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INTRODUCTION (LUTH) which was the very first Islamic savings
institution and it was established for the special
This paper analyses the current practice of purpose of performing hajj. Upon the establishment
Foreign Exchange (FOREX) in Malaysian Islamic of Lembaga Urusan dan Tabung Haji, the
Banking Institution. Forex trading is one of the government had set up the National Steering
many issues that is dealt with under Islamic Bagkin Committee in order to establish an Islamic Bank.
law. Therefore, it is vital for us to understana th This prompted the establishment of the first Iskami
basic definition of Islamic Banking. Islamic Bangin  bank in Malaysia which was in the year 1983. This
is a banking system which offers banking activities bank is known as Bank Islam. Subsequently, many
which conforms to the IslamiShariahrules. Islamic ~ conventional banks have offered Islamic windows
banking offers similar banking facilities as the which is an addition to their conventional banking
conventional banking system except that it follaws  system.
strictly adheres to the rules &hariah or Figh al- There are four distinctive features of Islamic
Muamalat In modern banking, any business that Banking that can be highlighted. The first is the
offers good interest rates or services that isdase  prohibition ofriba regardless of it being in the form
interest and biased in favour of the capitalist and of nominal or excessive, fixed or floating. The
rich, well-to-do people is strictly rejected assitun- second is the prohibition of gamblingndésyi). The
Islamic. It is important to note that our countsy i third is that Islamic banking can only deal with
making efforts to construct a good banking systemlawful things. In other words, Islamic bank is
which is based on thghariahprinciples. prohibited from dealing with things such as drugs
Islam as al-Deen is not only a religion but in and alcohols. The forth is the elimination gifarar
fact, it serves as a set of beliefs, thoughts @peges  which means uncertainty an ambiguity in any
of life and it help creates a balanced equilibrium business contracts.
between the worldly and spiritual elements in a Generally whenever we discuss about currency,
person’s life. Muslims belief that the country wilbt we always relate it to money. This is because money
get the blessings from God in the world and heeeaft has long been the medium of exchange and it is
if they do not follow the Islami&hariahrules. usually a form of standard payment. In an economic
In Malaysia, Islamic Banking can be traced all point of view, money is defined as any good whih i
the way back to 1963. It started with the widely accepted by communities around the world
establishment of Lembaga Urusan dan Tabung Hajifor the purposes of exchange that is the payment fo

Corresponding Author: Azwina Wati Binti Abdull Manaf, Ensure th&&aculty of Law, Multimedia University, Jalan Ayer
Keroh Lama, 75450 Malacca, Malaysia.
Phone6(176988385)




164 Azwina Wati Binti Abdull Manaf et al, 2015
Australian Journal of Basic and Applied Sciences,(37) Special 2015, Pages: 163-170

