Cryptocurrency and Bitcoin

A blockchain-based cryptocurrency is a digital form of money that generates digital
money without the regulation of a certain authority like a central bank or government.
Moreover, transactions are conducted through the blockchain system without the
authorisation of central banks. The cryptographic technology in the blockchain system
provides the security of the transaction and helps to maintain the upcoming units of
cryptocurrencies (Dong, 2020). Based on its unique nature, it is called digital currency,
virtual commodity, virtual assets, or digital assets in various jurisdictions (LLC, 2018a).
Over 63 million people are using cryptocurrency, and Bitcoin in particular counts more
than 7 million active users around the world (SoFi Learn, 2021).

In 2008, Satoshi Nakamoto (Narayanan et al., 2016; Hassan et al., 2020) introduced
the idea of Bitcoin, the first and most famous cryptocurrency. The management, creation,
and other activities of Bitcoin are done through a blockchain system. Bitcoin can be
acquired through mining, purchasing, or in exchange for goods and services. It is possible
to store Bitcoins in an electronic external storage device, called a wallet, for safekeeping.
The Bitcoin wallet also allows a user to send Bitcoins to others or receive them from
others. Thus, Bitcoin represents a currency in a digital format that is based fully online
(Nian and Chuen, 2015). However, the acceptance of Bitcoin as digital currency,
including its uses, investment, and other benefits, is still unresolved and ambiguous.
Some countries like Australia, the USA, Canada, Japan, Malaysia, and Singapore allow
trading of cryptocurrencies whereas other countries such as Algeria, Egypt, Morocco,
Pakistan, and Vietnam do not allow any kind of exchange with cryptocurrencies. Still
others, including Bangladesh, Iran, Thailand, China, and Colombia, restrict the use of
cryptocurrencies while not banning them directly. It should be highlighted that the
majority of the countries are yet to regard cryptocurrency as legal tender and a few
countries are trying to issue cryptocurrencies that are regulated by the central banks
(LLC, 2018a, 2018b; ComplyAdvantage, n.d.).

3 Methodology

The study adopts a qualitative research approach. The qualitative method is helpful for
research where it studies a subject matter with rigorous consideration of various aspects
and it interprets the subject matter with a broader and clearer understanding (Aspers and
Corte, 2019; Kumar, 2018). Qualitative research is ideal for this study since the
objectives of this study are to explore the potential of zakat in cryptocurrency, its related
issues and to explain them with a better understanding and new findings. Regarding the
data collection of this study, the researchers gather most of the data from several
resources such as classical and modern books that describe zakat, fatwas (verdicts),
journals, conference papers and proceedings, reports, and websites related to the subject
matter. The subject matter of this research requires rigorous library-based data study
since they are available and accessible by the researchers to conduct this study. In
qualitative research, the collection of data through library research is one of the methods
that have been used by the social sciences (Flick, 2018; Merriam and Grenier, 2019).
Moreover, in order to analyse the data obtained from several resources and to achieve the
objectives of this study, it employs the inductive reasoning method and also explanatory
research approach. The inductive method is referred to “as a bottom-up approach to
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knowing in which the researcher uses observations to build an abstraction or to describe a
picture of the phenomenon that is being studied” [Lodico et al., (2010), p.10]. In this
study, the researchers closely observe the concept of zakat, its importance, and the assets
that are subject to zakat in Islam while looking at the emergence of digital assets and their
massive acceptance by the crowd. The inception of digital assets in the financial markets
requires a conclusion based on the theory or the concept that Islam draws for assets to be
zakatable and how digital assets go with the concept of zakat. The study also includes
fatwas (verdicts) and other resolutions on the concept of cryptocurrency (Bitcoin),
compares the differences of opinions of scholars, and explores the preferable opinion
among them with logical and practical arguments. Moreover, the explanatory research
approach is also helpful for this research since the method allows the researchers to have
a broad understanding of the subject matter (Cooper and Schindler, 2001; Jonker and
Pennink, 2010) and subsequently the researchers can refine the issues related to the
imposing of zakat on cryptocurrency and its potential from the Shari‘ah perspective.
More importantly, it leads the researchers to discuss something that was less explored
with some new findings and understandings.

4 Results and discussion

The literature shows that cryptocurrency (Bitcoin) has attracted the attention of many
people around the world, and many issues and challenges of cryptocurrency (Bitcoin)
have already been discussed. This study highlights some issues of cryptocurrency from
Shari‘ah and practical perspectives, and it also deliberates whether cryptocurrency fulfils
the obligation requirements of zakat, and thus, whether cryptocurrency is zakatable or
not.

