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Abstract

Purpose — The most prominent and persistent problems of our global monetary system are instability and
imbalances. We propose an international monetary model to solve these problems while at the same time move
the model closer to Magasid Shari‘ah (objectives of Shartah). We name this an organic global monetary model
or abbreviated as OGM. OGM is an international monetary model directly built on the national monetary
system of each member country so that the two can co-exist.

Design/methodology/approach — Model design, theory and literature.

Findings — The model can eliminate interest rates at the central bank level, create non-tradable international
money, and make a more stable international monetary system.

Originality/value — Original.
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Paper type Conceptual paper

1. Introduction
1.1 Problem of instability
The most prominent and persistent problems of the global monetary system are instability and
imbalances. Since the collapse of the Bretton Woods, financial markets have grown faster than
any other market in the world. In 1996, Kruger (1996, p. 17) found that currency transactions
were 40-50 times bigger than global trade. That means a very large part of currency
transactions were without real economic activity or, as often called, “noise transaction.”
Based on his research, Hayward (2018) stated that noise transactions and excessive
speculation lead to overshooting and increased risk. Money trade sucks up huge amounts of
capital, while on the other hand, it does not add value to output. Instead, it increases
fluctuations and uncertainties. Various countries around the world have experienced such
speculative attacks, including European countries (Eichengreen et al,, 1994), Southeast Asia
(Zhang, 2001), Latin America (Reisen, 1998) and so on. Countries in the world have to build
strong and expensive forex reserves to face the threat. They sometimes raise interest rates to
slow down the economy to do so. All of those efforts are very expensive both monetary and

economically.
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1ES The floating exchange rate that is used by almost all countries in the world today causes
281 fluctuations. Fluctuations open up speculation opportunities. Various banking and financial
’ institutions also issue derivatives that ultimately enlarge the speculation market. The money
market is growing bigger than any other market on earth, turning over 6.6 trillion dollars
each day (BIS, 2019). There is no other market on earth of this size. Most of this huge
transaction is speculative. Real transactions are like surfing on a “giant tide” of noise

64 transactions. It is impossible to make international monetary stable this way.

The imbalance is not much different. Global imbalances always grow consistently and
globally, causing crises in many countries and only shrinking when crises occur (Obstfeld
and Rogoff, 2010). The imbalance is an inherent part of our international monetary system for
decades.

Various international monetary reform ideas emerged to solve the problem. The most
radical and comprehensive is the “Keynes Plan” or “Bancor”, which was propagated by the
most prominent modern economist, John Maynard Keynes. Bancor is supposed to be a
symmetrical and democratic monetary system in which all countries have equal access to
international currencies and all countries have proportional quotas. The value of the currency
is stable because it is pegged to gold. Exchange rates between currencies are also stable
because all currencies are pegged to a fixed value. The external balance should be maintained
because countries that experience surpluses or deficits more than a certain limit get
disincentives (Keynes, 1969). It’s just that, as we know, Keynes’s plan was not approved.

After Keynes, dozens of other proposals emerged. To reduce the adverse effects of rapid
capital flows and transactions between currencies, Tobin (1978) proposed a tax on currency
transactions which became well-known as “Tobin Tax”. Mundell (2003) proposed the merge of
the dollar, euro and yen into a single powerful reserve currency, DEY. The three economies, at
the time (before the emergence of China as a global power), controlled almost 50% of the global
economy. By combining the largest currencies in the world, frictions will be significantly
reduced and the international monetary system will be more stable. Another merging idea was
proposed by Cooper (2006) by combining the currencies of all OECD countries. Moore (2004)
proposed the adoption of the US dollar and the euro by all countries in the world to become
international currencies and at the same time national currencies so that there are only two
currencies in the world. He called the idea “Dollarization and Euroization”. Bonpasse (2006)
proposed a “radical” single global currency that replaces all currencies in the world. He called
the idea a single global currency with 3G (global central bank, global currency and global
union). Greenwald and Stiglitz (2009) proposed the formation of a global reserve fund (GRF)
which is jointly managed by countries that join the “club”. Each member country contributes
capital to the GRF and in return, they get a “global greenback” (reserve currency). In a moderate
form, the global greenback is only held by the central bank, while in a radical form it is held by
the public or becomes an actual hard currency. Exchange rates may use the current system.
The most widely discussed proposal is the extension or empowerment of the SDR that was
proposed by many experts inside and outside the IMF (IMF, 2010) and (IMF, 2011). This is since
SDR has been effectively used as a supplement of global reserves for decades and was issued by
a very credible international institution, the IMF.

1.2 Closer to Shari'ah principle
Choudhury (2018) defined the money in Islam as micro-money. Micro-money is simply
defined as money that is only used in real economic activity. The function of money that is not
related to real activities such as currency trading, derivative transactions, even the interest
rate, is not included in the micro-money. The definition of micro-money by Choudhury is still
at the conceptual phase and may continue to develop more definitively.

We propose a shared-international monetary model that can be built on a regional or global
scale that is closer to the definition of “micro-money” or money that only carries out a real
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economic activity. We call it organic global monetary model (OGM) or simply call it an organic Organic global
model. The organic model is built and managed by all member countries in the world so that it monetary
becomes both democratic and symmetrical. The model aims to eliminate instabilities,

imbalances, inefficiencies and incoherencies in the current international monetary system. In

doing so, the organic model follows basic theories in the open economy. Assessed from this

direction, the organic model is on its way to achieve the Magqasid Shari‘ah.

