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Abstract

The idea of establishing an Islamic common currency has been proposed since
2003 as a strategy to enhance economic convergence and reduce the dependence of
member states of the Organization of Islamic Cooperation (OIC) on the Western-
dominated financial system. Despite the absence of concrete implementation, the
proposal retains significant theoretical and strategic relevance. This study aims to
assess the feasibility of forming an Islamic common currency among OIC members
by adopting a mixed methodological approach, combining comparative and
descriptive-analytical methods. Drawing on the experience of the Eurozone and the
theory of Optimum Currency Areas (OCA), the paper examines the economic,
institutional, and political dimensions of this initiative. The findings indicate that,
under certain conditions, an Islamic common currency could potentially reduce
transaction costs, increase total and intra-regional trade by approximately 40-60%,
and mitigate sanctions-related risks, particularly for Iran. However, substantial
challenges remain, including pronounced economic heterogeneity (an 82%
disparity in GDP per capita), heavy reliance on oil revenues (around 60%), and
geopolitical rivalries among key countries such as Iran, Saudi Arabia, and Turkey.
Moreover, lessons from the Eurozone crisis suggest that the absence of strong
supervisory institutions and effective shock-adjustment mechanisms may lead to an
unequal distribution of benefits between stronger and weaker economies.
Consequently, a direct transition toward a single Islamic currency appears
unrealistic. The success of this initiative depends on a gradual, staged approach
grounded in institutional convergence and the adoption of complementary
monetary arrangements, such as an Islamic settlement currency. For Iran, such a
framework could contribute to reducing dollar dependence, curbing inflation, and
strengthening its position within the Islamic world economy.
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