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ABSTRACT

In the era of digitalization, the Islamic community faces challenges in integrating
modern technology with Shariah principles in financial transactions. This study
explores the potential and implications of tokenizing Dinar and Dirham within the
Islamic digital financial system. Dinar and Dirham, currencies made of precious
metals, can be tokenized using blockchain technology, enabling faster, more secure,
and transparent transactions. Tokenization offers benefits such as transparency,
security, efficiency, and financial inclusion, which are crucial in Islamic financial
principles. However, the main challenges include regulation, Shariah compliance,
technological infrastructure, and public awareness and education. Case studies from
Dubai and Saudi Arabia demonstrate efforts and successes in asset tokenization.
This study concludes that tokenization of Dinar and Dirham has significant potential
to address the challenges of digitalization in Islamic finance, but requires
collaboration among governments, financial institutions, and communities. Further
research is needed to understand the long-term impact and practical application of
tokenization in the Islamic financial system.
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INTRODUCTION

In the era of digitalization, the global financial system continues to develop
rapidly (Muzdalifa et al., 2018). However, Islamic communities that seek to stick to
Sharia principles in their financial transactions face the challenge of integrating
modern technology with Islamic principles. The dinar and dirham, two types of
precious metal currencies that have been used since the time of the Prophet
Muhammad, are still considered the standard in Islamic financial transactions.
However, the adoption of digital technology in the Islamic financial system is still
limited (Nazim et al., 2021). The adoption of digital technology in the Islamic financial
system is not easy. One of the main challenges is integrating Sharia principles with
modern technology. Some Islamic communities still use traditional systems in their
financial transactions, which can hinder digital development. In addition, the
adoption of digital technology can also raise concerns about data security and
integrity. Therefore, innovation is needed in developing a digital financial system that
is in accordance with Sharia principles. The tokenization of Dinar and Dirham can
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be a solution to these challenges. Tokenization is the process of converting physical
assets into digital assets that can be regulated and executed through the blockchain.
With tokenization, Dinar and Dirham can be integrated with digital technology,
allowing for faster, safer, and more transparent transactions. It can also open up
new opportunities in investment, trade, and gift-giving within the Islamic
community. Thus, the tokenization of the Dinar and Dirham can be an important
step in expanding the use of digital technology in the Islamic financial system.

The tokenization of dinar and dirham holds significant importance for the
future of finance in Muslim communities, as it represents a fusion of traditional
Islamic values with cutting-edge financial technology. By tokenizing these
historically significant currencies, Muslim countries can preserve the intrinsic value
and ethical principles associated with gold (dinar) and silver (dirham) while making
them more accessible and usable in the modern digital economy. This approach
allows for the continuity of Islamic financial practices in a rapidly evolving global
market, ensuring that these values remain relevant and applicable in the future.

One of the key benefits of tokenizing dinar and dirham is the potential to
enhance financial inclusion within Muslim communities. Tokenization allows these
assets to be broken down into smaller, more affordable units that can be easily traded
and owned by a wider range of people. This accessibility is particularly important in
regions where traditional banking services are limited or where individuals prefer to
engage in financial transactions that align with their religious beliefs. By providing a
digital platform for trading and storing these tokens, more Muslims can participate
in the global economy in a way that is consistent with their faith.

Tokenization also brings greater liquidity and efficiency to the use of dinar and
dirham. In their traditional forms, these currencies are valuable but can be
cumbersome to trade and store. Digital tokens, however, can be transferred instantly
and securely over the blockchain, facilitating faster and more efficient transactions.
This increased liquidity can make it easier for businesses and individuals to use
dinar and dirham in everyday commerce, promoting their wider adoption and
integration into the global financial system. Additionally, the use of blockchain
technology ensures that these transactions are transparent, secure, and free from
the risks of counterfeiting or fraud.