4.1 Dispute of Shart‘ah scholars on cryptocurrency (Bitcoin)

To date, scholars have various opinions on the permissibility of cryptocurrency (Bitcoin).
Many fatwas and Islamic financial institutions’ resolutions have been shared in this
regard. A large group of scholars opposes the permissibility of cryptocurrency; on the
other hand, some scholars consider it part of the evolution of money; hence, it is
permissible. Scholars like Abti Ghuddah (2018), Al-Qarahdaght (2018) and Dar Al-Ifta
Al-Misriyyah (Egypt Fatwa Board) (2017) oppose the use of cryptocurrency based on
some requirements that money must fulfil to be considered as legal tender. For example,
a currency must be issued by the central bank of a country, and the central bank must
control it. Since cryptocurrencies are not issued or controlled by the government or
central bank of any country, they fail to meet the requirements of currency/legal tender.
Moreover, once a currency is regulated by a central bank, it has less potential to involve
gharar (uncertainty) and speculative activities. Investments in a cryptocurrency depend
heavily on speculation about the price movement, and they involve gharar since the
issuer is unknown and its control is also anonymous. In addition, current currency/legal
tender is controlled by central banks, which secure and guarantee the financial
transactions of people, whereas cryptocurrency does not have any specific authority with
control over it. Hence, it leads to an unsecured and unguaranteed transaction which may
result in a big loss to the users.
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On the other hand, scholars such as ‘All Elgart (Justin, 2019), Adam (2018) and
Bakar (n.d.) allow cryptocurrency. Some of these consider cryptocurrency as currency
while others consider it merely a digital asset. According to the proponents of
cryptocurrency, money has evolved through various stages from barter until e-money.
Cryptocurrency is part of this evolution; it is different from the current form of currency;
however, it has the features of money in that it can be used as a medium of exchange, can
be stored, and transferred from one to another. Moreover, it has a blockchain-based
distributed ledger system that allows and supports cryptocurrency to be secured. The
miners collectively authorise transactions to proceed, and this is similar to the
authorisation of central banks for normal transactions involving money. In addition, it
provides security and protection to the cryptocurrency owners and investors, enabling
them to be worry-free about their transactions and cryptocurrency. However, some
scholars (Bakar, n.d.) opine that since cryptocurrency is not issued or authorised by the
government, it might not be at the same level as currency, but it still qualifies as a digital
asset/commodity. Therefore, cryptocurrency has yet to achieve the majority of scholars’
support to be a currency, but many of them consider it as a digital asset. Table 1 provides
the summary of the scholars’ fatwas and resolutions on cryptocurrency.

Although the opponents of cryptocurrency have their arguments to claim
cryptocurrency as impermissible, the researchers think that the issue should be discussed
based on the root of money from a Shari‘ah perspective. It has been discussed by many
researchers (Mohamad and Sifat, 2017; Jaffar et al., 2017) that Islam did not introduce
any new currency or money since the era of Prophet (PBUH); rather, it recognised the
customary practices of the Arabs of that time using gold and silver coins (dinars and
dirhams). The Qur’an mentions dinars and dirhams in some verses without any indication
of any particular ‘Islamic’ currency. Moreover, the Prophet (PBUH) and his companions
(RA) used dinars and dirhams during their time without questioning their use. In addition,
many hadiths prove that the Prophet (PBUH) mentioned dinars and dirhams in discussing
riba, zakat and punishment for theft.

