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Introductory Remarks

Money plays a vital role to the economy of any country, not only for providing a medium of exchange but also for the basic survival of the economy of the country. Traditionally, many things have been used by man to accommodate trade and be used as money such as sea shells, gold, silver, special type of stones and so on. Currently the world is using the paper money as the official medium of exchange between individuals and institutions. So far, the system has managed to survive many financial crises and it seems to be in use for many years to come. Unfortunately, the paper money system does have its flaws including some that make it an unacceptable medium in the eyes of Islam. These flaws are discussed in this paper along with an alternative system that can be used by the world communities. This new system is one that is sure to be just and also in accordance with the Islamic injunctions. This paper however seeks to analyze on different aspects of political-regulatory issues for the possible implementation of gold currency in the contemporary reality.

Possible Practices of Currencies: A diversified phenomena 

Money

Money in any form must have three attributes that make it acceptable to the public.

i.    It must be able to be stored money. For example, a person receives his salary at the beginning of the month, but he may not be willing to spend it that very moment. He may decide to keep the money and use it now and then throughout the month. Or he may be saving that money to buy a house or a farm for and will have to save money for months ahead.

ii.    It must be a unit of account. The users must be able to measure the value of different commodities with respect to money. Thus, if a meter of cloth            costs 10 units of money, then a ready-made suit of the same material will definitely cost more than those 10 units of money.

iii.   It should be an accepted medium of exchange to make it valuable. Every one in the community must accept that money in exchange of goods or service otherwise the money does not fulfill its purpose. Usually the government will issue a legal tender informing the public that the new form of money is to be used from then on. This motivates the public into accepting that currency.

Barter

Not every situation warranted the usage of money in the old days as another form of trade also existed; one that allowed to exchange an article for another one. Hence, a farmer could exchange his wheat for a chicken or a haircut from the barber. This form of trade was known as barter and was fairly common in the old days.

Gold Standard

However, it was the use of gold coins that was the rage in the era before the paper money was introduced. Gold and silver coins were preferred as they had value in themselves and were relatively stable. A person could be almost certain that he would be able to buy the same basket of goods with a gold coin even after a certain period of time, say two months.

The need for silver coins arose from the fact that a person could not buy everything with gold coins as some articles were too cheap to be replaced by gold. For example, a person wishing to buy ink for his pen might think that a gold coin was too much to pay for it and would thus pay in silver instead. This usage of gold and silver coins as money is termed as “bimetallism” and was commonly practiced.

The gold standard was quite stable and was highly regarded throughout the world. It paved the way for international trade as people around the globe have a mutual desire for gold. Moreover, the traders could melt the gold coin and sell it for its gold content if the need ever arose.

Countries knew the value of their money by comparing it to gold. For example, if the U.S Dollar was worth an ounce of gold and the British Pound was worth half ounce; then the British would have to pay Twenty Pounds for an item that was worth $10 in the U.S. Thus, the departure from the gold standard created a dilemma as foreign countries now no longer knew the real value of their money and whether they were being cheated in trade by another country or not.

Fiat Money

Over time people realized that, carrying gold with them was not a safe practice, in fact it was also not a convenient one either. They then kept their gold and silver with a goldsmith’s place where they paid a small amount of money for the service. The people running the place would then give them a receipt certifying that they indeed had kept the gold away in a locker.

This new invention helped both the buyers and sellers; the sellers knew that the buyers really did have the gold available to pay for the transaction and the sellers found it more safe and convenient to hand over the receipt than to carry the money physically. The seller could then go to the “bank” or “place” where the gold was kept and get it back in return for the receipt.Thus, the receipt or money was then totally backed by gold and the person owning a receipt could go to the bank and retrieve the gold anytime.

During the beginning of our modern day banking system, money was considered a receipt by the government declaring that the person had that amount of gold. A person could always hand over his paper money to another for exchange of a service or commodity thus declaring that the other person was now the owner of the receipt and gold.