First, the organic model makes global monetary system more symmetrical; that is 65
managed jointly by all countries in the world and is organically connected with the national
currencies of all member countries. Therefore, the organic model is more symmetrical and
more democratic than the current model. Thus global imbalances can be eliminated and
global inequality can be reduced significantly. We believe that eliminating imbalances,
inequality, and injustice is part of the Magasid SharTah.

Second, the organic model can be controlled directly so that it does not require the interest rate
at the central bank or government level. We believe that in the absence of the interest rate at the
central bank level, eliminating the interest rate at the lower level will be more likely than in the
current model. Without the interest rate, the cost of monetary control becomes more efficient.

Third, the model uses an exchange rate system that can eliminate both volatilities and
spreads while on another hand still maintain flexibility. With the loss of volatility and spreads,
the organic model removes currency speculation from the very basics: the opportunity. Thisisa
very deep achievement in the Magasid Shartah.

1.3 Development

For implementation, this new model requires technologies that currently exist, namely
cryptographic technology and is decentralized. Further development of models, systems and
technology is needed and can be done openly.

By using a fully flexible exchange rate as will be explained later, the organic model does
not require economic integration, so it can start anywhere in the world and any country may
join. The organic model can start on a small scale or regional such as ASEAN, East Asian,
Middle East, South Asian, East Africa, West Africa, Latin America and many others. It can
also start from interconnected regions or multi-regions. It can also start on a global scale.
Wherever the organic model begins, it can be opened to all countries in the world; all countries
may join; no need for economic integration.

The stages of development from the initiative to the implementation are as follows:

(1) Initiative, further research and development

Since the organic model is “infant”, further developments and initiatives are still needed. The
purpose of the initiative is conducting further research and development of models, theories
and technology; inviting all parties, both individuals and institutions and so on to take apart.
Under the principle of decentralization used in the organic model, the initiative is also carried
out with the same principle, decentralized. Everybody in all corners of the world is free to take
part. Relationships between initiatives are cooperative and mutually coordined.

(2) Governments to take control

At present, money is only valid if issued by the agency that has the greatest authority in the
world, namely, the government. Therefore, at some point, the initiative must be able to invite
each government to take over. Furthermore, the initiatives continue under the coordination of
the government of each country. The final goal of the next initiative is for the governments of
these countries to establish an “official inter-governmental body” to materialize a joint
international monetary system. The body should ideally coordinate with the UN and/or the
IMF. The main task of the body is to prepare all the necessary regulations, establish the
global central bank, outline and control its journey.
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1ES To be effective, countries that join the “official inter-governmental body” are only
281 countries that want to join, while those that are not interested can stay out. Since the organic
’ model is fully open; it is free for all countries to join or not.

(3) To establish a global central bank

The last milestone of the initiative is to establish a global central bank. The global central
66 bank is the official body that issues organic international cryptocurrency and regulates its

circulation in all member countries. The global central bank is responsible to the official inter-
governmental body. The global central bank has branches in each country that work closely
with the national central bank to regulate the circulation of organic cryptocurrency and
exchange rate with national currencies.

1.4 Provide choices

This research aims to provide an alternative for a stable-and-symmetrical international
monetary system that operates all international monetary functions while maintaining the
external balance of each country in all conditions. The organic model distributes an
international cryptocurrency to all member countries freely; there is no need for any country
to buy currencies from others. The model provides an international monetary system that is
independent of the state budget and national interest of certain countries. The model provides
an international monetary system that is very different from today’s system, where it is more
stable, efficient and symmetrical; it opens up the opportunity to increase economic growth
and global welfare in the new boundary. And it is closer to the Magasid Shartah.

2. The model

Organic global monetary model (OGM) is an international monetary system that is
democratically developed by all member countries in the world directly on the national
monetary system of each member country and becomes part of them (Rahman, 2020, Section
6.1). Since OGM uses cryptographic technology, we can call the currency as “organic global
cryptocurrency” or OGC.

OGC is only used for international transactions between member countries. Domestic
transactions still use the national currency of each country. The relationship between the OGC
and the national currency is organic (part of) and hybrid (interchangeable). The organic
currency is controlled by a global central bank that is jointly managed, while national currency
remains controlled by each country. This makes member countries not to lose sovereignty.
They still use the national currency and fully control the national monetary system.

The organic model uses an auto-balancing exchange rate system that follows the
economic fundamentals of each member country so that it does not cause fluctuations on one
side and also does not cause an asymmetric shock and external imbalances on the other side.
By following each country’s fundamentals, organic monetary model does not require
economic integration or OCA properties as required in the single currency model such as
euro. So the OGM can be applied to all countries in the world in their current conditions and
without overhauling national monetary systems.

2.1 Organic

The relationship between the OGC and the national currency is organic (part or organ). OGC
does not stand alone but becomes part (organ) of the national currency of each member
country and is an extension of it. Countries that join the organic model extend their national
currencies as much as they need for international transactions between them. This extended
national currency is then replaced by the OGC. The extended national currency which is
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replaced is kept as collateral, whereas the OGC is used as international currency between Qrganic global
members (see Figure 1). monetary

As a guarantee, national central banks of member countries give back their respective
national currencies to the global central bank. The global central bank holds those national
currencies as collateral. The total value of the OGC given to member countries and national
currencies used as collateral is always the same. When the national currency depreciates
against the OGC, the member country sends the shortfall to the global central bank so that the 67
value is the same again. And vice versa. As a result, the value of the OGC circulating through
member countries is always the same as the guarantees (national currencies) that they
deposited. The guaranteed value and OGC that is always the same is called a “one floating
value” (Rahman, 2020, Section 6.8).

