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Abstract:  
This study explores the potential of integrating smart contracts into Islamic 

finance, employing a descriptive-analytical approach. The research identifies key 

strengths, weaknesses, opportunities, and threats associated with this integration 

through a comprehensive SWOT analysis.  Findings reveal significant potential for 

smart contracts to enhance efficiency and transparency in Islamic financial 

transactions. However, the research emphasizes the crucial role of Sharī'ah compliance 

in ensuring the ethical and legal viability of these technologies.  The analysis 

underscores the importance of collaboration between Sharī'ah experts and technology 

specialists to facilitate the successful implementation of smart contracts within the 

Islamic finance sector. By identifying critical success factors, this research provides a 

roadmap for navigating the complexities of integrating smart contracts into the Islamic 

financial ecosystem. 
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Résumé:  
 Cette étude explore le potentiel d'intégration des contrats intelligents dans la 

finance islamique, en utilisant une approche descriptive-analytique. La recherche 

identifie les principales forces, faiblesses, opportunités et menaces associées à cette 

intégration à travers une analyse SWOT complète. Les résultats révèlent un potentiel 

significatif des contrats intelligents pour améliorer l'efficacité et la transparence des 

transactions financières islamiques. Cependant, la recherche souligne le rôle crucial de 

la conformité à la Sharī'ah pour assurer la viabilité éthique et juridique de ces 

technologies. L'analyse met en évidence l'importance de la collaboration entre les 

experts en Sharī'ah et les spécialistes en technologie pour faciliter la mise en œuvre 

réussie des contrats intelligents dans le secteur de la finance islamique. En identifiant 

les facteurs critiques de succès, cette recherche fournit une feuille de route pour 

naviguer dans les complexités de l'intégration des contrats intelligents dans 

l'écosystème financier islamique. 
Mots-clés : Finance Islamique ; Contrats Intelligents ; Analyse SWOT 
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Introduction 
Islamic finance is one of the most important sustainable financing systems that 

focus on Sharī'ah controls, ethical values, and social justice. As one of the most 

adaptable economic frameworks, it continues to demonstrate remarkable 

resilience in the face of global changes and responds effectively to modern 

economic challenges. Despite the challenges faced by the Islamic finance sector, 

it continues to witness sustained growth and innovation in its financial 

instruments and the use of new technologies. 
In this context, Emerging as a transformative technology, Smart Contracts 

powered by blockchain offer automated enforcement of agreements upon 

meeting specific conditions. This technology promises to revolutionize Islamic 

Finance By automating agreement enforcement and eliminating intermediaries, 

smart contracts offer unprecedented levels of efficiency, transparency, and trust. 

This integration presents a golden opportunity to enhance Islamic financial 

transactions, improve risk management, and boost competitive edge in the global 

market. 

However, the path to integrating smart contracts in Islamic finance is not 

without challenges. Ensuring Sharī'ah compliance remains paramount, requiring 

careful consideration and innovative solutions. A comprehensive SWOT analysis 

serves as a strategic compass, guiding Islamic financial institutions through this 

digital transformation. By methodically assessing strengths, weaknesses, 

opportunities, and threats, these institutions can chart a course that leverages the 

full potential of smart contracts while maintaining the integrity of Islamic 

financial principles. 

 Research Problem 
How can smart contracts be effectively integrated into Islamic finance 

through a SWOT analysis and what are the critical factors influencing the 

success of this integration? 

This overarching question is further delineated by the following sub-questions : 

Q1: What aspects of smart contract technology make them relevant to Islamic 

Finance, and what are some potential applications within this framework? 

Q2: What are the key strengths, opportunities, weaknesses, and threats associated 

with integrating smart contracts into Islamic finance? 

Q3: What are the critical success factors for effectively implementing and 

integrating smart contracts in Islamic Finance 

 The Significance of the Study  

This study is significant for its practical implications, offering a deeper 

understanding of the potential of integrating smart contracts into Islamic finance, 

including its strengths, weaknesses, opportunities, and risks. Identifying key 
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success factors equips stakeholders with the necessary knowledge to effectively 

navigate this emerging landscape. 
 Methodological Approach  

This research employs a descriptive-analytical approach to investigate the 

concept, characteristics, and potential applications of smart contracts within 

Islamic finance.  Utilizing the SWOT analysis model, the study examines the 

prospects and opportunities, identifies potential weaknesses and challenges, and 

pinpoints critical success factors for integrating Smart Contracts technology with 

Islamic finance products and mechanisms. 

 An overview of previous research  
1. (Ahmad et al., 2024) The Position of Smart Contracts in the Light of Islamic 

Contract Theory 

This study reveals potential challenges related to contract manipulation and 

party independence in the context of integrating Smart Contracts with Islamic 

principles. Employing a qualitative approach with content analysis and 

interviews with Islamic finance experts, the research underscores the need for 

ensuring Sharī'ah compliance and proposes design enhancements for the wider 

adoption of Smart Contracts within Islamic Finance. 