The seller of the service or commodity could then go to any bank and claim his gold by handing over the receipt. The method was essentially the same as in earlier times although slightly modernized. Gold was even then the main currency for trade and commerce. This system was known as a fully backed system as the banks had the same amount of gold as they handed over the receipts and is known as 100% reserve banking systems and differs from the one used today. Thus, they would have no problem if all of their customers decided to reclaim their gold on the same day.

The methodology adopted by most of the countries before the world war 1 was based on supplying money to the public that was only partially backed. The banks had the authority to handout receipts to their clients for money that in reality did not even exist. For example, a farmer comes to the bank asking for a loan so as to buy a certain piece of land. The bank would give the farmer a receipt (paper money) upon accepting his request. The bank has thus given out a receipt even though there is not gold backing that receipt.  This method is commonly known as the fractional reserve banking system. Here, the bank decides to hand out receipts for gold that doesn’t exist!

Thus, the money is no longer completely backed and the bank has created more money than really exists. Usually, the government sets the reserve requirement which means that the government will decide the exact amount of money that is to be backed. For example, if the government states that a bank must have 20% of the total money in reserve, then the bank will have to retain RM 20,000 in gold if the total outstanding currency of the bank is RM 100,000.

If the reserve requirement set by the government is low, then the bank can lend out more receipts and hence distribute more money into the economy. However, the bank will have to limit its loans if the reserve requirement set by the government is high.

Eventually, the gold backing of money was totally abolished in August 15, 1971 when President Nixon suspended the gold payments. Thus, the money that we have today is fiat money, which is not backed by gold. We no longer use paper money that is really a receipt for gold but instead the fiat money has taken over as the medium of exchange.

Some countries have devised a solution to stabilize their currency whereby they peg their currency to that of the United States. This is done based on the preconceived notion that the U.S currency is comparatively the most stable currency available. This is the case in Malaysia as its government has declared that 1 U.S Dollar is now the equivalent to 3.8 Malaysian Ringgits. Any inflation or deflation on the part of the dollar will definitely have a profound effect on the Malaysian currency.

Problems of the Paper Money in the Socio-Economic Reality and the Shari’ah Response
· The introduction of paper money has led to the problem of instability of currency that did not exist with the usage of the gold standard. The production of gold was quite stable and it then automatically guaranteed stability.

· Paper money unfortunately can be created anytime based on the decision of the government. This is what makes it so unstable unreliable as a medium of exchange. With an ounce of gold could buy the same amount of goods over an extended period of time whereas with a twenty dollar note may not be able to enjoy the same privilege.

· The government decides the money matters of a country and is also responsible for increasing or decreasing the value of its currency. For example, a country may require more money to finance all of its programs. On the other hand, the country might be spiraling into a depression which will result in reduced public spending.

In both cases, the government will find itself trapped and will have to take some measures to increase the money in the economy. In case of a depression, the government will have to inject more money into the economy so as to stimulate it to overcome the hardship.

The government will then have to finance the extra money and may decide to go for credit expansion. This would require the authorities to hand over more loans to businesses and the public sector so as to ease the hardship inflicted on them. The positive result of this measure taken by the government would be that the people will be able to open new businesses and or maintain the businesses that they already have.

This can be achieved by lowering the reserve level of the bank. The main bank (also commonly known as the banker’s bank) has the authority to set the reserve requirement for all of the commercial banks in the nation. As the government wants the banks to give out more loans; therefore the main bank of the country will lower the reserve requirements of the commercial banks. For example, suppose the commercial banks are allowed to loan out money but retain 20% of the total amount thus setting the reserve to 20%. This would mean that if a person ‘A’ has deposited RM 1,000 in the bank, which can loan out RM800 of that money. Now suppose that the reserve requirement is lowered to 10%, in which situation the bank will be able to loan out RM 900 instead of RM 800. The person ‘B’ to whom the money has been loaned might then return the amount which will then be loaned to another individual or organization or alike. Thus, the bank itself has created money by the method of credit expansion. An important point to note is that the government is usually a country’s largest debtor. Thus, the government will definitely gain during the period of inflation. 