The amount of OGC circulating in all member countries is determined by the global central
bank following the needs of international trade, investment and other transfers among
member countries. This number is called the “ideal number”.

2.2 Open membership and closed system
Membership in the organic model is fully open. All countries may join without the need for
economic integration. Since the organic model uses an exchange rate that is fully flexible
following economic fundamentals (which will be explained later), it does not require economic
integration.

The organic model uses a closed system. OGC only circulates among member countries
and cannot be used for transactions outside members.

2.3 Distribution to the public and control system

OGC distribution from the national central bank to the public is done directly. To issue, the
national central bank sells OGC to the public using the national currency. Revenue
(seigniorage) becomes government revenue. Conversely, to withdraw, the national central
bank buys OGC from the public using the national currency. Withdrawal costs (purchases)
become an expense (negative seigniorage) for the government.

National

=/

currency

Global Central Bank

Value always be the same (one floating value)
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Figure 1.
0OGC I[ ]] [[ OGC distribution
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National Central Bank
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1ES When the amount of OGC in circulation is below or equal to the “ideal number”, the central
281 bank exercises “passive control”. This means that the central bank only accepts “purchases

’ and sales” from the public. No intervention needed.

When the amount of OGC in circulation exceeds the ideal amount, i.e. when the people of
that country use the organic currency for domestic transactions or to store domestic assets,
the local government exercises “active control”. Active control can be in the form of

68 recommendations for the use of national currencies; it can also be in a more progressive
fashion such as the “tax of holding organic cryptocurrency”.

As mentioned earlier, OGC is only intended for international transactions, not for domestic
transactions and not to replace the national currency. However, such direct prohibitions are
difficult to implement. Therefore, the solution is through disincentives. And the disincentive
is done by the local government. Excessive use of OGC for domestic transactions is
detrimental to the country itself because it will reduce the use of national currencies, while
excessive use of OGC to import or for international transfers is not possible because the auto-
balancing exchange rate system always balances the external balance, as will be
explained later.

This (circulation) control system is called the “direct control”. Thus, the organic model
does not require interest rates (zero-interest rate) to control monetary flow. Instead, it uses
direct control, as the picture below describes (Rahman, 2020, Section 6.6) (see Figure 2).

2.4 Digitization and decentralization

To get more accurate calculations and controls of money circulation (speed and volume), the
organic model uses digital cryptocurrency or cryptographic technology and is decentralized.
Digital systems can make transactions between countries as fast as light, literally. The most
popular current international transactions between countries, wire transactions, take
between 3-5 business days at a significant cost. The transactions require a lot of human
interventions and reconciliations. All these cost resources and time, while digital transactions
can be done in just minutes or seconds. Many human touches can be skipped. Digitation can
accelerate global transactions thousands of times at a much lower cost.

Cryptocurrency is a digital currency or assets created to be a medium of exchange or
digital assets, using cryptographic technology (Chohan, 2017). Cryptography itself is the use
of mathematical techniques to secure digital information, systems and networks from attack
or hacking (Katz and Lindell, 2015). Simply put, the cryptographic technique allows the
creation of digital currency units in which each unit has a serial number and only circulates in
the main network and is well protected. The implementation of cryptographic technology in
the organic model is different from current cryptocurrencies, such as bitcoin, because bitcoin
is made not to be controlled, whereas the OGC, with the same technology, is made to be fully

NI I
National Central Bank National Central Bank
issuance withdrawal ‘
OGC in circulation and ““m”
direct control Public/market B
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controlled by governments. In digital form, OGC circulation can be fully controlled and fully - Qrganic global
recorded accurately. No single unit can leave the network or be unrecorded. monetary

In the cryptocurrency world, decentralization, or better known as a decentralized
organization (DA) or a decentralized autonomous organization (DOA) is “an organization
that, under predefined rules, operates autonomously or semi-autonomously in an open-source
software which is distributed across all (computers) stakeholders, transparent, secure and
auditable” (Aste et al, 2017). While according to Hsieh et al (2018), DAO is an “organization 69
that uses software rules to execute organizational routines, plus votes from some class of
members to alter and extend those routines. No direct management is required”.

Decentralization in the organic model is slightly different from what is in the
cryptocurrency world. In the organic model, the member class that becomes a core, has
voting rights and makes regulations is the government, whereas the public only receives
services. So decentralization in the organic model is only up to the government level of each
country that runs a decentralized system.

Simply put, decentralization is a system that is run by all members (governments) based
on consensus without a center and thus does not have a dependency on a particular center or
member. When a failure occurs in some systems or even most systems, other systems that are
still working can run normally. Each member country is a “core” that runs at least one
supercomputer in each country. All of these supercomputers are connected to a “backbone”
network which is also managed together in a decentralized way. System failure in one
country or several countries (cores) will not cause failure in other countries (cores) (see
Figure 3)

At present, many stable cryptocurrency systems that are backed up with liquid valuable
assets such as dollars, precious metals, commodities or other assets, which use cryptographic
technology, both centralized and semi-decentralized are operational. According to Clark
(2020), as of early 2020, 41 crypto-platforms that were backed up with gold are operational.
Another cryptocurrency model that is backed up with commodities is Terra or Trade
Reference Currency (TRC) developed by Lietaer (2017) or metal-backed cryptocurrency
proposed by Ajouz et al. (2019).