Looking to the future, the tokenization of dinar and dirham could play a
pivotal role in the development of a Sharia-compliant digital economy. As more
Muslims seek financial products that align with their ethical and religious values,
tokenized versions of these traditional currencies could become a cornerstone of
Islamic fintech. This could lead to the creation of new financial markets and
instruments that are both innovative and rooted in Islamic principles, offering a
stable and ethical alternative to conventional financial systems. By embracing
tokenization, Muslim countries have the opportunity to lead in the development of a
new, inclusive, and principled digital economy.

LITERATURE REVIEW
Dinar and Dirham in Islamic Finance : Definition of Dinar and Dirham

Dinar and dirham are two types of currency derived from precious metals,
namely gold and silver (Sri Sudiarti & Wahyu Syarvina, 2022). The dinar, which is
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made of gold, has a stable intrinsic value because it is based on the weight of pure
gold, usually around 4.25 grams. The dirham, on the other hand, is made of silver
and generally weighs around 2,975 grams. In the Islamic financial system (Alhassan
& Hamed, 2023), these two currencies are considered qualified as legal means of
exchange because they avoid the elements of riba (interest) and gharar (uncertainty)
that are prohibited in sharia. Dinar and dirham are often used in trade, zakat, dowry,
and long-term investment transactions.

The dinar and dirham are two types of currency with a long history in Islamic
civilization. The dinar is a gold coin, while the dirham is a silver coin. Both were
widely used throughout the Islamic world for centuries, from the time of Prophet
Muhammad (PBUH) through the great caliphates such as the Umayyads and
Abbasids. The use of dinar and dirham was not only limited to trade transactions
but also served as symbols of economic stability and authority.

The dinar, originally adopted from the Roman coin known as the solidus, has
intrinsic value because it is made of pure gold. One dinar typically weighs around
4.25 grams of gold. Due to its stable and inflation-resistant nature, the dinar is often
regarded as a safe and enduring form of wealth. Historically, the dinar was used in
various transactions, ranging from international trade to the payment of tributes.

The dirham, on the other hand, is made of silver and usually weighs about
2.975 grams. The dirham also played a crucial role in trade and daily life within the
Muslim community. Although its value is lower than that of the dinar, the dirham
shared a similar stability, especially when used alongside the dinar. The combination
of these two coins created a fair and stable monetary system, which is still recognized
by many economists today.

In modern times, there is a movement advocating the revival of the dinar and
dirham, particularly among Muslim communities seeking to return to classical
Islamic economic principles. They argue that these coins are more stable than
modern fiat currencies, which are prone to inflation and monetary policy
manipulation. However, the biggest challenge in using the dinar and dirham today
is integrating them into the global economy, which heavily relies on paper money.

Overall, the dinar and dirham are not just currencies but also representations
of economic and social values in Islam. They embody justice, stability, and trust in
economic transactions. While their usage has declined over time, the concepts
represented by the dinar and dirham remain relevant and appreciated in
contemporary Islamic economic discussions.

History of the Dinar and Dirham

The history of the use of dinars and dirhams began during the Umayyad
Caliphate in the 7th century AD (Ahmad & Mustofa, 2022), especially under the rule
of Caliph Abdul Malik bin Marwan. At that time, the dinar and dirham were
introduced as official currencies to unify the monetary system throughout the vast
caliphate territory. Caliph Abdul Malik also ordered the minting of these coins with
standard designs and weights to ensure uniformity. Before that, Muslims used coins
from Persia and Rome. The use of the dinar and dirham continued into the Middle
Ages, playing an important role in international trade in the Middle East, North
Africa, and South Asia regions (Wajdi & Lubis, 2021).
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The history of the dinar and dirham in the Muslim world dates back to the
early days of Islam. The dinar, a gold coin, and the dirham, a silver coin, were
introduced during the time of the Prophet Muhammad (PBUH) as the standard
currency of the Islamic state. Initially, these coins were adopted from the Byzantine
and Sassanian empires, with slight modifications to fit the Islamic context, including
the addition of Islamic inscriptions. The use of these coins was formalized during the
reign of the second caliph, Umar ibn al-Khattab, who established their weight and
purity standards.

