
Introduction

All praise belongs to the Creator of the universe and all its contaminants and we
invoke the peace and blessing from Allah the Majestic upon the blessed
messenger, the seal of prophets, Muhammad (SAW).

A major part of our day to day life is seperate from the mosques and prayers,
rather the majority of our day and night goes to regular day to day activities that
are a part and parcel of being human. These affairs range from family life,
parenthood, marriage, work, education, social work, and numerous other
activities. One of the major concerns of our lives is our finances and the wealth
we attain. Islam is a relgion that provides rules and regulations that legislate for
us a upright and righteous way of life, both inside and outside of our worships
and rituals. These legislations govern our money matters and investments as
well.

With the ever-growing economic changes in the global economy it is important
that Muslims are prepared to address these issues and apply the religious laws
to these issues. For this reason I have summarized a detailed study of currency
trading in the world most liquid market known to man, the FOREX market.

The objective of this is to observe the different aspects that exist in currency and
specifically FOREX trading and to study this under the guidelines of Shari’ah law.
The purpose of this is to provide clarity to the basic Muslim on the details of
FOREX and its Shari’ah ruling.

We pray and implore Allah Ta’ala to accept this study and to make it sincere for
His pleasure alone, and beneficial for the Muslim world. Ameen.
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Chapter 1: An Islamic Perspective On Wealth

In the Quran Allah Ta’ala mentions wealth as a test and trial. Allah says, “Your
wealth and children are only a test, but Allah ˹alone˺ has a great reward.”
[64:15] A fitnah does not mean that it is haram or necessarily wrong to have
wealth in oneself's life. A fitnah means that wealth just like one's children or
offspring can be means of test and tribulation for one who is granted it, or even
when one lacks these blessings. Due to the shere love of wealth that comes
naturally to all human beings it is essential that we fulfill the rights of that wealth
by first and foremost ensuring that the wealth we acquire is halal and lawful for
us to consume.

Ibn Mas’ud reported: The Prophet, peace and blessings be upon him, said, “The
son of Adam will not be dismissed from his Lord on the Day of
Resurrection until he is questioned about five issues: his life and how he
lived it, his youth and how he used it, his wealth and how he earned it and
he spent it, and how he acted on his knowledge.”

Source: Sunan al-Tirmidhī 2416

This hadith establishes the importance of being cautious and observant
regarding how our wealth is obtained as well as how it is spent. Wealth, even if
acquired through the right means, does not allow us to do as we wish with that
wealth. A person must pay their zakat and fulfill their responsibilities to their
family, while also adhering to Shariah guidelines and requirements when
investing or when using ones wealth in hope of increasing ones wealth.

In this regard Allah says, “Those who consume interest will stand ˹on
Judgment Day˺ like those driven to madness by Satan’s touch. That is
because they say, “Trade is no different than interest.” But Allah has
permitted trading and forbidden interest. Whoever refrains—after having
received warning from their Lord—may keep their previous gains, and their
case is left to Allah. As for those who persist, it is they who will be the
residents of the Fire. They will be there forever.” [2:275]

In this verse we are educated on the fact that riba (usury) is prohibited in Islam
and is not equivalent to profit acquired by halal business or investing. This
clarifies for us that the outcome of one's wealth not be Shari’ah compliant for it to
be considered halal, otherwise it is void of virtue and to acquire wealth in the
wrong way itself is a great sin and the wealth is voidless of blessings. In this
regard Allah says, “Allah has made interest fruitless and charity fruitful. And



Allah does not like any ungrateful evildoer.” [2:276] Like so, riba is an action
that holds no barakah in the sight of Allah and brings ones into ruin and failure.

On the other hand, wealth if both acquired through the right channels as well as
spent or re-invested in the right ways is a praiseworthy act. Dealing in this way
will ensure blessings in wealth as well as amassing righteous deeds during this.

Even just the pursuit of wealth in the correct manner is praiseworthy. One is not
considered to be a bad or greedy person in doing so. narrated on the authority of
‘Amr ibn Al-‘Aas, may Allah be pleased with him: “The Prophet sallallaahu
‘alaihi  wa sallam, sent for me, commanding me to pack my clothes and
arms and go to him. I did what he asked and came to him while he was
performing ablution. He looked at me from head to toe then said: ‘O ‘Amr, I
want to send you in charge of an army so that Allah will bless you with
spoils, and I will give you your lawful share of the spoils.’ I said: ‘I did not
become Muslim in pursuit of wealth; I became Muslim out of the desire for
embracing Islam so that I would be with the Messenger of Allah, sallallaahu
`alaihi  wa sallam!’ He said: ‘O ‘Amr! How excellent lawful wealth is in the
hands of a righteous person!’” [Ahmad and Al-Bukhari.

Spending one's wealth in the right avenues is also a very blessed act. The
Prophet, sallallahu ‘alaihi  wa sallam, said: “This wealth is sweet (alluring);
whoever earns it lawfully and spends it rightfully, then what excellent help
it is!” [Al-Bukhari]

In regards to investing and growing wealth, there are many proofs for the validity
of this and the virtue of it, when done in the correct manner. The benefits of
investing are tremendous and it is naturally beneficial for the economical
infrastructure that exists. It also allows a person to be independent of the
government wealth and reduces the overall poverty in the country. It is reported
that Abu Wail, the close companion of Ibn Mas’ud (RA) said, “A single dirham
from business is more desired to me than 10 dirhams provided by the
government.” [Ibn Abi Shaybah]

Some of the most basic and core benefits of investing and business are the
following:

1) Staying ahead of Inflation: With the constant changes in currency values
that are inevitable it is important to stay ahead of the rising costs in the
economy. Inflation causes the costs of basic goods and services, let alone
luxuries, to rise throughout time and the lack of financial guidance in this
regard is harmful for the basic Muslim and the overall Islam community.



Sufyan Al-Thawri (RA) had stated, “If it were not for wealth the
governments and soverenties would take advantage of us like we were
handkerchiefs.” [Mishkat]

2) An increase in availability of essentials and competition: An economy that
contains more businesses and entrepreneurs results in the increase of a
country's GDP as well as reducing the changes of monopolization in the
economy. This leads to competition in basic goods and services and allows
for more sustainability as well as reducing the poverty in society.

Narrated by Jabir Bin Abdullah (RA) that the Prophet (SAW) said, “Allow the
people to be! Allah will sustain them by way of each other.” [Muslim]

Anas bin Malik (RA) says, “Prices inflated in the era of the Prophet (SAW)
so people said, O Messenger of Allah, determine the prices of goods for
us.” The Prophet (SAW) replied, “Verily Allah is the determiner of prices,
The Restricer, The Extender, The Provider. I desire to meet my Lord while
there is no one between Us claiming against me a wrong in wealth or
blood.” [Ahmad]

3) Independence from government assistance: If a person strives in business
then the wealth that they acquire will provide them with security as well as
freedom from relying on the government. This allows one to be more
dignified in society and a contributor to the infrastructure rather than a
dependent.