The development of cryptographic technology for the organic currency that is
interchangeable with national currencies can also be done using the same method. The
development may be more complicated because it is embedded with an exchange rate system
that uses national price indices and global in real-time. The technology will process very large
amounts of data throughout the world or member countries in real-time, transparently, and in
a decentralized manner.

2.5 Value
Since the organic cryptocurrency is not attached to the state budget of any particular country,
its value can be made very stable, far more stable than all currencies that have ever existed in

P
@ e Core (country or government)
\ \ Backbone
\ . Client/user (public)

/g Figure 3.
OGM decentralized

system: governments
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1ES the world, namely “zero depreciation” and “zero appreciation”. To achieve such a perfect level

281 of stability, the OGC is pegged to the average prices for goods and services worldwide or more

’ easily called a global price index. Thus, the value of OGC never depreciates nor appreciates.

The value this year, next year, 10 years to come, even 100 years to come will remain the same.

To maintain the desired zero-depreciated value, OGC’s supply is based solely on the need

for the money, i.e. for international transactions. The amount of OGC needs in each country is

70 determined by the global central bank by calculating the international trade and transfers
between fellow member countries.

2.6 Exchange rate

The exchange rate is the most critical part of the organic model. There are two exchange rate
systems in the world today, namely fixed and floating exchange rates. Each has advantages
and disadvantages. The fixed exchange rate has high stability but is not flexible, while the
floating has high flexibility but is not stable (fluctuating). Most countries in the world use a
combination of the two, namely, corrected fixed exchange rates or floating exchange rates
with interventions; Krugman and Obstfeld (2003, p. 482) call it the “hybrid” model, not pure
fixed, nor floating.

The organic model does not use the two exchange rates above or a hybrid of the two but
uses its own called "auto-balancing". The auto-balancing exchange rate is, in principle, the
advancement of a real exchange rate that is enhanced with an automatic external
balancing factor. Simply put, the auto-balancing aims to create a “true exchange rate” and
always maintains “external balance equilibrium” in all conditions. There are two variables
in the auto-balancing model, namely the “price variable” and the “external-balance
variable”.

2.6.1 First, variable: price. As the name implies, the auto-balancing model aims to create an
automatic counterweight in global trade. The ideal exchange rate is when the trade power of
each country, when connected to global markets, is in a “balanced state”. Trade between
countries will be balanced if the average prices of all tradable goods and services in those
countries are equal. With the balance of trade power of each country, a global balance can be
formed. So the similarity of average prices is a powerful tool to balance the trade and finally
global balance. The exchange rate in the auto-balancing model is set when the national
tradable-price-index is the same as the global tradable-price-index. The equation is as follows
(Rahman, 2020, p. Section 7.4):

MG]()bal =K -MLocal if PIL()cal =P IGl()bal

E: Exchange rate

Maionat: Global currency value (OGC)

M oear: National currency value

Plgiobar: Global price index

PI;ocar: Local price index

The first variable makes each country’s trade power balanced; exports and imports are
balanced. When the efficiency of the production system in a particular country increases,
the national price index will decrease against the global. The country can produce goods
cheaper than others. At that time, the country will export more than it imports. Its trade
becomes unbalanced. The auto-balancing model then responds by raising the value of the
national currency so that the national price index rises and gets back to being equal to the
global price index. Thus, the country’s trade returns to a balanced state. The same thing
happens when the country experiences an increase in production costs. The organic model
responds by lowering the value of the national currency so that its competitiveness remains
balanced.
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Simply put, the first variable makes international trade in all countries to be balanced, in - Qrganic global
all conditions, not surplus and not a deficit. monetary

2.6.2 Second, variable: external balance. The true external balance in all countries is
neutral, which is, not a deficit and not a surplus. The parameter is “neutral external
balance”. If a particular country has a surplus cumulative trade balance, for example, the
auto-balancing exchange rate reduces the national currency exchange rate from its
original state on a certain scale. And vice versa, if the country has a deficit cumulative 71
balance sheet, the auto-balancing will reduce the national currency exchange rate. Thus
the country’s external balance tends to return to the “neutral state” or not a deficit and not
a surplus. In this case, the scale we use is GDP. The second variable equation is as follows
(Rahman, 2020, Section 7.6):

GDP + Deficit(trade + investment + transfers)
GDP + Surplus(trade + investment + transfers)

EBV =

Simply put, the second variable makes external balances of all countries tend to the “neutral
state” or not a deficit and not a surplus.
If the two variables above are combined it will become an auto-balancing equation, i.e.:

Autobalancing = Price var x External balance var

or

. GDP + Deficit(trade + inv + trans
Maiobal = (E Myoca i Pliocal = PIGIobal)-( ( ) >

GDP + Surplus(trade + inv + trans)

Theoretically, the auto-balancing exchange rate will make the competitiveness of all
countries in the world balanced. Thus, the country’s international trade will also be balanced.
No matter how big or how small a country’s trade, its international trade competitiveness will
always be the same. It does not matter how efficient a country’s production system is or how
bad it is: its international trade competitiveness will always be the same.