During the Umayyad Caliphate (661-750 CE), the dinar and dirham were
standardized further under the rule of Caliph Abd al-Malik. He introduced the first
purely Islamic coins, removing the remaining Byzantine and Sassanian symbols and
replacing them with Islamic calligraphy and inscriptions, such as the Shahada
(Islamic declaration of faith). These coins became widely circulated across the vast
Islamic empire, from Spain in the west to Central Asia in the east, facilitating trade
and economic integration within the Islamic world.

The Abbasid Caliphate (750-1258 CE) continued to use the dinar and dirham
as the primary currency. The coins were minted in large quantities across various
regions, each with its mint mark, yet they maintained consistent weight and purity
standards, which helped in maintaining economic stability. The widespread use of
these coins enabled a flourishing trade network that connected the Muslim world
with Europe, Africa, and Asia, contributing to the economic prosperity of the Islamic
Golden Age. The dinar and dirham also played a crucial role in the Zakat (almsgiving)
system, as their use ensured a stable and fair method of fulfilling religious
obligations.

However, by the late medieval period, the use of dinar and dirham began to
decline as the political and economic influence of the Islamic world waned and
European powers began to dominate global trade. The rise of paper money and the
advent of modern banking systems further diminished the role of these coins. Despite
their decline, the dinar and dirham left a lasting legacy in Islamic finance and are
still revered as symbols of economic justice and stability. Today, there are efforts to
revive their use in some Muslim communities as part of a broader movement to
return to traditional Islamic economic principles.

The Role of Dinar and Dirham in Islamic Finance

In the context of Islamic finance, the dinar and dirham have an important role
because they reflect sharia principles that prioritize justice and stability. The dinar
and dirham as a medium of exchange offer stability in value because their value is
not easily eroded by inflation like fiat currencies (Ibrahim, 2012). In addition, dinar
and dirhams are used to pay zakat, where gold and silver zakat is calculated based
on their weight. Wedding dowries are also often given in the form of dinars or
dirhams, which signify significant and long-lasting value. The use of dinar and
dirham in daily transactions and investments is also considered in accordance with
sharia principles, avoiding usury, and maintaining fairness in trade (Zahara, 2020).

The dinar and dirham have historically played a crucial role in Islamic finance,
serving as the primary means of currency in the early Islamic state. Their use was
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rooted in the principles of fairness, stability, and justice, which are central to Islamic
economic teachings. These coins, made of gold (dinar) and silver (dirham), were
valued for their intrinsic worth, which ensured that their value was consistent over
time, protecting wealth from inflation and manipulation. This intrinsic value made
them ideal for transactions, savings, and even as a standard for measuring other
forms of wealth.

In Islamic finance, the dinar and dirham were integral to the practice of Zakat,
one of the Five Pillars of Islam. Zakat, which is a form of almsgiving, requires Muslims
to give a portion of their wealth to those in need. The amount to be given is calculated
based on the value of one’s assets, often measured in dinar or dirham. This system
ensured that the Zakat was fair and consistent, as the stable value of these coins
provided a reliable basis for the calculation of wealth, unlike modern fiat currencies,
which can fluctuate significantly in value.

Furthermore, the principles of Islamic finance prohibit Riba (interest), Gharar
(excessive uncertainty), and Maysir (gambling), which are often associated with
modern financial systems. The use of dinar and dirham aligns with these principles
because these coins are based on tangible assets, thus eliminating the speculative
risks associated with paper money and ensuring that financial transactions are
grounded in real economic value. This asset-backed nature of the dinar and dirham
promotes ethical financial practices and encourages a just and equitable economy.

In contemporary times, there is a growing interest in reviving the use of dinar
and dirham within Islamic finance as part of a broader movement towards Sharia-
compliant economic systems. Proponents argue that these coins offer a more stable
and ethical alternative to modern fiat currencies, which are susceptible to inflation
and economic crises. While the global financial system is deeply entrenched in fiat
currency, the symbolic and practical value of the dinar and dirham continues to
resonate in Islamic finance, representing an ideal of economic justice and stability
that many aspire to achieve.