goods and services and is used in the repayment of As mentioned above, in ancient times, barter
debts. system was commonly used by every traders. Barter
In the modern world, there are four main system involves the exchange of a goods or services
functions of money in our daily lives. The firsttieat with other forms of goods and services. In Islam,
money acts as a medium of exchange. The second ithere is something called thébawi items which
that money acts as a store value. Next is that ynone consist of seven items. These items are gold, rsilve
acts as a unit of account and the last is, montsyasc  currency, wheat, barley, dates and salt. Any unfair
a form of appreciation for our authorities or fourgl exchange of theibawi items will constitute tdriba
fathers of the country. For example, in Malaydieg t  al’Fadl, which refers to the additional quantity or
picture of Tunku Abdul Rahman is seen on the any form of inequality, which arises from the
Malaysian Ringgit notes because he is the firshPri  exchange of goods, which are from the similar type
Minister of Malaysia and he was the father of of ribawi items. This is totally prohibited in Islam.
Independence for Malaysia. Therefore, his pictsre i As mentioned earlierfiba is strictly prohibited in
depicted in every Malaysian Ringgit note as a form Islam.
of appreciation for all the efforts taken by him to Nabi Muhammad s.a.w had taken many
achieve Independence. initiatives to ban the unfair trade practices oé th
The birth of money is closely related to trade. In barter system. The Prophet s.a.w tried to discaurag
trade, there is an exchange of commodities. Forthe usage of barter system gradually and had in
example A sells toB two cows and in returrB will return suggested a better, fair and just monetary
have to provide some other form of commodityAto  system, which uses currency as a medium of
This results in trade. Therefore, money is the exchange. The usage of currency would certainly
commodity used as a medium of exchange in trade. facilitate the proper flow of trade and it would
provide an accurate market value in an economic
Currency In Islam: system. This monetary system helps fight injustice
In Islam, money cannot be treated, as adue to its inability to determine the fair value fhe
commodity and money cannot be traded for money.exchange of any goods or services in the barter
It is strictly prohibited in Islam because moneysinu trading system.
always work as a capital and not as a debt. Imisla The currencies used in ancient times were
money is used as a medium of exchange.mostly metal coins which consist of gold and silver
Furthermore, it is used as a store value, which isThere were two main currency unit used before and
mainly for the purpose of trading. Allah (SWT) has after the coming of Islam, which is dinar that iada
clearly permitted trade and had prohibited usury or of gold, and the second is dirham that is silveiorP
riba. to the coming of Islam, dinar was used as the
The prohibition of riba in trade was done currency unit in the Byzantine Empire whereas
gradually through four verses in the al-Quran. The dirham was used in the Persian Empire. The birth of
forth verse signifies the total prohibition idba. This Islam had brought significant changes to these
verse is in Chapter al-Bagarah: 275 which states:currency units. Several decades after the Islamic
‘Those who devour interest will not stand except as conquest of these empires, the Islamic state had
stands one whom the Evil One by his touch hasbegun to mint their own Islamic dinar and dirham.
driven to madness. That is because they say: “Trade
is like usury,” but Allah has permitted trade and Roles of Money In Islam:
forbidden usury. Those who, after receiving diraati The wide usage of these metals had led to the
from their Lord, desist, shall be pardoned for the problem of the measure and value of these metals. |
past; their case is for Allah (to judge); but thede order to overcome this problem, the state was
repeat (the offence) are Companions of the Fiey th required to seal a quantity of the metals in thenfo
will abide therein (for ever). of coins and this enabled the people to use them in
This verse clearly states thaiba is totally their exchanges. Money as we know today in the
prohibited and that whoever consunidosa will burn form of coins and paper note had first appeardgtden
in hellfire. In this verse, it is clear that the ndaiba form of coins which were made from metals such as
and trade is used together. This is because tradgold and silver as well as other alloys. Each coins
under conventional system often includes usurys Thi had their own value and its value is ascertained by
is totally prohibited in Islam. Abu Hurayrah repexit  the value of the metal content. This system ensured
that the Prophet said: “Refrain from seven deadlythat it is publicly accepted.
things: The companions asked him: What are these?  However, there were some problems with the
He said: To associate partners with Allah, sorcery; usage of gold and silver coins and this had scarred
kill a soul without valid reason in the eyes of all the economic activities involving the exchanges and
to devour interest; to devour the property of the the productivity in the economic system. These
orphan; to flee from the battlefield; and to fajsel problems had led to the development of a new form
implicate chaste, innocent, believing women of of money. There were several difficulties faced by
vulgarity.” the people if the money is in coin form. One ofrthe



165 Azwina Wati Binti Abdull Manaf et al, 2015
Australian Journal of Basic and Applied Sciences,(37) Special 2015, Pages: 163-170

were that the government swindlers had easy accesand cheques. As a result, the concepZafr has
to the coins and they had deliberately changed thebeen widened.
value and content of the coins. Furthermore, there  The next characteristic of money is the wide
were no regulated method of minting coins and theacceptability. As the society grew, a uniform mealiu
absence of this regulated method, the coins couldof exchange was required which was widely accepted
take many different forms. Therefore, there is no by the people in order for it to be fully functidrzand
uniformity in the minting of coins. effective. The third characteristic is that it ss\as a
Apart from that, there were severe inconsistency measure of value. There should be a uniform and
in the weight and content of the alloys in the soin standard measure of exchange in order for it teeser
The state had difficulties in creating an equilitoni as a yardstick for the society and in comparisath wi
between the quantity of coins and productivity iate  the values of the commodities.
the economic system. Last but not least, the people Lastly, money is a mean to store value. It is a
were faced with constant problem of carrying and norm that the values of commodities depreciate with
counting the coins that they have with them. In time and therefore it is impossible to exchangesédhe
addition to that there were many dangers that arecommodities for the same value. However, monetary
faced by the people especially highway robbery andunits is a more secure means to store value, thes,
this had contributed to the reduced capacity andusage of money would ensure a security of value and