The auto-balancing exchange rate also puts the external balance of each member country
in the “true equilibrium state”. Countries that have a surplus cumulative external balance,
their currencies’ value will be reduced so that it reverses the balance. And vice versa. Thus,
each country’s external balance sheet will tend to be “neutral”. A neutral external balance is a
true equilibrium.

The exchange rate system is integrated with digital systems and works automatically like
“smart contracts” in the current cryptography. All member country policies that affect trade
between countries such as barriers (import barriers) or dumping (export subsidies) are
automatically neutralized by the system. Thus, the trade balance is always in a balanced
state, in all conditions.

By pegging the exchange rate to the price index and external balance to the true
equilibrium, the auto-balancing makes the exchange rate follow the actual economic
fundamentals, as idealized by Mundell (1961), more than the current floating exchange rate.
The current floating exchange rate is flexible by following the money market, while money
markets are influenced by many factors that cause a gap between the exchange rate and
fundamentals or make the exchange rate not follow actual fundamentals. While in the auto-
balancing model, by making the price index and true equilibrium as a parameter, the
exchange rate follows the actual economic fundamentals, the organic model is fully flexible,
by following the actual economic fundamentals. Thus, the organic model does not require
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1ES economic integration or OCA properties. The external balance between countries is always
281 well maintained in a true external equilibrium in all conditions.
b

3. Towards global stability

One of the main objectives of the organic model is to push global stability up to the maximum

level, the stability of the international currency itself, the exchange rate, and the whole
72 system.

3.1 Zero depreciation and zero appreciation

Since 1913, the US dollar has been depreciating by more than 95.5%. Today’s value is only 4.5%
of its value in 1913 (Fred ST Louis, 2020). The euro, since it was first released in 1999, has been
depreciating 29% of its initial value (Inflationtool, 2020). All currencies in the world have been
depreciating, both international (major currencies or key currencies) and national currencies. The
stronger the currency, the smaller the depreciation, and the weaker the greater.

At least, two things cause all currencies in the world to depreciate:

First, all currencies are attached to the budget of the state issuing them. Currently, all
countries utilize expansionary monetary policy (deficit) to increase growth. The deficit is then
closed with debt and printing money. As a result, their currencies depreciate (Meltzer, 2004).

Second, countries in the world also use currencies for competitiveness purposes. To
increase the competitiveness of international trade, countries in the world maintain the
value of their currencies stay low against major currencies so that their export power
remains strong. This strategy triggers other countries to do so to prevent competitiveness
loss. According to Rodrik (2008), undervaluation of the currency stimulates economic
growth. The undervaluation strategy is especially effective for developing countries. Since
the United States maintains US dollar depreciation in the range of 2% per year (Brown,
2016), then all countries in the world are also trying to depreciate their currencies equal to or
below the dollar so that their competitiveness is maintained. In the end, all currencies
depreciate.

While the OGC is not related to the state budget of any country nor the competitiveness,
therefore, the OGC can be designed to be perfectly stable, not depreciate nor appreciate at all.

The following is the OGC value equation (Rahman, 2020, Section 6.8):

M, = K.PLif P, —PI, = Oor API = 0

M,: OGC value

K: Constants (determined when the first value of OGC is set)

PI: price index

PI,,.;: price index of the previous year

PL,;: current year’s price index

API: changes in price index

When illustrated with a graph, the shape is as below: (see Figure 4).

As seen in the bell curve above, the value of the OGC (the blue line) is equal to the peak
(mean) curve of the global price index. If the price index goes down, the OGC value will go
down. And vice versa. If the price index rises, the OGC value also follows. This means that the
OGC value always follows the global price index.

How could the OGC value follow the price index chart above?

First, the global central bank makes a benchmark of OGC value that follows the price
index. Then second, the exchange rate system determines the OGC price against the real value
of the national currency based on the “auto-balancing exchange rate”. In these two ways, the
OGC currency value effectively follows the benchmark value.
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Figure 4.
OGC value benchmark

Global price index

Based on QTM (quantity theory of money) theory, the value of money follows the economic
value in which the money is used. The simplest money value equation was introduced by
Fisher (1911). The equation is:

M.V (money value) = P.T (economic value)

Since OGC is only used for international transactions, P.T is replaced by an international
transaction. The equation becomes:

M.V (money value) = P.T (international transactions value)

As mentioned above, the organic model utilizes digital currency technology. With such
digital technology, all money in circulation is recorded and controlled. No single unit is
unrecorded. Accordingly, then variable V (speed of money), P (price of goods/services in
international transactions) and 7" (number of international transactions) all can be calculated
precisely. Thus, V (value and money supply) can be determined precisely. Thus, the value of
the OGC, which is zero depreciated and zero appreciated, as desired, can be achieved
precisely.

This way, the value of the OGC will always follow the global price index in all conditions
precisely. Thus, the value of the OGC will be very stable both in the short term and long, far
more stable than all currencies that have ever existed in the world, even gold.

The condition, where the international currency is zero depreciated while national
currencies are free to depreciate depending on the preferences and conditions of each country,
is something new in global monetary affairs. This has never happened before. It is still the
subject of further research on how it impacts on global economic stability and growth.