In this regard, the opinion of Anas (1994) is relevant. He said if people were to accept
using camel skin as a medium of exchange, he would abhor exchanging it for gold or
silver with deferred settlement. This shows two important points; one is to consider
leather as a medium of exchange like gold and silver, based on people’s acceptance of it
as such; the second is that the rules of riba would apply to it; thus, exchanges of it for
other forms of money would require spot settlement. This means that he understood
that there is no specific form of currency or money in Islam; rather, it depends on
general public acceptance of something as their medium of exchange. According to
Ibn Taymiyyah (2004), there is no Shari‘ah standard for dinars and dirhams; rather,
reference is to be made to people’s custom and what they agree upon. This is because
dinars and dirhams are not sought for any direct benefit to be obtained from them; rather,
people seek them because everyone else will accept them for the goods and services they
wish to acquire. Moreover, dinars and dirhams provide a criterion for measuring the
value of all goods and services. It is their acceptance as a medium for transactions which
causes them to be considered as money. And that objective could be achieved through
any means regardless of its form or substance.
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Scholars’ fatwas and resolutions on cryptocurrency
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Moreover, the legal maxim which states that the principle of Shari‘ah in every matter is
permissibility unless there is evidence of prohibition (Al-Suyiti, 1997; Ismail and
Rahman, 2013) indicates the permissibility of accepting the evolution of money into a
digital form as long as there is no explicit prohibition on the matter. Based on the
requirements of money as mentioned by some scholars (Zahara, 2020; Alshubaily, 2019;
Adam, 2018), having public acceptance as a medium of exchange can be sufficient to call
something currency. This can be clearly seen in the opinion of Imam Malik and
Ibn Taymiyyah. Moreover, since many other classical scholars did not stipulate that
centralised issuance of money is a requirement for money to be recognised in Islam,
cryptocurrency can be considered as currency. Furthermore, backing cryptocurrency with
other assets such as gold, silver, or fiat money, would lead to the loss of its original
nature as a stand-alone currency that is already backed by a blockchain system, and that
may prevent the use of cryptocurrency as it was originally intended.

4.2 Centralisation of money by governments/central banks

One of the main reasons that many scholars (Abli Ghuddah, 2018; Al-Qarahdaght, 2018;
Dar Al-Ifta Al-Misriyyah, 2017) reject cryptocurrency is that cryptocurrency does not
follow the rules of any government or central bank. According to them, the decentralised
nature of cryptocurrency leads to many issues of insecurity and potential loss of wealth
for cryptocurrency owners and traders. People might lose their wealth without having any
channels for recovering it. They might not be able to report the losses to the authorities or
courts since the central banks do not control them. The protection of peoples’ wealth and
financial affairs is secured under a centralised system by the government or central banks,
and many central banks warn their people to be careful about dealing with
cryptocurrencies. However, the blockchain-based cryptocurrency is also secured through
the publicly distributed ledger system, which requires a minimum number of people to
authorise a transaction to proceed (Chuen et al., 2017; Hasan and Salah, 2018; Kabir et
al., 2018; Sotiropoulou and Ligot, 2019). Thus, the authorisation from other users acts
like the central bank’s authorisation for normal financial transactions in other currencies.
Moreover, the decentralised currency provides more flexibility for global transactions
and hastens the transfer process regardless of borders and central banks’ authorisation
(European Central Bank, 2015; Seetharaman et al., 2017; Aziz, 2019).

4.3 Volatility

The volatility of cryptocurrency is also among the issues that many are worried about
(Baur and Dimpfl, 2021). It has been noticed that cryptocurrency’s price against other
currencies like the dollar fluctuates markedly and its dramatic shift in terms of
appreciation and depreciation is quite worrisome for those technophiles. In terms of
cryptocurrency investment, this kind of fluctuation might not encourage investors to keep
their money in such a portfolio. Moreover, it might lead to a huge loss for an investor in
the event of depreciation since the rate of cryptocurrency sometimes drops quite low
against other currencies. At the same time, when cryptocurrency appreciates, the investor
gains higher profit over the deal. Thus, it leads to an extra risk to the investors either a
higher profit or a big loss (Antonakakis et al., 2019; Perkins, 2018).
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Based on this highly volatile nature of cryptocurrency, many scholars (High
Council of Religious Affairs of Turkey (2017 as cited in Selcuk and Kaya, 2021;
Dar al-Ifta al-Misriyyah, 2017; Abii Ghuddah, 2018) do not allow cryptocurrency,
considering the preservation of wealth (hifz al-mal) as one of the magasid al-shari‘ah
(objectives of Shari‘ah). According to Abli Ghuddah (2018), being involved in
cryptocurrency is like someone willingly destroying their wealth, which is not
permissible in Shari‘ah.

A study by Nian and Chuen (2015) shows that there are several reasons for such
fluctuation in cryptocurrency’s price in the market; one of them is when a massive
number of investors jump into a cryptocurrency after media coverage of positive sides of
cryptocurrency. In addition, since cryptocurrency is a free market that is not under a
central bank, it is normal to have such fluctuation (Acheson, 2021). According to Nian
and Chuen (2015) and Cryptopedia (2021), it is possible that the price of cryptocurrencies
may reach the normal volatility level once they are mature and more familiar to people.
Another study (Alzubaidi and Abdullah, 2017) suggests that gold can be a physical
backup for a cryptocurrency, which would solve the issue of its high volatility.