efficiency of the transactions. it can be used to acquire any commodity.
Money And Its Chatacteristics In Islam: Forex Trading In Modern World:
In Arabic language, the term money is referred Foreign exchange trading or forex at a point was

to asNaqd There are three differing opinions by known to be something that people did when they
scholars orNaqdin the jurisprudence literature. The were travelling overseas. They would trade their
first opinion is that the terrdarr or money can only home countries currency for another and experience
refer to metals such as silver and old regardldss othe present currency exchange rate. Nowadays, when
whether it is in the form of minted coins namely one hears someone referring to forex, it is making
dirham or dinar or whether it is in the form of dol reference to a kind of investment trading that
bars. The second opinion is that only minted coins,currently has become ordinary. Traders now could
which are dirham or dinar, can be classified asspeculate on the varying values of currencies
money. Other forms of gold and silver includingdjol involving two countries. It is carried out for pitof
bars cannot be accepted as money. and sport.

The third opinion is that although gold and silver Besides that, such a trade may seem like
are the accepted forms of money, other items, forsomething, which majority would find simple.
instanceFuloos (coins which are made with bronze However, in this specific industry, there is a high
and copper instead of gold and silver), may be percentage of failure that is faced by new traders.
accepted as the medium of exchange. However, thig-orex trading is not a fraudulent scheme; it ispdym
item can only be classified as money only if it a sector that is primarily formed for insiders who
satisfies the primary conditions of money. understand it. The aim for new traders should be to

Islamic experts and scholars all around the world pull through long enough to comprehend the internal
have different views on this matter. Mufti Tagi working of forex as well as to turn into one of $ko
Usmani (Hanafi Islamic scholar from Pakistan) is of insiders.
the view that anything that is used as a medium of = The primary reason, which hangs majority
exchange and that it can store value can be dlgsif traders out to dry would have to be the ability to
asZarr. According to Dr Khalid Adnan Turkamani, utilise forex-trading leverage. The applicationtlis
any object regardless of its fosptan be termed as leverage would enable traders to trade on the rharke
Zarr, as long as it acts as a medium of exchange andvith higher amounts of money than what is available
that it could be used as a benchmark to determinen their account. For instance, if one were to érad
prices. 2:1, a deposit of $1000 could be utilised to cdntro

In Islam, money has several major $2000 of the currency of the market. Majority of
characteristics that is worthy to be noted. Thst fis brokers put forward as much as 50:1 leverage. In
that money acts as a medium of exchange. It is amost cases, new traders tend to come in and @itiat
norm for man to have certain needs of an item andthe trade with 50:1 leverage instantly without Igein
that item may be in the possession of others. dieror ready for the outcome.
for him to obtain that item, he would have to Furthermore, trading with leverage may seem
exchange something in return for the item he wisheslike an extremely great opportunity, as it is tthat
to possess. Therefore, a generally accepted mediunt could increase the probability of one makingfitro
of exchange was highly necessary in societies.hAlla however, the topic that is less spoken of is thalsio
SWT had created gold and silver to serve as aincreases the risk of one facing losses. For exampl
medium of exchange. Today, gold and silver if a trader with $1000 in their account is tradb@1
exchange had evolved into paper money, credit cardsand is putting forward $50,000 on the market, each
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pip is worth about $5. Hence, if the average daily one to obtain profits they expect at the period the
moves is 70 to 100, then in a day one’s average lostrade was made.