3.2 Zero-interest rate

In the current model, interest rates at the central bank are part of the money itself. All central
banks in the world use interest rates as one of the instruments to regulate money. In Shartah
commercial banking, the interest rate is replaced with profit-sharing (Rahman, 2007, p. 123).
For central banks or government, there are sukuk as a substitute for conventional debt
securities. Sukuk are securities with variable-return Sukuk (VRS) and fixed-return Sukuk
(FRS) accompanied by underlying real assets or pools of mixed assets (Ayub, 2007,
pp. 389-390) and (Siddiqi, 2006, pp. 11-15). According to Afshar (2013), conventional sukuk
and debt securities are different because sukuk use collateral of real assets, while
conventional uses money (debt). However, according to Wilson (2008, p. 2), sukuk are still
widely criticized because they are usually benchmarked to the London Inter-bank Offer Rate
(LIBOR) on US dollar funds which are interest rates.
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1ES Simply put, it is very difficult to eliminate interest or yields at the level of the central bank
281 or government in the current model, some of which are caused by several things below:
b

(1) To control the circulation of money

The central bank uses interest rates to control money circulation. To reduce the money

supply and create a contraction effect, the central bank raises interest rates. Conversely, to
74 reduce the money supply and create an expansionary effect, the central bank reduces interest

rates. According to Litterman (1982), using the theory of optimal control of money, a central
bank can make an optimal combination of interest rate and money supply so that it can
reduce both fluctuations and ultimately maximize employment.

Since the OGC control system is a direct way, interest rates are not needed. OGC
circulation is entirely left to the market. If they need it for international transactions they will
buy it from the central bank. When they do not need it they just sell it to the central bank. The
reason the public use OGC for international transactions is efficiency and convenience: no
exchange fees and transfer cost apply. This reason is more than enough for the use of OGC.
No additional stimulus is needed. So OGC circulation is very efficient.

Active control is only needed when the public overuse organic currency. Under such
conditions, the local government can impose a “tax of holding organic currency”. The tax
revenue becomes a public fund (government revenue). The interest rate is still not needed.

(2) To control prices (inflation)

Based on the theory of the international Fisher effect (IFE), also known as the Fisher
hypothesis (Fisher, 1930), interest rates affect inflation. The higher the interest rate, the
higher the inflation, so that real interest rates tend to be constant. Furthermore, in the long
run, the relationship between interest rates and inflation is one in one (Westerlund, 2008,
p. 195). Various researches were carried out by many parties to test the consistency of Fisher’s
hypothesis. Most of the last tests were carried out using more complete methods, and in the
long run, the consistency was fairly high. Among these tests are Carneiro et al. (2002); Mignon
and Lardic (2003); Muse and Alimi (2012), and others.

Simply put, interest rates affect prices and inflation. Therefore, many central banks and
governments in the world use interest rates as a tool to control inflation or to achieve a certain
level of inflation.

As explained earlier, the organic model fixes the value of the OGC with the global price
index so that it is zero depreciation and zero inflation. Thus, the organic model does not
require interest rates to control prices (inflation). Inflation is already zero.

(3) To control exchange rates

“The foreign exchange market is in equilibrium when deposits of all currencies offer the same
expected rate of return” (Krugman and Obstfeld, 2003, p. 341). The interest rate market tends
to equilibrium; that is, the real interest rate throughout the world tends to be the same
(interest parity). The reason is, any difference in the real interest rate will cause capital flows
between countries, resulting in an adjustment. In this way, the interest rate and the exchange
rate affect each other. In this way, governments and central banks use the interest rate to
influence the exchange rate, directly or indirectly.

During the Asian monetary crisis in 1997-1998, all the central banks of the affected
countries raised interest rates to control the crisis. The increase in interest rates in some
countries reached the “ethal level” for the business entities. In Indonesia, for example, interest
rates at the time were above 40% pa. No business entity can survive with that “lethal interest”.
In a simulation made by Claessens et al. (1999) it was mentioned that the combination of the fall
in exchange rates and rising interest rates caused 31% of the 400 large companies, that were
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sampled in Indonesia, Malaysia, Korea, the Philippines and Thailand, to become insolvent. Qrganic global
Governments have to execute a “deadly interest rates” to save the exchange rate so that further monetary
fall does not occur. In most conditions, the interest rate is effective to influence the exchange rate

as desired.

In the organic system, the exchange rate uses the auto-balancing system so that it is not
affected by speculative actions and other impurity factors, including government policies
themselves. Even the money exchange transactions themselves do not affect the “price”. The 75
exchange rate in the organic model fully follows the (fundamentals) price index and true
external balance. Therefore, organic currency does not require interest rates to control
exchange rates. Likewise with the host country, the national central bank also does not need
to adjust the interest rates of its national currency to control its exchange rate with organic
currency. The exchange rate is always in true equilibrium.

Under such conditions, the OGC does not require interest rates at the central bank or
government level. As for commercial banks, the policy is subject to each bank. In the absence
of interest rates at the central bank level, and the absence of depreciation, commercial banks
have greater freedom to determine the level of yield or profit-sharing. Commercial banks that
operate according to Shariah principles also have greater freedom to determine the profit-
sharing system. There is no minimum risk-free rate; risk-free rate = 0.

The condition, where the international currency is zero interest rate at the central bank
level and is zero risk rate, is something new in global monetary affairs. Apart from our belief
that it will make international monetary more efficient and more neutral, it is still the subject
of further research on how its impact on international bank’s intermediation functions.

3.3 Zero volatility

As mentioned above, the organic model uses its own exchange rate model called auto-
balancing. The auto-balancing is the exchange rate that uses the price index and neutral
external balance as a parameter. The exchange rate between the OGC and the national
currency is set at a parameter that “the national price index equals the global price index” and
“external balance is neutral”. There are three implications:

First, auto-balancing will create a global trade balance more than ever. The global
imbalance that has been persistent so far can be eliminated. No country has a large surplus or
a large deficit. All of their external balances are in equilibrium.