Narrated by Muhammad bin Thawr Al-Sana’ani (RA), he said “Sufyan
Al-Thawri (RA) was passing by while we were sitting in the sacred mosque
and said to us, “Why are you sitting here?” We replied, “What else should
we do?” He (RA) said, “Go search for Allah’s bounties of wealth and do not
be dependent on the Muslims.” [Al-Iqtisaad Al-Islami]

4) Providing long term security for oneself and their family: It is a sunnah to
take advantage of one's wealth and to spend it correctly. This means it is
beneficial both to invest and to save wealth. Saving and investing is not a
representation of a lack of reliance of Allah, The Sustainer, rather it is a
method Allah has put upon all humans. It is so important that is also
forbidden to waste wealth in Islam.  It is an ignorant misunderstanding to
expect people to not prepare themselves for difficulties and struggles that
exist in this world. Islam teaches us to prepare and to be proactive in our
financial affairs.



Narrated by Abu Hurairah (RA) that the Prophet (SAW) said, “Allah does not
like wasting wealth, excessive questioning, and hearsay,” [Majma’
Al-Zawa'id]

The Prophet (SAW) said to Sa’d bin Abi Waqqas (RA), “Verily for you to
leave your family wealthy is better than to leave them poor begging
people.” [Bukhari]

Narrated by Umar Bin Khattab (RA) He said, “The spoils taken from Banu
Nadir which Allah gave to the Messenger (SAW) without the involvement of
Muslims horses and camels was solely for the Messenger (SAW). The
Prophet (SAW) used this wealth and spent it on his family for an entire year.
Whatever remained He (SAW) used for armory in war and preparation for
the path of Allah. [Bukhari]

5) Invested wealth is active money: Money if left to sit without any investment
is considered dead money and does not retain any return or yield. Actually
with the inevitable application of inflation the value of wealth itself can
reduce overtime. Thus it is essential to invest to avoid all of one's wealth to
be consumed by taxes, charity, and other costs. An example of this is
using an orphans money while they are underage to grow so it is not
depleted by the time they reach age.

Umar bin Khattab (RA) would urge that the wealth of orphans be invested
even though the verses of Quran emphases the severeness of
mishandeling this wealth. He (RA) said, “Gain wealth through the entrusted
wealth of Orphans so that zakat does not eat that wealth eventually.”
[Al-Darqutni]

When we observe the numerous Quranic verses and Sunnah we find that wealth
is a bounty from Allah for one who fulfills the requirements of acquiring that
wealth and the obligation in discharging it. Otherwise it is ruin, even if one is
showered with wealth and is extremely affluent there is no value in it if the rights
of wealth are not upheld in earning and spending.



Chapter 2: Currency Throughout History

Money is an essential part of human civilizations throughout history. Although
methods of money and mediums of exchanges have changed over time
throughout history it is still an essential part of a basic financial system. Currency
as we know today has evolved drastically from the ancient times. The
development of civilizations and technology has affected the method of currency
and even the exchange systems that exist.

The world has evolved from civilizations that utilized the barter system for
currency into what we have today as a decentralized system of crypto currencies
that are fully electronic and contain no tangible aspect. Throughout history there
was the barter system, gold and silver coins, vouchers, cash notes, coins,
electronic cards, and even crypto currency today.

The barter system is the oldest method of exchange and began in 6000BC,
introduced by Mesopotamia tribes. Under the barter system goods were
exchanged for other goods. The system then evolved and goods like salt and
spices became popular mediums of exchange. Ships would sail to barter for
these goods in the first ever form of foreign exchange. Eventually, as early as 6th
century BC, the first gold coins were produced, and they acted as a currency
because they had the critical characteristics like portability, durability, divisibility,
uniformity, limited supply and acceptability.

Gold coins became widely accepted as a medium of exchange, but they were
impractical because they were heavy. In the 1800s countries adopted the gold
standard. The gold standard guaranteed that the government would redeem any
amount of paper money for its value in gold. This worked fine until World War I
where European countries had to suspend the gold standard to print more money
to pay for the war.

The foreign exchange market was backed by the gold standard at this point and
during the early 1900s. Countries traded with each other because they could
convert the currencies they received into gold. The gold standard, however, could
not hold up during the world wars.

The massive Depression of the 1930s, felt worldwide, marked the beginning of
the end of the gold standard. In the United States, the gold standard was revised
and the price of gold was devalued. This was the first step in ending the
relationship altogether. The British and international gold standards soon ended
as well, and the complexities of international monetary regulation began.

After the conclusion of the gold standard we find that in our current digital age,
economic transactions regularly take place electronically, without the exchange of



any physical currency. Digital cash in the form of bits and bytes will most likely
continue to be the currency of the future.

Based on the historical precedence we can expect that currency will continue to
change as the world evolves and it is vital to study and apply the Islamic
legislations to conclude the rulings and conditions when changes occur in
society.



Chapter 3: Currency In Islam and its History

In chapter 2 it was mentioned how currency has evolved significantly throughout
the history of human civilization. These changes are so drastic that the modes of
currency have little to no connection to each other throughout the past apart from
the objective of exchange and trade therein. When taking this into account we
can observe that currency is extremely finite and subject to change whether
centralized or decentralized.

Scholars like Mufti Taqi Uthmani, Imam Gazali, and Ibn Taymiyyah (RA) have
discussed currency in detail and established that money itself does not contain
an independent usufruct. Therefore money whether in the form of coins, paper,
electronic currency, or digital money have no intrinsic value. The sole purpose of
money is to be a medium of exchange that is accepted in the economy and it
provides a representation of value.

The famous Imam Ibn Taymiyyah (d.728H) states, “The physical body of
money is never the object of acquiring money, rather, it is the
counter-exchange which is the objective and benefit of money.” [Majmu’
Al-Fawata]

In agreement with this statement the president chairman of AAOIFI, Chief
Justice, Mufti Taqi Uthmani (RA) has mentioned that money itself has no purpose
apart from the benefit of acquisition by way of exchange. We deduce from this
that without this fundamental concept applied to money it will retain no value and
seize to be of use. For example, if canadian dollars ceased to be used in the
economy and were forsaken as a medium of exchange then the value would
seize to be determined by way of dollar bills such as 5, 10, 50, and 100. This is
indicative that without currency being accepted as a value of exchange it cannot
retain value.

With this being said, it is clear that Islam accepts currency as a medium of
exchange, but does not reckognize it to contain intrinsic value.

These are the general concepts of currency and oversee the rules and
regulations application to money. However there is one exception to this rule
which existed in the early Islamic-Era as well as throughout the world in the
ancient barter system. In this exception it is found that sometimes certain goods
that had non perishable value could also be used as currency and were common
methods of exchange. This is due to the fact that these goods did not face the
general concept of age, expiration, and general restriction that were applied to
average commodities. Examples of these types of currencies were salt, wheat,
barley, and dates. Since early human civilizations also relied heavily on these



basic commodities to stimulate the market and to provide trade value the rules
applied to currency in Islam also included these items.