is likely to reach $350. Therefore, if one has made The fourth feature is involving strong market
extremely bad trade, an entire account could be lostrends. In relation to this, the forex traders gatee

in a period of 3 days and certainly that is presigni money by obtaining precise market data and then
that conditions are normal. It must be noted thatevaluating the route the market is taking. In orider
obtaining success at forex is an achievable aioméf  do this, forex traders depend densely on trends in

is to get educated and if they were to keep thesidh  foresee the route of the forex market. In most €ase
together in the process of learning. It is always traders tend to utilise technical evaluation torixe
advised to initiate with a small sum of money. past as well as present forex market data and then

In addition, the forex is also said to exist as the seek for trends. Besides that, it is known thaeoth
world’s largest financial market that puts forward financial markets utilise trends and trending hughs
unequalled advantages and benefits to thea characteristic is way rigid in the forex marks. a
prospective investor. With superior leverage ad wel consequence of rigid trending, forex markets are
as liquidity in contrast to future markets and kkgc  much vulnerable to evaluate and spot probable entry
the forex market is probably the finest financial and exit positions throughout trading.
investment one could find. The question that rises
what makes the forex market an exceptional findncia Forex Trading In Islam:
market? The few features that make the forex market  The forex market is known to rather be a varied
a great one are excellent transparency, very strondrading sector. This is because there are numerous
market trends, lower trading costs and superiordifferent brokers, separate platforms as well as a
liquidity. great deal of school of thought when it relates to

The first characteristic is lower trading costs. In forex trading. A good example on how varied the
relation to those who are dealing in stocks, theyforex market is can be seen on the Islamic forex
would have to shell thousands of dollars to trading accounts. The question that rises is fraty
commence. However, in the forex market, just with a individual could sign up with Islamic forex brokers
few hundred dollars (usually $250 or lesser), onewhat constitutes them to be Islamic accounts? The
could open a small-scale forex account and beginanswer is that Islamic forex account is said tdikee
trading. Such a feature has enabled even minorany other ordinary trading accounts excluding the
individual investors to obtain satisfactory profits interest payments, which goes with most forex
from forex trading. With lower costs like this, the trading accounts. Based on Islamic law, the payment
potential losses are hence much lower. One wouldor collection of interestripa) is severely prohibited.
also find that forex trading commonly has no In addition, Sharia law believes and imposes that
commission fees unlike other investments. BesidesMuslims should be giving in the name of giving and
that, the costs of forex trading are restrictedh® not to obtain something in exchange.
spread or the contrast between the buying andgelli
costs for a specific currency pair. Permissibility of Forex:

The second feature that makes forex market a  The era of gold and silver was one the peak of
good one is its excellent transparency. Transpgrenc Islamic banking system. However, in a modern
here gives a definition of free admission or acdéess context, the emergence of paper money of varying
trading details or information. It is a transparent value according to different areas necessitates a
procedure due to the fact that the trader has fullpractical system in the management of currency flow
admission to market data and information, which arein within the scope ofsyariah context. Thus, in
crucial to carry out flourishing transactions. In Resolution no. 9 of the OIC Resolution Conference
addition, the excellent transparency of the forex of Figh Ulamaheld in January 2002, the rules which
market would mean that the forex traders have extraapplies to metallic money i.e. gold and silver kbal
authority over their investments and could make applicable to paper money due to its inherent value
decisions as what to do based on the informationknown asi'tibariy money. This is especially so in
accessible at hand. terms of rules governingakat riba andsalam

The third characteristic is on superior liquidity.

In a forex market, traders are allowed to sell bug

currencies of their own preference. This feature of Al-Quran:

the forex market permits traders to simply exchange There are no specific ruling within the Al-Quran
currencies without upsetting or jeopardising the in terms of the application &ay’ al-Sarfin business
values of the currencies that are being traded.transactions. The provisos describe general trade
Therefore, when one decides to trade a few thousangbractices that are deemed permissible by Allah. In
dollars or even several millions, one can be cedi  Surah Al-Bagarah verse 275, what is deemed
the identical currency values during the period anpermissible are transactions which are fregilod.
order was placed and then performed. Furthermore,The verse permits the occurrence of business
such superior liquidity of the forex market enables transactions except those in whitba was included
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based on the general mentioningabfBay’ via the exchange. The hadith prohibits the application of

word al-Ribawithin said verse. credit which poses as a major issue on the pracfice
However, the permissibility of trade transaction forex under an Islamic law compliant environment.