Although this credit expansion of money seems like a viable alternative to the nation’s problems; it is not without its flaws. The biggest problem resulting form injecting this money into the economy of a country, which may result in inflation and depreciate the value of the country’s currency.

Printing more money will also have the same effect on the economy. For instance suppose that the government decides that the best way to overcome the nation’s problems is by printing more money. Here, people will have more money to spend whereas the supply of commodities is still the same. As a result, few items of goods will be chased by many people thus automatically raising the prices of the commodities. Again, the outcome will be the depreciation of money and a high level of inflation.
The best case of inflation resulted in Germany in 1923 where the government could no longer keep the inflation in check and it went out of control resulting in hyperinflation. The prices of items had become one billion times higher than they had been at the beginning of the very same year. A postage stamp cost 20,000,000,000 Mark at the end of 1923 whereas previously it had cost less than one Mark.
  As is obvious in the case of Germany, inflations may become so severe that it can then cripple the country’s economy. RM 10 may no longer be enough to buy the same basket of goods as the prices of the commodities may have doubles or tripled.

Inflation creates two basic problems in a society; the first of which is that it benefits the debtor at the expense of the creditor. For example, ‘A’ lent RM 20,000 to ‘B’ so that he could start a business with that money. The deal was that ‘B’ has to return the money after at least a five year period. Now suppose that the country is hit by a wave of inflation and the value of the money has reduced significantly. The value of the RM 20,000 that ‘A’ lent ‘B’ 5 years ago will now be equivalent to RM 28,000. However, ‘B’ will repay ‘A’ by returning only RM. 20,000 to him which is an unjust practice. As is clear from the example, ‘B’ has gained at the expense of ‘A’.
Another inherent problem of the fiat system is how it affects the relationship between the employer and the employee. A company pays its employee, say RM 2,000 per month which may be enough in the current situation. However, if the currency of the country is not stable and keeps on fluctuating, then the salary may not be enough and the employee might be underpaid for his efforts. This might affect the employee’s morale who may see himself trapped in a wage slavery thus affecting his performance and productivity.
Thus, there will be a general reduction in the value of money and the difference between the real value of money and its face value is the amount that the government will gain from this inflation. This gain of the government is commonly known as Seignorage or inflation tax. Hence, as the inflation in a country grows; so will the government’s power to transfer the public’s wealth for itself.

In the case of inflation, the government is always sure of its gain when the value of money depreciates. The government then gains at the expense of the public that is totally ignorant of the government’s plan (in most cases) and is caught unaware.

This type of unjust gain is termed as Riba al- Fadhuly (interest with extra commodity) by the Islamic scholars and is totally forbidden. This practice is completely unjust and prohibited by common ethical standards as ruled out by the holy Qur’an and Sunnah. Islam does not allow any form of dealing involving Riba (interest) as this form of practice gives one an opportunity to gain something without any effort or hard work, and hence, is not tolerated in the Shari’ah value pattern.  Allah (swt) says:
 “O you who believe! Devour not usury, doubled and multiplied; but fear Allah.
 that you may (really) prosper.”

One main reason why Allah (swt)  has prohibited Riba (interest) is that, the lender is always sure of his gain. Thus it does not involve any risk or hard work on the part of the lender. On the other hand, the borrower is sure to lose as he will have to pay an additional sum more than what he had borrowed in the first place.

Hence, it is a practice by which a person can easily exploit another who may be in dire need of money for one reason or the other. This exploitation of man by another is what is disliked in Islam. Moreover, it is totally against the teachings of Islam which stresses justice and equality for all times.

Advantages of the Gold Standard: A Shari’ah Perspective

Most Islamic scholars asserted that, the usage of fiat money as a medium of exchange should be replaced by another medium that would be fair and just; preferably gold. One advantage would be that the government will not be able to exercise total control over it as is the case of paper money. The government will no longer be able to issue more gold than is available as was the case with the paper currency where the government can print as much currency as it wishes. After all, how much will it cost to print a piece of paper? The value of gold will only change when a new gold mine is found but that too will not be a severe change. Moreover; the value of gold will eventually stabilize after a period of time.