2. (Md & Binti, 2019) Smart Contract in Islamic Trade Finance 

This study explores the potential benefits and compliance aspects of smart 

contracts in Islamic trade finance. Using a qualitative approach based on 

secondary data sources, the research suggests that smart contracts can 

significantly impact the future of Islamic trade finance, encouraging traders to 

adopt this technology for greater efficiency and transparency. 

3. (Antova & Tayachi, 2019) Blockchain and Smart Contracts: A Risk 

Management Tool for Islamic Finance 

This study demonstrates the application of blockchain and smart contracts as 

risk management tools in Islamic finance, highlighting their alignment with 

Islamic law principles. Using a case study of AlInma Bank, the research, likely 

employing a mixed-methods approach, illustrates how these technologies can 

automate processes, reduce operational risks, and ensure Sharī'ah compliance. 
4. (Zulkepli et al., 2023) Leveraging Blockchain-Based Smart Contract In 

Islamic Financial Institutions: Issue And Relevant Solution 

This research explores the potential of blockchain-based smart contracts in 

Islamic banking, addressing challenges of immutability and Sharī'ah compliance. 

The study emphasizes the need for flexible smart contrast design aligned with 

Islamic principles of ian and recommends upgradable proxy contracts to address 

immutability concerns while maintaining contract permanence. 

 

 

https://scite.ai/reports/leveraging-blockchain-based-smart-contract-in-QeXxllK6
https://scite.ai/reports/leveraging-blockchain-based-smart-contract-in-QeXxllK6
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I. Islamic Finance: Its Key Features  

1. Concept and Principles  

Islamic finance encompasses Islamic financial markets and institutions 

dedicated to providing Sharī'ah compliant financial products and services, 

including financial intermediation and risk management (El-Gamal, 2006). It has 

gained prominence as a viable and ethical alternative to traditional financial 

systems, aiming to provide services consistent with Islamic principles and values.  

The fundamental principles of Islamic finance dictate that transactions must be 

free from activities prohibited by Sharī'ah, including Riba encompasses interest 

charged on lending, or gharar which indicates excessive uncertainty regarding 

essential contract elements, such as price in a sale agreement  (Iqbal & Mirakhor, 

2011), encourage a collaborative approach where parties share risk and reward, 

promoting a more equitable and transparent financial system.  Furthermore, 

Islamic Finance emphasizes a link to the real economy, often leading to 

investments in tangible assets  (Ibrahim, 2010). 
2. Islamic Finance Instruments  

Islamic finance products, adhering to contractual principles, can be 

categorized into a wide range. This spectrum encompasses investment 

instruments, social finance options, and a comprehensive suite of Islamic 

banking services (Guendouz, 2019; Kammer et al., 2015) : 

2.1 Debt-li  Financing 

This involves transactions structured as sales with specific conditions, such as 

Murabaha (sales contracts with a margin and deferred payments), Salam (the 

purchase of a commodity with deferred delivery), or "Istisna" (manufacturing a 

good on order from a buyer). 

2.2 Profit and Loss-Sharing Financing 

A key element of Islamic finance is structured in two ways:  Mudaraba, where 

one party provides capital while another contributes labor and expertise, sharing 

profits but with losses borne by the capital provider, and Musharakah, where 

both parties invest in a venture, acquire ownership rights, and share both profits 

and losses.  

2.3 Instruments of Islamic Social Finance 

Islamic financing instruments, particularly Waqf and Zakat, play a crucial role 

in non-investment Islamic finance, significantly contributing to poverty 

alleviation and sustainable economic development. Waqf, an endowment for 

charitable purposes, and Zakat, a form of obligatory almsgiving, are essential 

components of Islamic social finance. 

2.4 Services 

This category includes the safekeeping of funds (current accounts) or  agency  
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agreements, which are increasingly used in capital markets. 

2.5 Sukuk  

Is the Islamic equivalent of conventional bonds. They are certificates of equal 

value that represent undivided shares in the ownership of tangible assets, 

usufruct rights, and services, or the ownership of assets in specific projects or a 

particular investment activity. 

3. The Current State of Islamic Finance 

Islamic finance has witnessed significant global growth, driven by factors such 

as increased awareness of its ethical principles, growing demand from Muslim 

communities, and the development of Islamic economies.  It offers alternative, 

Sharī'ah compliant solutions to traditional financial systems, making it a 

significant contributor to the global financial landscape.  This expansion is 

reflected in the substantial growth of Islamic finance assets, as demonstrated in 

Figure 1, and the contributions of key sectors, such as Islamic banking, Sukuk, 

and Takaful, as shown in Figure 2. 