must adhere to the conditions by which the concept

of al-Sarf operates. The elaboration and guidance ljma Ulama And Conditions Under Bay’ Al-Sarf:

offered under al-Sarf is further indulged via (A) Pillars of Bay’ al-Sarf:

numerous Hadiths of the Prophet Muhammad s.a.w  Bay' al-Sarf is considered as a trade where

to supplement the less than detail¢chujmal) foreign currency is involved. Thus, there are saver

provisions given in the Holy verse itself. pillars to whichal-Sarf is based upon in order to
fulfil the requirements of the mechanism of Islamic
Hadiths: currency exchange. Contracts, which fail to fulfil

In regards to how one should approatisarfin these pillars, are consideréakid thus rendering the
a legal context, a well-known Hadith provides the contract null and void according to thima Fugaha
much needed clarifications of how Forex could be comprising of Hanafi, Maliki, Shafi'e and Hanbali
Syariahcompliant under the concept Bay’ al-Sarf schools of thought.

The rule ofal-Sarfis predominantly derived from the Therefore, the pillars unddday’ al-Sarfare as
following Hadith, which eventually shapes the follows:
concept ofl-Sarfin modern context. l. There must be seller and buyexqidayr)

1. Yigd f.m!\ umu }'!).LAJMYJ usuul.gm:- where both parties enter into the contract without
uir- o ¥y ) g ‘_wl\ ‘_g”SL- \1\ Yie dm ¥y ) gha duress or coercion and under voluntary terms.

G G jaly 7, Il. Sighahin which both parties expresses their
It was narrated from\bu Said Al-Khudri (r.a) willingness to enter into the contract which forthe
that the Messenger of Allah said: agreement itself. This indicates that there must be

“Do not sell gold for gold except like for like and offer and acceptanceijgb wa qubu) from both
do not differentiate. Do not sell silver for silver parties. According to the Hanfi school of thought,
except like for like, and do not sell it in retufor offer and acceptance can be expressed in a manner

something to be paid latér. where the first to express the agreement is acdepte
2. Al ‘_eJJSLl Lo Y sl play 5Ny iy L 9 as ijab and the following conferment is

sl slay Sl -ﬁl-u '8 Y) el plag Huailly BENA NIy 9 s acknowledged agabul

S On the other hand, the Hambali school of
As Narrated bymar bin Al-Khattab (r.a): thought approaches the issue in a more lenient

“The Messenger of Allah said(Exchanging)  manner adjab and gabulis deemed to constitute
gold for silver is Riba unless it is done on thetsp sighahso long as it is indicated that a transaction of
(Exchanging) dates for dates is Riba unless ibised  sale and purchase had occurred between the parties.
on the spot. (Exchanging) wheat for wheat is Riba Voluntariness is mandatory as expressed in Surah
unless it is done on the spot. (Exchanging) baidey An-Nisa: 29, without which renders the contract

Riba unless it is dong on the spot. void.

3. ¥ gl Cah ) uAAJL: | Blom cs) g WU M. There must be the merchandise, i.e. the
ML \'\ 8 s ) oy | g2y m.u\ mu Ll ‘_..ust..uus price and goods of the item involved in the
R transactionfla’qudun Alaih). In the context oBay’

From the narration ohbu Bakra (r.a): al-Sarf the item must be in existence, have a value

Allah’'s Messenger said,Don’'t sell gold for and parties have ownership to the item and the@atu
gold unless equal in weight, nor silver for silver i.e. the value is known.
unless equal in weight, but you could sell gold for

silver or silver for gold as you like o (B) Conditions of Bay’ al-Sarf:
4, Odm A Ladl agle Wy JE Y As such, theFugaha had devised several
g JUl) Gl Y g AR Jall (e Jally 7 conditions in which to allow Bay’ Al-Surf to flowsh

Uthman al-Affan (r.a) reported that the Prophet without the setback brought on by civil forex
Muhammad s.a.w saidDb not sell a dinar for two  practice. There are specific conditions under Bsly’
dinars and one dirham for two dirhars. Sarf in regards of currency exchange as listedhén t

following:

There are basically several interpretations that 1. The occurrence of mutual assignment
are apparent in the Hadiths in the dealingBay’ al- (Tagabudh.

