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Dr M US has not objected to use of gold dinar in international trade

Ram an Sai d

KUALA LUMPUR, Tues. - The United States has not objected to the nove
initiated by Malaysia to use the gold dinar as the alternative currency to
the US dollar for international trade, Datuk Seri Dr Mhathir Mhanmad said
t oday.

The nove has drawn the interest of several Arab countries.

The Prinme Mnister said he could not see any objection to the nove, as
the concept behind it was simlar to that of the Bretton Wods Agreenent
of 1944, which set the framework for fixing the exchange rate of
currenci es of major trading countries agai nst gold.

However, nore tinme was needed before trade using gold could be realised,
Dr Mahathir said. This was because of the need to understand the
mechani sm pass |egislation and overcone bureaucratic red tape.

At a Press conference after opening a convention on the gold dinar at
the Putra Wrld Trade Centre, Dr Mahathir, who is also the Finance
M nister, said |like any new idea, acceptance of trading with gold could
only cone with understanding and famliarity.

I sl am ¢ banking, he said, was an exanple of where it took sonme tine
before it was accepted as another way of doing banking.

"It is the sane with the gold dinar. A great deal of interest has been
shown but the mechanism has to be worked out. It will take time," he said.
Mal aysia is discussing with Iran the use of gold to settle its bal ance

of payments.

"I'f we are successful with Iran, then we will offer those ternms to other
countries. W are ready, but many countries are not that well versed with
the nechani sm or have problens in naking a decision," Dr Mahathir said.

He also said Mal aysia would raise the advantages of using the gold dinar
in trade at the Organisation of Islamc Conference summt in Putrajaya in
Cct ober .

This did not nmean the use of the gold dinar in trade would be confined
to Islamc nations or Muslins only.

"When |slam c banking was first introduced, it only involved Mislins.
Now, it is accepted by non-Muslins as well. Conventional banks are
offering Islam c banking services."

He said a secretariat had been established in Malaysia to co-ordinate
followup activities on the use of gold in trade settlenents.

To a suggestion that Ml aysia start the ball rolling by settling its
bal ances of paynment in gold dinar, Dr Mahathir noted that this had to be
agreed to first by its trading partners.

At the convention, Dr Mhathir also spoke of a way Ml aysia could trade
with countries unable to earn nuch foreign exchange.

Under a bilateral paynments agreenent (BPA) it had drawn up, an exporter
woul d be paid in his local currency by his country's central or designated
bank while the inporter would pay in local currency to his country's
central or designated bank.

At the end of an agreed period, the designated banks would contra their
accounts to determine which country had a deficit in the balance of trade.

That deficit would be settled in an agreed foreign currency, such as the
US dollar, euro or yen. As the deficit would be far smaller than the total
trade, the need for foreign currency would be mnimal.

Alternatively, the deficit could be brought forward for future trade.

Dr Mahathir added that if the gold dinar was used, then settlenents



woul d be transacted in gold instead of a foreign currency. "But even this
could be inconvenient,” he said. "It would be easier to have a credit or a
debit note to the value of the gold.

"Gold should be transferred only if absolutely necessary. ldeally, the
gold should be held in the central banks in the form of ingots or coins of
a certain purity and value to back the value of the deficit in the bal ance
of trade."

Dr Mahathir noted that it would not be possible for all internationa
trade to be conducted in gold dinar imrediately. "For a tinme, the use of
the so-called hard currencies such as the US dollar, euro or yen would
have to conti nue.

"But pairs of countries could begin to use gold dinars to settle their
bal ances of paynent. It should then be possible to advance by involving a
group of countries."

Dr Mahathir said the benefits of the gol d-based BPA to traders and
busi nessnen were quite apparent.

By converting commercial risk associated with trade into sovereign risk,
he said such a mechani sm woul d assunme a pivotal role in enabling traders
to penetrate new, non-traditional markets with greater confidence.

"The BPA process would al so reduce the cost of doing business by
di spensing with the need for banks to confirmletters of credit.

"At the national |evel, the gol d-based BPA nechani sm would help to
diversify export markets and avoid inter-reliance on the traditiona
export narkets.

"I'n the process, we could also reduce the over-dependence on foreign
currencies in international trade."

Dr Mahathir said unlike hard currencies, gold was a nore stable
reference currency and the fluctuation in its price in any currency would
be quite limted.

"Since the trade would be conducted in gold, the prices would be as
stable as the price of gold.

"Specul ation in gold could still take place but it would not be possible
for anyone to corner the gold market sinply because it would not be
possible to deliver the gold upon settlenent. The anmobunt woul d be too big
and too cunbersonme for the rapid transactions of the currency traders."



	Dr M: US has not objected to use of gold dinar in international trade (NST 02/07/2003)