Ubadah Bin Saamit (RA) reports that the Prophet (SAW) said, “Trade gold in
exchange for gold, silver for silver, wheat for wheat, barley for barley, salt
for salt in similar quantities in a present transaction. However if these types
of goods are not exchanged with a similar type then trade as you wish as
long as it is a present transaction.” [Tirmidhi]

This hadith is an extremely well documented narration found in all the major
books of hadith that oversee the rules of currency and within this hadith food
times that were used in the barter system had also been mentioned. Since food
items used in the historical barter system still have intrinsic value apart from
being a medium of exchange it shows that this is an exception to the general
concept of currency. This exception is valid in items that do not perish or decay
like other normal commodities.



Chapter 4: The Rules of Currency Trading in Islam.

In Islam all actions both monetary, social, and spiritual are goverened by the 2
divine sources, the Quran and the Sunnah. When dealing with modern day
issues we cannot forgo the rules of the Quran and Sunnah that dictate the
permissibility and impermissibility of our affairs.

To provide justice to this discussion we must first understand that the Quran and
Sunnah have determined the rules are regulations around our affairs and have
done so with absolute wisdom and truth. We as muslims are required to base our
studies and deductions on this presidency. Then, and only then can we come to a
conclusion that suits our religious way of life and harmonises with Islam as
opposed to relaying on our desires and imperfect human intellect.

Allah says in the Quran, “It is not for a believing man or woman—when Allah
and His Messenger decree a matter—to have any other choice in that
matter.1 Indeed, whoever disobeys Allah and His Messenger has clearly
gone ˹far˺ astray.” [33:36]

Within the same context the Prophet (SAW) said, “What I had prohibited you
from you must avoid and what I have instructed you to do, complete it
within your capacity. Verily excessive questions and disagreeing with their
prophets (AS) had ruined the people before you.” [Ibn Majah]

This unequivocally engraves in our faith that the Quran and Sunnah are the main
sources that navigate us throughout our lives and educate us as per the rulings
on our day to day affairs.

With this being said, it is only fair to note that with the advancement of
technology and ever advancing platforms that exist in the modern world it
sometimes becomes very difficult to connect our current affairs directly with the
Quran and Sunnah since the application has changed throughout history. For this
reason the scholars of Islam have applied well documented rules and
jurisprudence that govern and assist the methods of deducting new founded and
future issues in accordance with the Quran and Sunnah. For this reason we will
need to discuss in detail the different schools of thoughts and their rulings
pertaining to currency trading. This will assist us in coming to a mainstream view
inshaAllah, without holding a biased view.

According to some jurists, fiat currency is regarded as a replacement for gold and
silver. Thereby, a fiat currency itself attracts the characteristics of the respective
precious metal. The currency of any given country is seen as if it were the gold it



once was based on. As a result, the laws of trading gold and silver apply to fiat
currencies in an identical manner.

Another opinion argues that fiat currencies hold the same legal position as Fulus
(copper money) in classical legal thought. Historically, Fals (single unit of copper
money) used to be a locally restricted currency for small transactions. This view
is supported by the fact that fiat currencies share a feature of Fulus in that they
are not weighed or measured in volume but counted. Gold and silver are
weighed. Like copper money, fiat currencies are a standard for prices.
Furthermore, its value changes like that of copper coins did. This is due to the
fact that the face value of fiat currencies exceeds the intrinsic value.

A third opinion suggests that fiat currencies are an independent type of money.
They can be seen as one thaman among many. In this conception, different
currencies as well as gold, silver, and Fulus are regarded as different types of
money7 .

The AAOIFI considers fiat currencies to be a new breed of currencies which are
in the same category as gold and silver. Fiat money is deemed to be Thaman
Haqiqi (real money) and as a result, shares the same rulings as commodity
money such as gold and silver. This is because free-floating fiat currencies have
replaced gold and silver as a medium of exchange and are considered to be
money today. As a result, the rulings of Sarf (money exchange) applies to fiat
money also.

The schools of thought in Islamic Jurisprudence contain 4 major schools: the
Hanafi, Shafi, Maliki, and Hanbali school of thought. In the following discussion
we will discuss the rulings that have been documented in each of these schools
regarding currency trading.



The Hanbali School of Thought

Trading money in exchange for money falls under the chapter of ‘sarf’ and ‘riba’.
The hanbali scholars have stated that to trade currency in exchange for currency
is permissible as long as it is a spot trade with complete transfer of ownership for
both parties and it is equal in weight. It may be different in weight in the case of
two separate currencies provided that the transaction is still a spot transaction.

This is the official opinion held by the hanbali school and is found in books such
as Al-Mbdi’ fi Sharh Al’Muqni’, Umdat Al-Ahkaam, and all other major Hanabli
books of jurisprudence.

When a currency is traded for another currency and is no spot trade occurring
then it is considered to be an invalid transaction and falls under riba nasee’a
(usury by way of deferral).

The stance of the Hanbali school has been well founded on the numerous
narrations that are authentically chained on the prohibition of conducting trading
in wealth without observation of these mandatory conditions. One of these is the
narration of Abdullah Bin Umar (RA) that the Prophet (SAW) said, “Trading
Dinar for Dinar must be similar in quantity and immediate exchange. Verily I
fear upon you an impermissible surplus which is usury (riba).” [Ibn Adiy]



The Maliki School of Thought

The Maliki school of thought has applied conditions around the guidelines of
currency trading based on the numerous hadiths that have been narrated in
money exchange.

An example of one of these many texts is narrated by Abu Saeed Al-Khudri (RA)
that the Prophet (SAW) said, “Gold must be in exchange for gold in the same
amount silver in exchange for silver in the same amount. Whomsoever
increases one end has engaged in usury.” [Ibn Asakir]

From this hadith the maliki has deduced that when exchanged the same currency
the weight must be the same.

The second condition applied is spot exchanged which means that both parties
must exchange their currencies instantly and there can be no delay in the
exchange nor deferral.

If the currencies between two parties differ then the weights may differ as long as
the payments are made immediately.

This has been the established opinion in the great works of the past Maliki
scholars and their books such as Bidayah Al-Mujtahid wa Nihaya Al-Muqtasid
and Irshad Al-Salik ila Af’al Al-Manasik.



The Shafi School of Thought

The Shafi school of thought has applied a more general rule to the concept of
riba (usury) and the items that fall within that category. According to the Shafi
school of thought riba (usury) it is the impermissible difference in quantity applied
to a transaction that has both parties trading the same type of item, mainly
money, gold, silver, and food items or other food stock.

This basis of this concept is the famous hadith narrated by Ubadah Bin Saamit
(RA) that the Prophet (SAW) said, Trade gold in exchange for gold, silver for
silver, wheat for wheat, barley for barley, salt for salt in similar quantities in
a present transaction. However if these types of goods are not exchanged
with a similar type then trade as you wish as long as it is a present
transaction.” [Tirmidhi]

Since in the hadith food items have been included the Shafi scholars have noted
that all types of foods that are consumed and stocked are included in the types of
usury wealth. However the conditions that apply to the rules governing these
transactions are similar to the other schools of thought; which require a spot
transaction and equal quantities of weight when trading homogeneous goods.
The Shafi scholars have also put a large emphasis on the impermissibility of
selling any food item ranging from salt, wheat, and barley to even saffron,
mustard seeds, and raisins.