Development and Implementation of Modern Dinar and Dirham

In the modern era, there have been attempts by several Muslim countries to
revive the use of the dinar and dirham. Malaysia, for example, has introduced a
program on the use of dinar and dirham in commercial transactions and as an
investment tool (Kamil & Ridlo, 2023). In Indonesia, certain communities such as
Wakala Induk Nusantara promote the use of dinar and dirham as an alternative to
fiat currencies in everyday transactions. Some countries in the Middle East have also
seen increased interest in the dinar and dirham as a form of investment and store of
value. Although it is not yet an official currency in many countries, its use is
beginning to be recognized and promoted as part of efforts to restore a more stable
and fair monetary system.

Muslim countries have increasingly explored the development of dinar and
dirham as digital currencies in response to the growing global trend of digital finance.
This move is driven by the desire to integrate traditional Islamic values with modern
financial technology, creating a form of digital money that aligns with Sharia
principles. By digitizing the dinar and dirham, these countries aim to preserve the
intrinsic value of these currencies while making them more accessible and practical
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for use in the contemporary global economy. The idea is to combine the stability and
ethical foundations of gold and silver-backed currencies with the convenience and
efficiency of digital transactions.

One of the key steps in developing digital dinar and dirham is creating
blockchain-based platforms that ensure the transparency, security, and traceability
of transactions. Blockchain technology, known for its decentralized nature, allows
for a secure and tamper-proof record of transactions, which aligns well with Islamic
finance’s emphasis on transparency and justice. Muslim countries like Malaysia and
the United Arab Emirates have begun experimenting with blockchain technology to
facilitate the issuance and management of digital dinar and dirham. These platforms
allow users to hold and transfer digital representations of these coins, ensuring that
their value remains tied to the physical assets of gold and silver.

The introduction of digital dinar and dirham also requires a regulatory
framework that ensures compliance with both Sharia law and international financial
regulations. This involves collaboration between Islamic scholars, financial experts,
and government authorities to develop guidelines that govern the issuance, use, and
trading of these digital currencies. These guidelines must address concerns related
to Riba (interest), Gharar (excessive uncertainty), and other elements that could
render the digital currencies non-compliant with Islamic finance principles.
Additionally, efforts are being made to educate the public and financial institutions
about the benefits and proper use of digital dinar and dirham, ensuring a smooth
transition from traditional to digital forms of these currencies.

The development of digital dinar and dirham has the potential to significantly
impact both local and global economies by offering a stable and ethical alternative to
existing digital currencies. For Muslim-majority countries, this development
represents an opportunity to lead in the field of Islamic fintech, providing financial
products that cater to the needs of the global Muslim population. Moreover, by
promoting the use of digital dinar and dirham, these countries can enhance financial
inclusion, particularly in regions where access to traditional banking services is
limited. As the technology and regulatory frameworks continue to evolve, the digital
dinar and dirham could become a cornerstone of a new, Sharia-compliant global
financial system.

Challenges and Future Prospects of Dinar and Dirham

Despite the growing interest in the dinar and dirham, the challenge to its
widespread implementation is considerable. The main challenge is logistics and
infrastructure to ensure the availability and authenticity of gold and silver coins
(Basri & UPY, 2022). In addition, international cooperation and supportive
regulations are needed to integrate the dinar and dirham in the global financial
system. Public education and awareness about the benefits of dinar and dirham also
need to be improved. However, with growing dissatisfaction with fiat currencies that
are vulnerable to inflation and economic crises, the dinar and dirham have bright
prospects as a stable alternative and in line with Islamic financial principles.
Collaborative efforts between governments, financial institutions, and communities
can help expand the use of dinars and dirhams in the future, offering more equitable
and sustainable financial solutions.
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The revival of dinar and dirham, whether in their physical or digital forms,
faces significant challenges in the modern financial landscape. One of the primary
challenges is the integration of these traditional currencies into a global economy
dominated by fiat money. Modern financial systems are deeply entrenched in the use
of paper money and digital fiat currencies, which are supported by central banks and
recognized worldwide. Introducing dinar and dirham as viable alternatives requires
overcoming substantial institutional inertia and ensuring that these currencies can
function effectively within the existing global financial infrastructure.