Second, the auto-balancing exchange rate follows the actual economic fundamentals in the
true equilibrium of external balance. There is no gap or variance between monetary and real
economy. In the absence of a gap, fluctuations are also gone. The exchange rate depicts the
real value of the national currency and international (organic). Thus, the real-value changes of
the national currency, such as inflation, will be fully and automatically adjusted by the
exchange rate, in real-time.

Random walk to “certain direction”

The relationship between inflation or the price index with the exchange rate has long been
a concern of economists because it is the basis of one price theory which is the building block
of many other theories in an open economic model. However, although the theory is
“theoretically per se” elegant, this is not the case with the proof. No one can prove the theory of
one price holding globally and precisely as predicted. The relationship between the price
index and the exchange rate remains a very long “puzzle”.

As far as we know, all tests conducted by economists did not find a strong
relationship between the price index and the exchange rate in the short term. Therefore
they call exchange rate movements as “random walks” (Dornbusch, 1976); (Miller, 1984);
(Daniel, 1986); (Engel and West, Exchange Rates and Fundamental, 2005); (Kulkarni and
Nandakumar, 2011). However, in a longer or very long period, the relationship becomes
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1ES stronger (Abuaf and Jorion, 1990); (Cheung and S.Lai, 1993); (Enders and Hum, 1994); (Papell
281 and Theodoridis, 1998) and (Sarno and Valente, 2006).
’ In common, various tests of the consistency between the exchange rate and the price index
by many parties show the following results:

(1) The “random walk” of the floating exchange rate against the price index occurs in the
short term,

while in the long term, most test results indicate variants are lower. When the test
method is strengthened and the period is extended, the relationship strengthens. And
when the period is very long, which is a century, as in the Sarno and Valente (2006)
test, the relationship is very strong.

This means, the exchange rate does not actually run randomly without direction but
randomly goes in a certain direction. And that particular direction is the price index. In other
words, the exchange rate, randomly and with some degree of variance, goes in the direction of
the price index.

The current floating exchange rate is following the equilibrium of money markets, while
the money markets are influenced by many factors that are not part of the fundamentals, such
as speculative transactions, government intervention, imperfect information and so on.
Rogoff (1996, p. 653) and Engel and Rogers (2001, p. 1) mentioned factors that cause a
variance are transportation costs, barriers (tariff and non-tariff), non-tradable cost
components, consumer fanaticism and rigid pricing systems. These factors cause the
deviation between the exchange rate and the fundamental.

In the organic model, with the auto-balancing pegging the exchange rate directly on the
price index and neutral external balance, the various volatile factors above are completely
removed. Those factors no longer affect the exchange rate. Even the currency transaction
itself does not affect the exchange rate. Whatever the demand or supply of OGC, the exchange
rates with the local currency is not affected. The exchange rates always follow economic
fundamentals. The volatility and variance are gone.

3.4 Zero spreads

Spread is the cost of currency exchange. The greater the spread the greater the cost of
exchanging money. And conversely, the smaller the spread the smaller the cost. Dominant
currencies usually have smaller spreads. This is because the currency is liquid or it has a
larger economy of scale and thus lower exchange costs.

Besides, the spread is also related to volatility. Experts have been researching the
relationship between spreads and volatility for a long time. Generally, they conclude the same
thing, namely, the strong relationship between volatility and spreads. Among those
researchers were Black (1991); Lyons (1993); Bollerslev and Melvin (1994); Wei (1994); Melvin
and Tan (1996) and Ding (1999). Generally, their conclusions are the same, that is, the greater
the volatility, the greater the spreads. In other words, the relationship is strong.

Why do spreads always exist in currency exchanges? Spreads come from two things:

First, profit margin.

The profit margin makes money-exchange services feasible on a business basis. Without
spreads, money exchange services are not feasible in business so there will be no money
exchange services, while the public requires money exchange markets for efficient exchange.

Second, risk of volatility.

The money exchange service provider is a passive party. They cannot decide when to sell
or buy money. They only accept the exchanges made by economic agents who need money
changers. So they are directly exposed to exchange rate volatility. Therefore they need an
additional margin, above the profit margin, to cover the risk.
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As explained above, first, OGC is all digital and only circulates in the backbone network - Qrganic global
run by the central bank of each member country at the cost of them. As such, no additional monetary
fees are required for currency exchange services. So, the first point, the profit margin is not
needed. The money exchange services do not need a profit margin. Second, as explained
above, the auto-balancing can eliminate volatility. Thus, the second point, to cover the risk of
volatility, becomes unnecessary. Thus, OGC does not require additional spread to provide
profit margin or to cover the risks. In the organic model, spreads are not required in 77
exchanging money.

In the organic model, money exchange services do not require a third party because they
can be directly carried out on the backbone network operated by the central bank. In an
advanced system in the future, exchange services by third parties still can be done without
margins with the operating system as in the current social media where service providers
only utilize advertising services and various other services to run their business. With this
operational model, money exchange services by third parties are still possible with zero
spread. New opportunities remain widely open.

Interchangeable and interconvertible

Organic currency is fully interchangeable or interconvertible. National currencies and
international (organic) currency can be converted to each other without affecting exchange
rates and without the need for spreads. Thus, the OGC and national currency cannot and do
not need to be traded. Organic cryptocurrency is naturally non-tradable. Speculation will
not exist.