Figure 1: Global Islamic Finance Assets (2018 -2022) 
 

 

Source: (ICDReport, 2023) 

 

Figure 1 paints a compelling picture of the growth of global Islamic financial 

assets, showcasing a significant increase from USD 2.67 trillion in 2018 to USD 

4.51 trillion in 2022. This expansion is fueled by strong profitability, regulatory 

support, and consistent demand across various regions. The industry's 

geographical expansion has further fueled growth by introducing diversity and 

depth to the market.  Key sectors, such as Sukuk, Islamic banking, and Takaful 

insurance, have also contributed significantly to this growth, as demonstrated in 

Figure 2. 
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Figure 2: Islamic Financial Industry Sectors 

2018 2019 2020 2021 2022

Islamic Banking 1 760,00 1 993,00 2 349,00 2 765,00 3 244,00

Sukuk Outstanding 470,00 538,00 631,00 713,00 788,00

Takaful 46,00 51,00 62,00 73,00 90,00

Islamic Funds 108,00 140,00 178,00 238,00 220,00

Global OIFI Assets 140,00 153,00 154,00 169,00 167,00
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Source: (ICDReport, 2023)  

 

The upward trend evident in Figure 2 underscores the significant growth 

across all sectors of the Islamic finance industry over the past five years. Notably, 

Islamic banks continue to be the primary driver of the Islamic finance industry, 

accounting for more than two-thirds of the sector's total volume. While the Sukuk 

market is growing rapidly, approaching 20% of the industry's total volume, the 

Takaful sector is currently trailing behind. This is attributed to the inherent 

challenges faced by the takaful sector the intense competition it faces from 

traditional insurance companies. This strong growth is not limited to the size of 

assets; the number of Islamic financial institutions and banks has also increased 

significantly over the past five years. Moreover, the number of countries 

adopting at least a regulation supporting Islamic finance has increased, as shown 

in Table 1. This trend confirms the expansion of the scope of Islamic finance and 

its increasing attractiveness on a global scale. 
Table 1: Institutional Support for Islamic Finance 2018-2022 

Finance Islamic 2018 2019 2020 2021 2022 

Islamic Financial Institutions 1,445 1,526 1,595 1,675 1,871 

Countries with at Least One Type of 

Islamic Finance Regulation 
44 46 47 47 56 

Source:  (ICDReport, 2019, 2020, 2021, 2022, 2023) 

This robust growth, fueled by strong profitability, regulatory support, and 

consistent demand, has been further accelerated by the advent of fintech and the 

application of innovative technologies, such as blockchain and cryptocurrency.  

Islamic finance is undergoing a remarkable transformation, driven by digital 

technology, which has the potential to disrupt traditional financial systems and 

reshape the Islamic finance landscape.  This includes the potential for smart 

contracts to revolutionize how Islamic finance operates, streamlining processes 

and offering greater transparency and efficiency across all sectors. 
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II. A Brief Overview of Smart Contracts 

1. The concept of a Smart Contract  

Smart contracts are computerized transaction protocols, that are essentially 

digital agreements encoded as computer programs and stored on a blockchain. 
These self-executing contracts operate autonomously, executing the terms of an 

agreement when predefined criteria are met, eliminating the need for 

intermediaries, and promoting trustless transactions (Szabo, 1994). Once 

executed, the transaction is permanently recorded on the blockchain, ensuring 

transparency and immutability. While the concept of self-executing contracts was 

first proposed by cryptographer Nick Szabo in the 1990s, their practical 

implementation became possible with the advent of blockchain technology in 

2014, providing the secure and transparent infrastructure necessary for their 

execution. Today, smart contracts find diverse applications, including automating 

transactions, managing supply chains, and enabling the creation of decentralized 

applications (Szabo, 1997). 
2. Smart Contract Requirements 

Smart contracts, at their core, rely on a symbiotic relationship between 

blockchain technology and cryptocurrency. Their successful implementation and 

execution fundamentally depend on the existence of both these elements. Some 

researchers even call them "blockchain contracts" or "digital contracts". 
2.1 The Blockchain 

Blockchain is a decentralized, distributed digital ledger that securely and 

permanently records transactions between parties across a network of computers 

(Lakhani & Iansiti, 2017) . This decentralized structure enables the creation of a 

shared record of transactions, allowing for secure, transparent, and permanent 

storage and preservation of information. As a foundational technology for smart 

contracts, blockchain allows all network participants to review and verify the 

identities of those involved in transactions. 

Blockchain technology provides the foundation for the efficient and secure 

operation of smart contracts, enabling: 

 Maintaining a tamper-proof and transparent record of transactions. 