Another major challenge is the volatility of gold and silver prices, which
directly impacts the value of dinar and dirham. While these precious metals are
generally seen as stable stores of value over the long term, their prices can fluctuate
due to factors such as changes in global demand, geopolitical instability, and
economic crises. This volatility can make it difficult to maintain consistent value for
dinar and dirham, particularly when used in everyday transactions or for long-term
contracts. Ensuring that these currencies remain stable and attractive to users
requires careful management and potentially innovative approaches to linking them
to other assets.

Regulatory hurdles also pose a significant challenge. The development of
digital dinar and dirham, for instance, requires a robust regulatory framework that
aligns with both Islamic finance principles and international financial regulations.
Achieving this balance is complex, as it involves addressing concerns related to Riba
(interest), Gharar (excessive uncertainty), and other issues that are prohibited in
Islamic finance. Additionally, different countries have varying levels of acceptance
and support for Islamic financial products, which can hinder the widespread
adoption of dinar and dirham on a global scale. Harmonizing these regulations and
gaining international recognition for these currencies are essential steps toward their
broader acceptance.

Despite these challenges, the future prospects for dinar and dirham are
promising, particularly as interest in Islamic finance continues to grow. The
development of digital currencies and blockchain technology offers new opportunities
for integrating dinar and dirham into the global financial system. By leveraging
technology, these currencies can be made more accessible, transparent, and secure,
appealing to a broader audience beyond the Muslim world. Furthermore, as
awareness of the ethical and stable nature of Islamic finance increases, there may
be greater demand for currencies like dinar and dirham that embody these values.
With continued innovation and strategic collaboration, dinar and dirham could play
a significant role in shaping a more inclusive and ethical global financial system.

Tokenization in Finance

Tokenization in finance is the process of converting the rights to an asset into
a digital token that can be transferred (Falih et al., 2022), stored, and recorded within
the blockchain. It allows physical or financial assets to be represented by digital
tokens that can be traded and regulated electronically. Here are some examples and
benefits of tokenization in finance.

Tokenization in finance refers to the process of converting the rights to an
asset into a digital token, which can then be transferred, stored, and recorded within
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a blockchain. This process essentially transforms a physical or financial asset into a
digital representation, allowing it to be traded electronically. By doing so,
tokenization enables assets that were previously difficult to trade or fractionalize,
such as real estate or fine art, to become more liquid and accessible to a broader
range of investors.

One of the key benefits of tokenization is the increased liquidity it brings to
traditionally illiquid assets. For example, real estate, which often requires significant
capital and lengthy transaction processes, can be tokenized so that ownership can
be divided into smaller, more affordable digital tokens. These tokens can then be
traded on digital exchanges, making it easier for investors to buy and sell their stakes
without the need for intermediaries. This increased liquidity can also lead to more
efficient markets and potentially higher returns for investors.

Tokenization also enhances transparency and security in financial
transactions. Since tokens are recorded on a blockchain, every transaction is
documented in a secure and immutable ledger, reducing the risk of fraud and
providing a clear audit trail. This level of transparency is particularly valuable in
complex financial markets, where the verification of ownership and the integrity of
transactions are critical. Additionally, blockchain technology ensures that
transactions are conducted in a decentralized and trustless environment, further
reducing the need for third-party verification and minimizing transaction costs.

Moreover, tokenization democratizes access to investment opportunities. By
breaking down large assets into smaller, more manageable tokens, a wider range of
investors can participate in markets that were previously out of reach. This
inclusivity can help to diversify investment portfolios and spread financial
opportunities more evenly across different demographic groups. As the technology
behind tokenization continues to evolve, it is likely to play a significant role in
reshaping the future of finance, offering more accessible, efficient, and secure ways
to manage and trade assets.