The condition where exchange rates between international currency and national
currencies are zero volatile and zero spreads is something new in global monetary affairs.
Apart from our belief that it will make international monetary more stable, it is still the
subject of further research on how it impacts on the money market, global trade and
investment and global stability.

4. The road to Shari‘ah principle

The organic model aims to eliminate instabilities, inefficiencies, incoherence and imbalances
in the current international monetary model. In doing so, the organic model follows basic
theories in the open economy. Assessed from the direction, the organic model is on its way to
achieve the Magasid Shartah.

First, the organic model makes global monetary more symmetrical: the global currency
that is managed jointly by all countries in the world and is organically connected with the
national currencies of all countries in the world, or at least member countries. Therefore, the
OGC currency is more symmetrical and more democratic than the current model.

Our current international currencies are not the real international currency but the
currencies of certain countries or regions that are adopted and used as international payment
instruments. Thus, they give rise to global monetary asymmetry. Some countries or regions
can print money from a piece of paper at almost no cost, while others must buy it with gold or
real goods. Global monetary asymmetry creates widespread and permanent imbalances. The
asymmetry of global monetary is the largest economic asymmetry in the world that causes
permanent global imbalances, inequality and injustice. Many poor countries have to buy
papers from the richest countries on earth with gold and any real goods that they badly need.

With the system which is controlled by all countries in the world or at least member
countries democratically, the global monetary system will be more open and symmetrical.
Countries in the world will have the same rights and equal opportunities to manage and
create a common international currency. Thus, global imbalances can be eliminated, and
global inequality can be reduced significantly. We believe that eliminating imbalances,
inequality and injustice is part of the Magqasid Shartah.
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1ES Second, the OGC can be controlled directly so that it does not require the interest rate at the
281 central bank or government level. We believe that in the absence of the interest rate at the
’ central bank level, eliminating the interest rate on a fixed-rate basis at the lower level will be
more likely than the current model. Without the interest rate, the cost of monetary control
becomes more efficient.

In this model, interest rates can be eliminated only at the central bank level. For
78 commercial banks, it is the subject of each bank. In the absence of the interest rate at the
central bank level, and accompanied by zero depreciation, commercial banks have greater
flexibility to reduce the costs of money “rent”. Shari'ah banks and other Shari‘ah-based
financial institutions will have greater flexibility, more spaces, to create a revenue-or-profit-
sharing model that is closer to Shariah principles. Various researches and breakthroughs in
the future might be able to open the way on how to utilize money of zero-interest and zero-

depreciation to increase growth and at the same time be closer to Magasid Shartah.

Third, with the loss of volatility and spreads, the organic model removes currency
speculation from the very basics: the opportunity. Trillions of US dollars of capital that have
been circulating on the money market and only become “pseudo-and-volatile transactions”
can be transferred and utilized for more useful real investments and consumptions that give
real value addition to society. This model also eliminates the risk of fluctuations that each
year cost the global economy hundreds of billions USD (Bonpasse, 2006, p. 161). By removing
money trading opportunities, the organic model calls money back to its main function as a
transaction tool, not as a commodity. The organic model can flow trillions of US dollars of
capital which has so far only polluted global transactions back to the real sector so that it
becomes more beneficial for humanity. This is a very deep achievement and a fundamental of
the Maqgasid Shartah.

5. Conclusion

We believe that the global economic and monetary system is always evolving towards better.
There is no fixed and complete system. Evolution will continue throughout history into a
more effective, more efficient, fairer and more stable system. We see that the organic model is
part of the evolutionary process towards this good.

Likewise with Sharrah economics. The principle in Shartah is fixed. It has been
established in the Quran. But, creating a large monetary-economic system, which involves the
interests of hundreds of millions and even billions of people, approaching the fixed principles
of Shartah, we also believe, it is a process that will continue to evolve. We will never reach the
final touch. But we do make it closer.

One of the main weaknesses of the current call for international monetary reform in
various parts of the world, including those initiated by the IMF, is over-reliance on
“agreements of countries and regions that control global currencies (the United States and
the European Union) and the countries that control largest surplus in the world (China
and Japan)”. International monetary reform proposed today can only be carried out if all
of those countries sit at one table and make a high-level agreement. And we all know
reaching such a high level of agreement is impossible. Global monetary reform will never
come from the top.

The organic model uses a completely different path. The organic model does not require
the cooperation of all countries and has no dependency on the major player countries. The
organic model only depends on the countries concerned. Then the concerning countries can
start the initiative, establish the system and open it to all countries in the world. Then the
reform will proceed naturally, gradually and give birth to disruption in global monetary
system. The reform will proceed easily and naturally because it does not require economic
integration.
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The journey to the ideal model and towards the Magqasid Shari‘ah is a long journey, maybe Organic global
even forever. What we can achieve in the organic model is part of the journey towards the monetary
ideal model and the Magqasid Shartah. As a new model, the OGM will continue to develop to
achieve the optimum model, to achieve the stability and efficiency of monetary functions
based on basic theories in an open economy, and at the same time increase its suitability for
Magasid Shariah. We are widely open to any input and cooperation from various parties, in
all respects, to achieve the ideal model that becomes a legacy for mankind in the future, as 79
ralmatan lil-alamin. Wallahu @'lam.
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