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Abstract 

During the 1997 currency crisis, Malaysia had opted to peg its currency against 

US Dollar, (an action that was claimed by many as an uninterestingly orthodox) 

which proved to pay off. On the other hand, contemporary scholars from vast 

fields have started to revisit the possible usefulness of the gold Dinar as a medium 

of exchange, payment of zakat and dowry. This paper will aim to explore the 

impacts of the Gold Dinar on consumerism towards creating a Shariah 

compliance economy.  The impacts would be portrayed by creation of the real 

economy, improvement of wealth management, wealth creation, and trading.  
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A. Introduction 

 

The 1997 currency crisis has affected several South East Asian economies 

including Malaysia.  In overcoming the pulverized economy, capital control was 

introduced in September 1998 followed by pegging the Malaysian Ringgit to US 

Dollar.  

 

During the crisis many banks were affected and many companies were financially 

distressed.  The beginning of the crisis was initiated by the currency speculators 

and due to the severity of the attacks, the investors’ confidence started to decline. 

As a result, the foreign investors started to sell in the stock market and wanted to 

get their investment out of Malaysia because there was no point in holding 

Malaysian assets in Malaysia when the currency is depreciating.  So in 1997 we 

were facing problems in both markets currency and stock market.   

 

A closer look at the financial system of the countries affected reveals common 

enemies, i.e. the money supply. The money supply, which voraciously fuelled the 

growth of these economies, provided the basis of its own destruction. This money, 

which bulk of it supplied through the banking system, is created via the credit 

creation.   

 

In contrast, money cannot be reproduced in the Islamic economy as it could be in 

the conventional economy.  Instead, money only acts as a medium of exchange 



and not a factor of production (Vadillo, 2002).  This is when the idea of the 

revisited currency, gold Dinar arises. 

 

Gold Dinar as a medium of currency has become an interesting issue being 

discussed in any international conferences; local seminars; academic classrooms 

and also in the coffee shops.  It is inevitable that people are looking forward for 

the implementation of the Gold Dinar to replace the functions of the US dollars in 

the international trade while maintaining the local currencies for local uses as 

suggested by the former Malaysian Prime Minister, Mahathir Mohamad at the 

Organization of Islamic Conference (OIC) Summit Qatar in the year 2000.  Many 

are also hoping that the usage of the Gold Dinar could also be extended to 

domestic uses as the Dinar has a proven history and relationship in the payment of 

zakat (Zakat is the third pillar in Islam).    The uses of the Gold Dinar are as 

follows: 

1. For bilateral and multilateral payment settlement 

2. For savings because they are wealth in themselves. 

3. For paying Zakat and dowry as established within the Islamic law (Mohd 

Dali at el, 2004) 

 

Resulting from the 1997 Asian Financial Crisis people started looking up to the 

idea of the Gold Dinar.  As people are becoming aware on the stability of gold in 

its prices, which has an intrinsic value as a medium of exchange, there are voices 

of demands that could be heard for the Gold Dinar to be used in domestic trade. 



However, the Malaysian government after evaluating the consequences of 

implementing the Gold Dinar as a medium of exchange for domestic use 

suggested that, the use of Gold Dinar as an international medium of exchange is 

more appropriate. Some of the reasons could be: 

  

1. Changing absolutely the fiat money or paper money to Gold Dinar could 

affect one economy if it is not done correctly.   

2. Promoting Gold Dinar as an international trade could promote trade 

among OIC countries. 

3. The platform for the unity of the OIC countries using Gold Dinar as an 

international trade as the European countries with the Euro currency.  

4. To avoid a massive disrupts to the overall economy because as the demand 

of Gold increases the prices of other commodities will decrease (Mohd 

Dali at el, 2003). 

 

The reasons stated above could be the major hindrances of the Malaysian 

government to implement it for local use therefore the suggested implementation 

of Gold Dinar will be done part-by-part starting with the Gold Dinar being used as 

a medium of international trade within a small group of participating countries.   

 

Currently, Malaysia is suggesting the Bilateral Payment Arrangement (BPA) as 

the mechanism of the Dinar system, which is a trading between two countries 

using Gold Dinar as the currency denomination. The suggested system would not 



leave out the role of central banks and the commercial banks of the participating 

countries. As one of the major players in the economy, the central banks and the 

commercial banks of the participating countries would extend their letter of credit 

and other trade financing facilities to the exporters and importers.  