Examples of Tokenization in Finance

1. Equity (Shares):
Equity, or shares in a company, can be represented by digital tokens
(Guggenberger et al., 2024). It allows investors to buy, sell, and trade stocks just
like they would on traditional stock exchanges, but with the added benefit of
blockchain security and efficiency.

2. Investment Funds:
Tokens represent the investor's share in the investment fund, making it easier
to buy and exit investments (Fett, 2019), and potentially lower entry barriers for
small investors. Each token reflects a portion of an investor's stake in the fund,
democratizing access to investment opportunities that were previously out of
reach for many.

3. Service:
Businesses can give tokens to their goods or services. This innovative approach
allows companies to raise funds or make transactions by offering tokens that can
be exchanged for their goods or services. This opens up new avenues for
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investment and customer engagement, as investors can directly support and
benefit from the success of the business they believe in.

Benefits of Tokenization in Finance

1.

Expedited Transaction Settlement:

Tokenization can usher in the era of instant settlement, in contrast to the
conventional financial settlement period which usually takes several days. This
proximity is particularly advantageous in an environment with high interest
rates, as it offers financial institutions the possibility of considerable cost
reductions (Garrido & Garrido, 2023).

Efficiency and Safety:

Blockchain enables round-the-clock transactions and increases transaction
speed through faster settlement and higher levels of automation. This
automation is made possible through smart contracts—pieces of code that
automatically execute transactions when predefined conditions are met (Fett,
2019).

Inclusivity and Accessibility:

Tokenization allows small investors to have access to investment opportunities
that were previously out of their reach. It democratizes access to assets that were
previously only accessible to investors with large resources (Garrido & Garrido,
2023).

Transparency and Accountability:

Tokenization allows for greater transparency and accountability in the
investment process. All transactions and asset ownership can be accurately
recorded within the blockchain, allowing users to better control and track their
assets. Tokenization in finance opens up new opportunities in asset and
transaction management, with broad and diverse benefits, including efficiency,
security, inclusivity, and transparency.

RESEARCH METHODS

The method used in this study is a qualitative method. The data collection

technique uses literature studies by collecting writings and articles related to the
topic discussed (Purba et al., 2021). The steps taken are as follows:

1.

Defining the Scope of Research

Objective: Clearly define the scope of the research, including key themes and
questions related to the tokenization of Dinar and Dirham.

Scope Elements: Tokenization concepts, blockchain technology, Islamic digital
finance, historical and current uses of the Dinar and Dirham, regulatory
framework, and case studies.

Identifying Relevant Literature

Source: Academic Journal: Peer-reviewed articles in finance, blockchain
technology, and Islamic finance.

Book: Authoritative text on blockchain, digital currencies, and Islamic finance.
Industry Reports: Reports from financial institutions, blockchain companies,
and Islamic financial organizations.

17

Muhammad Wandisyah R. Hutagalung, M. Shabri Abd. Majid, Isnaini Harahap
http://jurnal.uinsyahada.ac.id/index.php/jiftech



The Effect of Independent Cash Tim (ATM) Revenue on
Sharia Banking Performance in Indonesia (2016-2020)

Policy Documents: Publications from regulatory bodies and international
financial organizations.
Conference Papers: Proceedings of relevant conferences on finance and
blockchain.

3. Literature Search Strategy
Databases and Search Engines: Use academic databases such as JSTOR, Google
Scholar, Scopus, and institutional libraries.
Keywords: Dinar tokenization, Dirham tokenization, blockchain in Islamic
finance, digital dinar, digital Dirham, Islamic digital financial system, benefits of
tokenization, challenges of tokenization.
Inclusion Criteria: Publications from the last 10-15 years, relevant to the scope
of the study, and have been peer-reviewed.

