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Abstract 

Derivative is a financial asset whose value is dependent on an underlying asset or a 

known variable. Foreign exchange derivative (FX derivative) is a financial derivative 

whose payoff depends on the foreign exchange rate(s) of two (or more) currencies. 

These instruments are commonly used for currency speculation and arbitrage or for 

hedging foreign exchange risk. The lack of formal “FX derivative market” is one of 

the important challenges of Iran’s financial system. This missing market is very 

useful in many areas. For example, firms can hedge their currency mismatches by 

using different types of FX derivatives. In addition, both exporters and importers may 

reduce the uncertainty of their expected cash flow by fixing a future exchange rate 

with FX derivatives. In addition, the Central Bank can enter the FX derivative market 

and pursue its main goal of reaching “financial stability” in the FX market. 

Since the FX derivative market is not available in Iran’s financial system, market 

players have created an informal illegal substitution. This unlawful market is called: 

“Next-day FX Transactions” In this market, players trade next day dollars (and other 

foreign currencies) based on their expectations about the next-day rate.   However, 

Iran’s banking system is based on the Usury-free Law and all the transactions are 

supposed to be Shariah-compliant. The main questions are: “What are the 

jurisprudential challenges of next-day FX transactions based on Islamic Fiqh? What 

are the substitute Shariah-compliant instruments?”. The results, based on a 
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descriptive-analytical approach, show that it is possible to analyze the next-day FX 

transactions based on “Gambling”. If these transactions considered as gambling, then 

they are Qimar and Gharar which are not accepted in Islamic Fiqh. The substitute 

instrument for next-day FX transactions in the short-run is conducting these 

transactions based on “Future Legal Commitment” contract and in the long-run, is 

forming a formal derivative market in Iran’s financial system. 

Introduction 

"Currency Derivatives Market" is one of the missing markets in the monetary and 

financial system of Iran, which has created various costs for producers, policymakers, 

financial investors and speculators. The main function of this market is to clarify the 

future direction of the exchange rate and the risk management of future exchange rate 

fluctuations. Given that the need to trade derivatives is for the general interest of all 

stakeholders, in the absence of the formal currency derivatives market, unofficial 

alternative structures have been formed in the economy, one of the most important of 

which is the "Next Day Trading Market". In this unofficial market, the stakeholders 

are busy predicting the price of the currency for the next day and doing trading on 

these predictions. 

This research tries to document the legal nature of the transactions in the next day 

currency derivatives market, assessing the legal nature of these transactions in terms 

of Islamic jurisprudence and providing related alternative solutions. The structure of 

the research is that after this introduction, the nature and necessity of the derivatives 

market, and then a variety of derivatives, are discussed. Further, the experience and 

legal framework of next day exchange transactions are explained in the informal 

market and analyzed from the legal point of view. Finally, the design of alternative 

Islamic strategies for organizing next day currency trading will be discussed.  

The nature and necessity of the derivatives market 



 
 

In conventional monetary and financial markets, derivative instruments have very 

important functions and have been widely welcomed by investors, commercial banks, 

central banks, and so on. Here are some of the most important of these functions: 

 Hedging the risk of currency fluctuations for investors and producers 

 Foregrounding the discovery of future currency prices 

 Reducing unofficial currency market transactions 

 Deepening financial market 

 Establishing the entrance of foreign producers and investors 

Variety of derivative instruments 

Although, in modern financial markets, various types of derivatives have been 

developed, but three of the main ones are: 

 Future currency contracts 

 Currency exchange option contracts 

 Currency swap contracts 

The legal framework of next day currency transaction in the informal market 

Considering that in the monetary and banking system of the country the future 

currency transactions are not recognized and according to the Central Bank 

regulations, these activities are illegal, in recent years the informal market have been 

formed that is called “Next Day Trading Market”. 

The order of next day currency trading is a trade in which foreign exchange market 

participants enter into trading with one another for the exchange rate on the following 

day based on their forecasts. In fact, they are trying to gain profit for the correct 

prediction of the exchange rate on the next day, and naturally also pay off the losses 

for their improper forecasting. The practical experience of the aforementioned 

transactions, which is mainly carried out in the city of Tehran, is that a group of 



 
 

people who have the credibility, form a group to conduct next day deals and one 

person is appointed as head of the group. The head of the group will receive a 

guarantee (i.e. warrant checks) in order to increase the warranty of transactions and 

the payment of compensation in the event of an improper forecasting (called a 

penalty), proportional to the ceiling for which the member requests it. For example, if 

a member has a trading order of over 1 million dollars, then the guarantee must be 

paid at a higher rate. For trading next day currency, usually at the end of a business 

day, the parties to the transaction will trade with each other on the basis of their 

forecast of the price of the currency on the next day and will be settled at the end of 

the next business day (usually at 15:00 p.m.). In fact, any party that has made an 

incorrect prediction should pay the difference between the real exchange rate of the 

next day and the expected rate as compensation (i.e., the fine) to the opposite party. 

Anyone who refuses to pay for any reason will be expelled from the group (and 

naturally from the market) and its credibility will be eliminated for next day trading. 

In this category of currency transactions, no written contract is signed between the 

parties, and the agreements are made in person or by phone. Also, the delivery of 

currency has no meaning for the parties. 

From the point of view of the law, it would seem that they could be considered "trade 

on exchange rate fluctuations." In this legal image, the parties will not make any 

commitments to make a bet on next day currency price, but rather will bet on 

fluctuations in currency rates. More precisely, in this picture, the parties to the 

transaction hedge the risk of currency fluctuations. 