 

If the BPA succeed in promoting trade among the participating countries, 

Multilateral Trade Arrangement (MPA) will replace the BPA.  MPA is an 

extended version of the BPA but it will consist more than two countries trading 

with each other using Gold Dinar as the currency denomination (Yakcop, 2002). 

This is however depending on the level of acceptance of Dinar usage among the 

OIC countries. In the process of the implementation, rigorous studies and research 

have been done and are being done by academicians, government agencies, the 

Gold Dinar supporters and industrial practitioners. This is to ensure the efficiency 

of paradigm shift at all levels beginning from top downward. In order to be able to 

understand the Gold Dinar concept, one must set his or her mind to the other side 

of the wall such that the fiat money changes with the price of gold constant, 

instead of the gold price changes compare to fiat money. This could make it a lot 

easier for any new readers or researchers in trying to understand that the stability 

of the gold prices are of the major factors or contributions towards it coming back 

as a medium of exchange. 

 

Participations from the private sectors are also encouraging.  Companies such as 

E-Dinar, Islamic Gold Dinar (IGD) Exchange, Dinar and Dinar Sdn Bhd, and The 



Royal Mint of Malaysia are examples of companies, which have ventured into the 

Gold Dinar businesses.  The business environment in the area of Gold Dinar is big 

and waiting for the entrepreneurs to capitalize such as minting Gold Dinar, 

electronic payment system and etc. In a larger context, the implementation of gold 

Dinar could improvise in the areas of consumerism.  

 

If the public and private sectors were working towards in implementing the Gold 

Dinar then the impacts on the consumerism could be illustrated by the diagram in 

appendix 1A. 

 

B. The Impacts on Consumerism 

 

The impacts of the implementation of gold Dinar could be seen through several 

dimensions such as consumerism, political, religion, social order, technology and 

globalization.  However in this paper we will only focus on consumerism. 

 

The impacts on the implementation of Gold Dinar would affect how the 

consumers behave and protect their interest in the economic system.  This is in 

line with the definition of consumerism: 

 

“ Consumerism is a movement advocating greater protection of the interests of 

consumers or the theory that an increasing consumption of goods is economically 

beneficial” 



                   Hyperdictionary, 2003 

  

I) Real Economy 

 

If the Gold Dinar is introduced for international and domestic use, it will affect 

the way daily business is transacted. Purchasing of goods and services will be 

backed by real value or intrinsic value. The present economic system depends 

largely on artificial economy. Only a small portion of the economy is actually 

derived from real economy. The artificial economy is proven to be unstable 

because it is open to speculative and manipulation measures.  This is because the 

artificial wealth is not back by real economy, which comes from real production.  

The artificial economy could also be translated as speculative economy. 

 

Instead of depending on artificial economy, our basic essentials such as food 

clothing, lodging and utilities can be purchased by real value.  The value of the 

goods and services would be stable because, real economy with gold Dinar as a 

medium of exchange would reduce the inflationary problems associated with fiat 

money.  

 

II) Wealth Management 

 

Dinar debit card could be introduced to reduce the consumers’ dependencies on 

credit card thus encouraging savings in the real value of wealth. With the 



introduction of Gold Dinar it could curb the unsustainable forward spending that 

are encountered by the developed countries such as the United States of America.  

 

In the present system, the fiat money is failing in its role as a unit of account 

(Hifzur, 2002).  This in turn jeopardized the accounting system, massive fall in 

the quantity of wealth represented by them badly corrupted the accounting 

process, introduced massive uncertainty in expected rate of return that forms basis 

of investment that pulverized the economy (Hifzur, 2002). With Gold Dinar, 

wealth would be measured by the weight, quality and quantity of the Gold Dinar. 

Therefore there is no reason if Indonesian Dinar must have higher value than the 

Malaysian Dinar such as the existing fiat money.  One Indonesian Dinar would be 

the same as one Malaysian Dinar.   

 

As the value of both Dinars would be the same then the price of goods and 

services in both countries also would be the same.  The price of a chicken in 

Malaysia would be the same as the price of chicken in Indonesia if everything else 

are being held constant. 

 

Another reason is that the Gold price is known for its stability in price and also it 

is safe haven against inflation.  If we compare the fiat money and gold, gold have 

a perfectly negative correlation with US Dollar (Kitco.com, 2002).  