 Allowing for the automated execution of contract terms without the need 

for a central authority. 

 Enabling the immutable recording of contractual agreements and their 

fulfillment. 

2.2 The Cryptocurrency 

Cryptocurrencies, like Bitcoin, are digital forms of money secured by 

cryptography, making counterfeiting or double-spending virtually impossible.  
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New coins are created through a process called "mining," which involves 

electronic tracking and complex calculations. (Riani & Ikhwan, 2023). 

Cryptocurrencies operate on a decentralized network built on blockchain 

technology, also known as a distributed ledger. This means transactions happen 

directly between users without needing any intermediaries like brokers or 

regulatory agencies (Manjula.B.C et al., 2022) .Cryptocurrencies, functioning as 

a medium of exchange and payment within the blockchain ecosystem, enable 

peer-to-peer transactions, facilitating digital barter and online purchases of goods 

and services just like traditional currencies (Al-Hussaini et al., 2019). The 

underlying blockchain technology provides a secure and transparent platform for 

recording and verifying transactions, fostering trust and reliability. 

cryptocurrencies are integral to smart contracts, offering: 
 A secure and decentralized way to execute and settle agreements enabling 

the creation of trust and transparent financial instruments. 

 Facilitate the automated and trustless execution of contract terms. 

 Allow for the programmatic transfer of value between parties without the 

need for intermediaries. 

Together, blockchain technology and cryptocurrencies form the foundation 

upon which smart contracts are built. Their existence and proper functioning are 

crucial for the viability and feasibility of this innovative technology. 

Understanding these elements clarifies the concept of smart contracts and opens 

the door to new possibilities. 

1. The Mechanism of Smart Contracts 

Smart contracts are self-executing contracts with the terms of the agreement 

written directly in lines of code. These contracts operate according to the steps 

shown in Figure 3: 

Figure 3: The Mechanism of Smart Contracts 

              
Source: (Zhang & Liu, 2022) 



 

Journal of Finance, Investment and Sustainable Development  ® ISSN: 2507-7244      242 

 

                               Rahmani Siham, Kadari Ahmed        Toward Integrating Smart Contracts in Islamic Finance  
 

Figure 3 outlines the key steps involved in a smart contract's execution. Smart 

contracts operate through a defined workflow, beginning with thess codification 

of agreement terms into source code, typically written in a high-level language 

like Solidity.  This code is then compiled into bytecode, a machine-readable 

format such as EVM (Ethereum Virtual Machine) codes.  The bytecode is then 

packaged as a transaction and uploaded to the blockchain network, ensuring its 

permanence and immutabilit (Zhang & Liu, 2022).  Upon meeting predetermined 

conditions, the EVM executes the bytecode, interpreting it as instructions to 

perform specific actions defined in the Smart Contract. These actions can range 

from simple tasks like transferring funds to more complex operations involving 

data management and fulfilling multiple conditional clauses. 
3. The Characteristics of Smart Contracts 

Smart contracts, powered by blockchain technology, offer a unique set of 

features that automate and secure transactions. These characteristics include 

(Hamed, 2023; Zheng et al., 2018): 

 Transparency: All transactions and terms are publicly viewable and 

auditable on the blockchain.  

 Efficiency: Automated execution of contract terms streamlines processes 

and reduces delays.  

 Security: Protected from manipulation and forgery thanks to blockchain's 

inherent security features.  

 Decentralization: No single entity controls the contract, promoting fairness.  

 Autonomy: Executes automatically based on pre-defined conditions, 

eliminating the need for intermediaries.  

 Secure: Protected from unauthorized access and tampering, ensuring the 

integrity of the agreement.  

These innovative features of smart contracts, with their inherent transparency, 

efficiency, and security, align with Islamic finance's principles of trust, fairness, 

and ethical transactions.  This convergence holds promise for a more equitable 

and secure financial ecosystem. 

III. Use Cases and Models of Smart Contracts in Islamic Finance 

1. Use cases for smart contracts in Islamic Finance   

Smart contracts technology has the potential to revolutionize Islamic financial 

services, streamlining processes and automating transactions across diverse 

sectors, including Islamic banking, financial markets, investments, Takaful 

insurance, Awqaf, and Zakat management.  This transformative technology offers 

the potential to significantly enhance efficiency and generate cost savings for 

Islamic financial institutions (Zulkepli et al., 2023). 
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1.1 Islamic Banking Services 

To stay competitive and meet evolving customer needs, Islamic banking 

institutions are embracing technology, including Smart Contracts.  These 

innovative contracts streamline key aspects of Islamic finance, such as Sharī'ah 

compliant loan issuance, account management, and secure digital payments, 

enabling faster product development, cost-effective solutions, and enhanced 

customer experiences (Saad et al., 2019). 
1.2 Islamic Financial Markets 

Smart contracts can facilitate the issuance and management of Sukuk (Islamic 

bonds) in compliance with the Islamic principle. They can also be used to 

facilitate trading in Islamic financial markets while ensuring compliance with 

Sharī'ah principles. Smart Contracts can manage investment assets that comply 

with Sharī'ah, such as real estate or stocks that mimic profit-sharing principles 

(Musharakah). 