4. Reviewing and Analyzing the Literature
Initial Screening: Reading abstracts and summaries to assess relevance.
Detailed Reading: Read the selected paper in depth, noting key points,
methodology, findings, and conclusions.
Thematic Analysis: Categorizes information into themes such as technological
aspects, economic implications, regulatory issues, and practical applications in
Islamic finance.

5. Synthesizing Findings
Integration: Combining findings from multiple sources to create a coherent
narrative.
Comparison: Comparing and contrasting different perspectives and findings.
Gap Analysis: Identifying gaps in the existing literature where further research
is needed.

6. Interesting Conclusion
Summary of Key Insights: Summarizes the main findings from the literature
study.
Implications: Discusses the potential implications of tokenization of the Dinar
and Dirham for the Islamic digital financial system.
Recommendations: Provide recommendations for policymakers, financial
institutions, and future research.

RESULTS AND DISCUSSION

The Potential of Tokenization of Dinar and Dirham in the Islamic Digital

Financial System

1. Transparency and Security

a. Transparency: Blockchain technology provides greater transparency in

financial transactions, allowing all parties to verify transactions easily. This is
important in the context of Islamic finance which prioritizes honesty and
openness. Blockchain allows every transaction and record to be recorded
accurately and invariably. Each block in the network has a unique hash
connected to the previous block, making the data difficult to manipulate. On
the other hand, the tokenization of the Dinar Dirham allows for transparency
in investments, where every transaction and ownership of an asset can be
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accurately recorded within the blockchain. This allows users to better control
and track their assets

b. Security: Blockchain offers high security through cryptography, which
protects against fraud and data manipulation. This is in line with Islamic
financial principles that demand integrity and fairness in transactions.
Blockchain uses the concept of decentralization, where data is stored in
cryptographically connected blocks across the network. This system makes
the blockchain highly secure against cyber attacks such as data alterations
or Denial-of-Service (DoS) attacks. To strengthen security, Tokenization uses
smart contracts that automatically execute transactions when predetermined
conditions are met. This improves security as it reduces the chances of human
error and improves transaction efficiency.

2. Efficiency and Cost Reduction

a. Transaction Efficiency: Tokenization of Dinar and Dirhams can reduce the
time it takes to complete transactions, improving operational efficiency. This
is especially useful in international trade, which is often slow and expensive.

b. Reduced Fees: By eliminating intermediaries, transaction fees can be
significantly reduced. It also reduces compliance costs as blockchain
facilitates easier tracking and reporting.

3. Financial Inclusion

a. Access to Financial Services: Tokenization can open access to financial
services for individuals who previously did not have access, such as those who
live in remote areas or who do not have bank accounts.

b. Participation in the Digital Economy: Tokenization allows individuals and
small businesses to participate in the global digital economy, expanding
economic opportunities.

Challenges and Implications of Tokenization of Dinar and Dirham
1. Regulation and Compliance

a. Legal Framework: The lack of a clear legal framework for tokenization can
hinder adoption. There needs to be regulations that support but do not hinder
innovation.

b. Sharia Compliance: It is important to ensure that the technology and practices
used in tokenization are in accordance with sharia principles. This includes
ensuring the absence of riba (interest), gharar (uncertainty), and maysir
(speculation).

2. Technology Infrastructure

a. Technology Adoption: Requires a robust technological infrastructure,
including access to the internet and adequate hardware. These challenges can
be significant in developing countries.

b. Blockchain Reliability: The blockchain used must be reliable and secure
enough to support high transaction volumes.

3. Awareness and Education

a. Education and Training: Users and market participants need to be educated
about the benefits and risks of tokenization. Specific training is also needed
for professionals in finance and technology.
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b. Public Awareness: The wider community needs to be given an understanding
of the concept of tokenization and how they can utilize it.

Case Study of Tokenization Implementation

1.

