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Capital Market Issues According to Islamic Jurisprudence

SPECULATION

RESOLUTION

The SAC, at its 10th meeting on 16–17 October 1997, and 11th meeting on
26 November 1997, discussed the issue of crude palm oil futures and resolved
that speculation is permissible under Islamic jurisprudence.

INTRODUCTION

According to Kamus Dewan, speculation can be defined as the act of buying
and selling something (shares and others) in anticipation of making a big
profit but at a great risk.257 Meanwhile, Kamus Ekonomi defines speculation
as the taking of risks by investors or businessmen in the hope of making
profits through financial or business trades. Speculators usually buy securities
for capital gains and not for dividends.258 For example, an investor buys shares
when prices are low and sells them when prices are high. The Dictionary of
Business Terms defines speculation as the “purchase of any property or
securities with the expectation of obtaining a quick profit as a result of price
change, possibly without adequate research. Compare with gambling, which
is based on random chance; contrast with investment”.259

257 Dewan Bahasa dan Pustaka, Kamus Dewan, Kuala Lumpur, 1989, p. 1224
258 Dewan Bahasa dan Pustaka, Kamus Ekonomi, Kuala Lumpur, 1993, pp. 245–246.
259 Jack P. Friedman, Dictionary of Business Terms, Barron’s, New York, 1987, p. 570.
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ARGUMENTS THAT SUPPORT THE PERMISSIBILITY OF
SPECULATION

Speculation was never debated by past Islamic jurists because it is a term
used in the modern world of finance. Nevertheless, through Shariah principles,
it can be studied to ascertain its status according to Islamic jurisprudence.

The Principle of Bai` Muzayadah

As a result of the studies undertaken, the SAC found that speculation is
present in whatever form of trade and is not confined to the share market.
The question is whether such an act is forbidden entirely in Islam. Generally,
making a profit from a price difference is not a hindrance in Islamic
jurisprudence. Should this activity be forbidden, then surely sale and
purchase principles like bai` muzayadah260 and murabahah will also be
forbidden because both involve making a profit from the difference in the
original price. Hence, this particular principle is allowed in Islam.

The Non-interference Practice of the Prophet s.a.w. in
Determining the Market Price

What is clearly forbidden in Islam are fraud and manipulation. These practices
have to be monitored and supervised to ensure fairness for market players,
and to minimise forbidden practices. A situation whereby a trader makes
bountiful gains as a result of a price increase following an increase in demand
is acceptable in Islam. It represents a blessing and an opportunity for the
trader. Rasulullah s.a.w. himself said:

Meaning: “Let the people seek their own livelihood provided by Allah
s.w.t. for them.”261

What needs to be done is monitoring to ensure that fraud and manipulation
do not occur in the market. The aim is to create a healthy market in line with
the principles outlined in the Shariah.

260 Please refer to the SAC resolution on bai` muzayadah for further details.
261 Hadith narrated by Muslim.
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The Prophet s.a.w. himself was loath to interfere in the fixing of prices in the
market after finding that the prices were being determined by market forces,
and not by any act of manipulation. This view was supported by a prophetic
tradition which told of how the Prophet s.a.w. responded to a request made
of him to arrest the prevalent rise in prices by fixing the prices in the market.
He said:

Meaning: “Verily, Allah s.w.t. determines the climate of economic
affluence and gloom. I do not want to take any action to fix the prices
because I do not want, later in the hereafter, any among you to demand
for the return of your property and blood from me because of my
tyranny (in fixing the prices).”262

The Prophet s.a.w. described the act of fixing prices as tyranny towards the
seller if price fluctuations in the market were due to normal market forces.
An increase in price due to increasing demand should be seen as an
opportunity for the seller to make more profits from the prevalent market
climate. Fixing the price means forcing the seller to sell at the fixed price and
stopping him from enjoying the bounties provided by Allah s.w.t. Thus, it
will not be against the Syara` if market players take advantage of the rise
and fall in prices following the forces of supply and demand of the goods
offered.

Difference Between Speculation and Gambling

At a glance, speculation and gambling appear to be similar in practice. As
such, we do hear, for example, the exhortation not to treat the share market
as a casino. This perception arises because speculators enter the market
depending solely on luck, similar to gambling.

The share market is not a place for gambling. On the other hand, the share
market is a place which allows shareholders to dispose ownership of shares
to other investors in order to gain liquidity. Whether it is gambling or not
depends on the conduct of the investors who enter and leave the market, as
well as their motives. There are those who are well informed when they

262 Hadith narrated by Tirmizi.
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enter the market. This is good because they enter with careful consideration.
There are, however, those who enter the market depending solely on luck.
This not only exposes them to risk, but is also not in line with what is required
in Islam.