All types of currency and precious trading metals as well as food items fall under
possible riba items and the conditions must apply whenever trading these items.

In conclusion the conditions for trading such items remain the same as in the
other schools of thought. The difference is that more items fall under these
restrictions and conditions in the Shafi school compared to the other schools of
thought. These are the official opinions found in books like Al-Umm and other
major books.



The Hanafi School of Thought

The Hanafi school of thought similar to the other schools of thought have based
the condition of trading currency on the same narrations. The Hanafi scholars
have concluded that riba (usury) is of two types: Riba An-Nasee’ah (Usury by
way of deferral) and Riba Al-Fadl (usury by way of a surplus).

In one narration narrated by Abu Bakrah, Nufayi’ Bin Al-Harith (RA) the Prophet
(SAW) stated, “Do not trade gold for gold unless in equal quantities and do
not trade silver for silver unless in equal quantities. However you may trade
gold for silver and silver for gold as you with.” [Bukhari]

Based on this narration and other narrations that have been authenticated by the
scholars of hadith the hanafi scholars have established conditions in trading all
homogeneous commodities and currencies. Whether the currencies are absolute
currencies like silver, gold, and dollar, or whether the currencies are finite such as
wheat, barley, and dates.

In the case where 2 homogeneous currencies are traded with each other, like
gold for gold, the transaction must adhere to 2 mandatory conditions. First and
foremost the currencies must be of the exact same weight or quantity. Second to
this both parties must transfer complete ownership of each currency immediately
and any delay will cause the transaction to be invalid.

With this being said, if the scenario is such that one type of currency is being
traded for another type of currency, like gold for silver, then only 1 condition
applies to the transaction. The condition of immediate and mutual transfer of
ownership, however the quantities and weights are not required to be similar.
These are the well documented positions that can be found in all major hanafi
books such as, Al-Qudoori, Al-Hidayah, Bahr Al-Ra’iq, and many more.



A Summary and Conclusion of the Different Schools of Thought

After discussion the different approaches towards currency trading and
transactions within both finite and general currencies from the four major schools
of jurisprudence in Islam, we can conclude the following points.

1. All of the schools of thought have established their opinions on similar
authentic narrations without dispute over the authenticity of these
narrations, since these narrations are in the plentiful and are narrated in
almost all books of hadith including the 6 most famous compilations.
Therefore the concept of currency trade is well founded in Islam and
well-known to the scholars of the early era.

2. All of the schools of thought agree on the basic ruling that it is permissible
to trade in currency and there is no harm in trading itself, provided that all
the rules and regulations are applied and not overlooked.

3. All of the schools of thought have forbidden that 2 homogies or indifferent
currencies be traded together with each other unless they are of the exact
same quantity.

4. All of the schools of thought have permitted that when 2 different
currencies are traded then it is permissible, then and only then, to have
different quantities of each currency.

5. Lastly, all of the schools of thought have required that whether a
transaction consists of similar currencies or different currencies, it is NOT
permissible to trade unless a spot transaction has been made and both
parties have transferred complete ownership of the curries to each other.

In conclusion it is important to note that though slight differences may exist
between the schools of thought on their methods of determining currency and
what items may fall in these conditions, they all unambiguously and unanimously
agree that the conditions overseeing these transactions are mandatory and
cannot be forgone. Thus it is very important to note that the ijma’ (consensus)
itself in this regard holds substantial weight in objectively establishing the fact
that currency trading is governed by stricter shariah standards.



Chapter 5: What is FOREX?

After discussing numerous aspects of the currency ranging from the perspective
of wealth in Islam, currency and its development throughout history, as well as
the shariah opinions and methodologies applied to the general ruling of currency
in Islam, we have now come to the beginning of the objective itself, FOREX
trading.

From here on we will discuss the numerous intricacies of FOREX trading and the
Shariah ruling on this subject. To fairly come to this judgement we will need to
first introduce FOREX and define FOREX to eventually cover all aspects of this
issue and to provide as much information as possible in order to complete a
non-bias verdict on this subject.

Firstly, the name FOREX is an abbreviation for referring to the foreing exchange
market. On this market, currencies are traded all over the world in small amounts
and even in billions of dollars with other currencies. Foreign exchange trading
has been one of the fastest-growing activities among private investors in the past
15 years.

Forex is sometimes referred to as FX or currency trading. Forex trading is the
simultaneous buying of one currency and selling another. The forex market is
where businesses, governments, banks and traders come to buy, sell and
speculate on currencies. It is open for 24 hours a day, 5 days a week as it has
trading centres in different time zones across Sydney, Tokyo, Hong Kong,
Singapore, Frankfurt, Zurich, London and New York.

With no central marketplace, forex trading is conducted electronically over the
counter. This means the market is active at all hours, resulting in price
fluctuations and many opportunities to make gains from currencies rising or
falling in value throughout the day.

According to research by Citi in 2014, 4 million people are now trading currencies
online, and retail traders account for around 20 percent of the average daily
turnover of the global spot forex market1. An estimated $5.3tn changes hands
every day in the foreign exchange markets. On a daily basis, the financial
institutions of the City of London make speculative currency trades worth nearly
as much as the entire nation’s GDP for a whole year.

History of Forex Foreign exchange dates back to ancient times, when traders first
began exchanging coins from different countries. However, the foreign exchange
itself is the newest of the financial markets. In the last hundred years, the foreign
exchange has undergone some dramatic transformations. The Bretton Woods



Agreement, set up in 1944, remained intact until the early 1970s. Trading volume
increased rapidly over time, especially after exchange rates were allowed to float
freely in 1971.

The Following is a simplified timeline of the history of currency up to the present
FOREX trading market.

Since FOREX is considered the most liquid market in the entire world, its worthy
to note that the investors involved are not restricted to day to day traders but
include massive brokerages, banks, and more. Some of the players in this
market are the following:

● Commercial companies
● Central banks
● Non-bank foreign exchange companies
● Investment management firms
● Foreign exchange fixing
● Money transfer/remittance companies and bureaux de change



When trading in the forex market, you're buying or selling the currency of a
particular country, relative to another currency. But there's no physical exchange
of money from one party to another. That's what happens at a foreign exchange
kiosk—think of a tourist visiting Times Square in New York City from Japan. He
may be converting his physical yen to actual U.S. dollar cash (and may be
charged a commission fee to do so) so he can spend his money while he's
traveling. But in the world of electronic markets, traders are usually taking a
position in a specific currency, with the hope that there will be some upward
movement and strength in the currency they're buying (or weakness if they're
selling) so they can make a profit.

A currency is always traded relative to another currency. If you sell a currency,
you are buying another, and if you buy a currency you are selling another. In the
electronic trading world, a profit is made on the difference between your
transaction prices.

https://www.investopedia.com/terms/j/jpy.asp
https://www.investopedia.com/terms/c/commission.asp
https://www.investopedia.com/articles/forex/09/5-important-forex-attributes.asp


Chapter 7: Trading Methods within FOREX

Now that FOREX has been discussed historically as well as relaying the
background information required to understand FOREX as a subject, we will
begin our discussion in regards to the trading norms and points to give a full
picture of FOREX trading and its constituents.