4.4 Legal status of cryptocurrency

Based on several reports and studies (LLC, 2018a, 2018b; Dewey, 2019; Chainalysis,
2020; Ezquer, 2020), it seems that cryptocurrency has various legal statuses in various
countries. These can be categorised into three:

a  some countries allow cryptocurrency
b  some countries restrict cryptocurrency
¢ some countries totally ban cryptocurrency.

The first group of countries includes Australia, Canada, Cyprus, Hong Kong, France,
the USA, Singapore, Japan, the UK, Switzerland, Malaysia and Mexico. These countries
mostly allow cryptocurrency to be part of the financial activities in the country either in
terms of investing in cryptocurrency or just owning them through purchase or any other
possible means. In Canada, although the cryptocurrency is called a digital currency, it
does not have the status of the legal tender of the country, and it is treated as barter
trading when it is used in any transaction (LLC, 2018a). The second group of countries,
including Bangladesh, Iran, India, Thailand, Lithuania, Lesotho, Colombia, and Nigeria,
does not explicitly ban the use of cryptocurrency for the people residing there; however,
strict policies have been imposed by the governments for transactions involving
cryptocurrency. The third group of the countries, including Algeria, Bolivia, Egypt,
Indonesia, Ecuador, Morocco, Nepal, Pakistan, and Vietnam, declares cryptocurrency
illegal to trade in the country (Cvetkova, 2018; LLC, 2018a).

A very small number of countries and jurisdictions — for instance, Japan (Cvetkova,
2018), El Salvador (Aleman, 2021), and the Isle of Man (LLC, 2018a) — are considering
cryptocurrency as legal tender. China (Areddy, 2021) recently introduced a digital
currency which is centralised by the People’s Bank of China (PBOC) and it is
non-anonymous. This type of currency is called a central bank digital currency (CBDC)
(Kharpal, 2021). Moreover, those countries that allow cryptocurrency in the country warn
cryptocurrency users, owners, and investors about the risks involved, and they may not
get any legal support in some countries since the governments/central banks do not
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control cryptocurrency (Shovkhalov and Idrisov, 2021; Sotiropoulou and Ligot, 2019;
Dewey, 2019). The majority of countries prefer to call cryptocurrency a digital asset,
virtual asset, virtual commodity, crypto-token, and payment token, and they impose taxes
accordingly. Therefore, cryptocurrency still has a legal battle to win before it can become
a full-fledged alternative to the current money/currency.

4.5 Cryptocurrency (Bitcoin) as zakatable asset

It is well known that cryptocurrencies, with their unique features of decentralisation and
blockchain, are among the digital assets that are currently booming all around the world.
Certain things must be discussed in order to determine whether cryptocurrencies are
subject to zakat from the Shari‘ah perspective, such as whether cryptocurrency has
thamaniyyah or not, and whether cryptocurrency is a productive (rami) asset or not.
Based on these two conditions in cryptocurrency can be considered as zakatable or not
besides taking consideration of other conditions as well such as passing a year (hawl) and
being under a certain threshold (nisab).

4.6 Thamaniyyah (value) of asset

One of the most important criteria for an asset is that it has value (thaman). The thaman
of something is necessary for an item to be considered wealth (mal) in Shari‘ah
(Al-Suyuti, 1997; Al-Shatibi, 1997; Al-Buhuti, 2000). The thaman of something can be
intrinsic, such as gold, or it can be simply because people consider it to have value such
as fiat money (Yuneline, 2019; Borio, 2019). Before an asset is considered zakatable, it
must fulfil the criteria that the Shari‘ah sets for something to be considered as an asset.
Hence, it is noticeable that zakatable items are things which have value among people.
When something is well accepted by people as wealth, it fulfils the requirement of
thamaniyyah and becomes among the zakatable assets.

Cryptocurrency is considered as either a digital asset or a digital currency. In both
cases, it has a value which it achieves from the people. The value of cryptocurrency
(Bitcoin) comes from the owners and investors based on the decentralised network and
blockchain system (Sigalos, 2021). It is similar to paper currencies in that the value
(thaman) comes from societal acceptance, which, in the case of paper currencies, is based
on the trust people have in the governments that issue them and the central banks that
regulate them. In this regard, the Islamic Figh Academy (1986) states: “The paper
currency that exists today has become a store of value and has replaced gold and silver as
a means of payment because the community has accepted it as a store of value and as
means of payment even if its value lies not in the paper but the trust that is placed in it in
commercial dealings.” Thus, comparing cryptocurrency with paper money, which
receives its value (thamaniyyah) status from community trust of it, the value of
cryptocurrency will be the same as well since the current technophile community accepts
its value and the community that has trust in its value is growing day by day.