Surf Firstly, the exchange of goods or currency must 2. Exchange must be done on the spot and
be of a similar value. Secondlyha andgharar must deferment is not permissible.

not be an issue i.e. the exchange between the 3. The offer and acceptance is freekdiiyar
contracting parties must be done on the spot.al-Syart.

Suspension of a pecuniary return from another party  Firstly, there must be a mutual assignment
during the exchange must be avoided at all cost agtagabbudh)occurs between the contracting parties.
seen in the narration of Abu Minhal (r.a) on money Tagabudhis an exchange, which occurs on the spot



168

Azwina Wati Binti Abdull Manaf et al, 2015

Australian Journal of Basic and Applied Sciences,(37) Special 2015, Pages: 163-170

for both contracting parties without delay. Thus, i
order for a transaction to be valid undbery’ al-sarf
there must be a spot exchange in whadebudhhad
occurred in the process before the contractinggsart
part ways.

Wa’'d Mulzimlimits the loss suffered by parties
due to inequality of currency value and is an
alternative of sorts to allowhedging without
breaching the pillars d8ay’ Al-Sarf The practice of
Wa’'d MulzimunderBay' Al-Sarfhas is currently a

Otherwise, the transaction itself is void in the requirement imposed by Bank Negara subsequently

eyes ofSyariahlaw. According to Ibn Al-Mundhir

allowing a more efficient and innovative Islamic

(1999), thefugahahad reached a consensus wherebyforex trading in Malaysia. It must be noted, howeve
an exchange without a spot assignment i.e. boththat Wa'd Mulzim is only permissible under

parties part ways without going througggadbudh
shall render the contrafasid This is emphasised by
Imam Nawawi (1392H) whom incorporated the
words of Prophet Muhammad s.a.w i.gadan bi

situations where it is used as a ‘shield’ to prbthe
interest of contracting parties.

It must not be misunderstood as a gateway to
allow abuse of forward exchange unéay’ al-Sarf

yadini, which make spot exchange a mandatory which is prone to the exposure afba thus
requirement despite the different nature of items cancelling the instrument oél-Sarf as a whole.

exchanged.

In forex context, the rationale is to avaitba,
which would occur if deferment is allowed due te th
volatile fluctuation of a currency’s value triggagi a
loss on one party against the other. Accordindghéo t
Hanafi, Hanbali and Syafi'e sect, thtagadbudh
period is as long as both the buyer and sellerato n
part ways and is physically involved in the
transactioniftirag bi abdar).

Secondly, the main condition which is
essentially the core oBay’ al-Sarfis that where
paper money offuloos is involved, the exchange

Unfortunately,wa’d is an approach which is more
practical at a corporate level. There is still much
amendments to be necessitated in order to
incorporate the mechanism undBay’ al-Sarf As
such, it is almost as though the incorporationuafhs

an approach may give rise to a new age hybrid
system Islamic banking productwf’d andaqd

Contract Free of Khir al-Syart:

Khir al-Syartis an option stipulated in a contract
conferring parties to a right whether to proceethwi
the contract or to forgo it within a pre-agreeddim

must be done on the spot and deferment isKhir al-Syartis detrimental in a contract of currency

prohibited. Majority of thdfugahahad agreed that
exchanging items of the same genus, i.e. curremicy f

exchange as it corrupts the acceptégaul) which
is the main pillar oBay’ al-Sarf A contract becomes

currency may take place on a spot basis. Howevermandatory oncsighahhas been fulfilled.

the rules to which applies to gold and silver athim

Hadith narrated by Abu Bakra (r.a.) should be performance of tagabudh in a contract,

applied.
Majority fugaha had agreed that the rules

The occurrence oKhir al-Syart impedes the
thus
rupturing the conditions stipulated under the
principles of Bay’ al-Sarf According to Imam Al-

applied to gold and silver should also be applieabl Kasani of the Hanafi school of thought, a contract
to currency in accordance with the conclusion from with Khir al-Syart is rendered void no matter how
Academic Resolution of th€igh Conference OIC nominal the term is. However, only the Hanafi
Resolution No.9 in 2002. In the context of Islamic school of thought expressly imposes the conditibn o
forex exchange, credit purchase in prohibited underprohibition of Khir Al-Syart under bay’ al-Sarf
the Hadith narrated by Abu Al-Minhal (r.a) on Majority of the fugaha are of the opinion that the

money exchange.