After studying the numerous aspects of trading and the respective rules and
regulations surrounding these points, then and only then can we make a
wholesome and fair judgment on the Shari’ah ruling of FOREX.

Opening A Brokerage Account

The forex market is open 24 hours a day, five days a week across major financial
centers across the globe. This means that you can buy or sell currencies at any
time during the week.

From a historical standpoint, foreign exchange trading was largely limited to
governments, large companies, and hedge funds. But in today's world, trading
currencies is as easy as a click of a mouse. Accessibility is not an issue, which
means anyone can do it. Many investment firms, banks, and retail forex brokers
offer the chance for individuals to open accounts and to trade currencies.

A foreign exchange account, or Forex account, is used to hold and trade foreign
currencies. Typically, you open an account, deposit money denominated in your
home country currency, and then buy and sell currency pairs. Without opening an
account it is not possible to take part in the trades existing on the Forex Market.
The requirements for opening a Forex account have become simpler since the
growth of online Forex trading. Today, opening a Forex account is almost as
simple as opening a bank account.

First, of course, you'll need to find a Forex broker. All retail Forex trading goes
through and is managed by a brokerage. Some may be specialized Forex
brokers, or they might be the same brokerage you use for stock market investing
and trading.

You'll need to fill out a brief questionnaire about your financial knowledge and
trading intentions. You'll also need to provide an ID, and the minimum deposit
your Forex account institution requires. That's it. You're now free to trade.
Incidentally, many Forex brokers will take your credit or debit card in lieu of cash.

https://www.investopedia.com/articles/forex/08/3-market-system.asp
https://www.investopedia.com/terms/h/hedgefund.asp
https://www.thebalance.com/how-to-read-a-forex-quote-1344922
https://www.thebalance.com/how-to-open-a-forex-trading-account-1344881
https://www.thebalance.com/what-is-a-forex-broker-1344939


So, you really don't need to deposit any money at all.

It is worth noting that not all brokerages that exist are honest, and there are
fraudulent brokerages that exist due to the low supervision and less regulations
on the market. Brokerages either make money from loaning funds at an interest
rate, regular charges, or profit charges from the traders profits when a successful
transaction is conducted.

Margin Trading

Margin trading in the forex market is the process of making a good faith deposit
with a broker in order to open and maintain positions in one or more currencies.
Margin is not a cost or a fee, but it is a portion of the customer's account balance
that is set aside in order trade. The amount of margin required can vary
depending on the brokerage firm and there are a number of consequences
associated with the practice.

A margin account, at its core, involves borrowing to increase the size of a
position and is usually an attempt to improve returns from investing or trading.
For example, investors often use margin accounts when buying stocks. The
margin allows them to leverage borrowed money to control a larger position in
shares than they'd otherwise be able to control with their own capital alone.
Margin accounts are also used by currency traders in the forex market.

Margin accounts are offered by brokerage firms to investors and updated as the
values of the currencies fluctuate. To get started, traders in the forex markets
must first open an account with either a forex broker or an online forex broker.
Once an investor opens and funds the account, a margin account is established
and trading can begin.

A practical example of margin trading is the following:

An investor must first deposit money into the margin account before a trade can
be placed. The amount that needs to be deposited depends on the margin
percentage required by the broker. For instance, accounts that trade in 100,000
currency units or more, usually have a margin percentage of either 1% or 2%.

So, for an investor who wants to trade $100,000, a 1% margin would mean that
$1,000 needs to be deposited into the account. The remaining 99% is provided
by the broker. The amount of margin depends on the policies of the firm.

https://www.investopedia.com/terms/forex/f/foreign-exchange-markets.asp
https://www.investopedia.com/terms/forex/f/forex-accounts-managed-mini-demo.asp
https://www.investopedia.com/terms/m/marginaccount.asp
https://www.investopedia.com/terms/t/trader.asp
https://www.investopedia.com/terms/forex/f/forex-market.asp
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In addition, some brokers require higher margin to hold positions over the
weekends due to added liquidity risk. So if the regular margin is 1% during the
week, the number might increase to 2% on the weekends.

In a margin account, the broker uses the $1,000 as a security deposit of sorts. If
the investor's position worsens and their losses approach $1,000, the broker may
initiate a margin call. When this occurs, the broker will usually instruct the
investor to either deposit more money into the account or to close out the
position to limit the risk to both parties. In situations where accounts have lost
substantial sums in volatile markets, the brokerage may liquidate the account
and then later inform the customer that their account was subject to a margin
call.

Other aspects of the Margin:

● Margin required: It is the amount of money that is held by the broker when
you place a trade. It varies per currency pair per broker.

● Account margin: This is the total amount of money you have in your
account to trade with.

● Used margin: This is the amount of money that is tied up in open positions.
It is the combination of all the open trades that you have.

● Usable margin: This is the remaining amount of money you have available
outside of your open trades.

● Margin call: This happens when your margin falls below the margin you
have available. At this time, the broker will close all open trades at the
current price the market is at, winning and losing trades.

● Margin Level: Is the Equity divided by used margin, it’s used by traders
within their trading accounts to leverage more of their investment3

https://www.investopedia.com/ask/answers/121814/what-liquidity-risk.asp
https://www.investopedia.com/terms/m/margincall.asp
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Contract for Differences (CFD)

The meaning of CFD is 'contract for difference', which is a contract between an
investor and an investment bank or spread betting firm, usually in the short-term.
At the end of the contract, the parties exchange the difference between the
opening and closing prices of a specified financial instrument, which can include
forex, shares and commodities. Trading CFDs means that you can either make a
profit or loss, depending on which direction your chosen asset moves in.

This method is predominantly offered by brokers for individual investors in the
retail market for speculation. No real currency is bought or sold in the retail
market. The retail FX market is purely a speculative market. No physical
exchange of currencies ever takes place. All trades exist simply as computer
entries and are netted out depending on market price. For dollar-denominated
accounts, all profits or losses are calculated in dollars and recorded as such on
the trader’s account. With CFD trading, you don't buy or sell the underlying asset
(for example a physical share, currency pair or commodity). Instead, you buy or
sell a number of units for a particular financial instrument , depending on whether
you think prices will go up or down.

This is a very common method of speculating on the Forex market. Many Forex
brokers offer CFDs. A CFD is an agreement between you and your broker. When
the contract is closed the broker promises to pay a certain amount for every pip
the bought currency has moved in your favour, if it moves against your position,
it’s you who pays the broker. The term comes from the fact that upon closing the
position you take the difference between the closing price and the opening price
and that money is transferred/deducted to/from your account.