4.7 ‘lllah (reason) in zakat and nama’ (productivity) of the asset

The reason ( ‘illah) behind the obligation of zakat on wealth is the wealth’s productivity
or capacity for growth. The productivity of wealth determines whether the wealth is
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zakatable or not. A productive good can become unproductive or inactive when it is
intended for personal use (Ibn Nujaim, 1997; Al-Dusiiqi, n.d.; Al-Mawardi, 1994).
Imposing zakat on unproductive wealth would be an injustice to a person as it would lead
to losing his wealth unnecessarily. The productivity of wealth is necessary for something
to be zakatable. It may be naturally productive, or it may need some human effort to
produce an increase from it (Al-Qardawi, 2000; Bouheraoua, 2012).

Regarding cryptocurrency (Bitcoin) in this context, it is similar to gold, which can
only increase in its owner’s possession by investing it or trading it. Moreover, many
countries have already imposed taxes on cryptocurrencies since they regard them as
virtual assets or commodities possessing value, which can be traded for other assets in
transactions comparable to barter (LLC, 2018b; Dewey, 2019).

4.8 Fatwas on zakat on cryptocurrencies

Several fatwas have been issued by scholars regarding zakat and cryptocurrency on
online platforms confirming the zakat-ability of cryptocurrency as mal (wealth) and
currency from the Shari‘ah perspective. In this regard, Adam (n.d.a) states:

“Any cryptocurrency or token purchased to resell will always be zakatable.
Zakat is due on the market value on one’s zakat anniversary. The
cryptocurrency value should be converted into one’s local currency at the time
of calculation. If a cryptocurrency is not purchased to resell, a coin currency
such as Bitcoin, Litecoin, Ripple, etc. will still be zakatable because of their
utility as currencies within their ecosystem. Zakat on tokens not purchased to
resell will depend on the nature of the token and what it represents.”

Similarly, the Zakat Foundation of America (ZFA) also issued a resolution on the
obligation of zakat on cryptocurrency. It (ZFA, n.d.) stated, “Cryptocurrencies are
zakat-eligible wealth that zakat comes due on if its value reaches the threshold (nisab) of
zakat on money and one has possession of it at its nigab for a lunar year (hawl).” The
ZFA resolution indicates that cryptocurrency is zakatable due to its nature as currency in
that it has value, acceptance, and the characteristics of money. Thus, ZFA considers zakat
to be due on cryptocurrency as a currency, not an asset. According to Adam (n.d.b), zakat
is imposed on cryptocurrency either because it is considered as mal since it has the
feature of tagawwum — i.e., Islam recognises its value — or it can be considered as
currency since it has thamaniyyah (value). Thus, cryptocurrency as an asset is zakatable
if the owner holds it to resell and it is zakatable as currency regardless of the intention to
resell or hold.

Khan (2021) also supports the above views of imposing zakat on cryptocurrency and
payment tokens as currency. He excludes the platform and governance tokens from
zakat-ability if the owner intends to just hold and not to resell them. Figure 1 shows the
consideration of cryptocurrency (Bitcoin) as either digital assets or digital currency and
the rule of zakat in both scenarios.

Looking at the current trend of increasing issuance and use of cryptocurrency all over
the world, it is worthy to highlight that a vast amount of money is spent and invested in
cryptocurrency, and it is accepted as digital assets or digital currency in different
jurisdictions. Cryptocurrency as a digital asset has value in many countries; and based on
this, governments impose taxes on it. Consequently, zakat could be imposed on
cryptocurrency as an asset since it has achieved the status of digital commodity/digital
asset in many countries.
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Figure 1 Imposing zakat in cryptocurrency (Bitcoin)

Cryptocurrency (Bitcoin)
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On the other hand, if cryptocurrency is considered as digital currency in a country, a
Muslim should pay his/her zakat on the cryptocurrency as money like other currencies.
This is because once a cryptocurrency is considered as currency of that country, it will
embrace the Shari‘ah rules for currency exchange (bai‘al-sarf), zakat, riba, and other
financial matters as apply to the dollar, ringgit and riyal. Regarding zakat on
cryptocurrency investment, if cryptocurrency is considered an asset, investment will be
permissible, and the zakat will be applicable on the entire holding of the cryptocurrency
at a rate of 2.5% (Mirza and Sabur, 2021).