 



Furthermore, the fiat money could not perform it functions as money in wealth 

management. For example, the annual average exchange rate for Malaysian 

Ringgit has depreciated from 2.514 in 1996 to 3.924 in 1998 against the USD 

before being pegged at 3.80 per USD in September 1998. Table 1 (Appendix 1B), 

shows that the RM/USD was stable from 1990 until 1997 prior to Asian currency 

crisis. 

 

Supply of fiat money can be increased freely without limit. Increase in money 

supply beyond the increase in economy’s output leads to corresponding reduction 

in the quantity of wealth represented by money. Since money is used as unit of 

account change in the quantity of goods represented by currency corrupts 

accounting process and therefore all economic transactions that are spread over 

time.  

 

It is therefore a clear case of fraud exactly similar to the fraud that results due to 

manipulation of weights and measures. Clearly it is not permissible under the 

divine law (Shariah). While it does provide some relief to the interest based 

capitalist system it acts as a poison for the Islamic system. It is a massive fraud 

that stands to demolish all that stands for equity and justice (Hifzur 2002). 

 

 

 

 



III) Wealth Creation 

 

In the present banking system credit and money creation could further increase 

the exchange rate volatility.  This is because in the system, fiat money could be 

printed at will.  In contrast to the Dinar system, the government must ban money 

and credit creation strictly in order to support the idea of Gold Dinar. This is 

based from the basis that gold only could be produced from real production and 

not from compounding interest as the fiat money system.  

 

The proposal of Gold Dinar will only be used for the purposes of international 

medium of exchange, savings, payment of Zakat and dowry.  If the Gold Dinar is 

lend out to the public even without interest, then it will have to be included in the 

money multiplier because the money supply will increase as the process of Gold-

Banking occurs. Hifzur commented, “Gold Dinar will review Qardh Hasan (Loan 

in good faith without interest) and practice of credit sale at market price that will 

reduce transaction demand of money.  

 

This in addition to near nil demand of money for speculative purposes will have a 

short of multiplier effect on the economy” (Hifzur, 2002). Therefore the banking 

system would be savings and investment institutions, which primarily based their 

business on the profit and loss sharing concept i.e. al Mudharaba and Musyarakah 

with the aim to reduce the gaps between the have and have not.  The profit and 



loss sharing concept would reduce poverty by the increase in participation in 

economic activities. 

 

IV) Trading 

 

The Islamic economics promote trade as oppose to taking or giving interest as in 

Al Qur’an (AlBaqarah: verse 275). One of the major problems noted between the 

Organization of Islamic Conference (OIC) countries is that they do not trade with 

each other (Evans, 2003).  

 

The intra OIC trade is only 12% of the total trade of the OIC countries. In other 

words, the trade of the OIC countries with the non-OIC countries is 8 times the 

size of the intra-01C trade.  The total volume of the OIC countries is only 7% of 

the total international trade, although 60% of the natural resources of the world 

are found in the OIC countries.  Examples of the OIC countries not cooperating 

with each other are as follows:  

 

Lebanon and Turkey export butter to Belgium, the United Kingdom and some 

other European countries, while Iran, Pakistan and Syria import butter from 

Europe. Egypt is a big exporter of textiles, but Algeria, Indonesia and Iran 

purchase textiles from Europe (Yakcop, 2002). It is hope that the gold Dinar 

would become a platform as a first step to facilitate trade. 

 



D. Summary 

 

The implementation of Gold Dinar is one of the alternatives in avoiding the 1997 

currency crisis from recurring.  The gold Dinar as an international medium of 

exchange is widely accepted by the members of OIC countries.  However the 

implementation of Gold Dinar could not be done in one stroke in order to 

maintain the economic order in the countries.   

 

Therefore the Malaysian government in implementing the Gold Dinar through the 

BPA and MPA mechanism is using a step-by-step approach.  The impacts of the 

implementation of gold Dinar could be seen through several dimensions such as 

consumerism, political, religion, social order, technology and globalization.   

 

In the long run the consumers would benefit from the implementation of Gold 

Dinar from real economy, wealth management, wealth creation and increase in 

trading. In overall, it would benefit the people because transactions in real 

economy whereby purchase of goods and services are backed up by real values, 

wealth management could be improved since the Gold Dinar has intrinsic value 

and measured by weight and quality as compared to fiat money.   

 

In addition, it could reduce the gap of “the have and have not” by increasing 

participation in economic activities from profit and loss sharing concepts and it 

also could become as a platform to facilitate trade among the OIC countries. 
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Diagram 1.: The impacts of Gold Dinar on economy through consumerism

Areas in Consumerism