It is important to note that at no point you physically or virtually possess the
bought currency, nor must you deliver the sold currency. A CFD replicates the
movements of an asset like futures or shares. Thus, for instance if it is based on
the EURUSD, then the spot EUR USD is the underlying of that specific CFD.
Thus, when you are trading with a provider on a Forex CFD, you will not be
buying the actual currency instead you will be trading on the provider’s prices.
Your CFD provider acts as the counterparty and sole market maker in all your
trades, so in absence of in-house hedging mechanisms you can end in a
situation where when you win, the provider will lose, whilst when the provider
wins, you will lose. CFD providers are sometimes criticised for setting arbitrary
spreads or suspending trading in crucial moments. Perhaps more significantly is
that forex based CFDs will be based on the cash market but it will be more
trusted if the provider tells you that they use CME’s currency futures or Tier 1
Banks’ prices and liquidity for hedging.



Some of the Costs associated with with CFDs:

Spread: When trading CFDs, you must pay the spread, which is the difference
between the buy and sell price. You enter a buy trade using the buy price quoted
and exit using the sell price. The narrower the spread, the less the price needs to
move in your favour before you start to make a profit, or if the price moves
against you, a loss. We offer consistently competitive spreads.

Holding costs: At the end of each trading day (at 5pm New York time), any
positions open in your account may be subject to a charge called a 'CFD holding
cost '. The holding cost can be positive or negative depending on the direction of
your position and the applicable holding rate.

Market data fees: To trade or view our price data for share CFDs, you must
activate the relevant market data subscription, for which a fee will be charged.
View our market data fees .

Commission (only applicable for shares): You must also pay a separate
commission charge when you trade share CFDs. Commission on UK-based
shares on our CFD platform starts from 0.10% of the full exposure of the position,
and there is a minimum commission charge of £9.

Example:

In this example, UK Company ABC is trading at 98 / 100 (where 98 pence is the
sell price and 100 pence is the buy price). The spread is 2.

You think the company’s price is going to go up so you decide to open a long
position by buying 10,000 CFDs, or ‘units’ at 100 pence. A separate commission
charge of £10 would be applied when you open the trade, as 0.10% of the trade
size is £10 (10,000 units x 100p = £10,000 x 0.10%).

Company ABC has a margin rate of 3%, which means you only have to deposit
3% of the total value of the trade as position margin. Therefore, in this example
your position margin will be £300 (10,000 units x 100p = £10,000 x 3%).

Remember that if the price moves against you, it’s possible to lose more than
your margin of £300, as losses will be based on the full value of the position.

https://www.cmcmarkets.com/en/learn-cfd-trading/holding-costs-explained
https://www.cmcmarkets.com/en/learn-cfd-trading/holding-costs-explained
https://www.cmcmarkets.com/en/learn-cfd-trading/market-data-fee


FX Futures

Currency futures are an exchange-traded futures contract that specify the price in
one currency at which another currency can be bought or sold at a future date.
Currency futures contracts are legally binding and counterparties that are still
holding the contracts on the expiration date must deliver the currency amount at
the specified price on the specified delivery date. Currency futures can be used
to hedge other trades or currency risks, or to speculate on price movements in
currencies.

Currency futures may be contrasted with non-standardized currency forwards,
which trade OTC.

Most participants in the futures markets are speculators who close out their
positions before futures expiry date. They do not end up delivering the physical
currency. Rather, they make or lose money based on the price change in the
futures contracts themselves.

The daily loss or gain on a futures contract is reflected in the trading account. It is
the difference between the entry price and the current futures price, multiplied by
the contract unit, which in the example above is 125,000. If the contract drops to
1.19 or rises to 1.21, for example, that would represent a gain or loss of $1,250
on one contract, depending on which side of the trade the investor is on.

For Example, assume a hypothetical company XYZ, which is based in the United
States, is heavily exposed to foreign exchange risk and wishes to hedge against
its projected receipt of 125 million euros in September. Prior to September, the
company could sell futures contracts on the euros they will be receiving. Euro FX
futures have a contract unit of 125,000 euros. They sell euro futures because
they are a U.S. company, and don't need the euros. Therefore, since they know
they will receive euros, they can sell them now and lock in a rate at which those
euros can be exchanged for U.S. dollars.

Company XYZ sells 1,000 futures contracts on the euro to hedge its projected
receipt. Consequently, if the euro depreciates against the U.S. dollar, the
company's projected receipt is protected. They locked in their rate, so they get to
sell their euros at the rate they locked in. However, the company forfeits any
benefits that would occur if the euro appreciates. They are still forced to sell their
euros at the price of the futures contract, which means giving up the gain
(relative to the price in August) they would have had if they had not sold the
contracts.

https://www.investopedia.com/terms/f/futurescontract.asp
https://www.investopedia.com/terms/e/expirationdate.asp
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Spot Forex – Speculative spot FX

This is a non-deliverable trading agreement where delivery of the currencies
never takes place. A spot forex is an agreement to exchange a set amount of
one currency for another at a predetermined exchange rate in two business days
(T+2). In speculative trading nobody actually wants to do the currency exchange,
so at the end of each day, to avoid the exchange they offset their open position,
and then re-open it to start the new trading day. There is no “liquidating” of
positions because there is nothing to actually liquidate. When you do a trade it’s
“as if” you are borrowing the short currency at its overnight rate, exchanging it for
the long one, and depositing that at its overnight rate. So if you go long USD/JPY
it’s as if you are borrowing yen at the JPY overnight lending rate, converting them
to dollars, then depositing the dollars at the USD overnight deposit rate. The
carry is the difference between what you pay on the loan and what you receive
on the deposit. When you close out your trade you reverse the process. Some
brokers handle carry separately, while some incorporate it into the position
rollover. (Note the “as if”, that in reality the transactions doesn’t actually take
place) Now, if you’re wondering why you see the carry on the T to T+1 rollover if
the exchange doesn’t take place until T+2, it’s because your P&L is credited
immediately for the overnight carry you will pay/receive going from T+2 to T+3.
That’s also why you don’t see carry on the day you close a position25.
Hypothetical mechanics of a speculative spot forex:

Difference Between Spot Rate and Futures Rate
The currency spot rate is the current quoted rate that a currency, in exchange for
another currency, can be bought or sold at. The two currencies involved are
called a "pair." If an investor or hedger conducts a trade at the currency spot rate,
the exchange of currencies takes place at the point at which the trade took place
or shortly after the trade. Since currency forward rates are based on the currency
spot rate, currency futures tend to change as the spot rates changes.

If the spot rate of a currency pair increases, the futures prices of the currency
pair have a high probability of increasing. On the other hand, if the spot rate of a
currency pair decreases, the futures prices have a high probability of decreasing.
This isn't always the case, though. Sometimes the spot rate may move, but
futures that expire at distant dates may not. This is because the spot rate move
may be viewed as temporary or short-term, and thus is unlikely to affect
long-term prices.

https://www.investopedia.com/terms/s/spot_rate.asp
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Longing - Going Long

In foreign exchange trading (forex), as in all market trading, to go long means to
buy with the expectation that your purchase will rise in value. It's the opposite of
going short, which is when you expect the value to fall. In forex, the purchase you
are making is a currency, and when you go long, you profit when the value rises.

To go long on a certain currency, you open a trade in a buy position, because you
believe the base currency is bullish—likely to rise in value. At the same time, it
also means you are bearish on the value of the quote currency, and think it will
fall. If you're correct and the value of the base currency rises, you can close out
your trade then at the current market price and take a profit.