Table 2 The conditions of zakat

Cryptocurrency
i (Bitcoin) as
Conditions to be fulfilled assets/currency
Yes No
1 The asset/good should be productive (namr). Y -
2 The owner should have milk tam (full ownership) of the assets/goods. y -
3 The asset/good should meet the relevant threshold (nisab). Y -
4 The asset/good should pass one lunar year (hawl). Y -
5 The asset/good should be more than necessity of the owner. \ -

Moreover, the researchers think that not imposing zakat on cryptocurrency might lead to
a substantial amount of money going uncounted from the obligation of zakat. Some
investors may take it as a means to justify skipping their religious duty of paying zakat,
which would deprive the asnaf of their rights that they are supposed to receive from zakat
payers. If the money were not invested in cryptocurrency, it might be invested in any
other portfolio, in which case the investors would be obliged to pay zakat on it if it
reaches the relevant nisab. Therefore, the study advises imposing zakat on Bitcoin and
other cryptocurrencies, regardless of whether they are considered currencies or assets,
once they fulfil the conditions of zakat such as nisab and hawl. Table 2 shows the
conditions of zakat that cryptocurrency must fulfill to be zakatable assets, failing which
they might not be zakatable.



106 M.I. Rosele et al.
5 Conclusions

Zakat is one of the main pillars of Islam which focuses on monetary worship by the
believers. Zakat is not obligatory on all types of assets that a believer owns but, rather,
certain assets that fulfil the relevant conditions. The era of digitalisation has introduced
many things in a digital form to human beings including digital assets. The inclination of
people from all around the world, including Muslims, towards cryptocurrencies, calls for
further deliberation of the Shari‘ah rules regarding them. It is obligatory for Muslims who
fulfil the conditions of zakat to pay it on their assets annually. Thus, it is necessary to
study cryptocurrency whether it falls into the list of zakatable assets or not. This study
focuses on the conditions of zakat that must be present in an asset for it to be zakatable.
First of all, a zakatable asset has to pass the criteria of being an asset from a Shari‘ah
perspective, and the majority of scholars stipulate thamaniyyah (value) as a characteristic
that asset must have to be mutagawwim; i.e., Islam recognises its value. Thus,
thamaniyyah 1is an important characteristic that cryptocurrency must have to be
considered as an asset from the Shari‘ah perspective. In this regard, this study finds that
cryptocurrency has achieved the thamaniyyah criteria since its value comes from the
people who use it, exchange it, and accept it for their transactions. Thus, cryptocurrency
fulfils the criteria of being an asset from the Shari‘ah perspective by meeting the
thamaniyyah criteria.

A further filter is the llah (reason) that makes assets zakatable. This must be found
in an asset that has thamaniyyah; when it is present in an asset, it can be regarded as
zakatable. Nama’ (productivity) is the main ‘i/lah in an asset to be zakatable; nama’ can
be found in an asset inherently or based on its utilisation. It would be an injustice to
annually impose zakat on assets without nama’; consequently, the owner might end up
losing the asset he needs for his personal use. As for cryptocurrency, it has been
recognised by many countries as a digital asset, and governments impose taxes on it,
considering it as an asset. In addition, it is owned and purchased by a huge number of
people around the world while knowing its value. The trading of cryptocurrency as assets
is permissible in Shari‘ah, which allows its use in Shari‘ah-compliant ways to get profits
from it. This is how it proves the meaning of productivity in cryptocurrency. If
cryptocurrency is considered a currency, it would always take the rule of other currencies
in terms of imposing zakat on it regardless of the intention of holding or reselling. On the
other hand, if cryptocurrency is considered an asset, it is zakatable if it is owned with the
intention of reselling or investment whereas it is not zakatable if there is no intention to
resell.

The contribution of this research lies in exploring a deeper understanding of
cryptocurrency as zakatable assets including its types (digital currency/digital assets).
The research strives to discuss the conditions of zakat and their possibility of fulfilling in
cryptocurrency considering both types. Moreover, it advances the knowledge and
understanding of the subject matter and provides the Shari‘ah scholars and other
researchers some room to discuss further the legality and imposing zakat on
cryptocurrency while expanding the literature on cryptocurrency and its zakat from the
Shar1‘ah perspective. The findings of this study can be considered as a reference for zakat
institutions to increase the annual zakat collection while having a new zakat asset with
other portfolios. Potential avenues for future research in this regard can include the zakat
model and Shari‘ah parameters of Bitcoin and other cryptocurrencies.
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