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Mechani cs of using gold dinar

Pat vi nder Si ngh

KUALA LUMPUR, Tues. - Mal aysia has worked out the mechanics of using the
gold dinar as a currency for international trade, and believes that any
problemarising fromits usage can be resol ved

Prime Mnister Datuk Seri Dr Mahat hir Mhamad said the risk of
specul ati on woul d be reduced to "al nbost nothing", and world trade would
expand due to the reduced cost of business as the need to hedge woul d
practical ly disappear.

"The proposal is to make this dinar a currency for international trade
only. It is not nmeant to replace the currency of any country,” Dr Mhathir
sai d when opening the Islamc Capital Market Wek and Kual a Lunpur
International Islamc Capital Market Conference at the Securities
Conmi ssi on.

The events were organi sed by the Securities Comm ssion and Asi an
Strategy and Leadership Institute. The Prime Mnister said internationa
trade required the determ nati on of the exchange rates of the trading
countri es.

"Wth paper currency, there is no intrinsic value. The exchange rate is
therefore arbitrary and subject to mani pul ati on as we saw during the Asian
financial crisis,” he said.

Dr Mahathir, who is also Finance Mnister, said gold, however, had a
definite val ue based on demand and its val ue may appreci ate or depreciate
according to world demand and demand in a given country. He said the
fluctuation would be mnimal as dinar, being nade of gold, would largely
follow the price of gold. The local gold price would determ ne the
exchange rate for the |ocal currency against the dinar

Dr Mahathir said, the price of inmported goods in dinar can be conputed
in local currency and vice-versa for | ocal goods to be exported.

"The di nar can be held as central bank reserve. Trade need not be paid
in actual dinar but the inports and exports of a pair of trading nations
can be bal anced, and only the difference paid in dinar

"This will mnimse the need to nove the gold dinar. In fact, the
surplus or deficit can be credited or debited against future inports or
exports,” he said.

Meanwhi | e, Bernama quotes Tan Sri Nor Mhamed Yakcop, econom ¢ advi ser
to the Prime Mnister on Financial Matters, as saying that the trading
woul d have to be in the context of bilateral and multi-lateral agreenents.

Asked how cl ose Mal aysia was in inplenenting the system he said: "This
is just an idea stage."

Citing an exanple on how the mechani smwould work, he said if Ml aysia
entered into a bilateral paynent agreenent with Saudi Arabia, it would
export and inport with the Saudis. At the end of three nonths for exanple,
there would be a net bal ance.

"Either you inmport nore or export nore. You only settle the bal ance. So,
if you determine trade in gold dinar, then at the end of the three nonths,
you just settle the small net difference; you don't settle the whole gross
flow

"And so the amount that you settle is very small, so you save on the
usage of gold dinar on forex," he said.

Dr Mahathir also said Mal aysia nust be able to introduce indigenous
I slam ¢ financial products.

He said these financial products should neet the the risk-reward



profiles of investors and issuers, fulfil the tenets of syariah while
remai ni ng cost-effective and conpetitive vis-a-vis conventional products.

"If we are nmerely to confine our product devel opnent efforts to
adaptation of products in conventional markets, the Islam c capital market
wi Il have to play a perpetual catch-up gane.”

Dr Mahathir said about three-quarters of the stocks on the Kual a Lunpur
St ock Exchange are syariah conpliant. There has been a steady increase in
the percentage of Islanmc debt securities relative to total debt
securities in terns of the value of the funds raised.

Dr Mahathir said many | arge donmestic conpani es were seeking financing
t hrough the issue of long-termlslanmc papers and that I|Islam c banking had
al so started to provide noney for the venture capital industry.

On Islamc unit trust, he said although it now formed only a small
portion of the entire unit trust industry, he was confident it would grow
Dr Mahathir said in the Islam c banking sector, deposits have grown from
RVA.9 billion in 1995 to RMB5.9 billion in 1999.

VWile total assets in the Islamc banking sector stood at only 6.9 per
cent of the total banking assets in 2000, the Islam c banking sector
targets at |east 20 per cent by 2010.

On another note, the Prime Mnister said the perception that foreign
direct investment resulted in capital inflow needed to be clarified as
nost of the tinme it led to the outflow of capital.

"FDI is not always about bringing in capital. Mdrre often, the capital is
borrowed locally and used to pay for inported machinery etc., resulting in
an outflow of capital rather than inflow.

"It is vital that the capital market efficiently allocates avail able
funds to further generate growh and to ensure that we are not overly
reliant on foreign capital even as we wel cone |ong-termforeign capital
with open arns,” Dr Mahat hir said.
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