You can measure the changes in value in pips: a pip is 0.0001 of the value of the
quote currency (except for yen, where a pip is .01 of the value).

For example, let’s say you go long EUR/USD. You have, at least theoretically,
bought EUR with USD. If the interbank interest rate for USD is higher than it is for
EUR, your broker might be paying you some money each time you hold the
position over the New York rollover time (i.e. daily). This is because you are
getting interest on your USD greater than the interest they are getting on the
EUR, and in theory, positions are “squared '' at every New York rollover.

https://www.thebalance.com/what-do-long-short-bullish-and-bearish-mean-1030894


Shorting - Going Short

In all financial markets, including foreign exchange (forex), you sell short when
you believe the value of what you're trading will fall. With a stock, what you're
doing is selling borrowed shares you don't own and agreeing to return those
shares sometime in the future. If the shares fall in value from the time you initiate
the short sale until you close it out—by buying the shares later at the lower
price—you'll make a profit equal to the difference in the two values.

Going short in the forex market follows the same general principle—you're
betting that a currency will fall in value, and if it does, you make money—but it's a
bit more complicated. That's because currencies are always paired: Every forex
transaction involves a short position in one currency and a long position (a bet
that the value will rise) in the other currency.

Another difference between shorting in the stock market and the forex market is
that in the latter, you don't have to borrow a certain amount of the currency you
want to short. Going short in forex is as simple as placing a sell order.

If you're shorting a currency, on the other hand, you're betting that it will fall
when, in fact, the value could rise and keep rising. Theoretically, there's no limit
to how far the value could rise and, consequently, there's no limit to how much
money you could lose.

One way of curtailing your risk is to put in stop-loss or limit orders on your short.
A stop-loss order instructs your broker to close out your position if the currency
you're shorting rises to a certain value, protecting you from further loss. A limit
order, on the other hand, instructs your broker to close out your short position
when the currency you're shorting falls to a value you designate, thus locking in
your profit and eliminating future risk.

https://www.thebalance.com/what-is-forex-trading-1031015
https://www.thebalance.com/foreign-exchange-market-3306088
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Physical FX

This is also referred to as deliverable FX as there is physical/digital delivery of
the currencies. This is a basic foreign exchange contract, a binding agreement
between parties to sell one currency and buy another in a specified amount, at a
specified rate, for immediate delivery (within 2 days). Traditionally settled Spot
(T+2) can be flexible within that time frame and can also be settled for same or
next day value, providing the relevant payment cut off times are met33. Some
firms and brokers offer physical FX trading services and liquidity to institutions
and corporations in order to assist in managing risk as well as offering currency
conversion for large amounts. Such firms manage their client’s foreign exchange
requirements, day to day currency purchases and liquidity requirements, to
longer term hedging and portfolio management. For example, if a person wants
to purchase USD with GBP, the client opens an account with the broker with the
required funds at the disposal of the broker. The broker searches for the most
favourable GBP/ USD rate. A payment instruction is agreed to by the client. Upon
finding a favourable rate, the trade is executed. The broker debits the client’s
GBP account and transfers the funds to the counterparty. The trade is
electronically recorded. The counter-party transfers the counter-currency either
immediately on the closing of the transaction, or on the same day. At times, the
transfer is made the next working day. Upon transfer, the broker credits clients'
accounts with the foreign currency.



Chapter 8: The Shariah Stance on FOREX

After discussing several important aspects of the FOREX market, trading norms,
and methods we now need to come to the Shari’ah ruling of FOREX. To provide
an adequate ruling on this topic there are many aspects within Islamic laws that
need to be understood correctly so that the application of those rules on the
FOREX market can be applied correctly.

Therefore, before we directly discuss the ruling of permissibility and
impermissibility and the reasons why, we will first provide useful information
surrounding the rules that shall be applied in this regard.

1) Conditions of Currency Trading:

As we have mentioned in the discussion of currency trading and its rulings
between the 4 major schools of thought we had concluded that the scholars of
Islam have deduced rules from the authentic hadith narrated by Ubadah Bin
Saamit (RA) that the Prophet (SAW) said, Trade gold in exchange for gold,
silver for silver, wheat for wheat, barley for barley, salt for salt in similar
quantities in a present transaction. However if these types of goods are not
exchanged with a similar type then trade as you wish as long as it is a
present transaction.” [Tirmidhi]

When trading currencies there are 2 possible scenarios that could exist in any
transaction.

1) A currency in exchange for the same currency. Like CAD in exchange for
CAD.

- In the case of the same currency being traded both currencies but have
the exact same values. Therefore, it is consequently impermissible to trade
1 CAD for 2 CAD. This is because the same currency has the same value
and if it were traded for more of the same currency it will be interpreted as
riba (usury), since there will be a surplus of money in exchange for no valid
counterpart.

- Second to this condition is that both currencies must be transferred to the
other part in the same gathering without any delay. If there is a delay the
transaction will also be considered riba (usury). The lack of adherence to
this condition would cause money to be exchanged for no value apart from
time itself which is not a commodity.

2) A currency exchange for a different currency. Like CAD in exchange for
USD.



- In this scenario it is permissible to exchange in different values. Thus 1
USD can be exchanged for 2 CAD. This is because both currencies differ
and it will be 2 completely different values being exchanged.

- However in this scenario it is still mandatory to exchange both currencies
instantaneously and without delay. With any delay in exchange there will
be riba (usury) applicable.

- The Aaoifi standards manual has also stated, “The contract shall not
contain any conditional option or deferment clause regarding the delivery
of one or both counter values.

Defining Ownership:

Linguistically ownership refers to the ability to claim and hord something for
oneself. This means one has an independent claim to the property whether it is
physical or not.

In Shariah ownership it is defined and the unobstructed ability to utilize and
benefit from an item. The item must be free of claims and under one's
independent control. [Al-Furuq Lil-Qarafi]

One of the major parts of ownership is ‘Qabd’ (possession) since through
possession it is determined who is the owner of the property. There are two types
of Qabd.

1) Actual Possession (Qabd Haqeeqi): Defined by physical possession in
which one has received the possession physically and can also physically
deal with the possession.

2) Constructive Possession (Qabd Hukmi): A transfer of possession to the
extent that the previous owner has freed the item of themself completely.
This method of possession is common in non-tangible items and
e-commerce.

Aaoifi Standard state:

- When a contract is concluded for the sale of an amount of currency,
possession must be taken for the whole amount that is the subject matter
of the contract at the closing of the transaction.

- Taking possession of one of the counter values by one party without taking
possession of the other is not enough to make a currency dealing
transaction permissible. Likewise, taking partial possession is not
sufficient. Taking possession of part of a countervalue is valid only in



respect of the part, possession of which is complete, whereas the
remaining part of the transaction remains invalid.

- Possession may take place either physically or constructively. The form of
taking possession of assets differs according to the nature and customary
business practices.