A second advantage of gold is that, there will be no Riba al- Fadhuly (interest with extra commodity) as the government will no longer be able to fully influence the circulation of gold or its creation. However, the chance of exploitation will still occur because the gold coin may be debased. Debasement of a gold coin would mean that, it will have less gold in it than is stated on the coin.

This form of exploitation was quite common during the days when the gold coin was in use. The prince or king of a place would reduce the amount of gold in the coin and cheat his people. He would then keep the extra amount in the royal treasury for his own personal use and comfort. Hence; if a coin stated that, it was a 1.00 ounce coin, in reality it may have contained about 0.8 of an ounce.

This issue must be resolved before we decide to use the gold Dinar again as it is not much different from the exploitation that one suffers at the hands of paper money. Moreover; the whole purpose of Dinar or gold coin would then be destroyed.

A solution to this could be an auditing body that would inspect the gold coins to check whether they have the stated amount of gold in them or not. This is just like the quality control department in some firms, which check whether the quality of their goods is up to the standard or not.

Islamic Dinar: A Shari’ah Justified Model of Currency

Reversing to the gold standard is not possible if a country alone decides to adopt it unless a unanimous step of the Muslim world is taken positively. The first problem it would face is that of whether other countries will be willing to pay in gold coins or not. After all, it would definitely need the support of fellow countries to introduce the gold money as currency and also to economically survive while using it.

For this reason it is important that a number of countries join hands together to make a joint effort towards establishing the gold standard. These countries will then trade with one another using gold coins thus creating enough market for them to encourage the other countries that are hesitant to use them. These countries will then feel more comfortable with their usage and may even adopt it themselves if it is successful.

So far, only the Muslim countries begin to think of adopting this approach seriously. The first and foremost requirement of adopting the gold standard would be for the Muslim countries to unite. They will all have to sit together on a platform and discuss the method that is viable for them under the circumstances.

Islamic Dinar vs. Euro

It might seem that the effort of the Muslim countries to create an Islamic Dinar is similar to the efforts of the European Union to adopt the Euro. This statement however, is far from the truth.

The European Union’s job was a lot easier than that of the Muslim countries due to a number of factors that need to be explained for better understanding of the whole scenario.

· The European countries already had a strong representative organization by the name of the European Union, which is respected by all. The Muslims also have the OIC (Organization of Islamic Conference), which perhaps does not have enough authority or power to make important decision. This is very unfortunate as Islam is the second largest religion on earth and a large number of nations are Muslims whereas the organization that represents them is weak one and can barely fight for their cause. This means that the Muslims will have to make OIC stronger so as to empower it to make such an important strategic decision. For this, they will have to first unite themselves and ensure that they will support any decision made by OIC either financially or in any other way possible. This should then enable OIC to unite the Muslim nations into accepting the need for a single currency that will be used by them all.

· Another factor that differentiates the Muslim nations from their European counterparts is that, the European nations have more unity than the Muslim nations. They all trust and respect each other, in other words, the European Union is like an umbrella that further brings them together.

The European countries know and understand that they will become prosperous and successful only if they cooperate with one another. Their strength lies in their ability to unite for the same cause and this is exactly the strategy that they have adopted. The Muslims on the other hand, unfortunately lack the unity that would put them in a position to join hands together and make such an important decision. One reason for the lack of unity is that, Muslim countries are too busy solving their internal problems to pay attention to other problems. This fact can be clearly stated by the war in Palestine that has directly or indirectly affected Muslim countries around the globe. Then there is the fight in Bosnia and Kashmir whereas Somalia is busy in its battle with famine, hunger and starvation. Moreover, some Muslim countries are having conflicts with one another, which makes this goal of Islamic Dinar even more difficult. How can a unanimous goal be achieved if opposing parties are present at the table? The European countries were fortunate that they did not have to face many of these problems but that does not mean that they did not face any problems at all. 