In fact, any one of the parties to the transaction that does the wrong prediction is 

obliged to pay to the opposite party the amount of error in forecasting the next day 

exchange rate. 



 
 

For example, if the price of the currency at the end of the day is 63,000 IRR, the first 

party (which expects a stable or reduced price) states that tomorrow at 15 p.m., the 

price of the dollar will be less than 65,000IRR. The second side (which expects a rise 

in price) also says that the price of the dollar will be more than $ 65,000 IRR.  At 15 

p.m. next day, if the price of a dollar in the market is less than 65,000 IRR, the 

second party should pay a fine as much as the difference to the first party (because of 

the error in the currency forecast). In contrast, if the price of the dollar is more than 

65,000 IRR, the first party must pay a fine as much as the difference to the other 

party. 

Islamic jurisprudential analysis of the next day currency transactions 

From the point of view of jurisprudence, the legal image of next day currency 

transactions is a new legal structure that is needed to be analyzed in the framework of 

the principle of freedom and the necessity of contracts (in Islamic jurisprudence). In 

other words, it cannot be analyzed as conventional contracts such as Morabeheh, rent, 

etc. Of course, although the principle of freedom of contract is accepted in Islamic 

jurisprudence, this freedom is tied to a certain framework that is the same as the 

general rules of contracts, such as the prohibition of usury, loss, gambling and 

Gharar. In fact, all new contracts are required to provide common criteria of 

contracts. On this basis, it seems that in the trading of the next day currency, two 

principles of prohibition of gambling and prohibition of Gharar require a closer 

examination, and other principles (such as the prohibition of Riba) does not need any 

discussion. In the following, the analysis of next day transactions is considered from 

the perspective of the two principles: 

1. Gambling deal 

The question that arises here is whether next day currency deals are casual 

gambling. The answer to this question seems to be positive. Because in the legal 



 
 

representation of next day trades, the parties deal on a completely random matter, 

the exchange rate, on next day and each one is obligated to pay a certain fee to the 

opposite party in the event of an error. Therefore, no real economic activity occurs 

here, and only on a random variable (without the ability to bill and match) a bet is 

made. 

2. Gharar deal 

The question that arises here is whether next day exchange rates trades are Gharar. 

The answer to this question also seems to be positive. Because in the legal image 

presented, due to the vagueness of the reciprocity in this transaction, the challenge 

of Gharar is seriously significant, because in legal terms, ambiguity in exchange 

rate for transactions is one of the main factors behind the creation of Gharar. 

Research Objective 

Given that the need for the next day currency trading is a real need for monetary and 

financial markets, and given the legal challenges facing the current next day dealings 

(especially the problem of gambling and Gharar), the need for designing templates to 

the full compatibility with Islamic Jurisprudence is felt which would be a sufficient 

alternative. Accordingly, two short-term and long-term solutions for trading next day 

currency are proposed in the framework of Sharia Law. 

Research Approach 

1. Short-term solution 

Next day trading can be designed in the context of a “Future Legal Commitment”. 

In this way, the seller pledges to sell a certain amount of a foreign currency at a 

price that is set at the current time on a specific business day (one business day). 

Conversely, the future buyer pledges to buy the currency with the specified 

specification. 



 
 

In this way, it is necessary to take certain measures to ensure that the transactions 

actually take place on the commodity (currency) and not on the fluctuations of the 

exchange rate. In particular, it is necessary to consider the possibility of physical 

delivery in transactions. In such a way that if one of the parties to a transaction 

requires physical exchange for any reason, it can be delivered without difficulty. It 

is, of course, natural that the parties can settle each other in cash (cash settlement), 

but this discretion should also allow the physical settlement of the currency. 

2. Long-term solution 

The main and long-term solution to the challenges of next day trading seems to be 

the formation of the official market for foreign exchange derivatives. In fact, after 

obtaining the Central Bank’s approval, the “Futures Currency Market” can be 

designed based on the legal form of a future commitment. 

In this solution, the futures dealer pledges to sell the specified amount of a foreign 

currency at a price that is set at the current time for a specified date. Conversely, 

the futures buyer pledges to buy the currency with the specified specification. 

It should be noted that futures traders typically are two groups. The first group is 

the ones who deal for risk hedging, and the second group is the financial 

speculators who seek to make a profit from placing the prices. Therefore, only a 

small group of stakeholders enters into the futures market for the purpose of 

transfer. From the economic point of view, in futures market, there is a need for 

speculators, as well as the needs for traders. Basically, without speculators, the 

market will not be formed, because they are the ones that bring the price to the 

balance and causing liquidity. 

Concluding Remarks 

This research attempted to explain the nature of next day currency transactions, to 

clarify the legal challenges of these transactions and to propose specific alternative 



 
 

solutions in the Sharia Law framework. Research findings show that the need for 

derivative instruments for the general public is a real requirement, and if the formal 

monetary and financial system fails to respond to this need, alternative methods (such 

as next day currency trading) will grow in the informal market. 

In addition, it is possible to consider the legal nature of next day deals: "A deal on 

exchange rate fluctuations", which, in a religious perspective, faces two challenges of 

gambling and Gharar. The proposed alternatives include next day trading 

arrangements, including a short-term solution: "Making next day deals in the form of 

a legal obligation to do business" and a long-term solution: "The formation of the 

formal futures market for currencies." 

Finally, it should be noted that in this research, most of the jurisprudential aspects of 

next day deals and alternative solutions are considered. However, it seems that the 

economic and financial dimensions of these deals and alternative solutions require a 

closer look. This could be a subject for future research in this area. 
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