1.3 Takaful Insurance  

Smart contracts can revolutionize Takaful, the Sharī'ah compliant insurance 

model, by automating underwriting and claims management.  This enhances 

efficiency, transparency, and fairness in risk sharing and distribution of insurance 

surpluses, accelerating claim processing and aligning with Sharī'ah provisions.  

The resulting improvements in Takaful services can enhance competitiveness and 

drive growth within the Islamic finance sector (Gökmen & Yavuz, 2023). 

1.4 Waqf Asst Management 

Effective Waqf asset management relies on a multi-step process of collecting, 

certifying, managing, and developing Waqf assets while maintaining 

relationships with donors, ensuring efficient and impactful utilization (Setiawan 

& Nurzaman, 2022). Smart contracts can significantly improve this process by 

offering a secure, transparent, and automated way to manage Waqf funds. By 

eliminating inconsistencies and enabling electronic tracking of transactions, 

smart contracts facilitate efficient monitoring and management of these assets, 

aligning with the core principles of Waqf management. 

1.5 Zakat Management 

Zakat, a cornerstone of Islamic philanthropy, plays a crucial role in poverty 

reduction and addressing social issues. Leveraging smart contracts and 

blockchain technology can revolutionize Zakat collection and distribution, 

ensuring transparency, reliability, and efficiency. This approach fosters donor 

trust by guaranteeing the effective utilization of contributions and providing an 

immutable record of all transactions (Rejeb, 2020). 

2. Models of Smart Contract Applications in Islamic Finance  

2.2 Kapital Boost 
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Kapital Boost, a groundbreaking Islamic peer-to-peer (P2P) platform launched 

in 2015, connects global investors with promising small and medium-sized 

enterprises (SMEs) in Indonesia and Singapore.  This platform offers short-term, 

ethical investment opportunities that adhere to Islamic financial principles, 

addressing the critical financing gaps faced by SMEs in Southeast Asia.  Kapital 

Boost utilizes a crowdfunding model, enabling SMEs to access temporary 

liquidity for their working capital needs (kapitalBoost., 2024). The platform 

employs Murabaha, a distinctive Islamic financing structure, visually depicted in 

Figure 4: 
Figure 4:  Murabaha Financing on Kapital Boost's Crowdfunding Platform 

 
Source: (Hendratmi et al., 2019) 

 
As illustrated in Figure 4, the Murabaha financing model on Kapital Boost's 

crowdfunding platform involves investors collectively contributing funds to 

acquire specific assets, typically inventory or raw materials, essential for SME 

operations. These assets are then sold to the SME at a predetermined markup, 

adhering to Islamic finance principles. The SME agrees to repay the total amount 

comprising the original cost plus the agreed markup amount to the investors on a 

specified future date (kapitalBoost, 2024). 

2.2 Blossom Finance  

Blossom, a global Islamic microfinance network founded in 2014, leverages 

technology to increase the availability of halal financial products. The platform 

helps microfinance institutions in Indonesia raise funds from international 

investors to support micro-businesses aimed at reducing regional poverty. 

Blossom's innovative "Smart Sukuk" platform, launched in 2018, utilizes 

blockchain technology to enhance the efficiency and global reach of Islamic 

Sukuk issuance (BlossomFinance, 2024). This decentralized platform manages 

smart contracts, providing a transparent and secure way to control all data, tasks, 

accounts, and payments associated with the Sukuk, creating an auditable trail at 

every stage. Blossom's Smart Sukuk product distinguishes itself by not charging 

upfront fees to institutions or investors.  Instead, Blossom Finance receives a 
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percentage of profits only after the project's success.  Additionally, the Sukuk are 

tradable, allowing investors to hold them until maturity. (BlossomFinance, 2018) 

Blossom's innovative approach to Islamic capital market innovation is evident in 

its unique Sukuk structures. One example of these structures is the Ijara Smart 

Sukuk, a significant development in the Islamic Sukuk market.  Issued through 

the Blossom platform, this innovative model combines Islamic finance principles 

with blockchain technology, offering increased transparency, efficiency, and 

security for all parties involved (IslamicMarkets, 2024).  Figure 5 illustrates an 

example of the Ijara Smart Sukuk structure, highlighting the key elements of this 

innovative model. 