Forward Exchange and Wa’'d Mulzim:
Conversely, forward exchange tredging is an

essential instrument where both parties agree to
exchange two chosen currencies at a precise time ithat

the future. The instrument is vital in order to et

buyers from currency price fluctuation. Howeveg th
uncertain nature of the practice
breaching the pillars undeBay’ al-Sarf Thus,

condition itself is optional as the first and seton
condition to application ofBay’ al-Sarf i.e.
tagabudhand spot exchange is an implied condition
of the prohibition oKhir al-Syartin contracts.
In short, majority of thédugahaare in agreement
mutual assignment tagjabudh and spot
exchange forms the basis of requirement&ay’ al-
Sarf The prohibition ofkKhir al-Syartin a contract,

is obviously though emphasised by the Hanafi School of thought,

is also conferred by the rest of thejahain a more

majority fuqgahaagrees that forward exchange should subtle manner.

not be permissible undéay’ al-Sarf Nonetheless,

ConsequentlyBay’ al-Sarfthreads the thin line

the Syariah Advisory Council of Bank Negara had betweenriba and trade of currency in a modern

devised a scheme known ¥fa'd Mulzimto enable
forward exchange to bseyariah compliant under
Bay' Al-Sarf Wa'd Mulzim essentially binds the

context. The wisdom of scholars in devising
ingenious principles to adhere 8yariah compliant
environment in forex exchange is a field, which is

promisor to make a statement to the other party onconstantly in need of further innovative approaches
his voluntariness to bear the risk of breach of The pillars and conditions d8ay’ al-Sarfis hence

promise in the future.

formulated to allow an exchange of currency without
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the involvement ofriba, while making the product predetermined date for exchanging currency are

itself permissible undgdukm Syariah ruled to be prohibited. The Academy recommended
that the government should regulate trading cugrenc
Fatwa For Forex: so that it is in conform t&hariahprinciples in order

It is well known thatijma, i.e. consensus of to avoid financial crises and economic fluctuations
jurists, is a secondary source of Islamic law. In
modern governancdatwa committee is set up to Fatwa of Malaysian National Fatwa Committee:
collect opinions of a group of scholars learned in The Malaysian NationalFatwa Committee has
Islamic law and make rulings for contemporary addressed the issue of currency trading in it 98
issues. In Malaysia, each state has its datwa Discourse of the Fatwa Committee. In this rulirtg, i
committee and the Nation&datwa Committee is at  was affirmed that currency isrdawi item. As such,
the federal level. Bay’ al-Sarfshould fulfil the general conditions of
It must be noted that the authoritative opinions sales and purchase as follow:
of the Organisation of the Islamic Conference (1) The contracting parties must be qualified to
International Islamid=igh Academy will usually be  perform the contract;
followed by the Malaysiafiatwa committees. Thus, (2) The purchase price must be made known to
the rulings of the Academy on currency trading Ishal the contracting party;
also be scrutinised under this section in order to (3) The goods must be in existence, owned by
study Shariahcompliance issue of such trading in the selling party, and transferrable; and

this country. (4) The offer and acceptance must be valid
(sighah).
Fatwa of OIC Islamic Figh Academy: The Committee laid down three additional
The dispute on paper money is settled during theconditions forBay’ al-Sarfas follow:
third session of the OIC Islamigigh Academy in (1) The two contracting parties must possess