Garar (Speculation)

It is narrated by a group of companions like Ibn Umar, Abu Hurairah, Ibn Abbas
(RA) and many more that the Prophet (SAW) “Forbid from speculative
transactions.” Imam Nawawi (RA) has described that this concept of speculation
mentioned in hadith is a major part of Islamic principles and involves many
transactions.

Linguistically garar means harm or a danger. Taghreer is a derivative meaning to
urge the nafs to something harmful.

In Shari’ah it holds different meanings which can be summarized into 3:
1- Speculation is confined to something unknown whether or not it will occur and
something unknown comes out of it. For example Ibn Abideen (RA) states,
“Speculation is a doubt in what is the traded commodity.”

2- Speculation is confined to the unknown, and something doubtful occurs from
it. This is the opinion of the Zahirriya school. Ibn Hazm Al-Zaahiri (RA) says,
“Speculation in a transaction is when a purchaser does not know what he has
purchased nor a seller knows what he has sold.”

3- This definition is conclusive of both previous definitions. Therefore it
establishes that speculation includes an unknown outcome and a doubtful
outcome. Imam Sarakhsi (RA) says, “speculation is that which outcome of it is
unpredictable.” This is the position of the majority.

It is worth noting that speculation can fall into 3 things. It can occur in the
transaction itself, if the commodity of trade, and in the time spans applied to the
transaction.

After explaining some preliminary points on shari’ah compliance we can now
begin to provide the specific ruling for FOREX and specific parts of FOREX
trading, inshaAllah.



The Shari’ah ruling on CFDs or Contract For Differences:

CFD Forex trading is not Shariah compliant due to the following reasons:

a. Contractual uncertainty and (Gharar)
b. Invalid commodity in Shariah
c. Gambling (Qimar) Gharar is involved because the end result and outcome of
the transaction is unknown. One can lose or make a gain in this transaction.

The transaction does not involve any valid Shariah compliant commodity. One is
taking a position on the movement of a currency pair. In reality, this is a Qimar
(gambling) transaction as one is staking his wealth against his broker. The one
who speculated correctly makes a profit at the expense of the other.

The Shari’ah Ruling on FX Futures:

In a futures transaction, the counter-value is not present at the time of contract, it
is a mere exchange of promises. Futures trading, where both counter-values are
deferred, are held as exchange of one debt for another, i.e., bay’ al-kali bil kali (a
sale of two deferred counter-exchanges). The deferral of both countercurrencies
results in a deferred transaction.

According to AAOIFI standards, such a contract is not valid as it fails to fulfil the
primary condition of dual possession of counter currencies. A future Forex is also
non-Shariah compliant according to the scholars who argue one sided
possession is sufficient, as there is no possession by any party.

The Shari’ah Ruling On Forex Spread betting:

Similar to CFDs, spread betting is essentially a gambling transaction (Qimar) and
is non-Shariah compliant. One opens a position and takes a view on the
movement of the currency pair. The key difference between this and share
trading is that in shares, one actually purchases the shareholding. The price paid
is converted into shareholding for which one bears the risk. In a spread bet, the
amount paid is for merely opening a position. The amount is not converted into
ownership of any shariah compliant commodity. Therefore, it is purely the staking
of wealth for speculative purposes.



The Shari’ah Ruling On FX Options:

Options are prohibited because it is a form of uncertain transaction (bay’
al-Gharar). The option is Gharar. The exercising of the option is unknown and
uncertain. The uncertainty in the subject matter makes it Gharar. It is a right
which enforces another contract, however, the enforcement (of that right) is
uncertain and suspended on an uncertain event. Hence, it is different to other
rights because this right is a right with immense uncertainty (Gharar). Another
reason for the prohibition of options is the non-compliance of the subject matter
of sale with Shariah. An option represents the power, the right to choose. When
you own an option, you can choose whether to buy an asset or not, or (with
different type of options) whether to sell an asset or not. When you own an
option, you have the right to buy or sell, but not the obligation. You only do what
is favourable for you at that moment. Options are essentially a choice which you
are purchasing. The ‘ability to choose’ is the subject matter.

The Shari’ah Ruling On Speculative Spot Trading Via Forex:

Speculative and retail spot forex does not include any purchase or sale of real
currency. Just like CFDs and spread betting, retail spot FX is essentially a
gambling transaction (Qimar) and is non-Shariah compliant. One opens a
position and takes a view on the movement of the currency pair. The amount is
not converted into ownership of any shariah compliant commodity or currency.
Therefore, it is purely the staking of wealth for speculative purposes. This is
coupled with uncertainty (Gharar) as the outcome of this transaction is totally
unknown and suspended on chance. Furthermore, one’s margin account
receives interest payments for holding overnight positions. This income is impure
and non-Shariah compliant.

The Shari’ah Ruling On Physical Spot Trading Via Forex:

The rulings and aspects that pertain to speculative spot trading are similar to
those found in physical spot trading. It is important to note that spot trading does
not truly mean instantaneous trade. The Market requires a normal T+2 (trade + 2
business days) trade time. This means that even when the transaction is
completed, although the money is accessible it has not yet reached the legal
settlement period until 2 business days after the trade.

The term “spot” in relation to an FX transaction means “on the spot.” Colloquially,
the term means having to come up with something straight away. But in FX



markets, “on the spot” means “on the settlement date.” This means traders do
not need enough currency to settle a spot FX transaction as soon as it is struck.
The “settlement” or “value” date is the date on which the funds are physically
exchanged, and usually occurs two business days later than the transaction or
“trade” date. Conventionally this is expressed as T+2.

Some currency pairs may settle earlier. For example, the settlement date for
USD-CAD (Canadian dollar) and USD-TRY (Turkish lira) is one business day
later than the transaction date, or T+1. The Chinese yuan and Russian ruble can
both settle on the trade date, or T+0 (though T+1 settlement is more usual).
“Business days” exclude Saturdays, Sundays, and legal holidays in either
currency of the traded pair. Thus, during the Christmas and Easter seasons,
some spot trades can take as long as six days to settle.

Some scholars have debated the T+2 time as not an obstacle of trade under the
application of constructive possession. Since one has the ability to deal with the
wealth retained in one's account. It is important to note that the rules and
requirements of possession and ownership in currency trading are much more
severe than those in other trades. This is due to the fact that when there is a
delay on mutual ownership in a currency trade it contradicts the primary condition
of currency trade as mentioned in the hadith. Since the trade has not yet passed
the legal settlement period the transaction would be impermissible, since this
would directly affect the condition of mutual exchange.



Conclusion

After discussing many aspects of trade and specifically FOREX trading it is
important to note that the general concepts that exist in FOREX trading render
the transactions to be impermissible. Therefore, it is prudent that a muslim
engages in transactions that are Shari’ah complaint and in accordance to the
beliefs of Islam.

This is the opinion of many councils and senior jurists accross the Islam world.
This includes scholars like Mufti Taqi Uthmani, Islamic Jurisprudence Council of
Iraq, Malaysian Islamic Religious Council, and many more.

In the end Allah knows best. I pray Allah Ta’ala forgives me for my shortcomings
in this study and pardons me for my lack therein. I pray Allah Ta’ala grant me
sincerity in this affair and benefit me and those reading this.
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