Tokenization Projects in Middle Eastern Countries
Dubai case: Dubai has started various blockchain projects including asset
tokenization. The study can include an analysis of the successes and challenges
faced in the implementation of tokenization. Examples of Financial Tokenization
in Dubai :
a. Chain and MAG Group mantras:
Mantra Chain, a blockchain company focused on the Middle East, has
tokenized MAG Group's $500 million worth of real estate assets in Dubai. The
project aims to revolutionize real estate investment by leveraging blockchain
technology to democratize access to premium properties in Dubai.
b. TOKEN2049 Dubai:
The TOKEN2049 Dubai conference on April 18-19, 2023 was a success with
a record 10 thousand attendees. The event highlighted the development and
potential of tokenization in Dubai, as well as various innovations in the field
of finance and blockchain technology

Saudi Arabia: Saudi Arabia is also exploring the use of blockchain to improve

efficiency in the financial and trade sectors. Their experience can provide

valuable insights. Examples of financial tokenization in Saudi Arabia include

several initiatives focused on developing payment infrastructure and

tokenization. Here are some examples:

a. Meeting of the Saudi Central Bank (SAMA) and the Hong Kong Monetary
Authority (HKMA):
On July 26, 2023, the Saudi Central Bank (SAMA) and the Hong Kong
Monetary Authority (HKMA) held a bilateral meeting to strengthen the
integration of financial services between the two countries. The meeting
discussed initiatives such as financial infrastructure development, open
market operations, market connectivity, and sustainable development. The
central bank also signed a memorandum of understanding (MoU) to promote
joint discussions on financial innovation.

b. Payment Tokenization:
Hong Kong and Saudi Arabia are stepping up their financial collaboration with
a focus on tokenization and payment infrastructure. The initiative aims to
strengthen the integration of financial services between the two countries and
support economic growth and financial stability.

c. Tokenization Project by Investment Bank:
The Bank of China's investment bank subsidiary, BOCI, issued USD 28
million worth of token securities in Hong Kong, minted on the Ethereum
blockchain. The project implements the tokenization protocol Goldman Sachs
GS DAP and a cash token that represents a claim to the Hong Kong dollar.
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CONCLUSION

The study concludes that the tokenization of the Dinar and Dirham has great
potential to improve transparency, security, efficiency, and financial inclusion in the
Islamic digital financial system. The implementation of blockchain technology for the
tokenization of Dinar and Dirham can provide a solution to the challenges faced in
the integration of modern technology with sharia principles.

Potential Tokenization of Dinar and Dirham:

1. Transparency and Security: Blockchain technology provides greater
transparency and security through cryptography, which is in line with the
principles of honesty and fairness in Islamic finance.

2. Efficiency and Cost Reduction: Tokenization can reduce transaction settlement
times and eliminate intermediaries, which significantly reduces transaction fees.

3. Financial Inclusion: Tokenization opens up access to financial services for
individuals who did not have access before and allows participation in the global
digital economy.

Challenges Faced:

1. Regulation and Compliance: The lack of a clear legal framework and sharia
compliance is a major challenge in the adoption of tokenization.

2. Technology Infrastructure: Technology adoption requires robust and reliable
infrastructure, which is still a challenge in some developing countries.

3. Awareness and Education: Education and training are needed to improve
understanding of the benefits and risks of tokenization, both among financial
professionals and the general public.

Implementation and Case Studies:

1. Dubai: Dubai has embarked on various blockchain projects including the
tokenization of real estate assets. The successes and challenges faced in this
implementation can provide valuable insights.

2. Saudi Arabia: Saudi Arabia is also exploring the use of blockchain to improve
efficiency in the financial and trade sectors, showing great potential for further
adoption.

Overall, the study found that the tokenization of the Dinar and Dirham could
be an important step in expanding the use of digital technology in the Islamic
financial system, offering fairer, more efficient, and inclusive financial solutions. The
adoption of this technology requires a collaborative effort between governments,
financial institutions, and communities to address regulatory, infrastructure, and
public awareness challenges. Further research is needed to explore the real-life case
of the tokenization of the Dinar and Dirham and its impact on the Islamic financial
system as a whole.
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