October 1986. In Resolution No. 21, paper moneythe items exchanged before they separate;
has the same effect as gold and silver, and tHus al (2) The exchange must take place on the spot
rulings for gold and silver shall be applicabletbe and cannot be deferred; and
paper money. This in effect makes paper money a  (3) The offer and acceptance must not involve
ribawi item, whereby currency exchange can only be any optional condition.
done on the spot. However, the discussiornBay’ Naturally, such contract must also be freeilod
al-Sarf i.e. contract of exchange of money for (usury), credit term, gambling,gharar fahish
money, had been delayed due to lack of detailed(excessive uncertainty), oppression or exploitation
study. The Committee went on find that individual spot
During the sixth session in March 1990, in foreign exchange electronic transactions invaliza
Resolution No. 53/4/6, currency trading was briefly as they charge rollover interest, credit term by w&
discussed in the context of possession. Traditignal leverage, gambling as the parties do not possess th
possession of something means that it must becurrency, andgharar fahish as the terms are
physically tangible. However, a sum of money in a ambiguous. Therefore, such transactions were ruled
saving account of a bank does not fit in literafijo to be prohibited.
this interpretation. It was in this Resolution that Nonethelessfatwa rulings in Malaysia have no
possession was interpreted to include constructivedirect legal effect even though they are well
possession. As such, a person may make a currencsespected by the Muslim community. As such, the
exchange standing in his own account because hgovernment will have no authority to punish any
possesses the money even though he does ndtluslim who has gone against any fatwa ruling
physically having it. One point in this Resolutin  unless it has been enacted into written law. Heitce,
that if the transaction has to take some time to beis necessary to look into the Malaysian written taw
completed, such delay is acceptable. see how foreign exchange is regulated $trariah
During the seventh session in May 1992, in compliance.
Resolution No. 63/1/7, two modes of transaction had
been agreed to be permissible for currency trading.Conclusion:
The first mode involves a contract where one seller There are divergent perspectives by different
who validly possesses the sold merchandise performscholars on the permissibility of the currency
immediate delivery of it to the buyer and the later exchange trading. Some scholars strongly oppose to
makes immediate payment of its price to the former.it. More conservative ones even reject the use of
The second mode involves a contract where thepaper money. Nevertheless, it is of great public
immediate delivery of goods and immediate paymentinterest (naslahah mursalgh that such practice
are made with the guarantee of the market authority should be permissible, as otherwise it will poseagr
During the eleventh session in November 1998, difficulties for the modern business to take place.
in Resolution No. 102 (5/11), all rulings above #er Taking into account of rapid globalisation and
reaffirmed. Moreover, deferred sale of currency and economic growth, currency trading is almost



170 Azwina Wati Binti Abdull Manaf et al, 2015

Australian Journal of Basic and Applied Sciences,(37) Special 2015, Pages: 163-170

inevitable. Therefore, currency trading should be Academy 1985-200QJeddah: Islamic Development
permissible under the Islamic law. Bank.

However, that does not mean that all Al-Kasani, 1998.Bada’i al-Sana’i Fi Tartip al
conventional practices of currency trading are Syara'i',j. 2, Beirut: Dar lhya’ al-Turath al-‘Arabi.
permissible under the Islamic law. Currency trading M. Zarra Nezhad, 2004. A Brief History of
in the context of Islamic banking must be Money in Islam and Estimating the Value of Dirham
conforming to theShariah principles. In Malaysia, and Dinar. Review of Islamic Economics, 8(2): 51-
this is currently managed by the SAC of the Central 65.

Bank of Malaysia. Various products of currency Muhammad Ibn Ahmad al-Ansari al-Qurtubi,
trading in nature had been proposed by various1993.al-Jami’ li al-Ahkam al-Qur'an j. 3, Beirut:
Islamic financial institutions and being approved t Darul Kutub al-‘limiyah.

be Shariahcompliant. It is foreseeable that there will Muhammad Ibn Ahmad al-Qurtubi, 1998.
be more Shariah compliant products in currency Bidayah al-Mujtahid wa Nihayah al-Mugtasifl 3,
trading as a result of the creativity and innovatid c. 2, Beirut: Dar al-Ma'rifah..

the product engineers in the Malaysian Islamic Ibn  al-Mundhir  al-Naysaburi and lbn
banking industry. Muhammad Hanif, 199%Al-ljma’, 2nd edn., Ajman:
Maktabat al-Furgan.
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