Figure 5: The Mechanism of Ijara Smart Sukuk 

 

 
Source: (IslamicMarkets, 2024) 

 

The diagram above illustrates the key stages involved in issuing and managing 

Sukuk leasing through the Blossom platform (IslamicMarkets, 2024): 

1. Investors purchase these Sukuk directly through the blockchain platform, 

ensuring transparency and speed in the subscription process. Sukuk are 

issued on the blockchain at a predetermined price. 

2. The proceeds from the sale of Sukuk are directed to the asset originator 

(lessor). This ensures a clear and secure record of all transactions. 

3. Asset tracking: The blockchain is used to track the assets continuously. 

This provides a transparent and tamper-proof record of all assets related to 

the Sukuk. 

4. Usage rights management: The blockchain is used to record and manage 

usage rights for assets, ensuring clarity of ownership and usage rights for 

all parties involved. 

5. Payment tracking: Renters pay all payments to the lessor through the 

blockchain.  
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6. The bank receives payments and accurately tracks cash flows throughout 

the Sukuk period. 

7. Dividend distribution: The lessor directs payments to Sukuk holders 

through the blockchain. This enables tracking of investor portfolios and 

automates these transactions, ensuring accuracy and speed in dividend 

distribution. 

2.3 Finterra Waqf Chain 

Finterra a pioneering platform in Islamic finance, specializes in Waqf 

(endowment), Zakat (alms), and charitable projects. Founded in 2017 and 

headquartered in Singapore (Mywaqf, 2024). The platform serves as a leading 

blockchain-based crowdfunding platform for Waqf, enabling Waqf bodies, civil 

society organizations, corporations, funds, and other stakeholders to finance their 

projects using this digital platform. 
Finterra's Waqf Chain Platform unlocks new opportunities for investors and 

donors to support Waqf projects, providing a range of innovative initiatives, 

including: 
Table 2: Finterra's Steps Guide to Cash Waqf and Waqf Project 

Cash Waqf Waqf Project 

The Finterra Cash Waqf manages donors 

through the following steps: 

1. Donors begin by creating a personal 

account on the platform. 

2. Donors share their motivations for 

supporting Waqf projects 

3. Donors securely deposit funds into the 

Waqf chain, which is held in an Islamic 

bank escrow account, ensuring the 

safekeeping and ethical management of 

contributions. 

4. Profits generated by the project are 

distributed fairly and transparently among 

participating funds, ensuring equitable 

returns for all contributors. 

Finterrass Established Waqf Projects through 

the Following Steps: 

1. The Waqf project is registered with 

relevant authorities to ensure legal 

recognition and regulatory compliance.  

2. Suitable Waqf land is identified, and 

comprehensive documentation including a 

feasibility study and Sharī'ah compliant 

financing tools, is prepared. 

3. A qualified auditor reviews the project's 

viability and ensures its alignment with 

Sharī'ah principles. 

4. upon receiving a positive audit, the 

relevant authority approves the project. 

Source: (Mywaqf, 2024)  
 

While, procedural steps for the Waqf Project on the Finteera Waqf Chain 

platform (Sasse, 2019):  

1. The bank initiates the Initial Coin Offering (ICO) for the Waqf project, 

offering tokens to interested investors to support the development of the 

project. 

2. Token Assignment The platform assigns a unique token to each project, 

representing the required capital for the Waqf project. 
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3. Investor Participation Interested investors purchase the token, and the 

collected funds are securely deposited into a designated bank account. 

Investors can then choose from a range of Shariah-compliant financial 

transactions within the platform. 

IV. The SWOT Framework for Integrating Smart Contracts in Islamic 

Finance 

As Islamic financial institutions navigate toward a more intelligent and secure 

digital future, SWOT analysis (Strengths, Weaknesses, Opportunities, and 

Threats) serves as a strategic compass. This systematic framework helps bridge 

the gap between traditional Islamic finance principles and cutting-edge smart 

contract technology.  SWOT analysis allows institutions to assess their current 

position, identify future development paths, and maintain their commitment to 

Shariah principles amidst rapid technological transformations. This approach 

enhances their ability to embrace the challenges of the digital age while 

balancing innovation with Sharī'ah compliance. 
1. Definition of the SWOT Quadratic Analysis Model 

SWOT analysis, a widely used framework, helps institutions assess their 

internal and external environments by examining strengths, weaknesses, 

opportunities, and threats This tool provides a realistic understanding of the 

competitive landscape and identifies key areas for growth and development.  

SWOT analysis categorizes these factors into four key areas (Emet, 2017) : 
1. Strengths: Internal attributes that give the institution an advantage. 

2. Weaknesses: Internal limitations that hinder the institution's performance, 

such as outdated technology. 

3. Opportunities: External factors can benefit the institution, such as 

emerging markets or technological advancements. 