· A major problem that they faced was the level of interest in the Euro was different for every country. Some countries were very enthusiastic as they had much to gain whereas others where lukewarm since the transition from a national currency to the Euro would not do much for their country’s economy. In fact, some of the countries might even be affected adversely. To solve this problem, the European countries decided to create a fund whereby the countries that would suffer from the Euro could be financially assisted. This would remove their fears of economic suffering and they too will be able to have at least some benefits from the Euro. The Muslim countries are also faced with the same dilemma and will have to decide their approach.

· Another problem for the Muslim countries is that, each country has its own distinct culture even though the religion is the same. Some countries might look upon this single currency as a step away from their tradition and will end up opposing the whole plan. The European countries did not have to overcome this obstacle as the culture and tradition of the European countries is almost the same with very minor differences.

· The value of the currencies in the Islamic world varies tremendously, for example the currency of Malaysia is much stronger than that of Pakistan and Bangladesh. The US Dollar is equivalent to 3.8 Ringgits whereas the value of the Bangladeshi Taka and the Pakistani Rupee is much lower. The question here is that, at what value should the Islamic Dinar settle itself ? The Malaysian government might not be willing to accept a currency that is lower in value than their own whereas Pakistan and Bangladesh will not go for a higher currency as it will affect their economic performance.

Significance of the Islamic Dinar
A number of advantages are to be gained if the Islamic countries finally decide to unite and create a single currency. These significances are itemized as follows:

· The Muslim countries will be using a currency that will be acceptable to all. The countries dealing with the Muslim countries will know that the gold in itself has value and will not worry about its depreciation or vice versa. This will result in a lot of trade among the Islamic countries and also the rest of the world.

· It will encourage trade and commerce among the Muslim nations. Even though there are many Muslim nations in the world, who have a very low level of trade and commerce exist among them. A single currency will make it easier for the Muslim countries to trade with one another and thus bring them closer in line with the broad principles of Ukhwah (brotherhood). 

· By fostering closer ties among the Muslim nations and also better trade relations, the Muslim countries will no longer be as dependant on other non-Muslim countries as they currently are.

· Presently, some Arab countries sell oil in US Dollars as they feel secure knowing that it will not lose as much through depreciation than other countries. These countries can then revert to the Islamic Dinar and ask for payments in that currency. At one hand, they will benefit because, there is a very low chance that the gold coin will lose value. On the other hand, it will help the Muslim countries as a whole by ensuring that the rest of the world will use their currency. Hence, the Islamic Dinar will make the Muslim countries financially stronger and will alleviate their current plight.

 It can also be ascertained from history that the gold coin was used during the reign of the second caliph ‘Umar Ibn al-Khattab® 
. At that time, the Dinar and Dirham went hand in hand whereby Dinar was a relatively stronger currency as compared to Dirham. This was solely due to the quantity of gold that the coin contained. What this meant was that, since 7 Dinars contained the same amount of gold as 10 Dirhams.  Therefore, they had a ratio of 7 to 10. A person willing to buy 10 Dirhams must pay 7 Dinars for it and vice versa. Thus, the concept of using gold coin or the Islamic Dinar is not new to the Muslim world. Therefore, to submit that, the gold coin system worked very well for them so there is no reason to contend that it should not work well for us too.

Final Remarks

The concept of Islamic Dinar is not new and was in use long before the paper currency came into existence. The inherent flaws in the paper currency make it unsuitable for the use as a medium of exchange and hence needs to be rejected.

A viable alternative would be to revert to the gold standard and use gold coin that we can name the “Islamic Dinar”. There are numerous benefits associated with the usage of this mode of currency if implemented successfully. Those of importance for the Muslim world are the factors that it will help the Muslim countries unite; make them stronger financially and also aid in increase trade between them. The Muslim countries will have to join hands in this effort to create the Islamic Dinar which will not only provide the world with economic stability but will also be responsible for bringing the Muslim world closer together. Although, Malaysia together with few other Muslim Nations struggle hard to make the dream comes true, but may not be accurately possible unless all Muslim nations are united to achieve the goal and hence, the unity among Muslim countries is essential or rather the foundation for success.  
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