4. Threats: External factors that pose a challenge to the institution's success, 

such as competition or absence of regulations. 

By carefully analyzing these factors, institutions can develop strategies that 

align internal capabilities with external opportunities, leading to informed 

decisions and greater success in leveraging strengths, addressing weaknesses, 

seizing opportunities, and mitigating threats.  

2. SWOT Analysis for Integrating Smart Contracts in Islamic Finance 

SWOT analysis serves as a critical tool for Islamic financial institutions as 

they embrace the transformative potential of Smart Contracts, powered by 

blockchain technology. This framework helps institutions align internal 

capabilities with external opportunities and threats, enabling them to navigate the 

integration of smart contracts, identify key challenges, and uncover new 

possibilities for innovation and growth within the global Islamic finance industry. 
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Figure 6: A SWOT Matrix for Integrating Smart Contracts in Islamic Finance 
 

 
Source: (Prepared by the Authors) 

 

To navigate this landscape, we can analyze key factors influencing the successful 

adoption of smart contracts in Islamic finance. a critical step in unlocking the full 

potential of this technology within the Islamic finance sector. 

1. Strengths 

 Increased Efficiency: Smart contracts can automate the execution of financial 

transactions, reducing the need for intermediaries and increasing the speed of 

transactions (Hasan & Ons, 2021). 

 Enhanced Transparency and Auditability: Smart contracts provide a clear 

and transparent record of transactions, making it easier to track and verify 

financial activities, fostering accountability and trust (Alshater et al., 2022). 

 Sharī'ah Compliance: Smart contracts can be programmed to comply with 

Sharī'ah principles, making them a potentially attractive solution for Islamic 

finance  .  

 Risk Management: Smart contracts can be designed to manage risk more 

effectively, reducing the likelihood of defaults and increasing the overall 

stability of the financial system (Antova & Tayachi, 2019). 

2. Weaknesses 

 Limited Flexibility and Adaptability: The rigid structure of blockchain-based 

smart contracts may limit flexibility in contract terms, posing a challenge for 

Islamic financial institutions that often need to amend contracts under specific 

circumstances(Zulkepli et al., 2023). 

 Uncertainty: The rapid evolution of smart contract technology creates 

uncertainty and raises concerns about aligning with Sharī'ah principles.  The 
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pseudonymous nature of smart contracts presents challenges for transparency 

and trust, while the decentralized structure increases the risk of manipulation 

and potentially unethical transactions (Ahmad et al., 2024). 

 Resistance to Adoption: The integration of smart contracts into Islamic 

finance faces resistance from stakeholders who may be hesitant to embrace 

this new technology (Hamed, 2023).  

 Lack of Standardization: There's a lack of standardized metrics and 

frameworks for evaluating the performance and effectiveness of smart 

contracts in Islamic finance. This makes it difficult to compare different 

solutions, assess their impact, and measure their compliance with Sharī'ah 

principles (Hassain, 2024).  

3. Opportunities 

 Innovation and Competitive Advantage: Smart contracts offer the potential to 

drive innovation and create new business models in Islamic banking products 

and services. This technological advancement, combined with the inherent 

ethical values of Islamic finance, can create a sustainable competitive 

advantage (Muneeza & Mustapha, 2021). 

 Global Expansion: Smart contracts can facilitate the global expansion of 

Islamic finance by enabling financial institutions to operate across borders, 

access new markets, and provide financial services to a wider customer base.  

 Financial Inclusion Access:  Smart contracts can facilitate financial inclusion 

by enabling financial institutions to provide access to financial services like 

microfinance, remittances, and savings for underserved communities thereby 

promoting economic empowerment and reducing poverty. 

 Building Trust and Transparency: The ability of smart contracts to enhance 

trust and transparency in Islamic financial transactions has the potential to 

attract a significantly larger investor and customer base. 

4. Threats 

 Regulatory Hurdles and Implementation Challenges: Deploying smart 

contracts into Islamic finance is fraught with regulatory and implementation 

challenges. The lack of dedicated regulations governing their use creates 

uncertainty, while the inherent complexity of implementing these contracts 

adds further obstacles. (Hamed, 2023). 

 Infrastructure Constraints: Inadequate technological infrastructure poses a 

significant barrier to the widespread adoption of smart contracts in Islamic 

finance, potentially hindering their impact (Alaeddin et al., 2021). 

 Complexity of Sharī'ah Compliance: Integrating smart contracts into Islamic 

finance is complex and requires careful consideration of Sharī'ah principles. 

The challenge lies in ensuring ongoing compliance with Islamic jurisprudence, 

including developing specific guidelines and implementing robust auditing 
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mechanisms. The extent to which Sharī'ah principles can be digitally encoded 

remains a significant challenge (Chong, 2021). 

 Cybersecurity and Data Security Concerns: The adoption of smart contracts 

in Islamic finance necessitates a strong emphasis on cybersecurity and data 

security. These contracts are inherently vulnerable to attacks and breaches, 

which could jeopardize the integrity of financial transactions (Tendulkar, 

2013). 

A SWOT analysis highlights the significant opportunities for growth and 

development in integrating smart contracts into Islamic financial services, which 

can enhance efficiency, transparency, and compliance with Islamic Sharī'ah 

principles across various areas, including loan issuance, bank account 

management, and digital payment systems. However, weaknesses include limited 

flexibility and adaptability, resistance to adoption, uncertainty, and a lack of 

standardization. Therefore, it is crucial to carefully consider opportunities that 

abound with the potential for innovation in Islamic finance, global expansion, 

financial inclusion, and enhanced trust and transparency in transactions. 

Conversely, threats such as regulatory hurdles, Sharī'ah challenges, weak 

infrastructure, and cybersecurity threats pose significant risks. 

This holistic view is essential for navigating the complex terrain of 

implementing smart contracts in a Sharī'ah compliant and secure manner, 

ultimately driving innovation and growth in the Islamic Finance sector. 
 
3. Critical Success Factors of Smart contracts in Islamic Finance 

Critical Success Factors are key characteristics, factors, conditions, or 

variables (Çaldağ & Gökalp, 2020), that significantly impact the integration of 

Smart Contracts in Islamic Finance and they must go right to achieve successful 

outcomes. To fully realize the potential of smart contracts in the Islamic finance 

sector on several Critical Success Factors, which can be prioritized as follows: 

 Strengthening Technological Infrastructure 

1. Improving Network Connectivity: Internet networks in Islamic countries 

need to become faster and more reliable to support the efficient operation of 

smart contracts. 

2. Modernizing Technology Systems: Islamic financial institutions should 

upgrade their technological systems to be compatible with smart contracts 

and ensure seamless integration. 

3. Robust Cybersecurity: Data security and privacy are fundamental for 

building user trust in digital financial services. Robust security measures are 

paramount to ensuring the ethical and compliant use of smart contracts 

technology within Islamic finance, adhering to the principles of Sharī'ah 

compliance. 
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 Developing a Strong Regulatory Framework 

1. Ensuring the necessary Sharī'ah, regulatory, and legal frameworks to support 

the implementation of smart contracts, fostering modernization in Islamic 

Finance that meets the needs and aspirations of Islamic financial institutions. 

2. Raising Awareness: Institutions should promote awareness of the benefits of 

smart contracts and how to use them safely and effectively to increase 

adoption and acceptance. 

 Providing Funding and Support 

1. Securing Funding: Governments and institutions should encourage funding 

for smart contract projects and innovations within the Islamic finance sector. 

 Other significant factors 

1. Organizing multidisciplinary scientific seminars that bring together Sharī'ah, 

financial, technological, and legal experts to ensure that smart contracts align 

with Sharī'ah principles and clarify their intended use in Islamic contexts. 

2. Hosting conferences and workshops to provide theoretical and practical tools 

for effectively integrating smart contracts into Islamic finance, as well as the 

necessary models to activate Smart Contracts in a way that aligns with the 

evaluation of financial and investment performance in Islamic financial 

institutions. 

3. Enhancing collaboration between Islamic financial institutions and fintech 

companies to adopt and implement smart contract solutions, particularly 

through the procurement of services and applications provided by these 

companies, and fostering a culture of innovation and experimentation. 

4. Islamic financial institutions should learn from global pioneers in smart 

contracts, adapting successful models to the specific requirements of Islamic 

finance, and leveraging their expertise to develop innovative solutions that 

meet the unique needs of Islamic financial institutions. 

 

Conclusion 

In conclusion, integrating smart contracts into Islamic finance represents a 

strategic step with the potential to drive significant change in this sector. By 

conducting a SWOT analysis, Islamic financial institutions can leverage their 

core competencies and enhance their competitiveness by adopting this advanced 

technology. 

The analysis highlighted that critical success factors for this initiative include 

the institution's commitment to ensuring the compatibility of smart contracts with 

Sharī'ah principles, developing supporting technical and regulatory infrastructure, 

and raising awareness and knowledge about the importance of these contracts 

among stakeholders.  Institutions should also Leverage strategic partnerships 

with specialized FinTech companies to accelerate digital transformation.  
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Looking ahead, Islamic financial institutions must adopt a proactive approach 

to seizing available opportunities while effectively addressing potential 

challenges.  Aligning the technological capabilities of smart contracts with the 

requirements of Sharī'ah will undoubtedly enhance investor and beneficiary trust, 

driving innovation and sustainable growth in this sector.  
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