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Introduction
The Equity capital system is an arachnidan sysiieia fast spreading and fast collapsing systaerefore it is
coming out of a crisis to fall in another. The bistof this financial system reflects this factnambers and also
in reality, as the distinguished western econonmne@érs confessed that capitalism is a regularscgseerating
system by nature. The traces of this capitalisnuneatire more noticed recently according to the grgw
demand on the financial derivatives, forward saed speculative fever dealings. But the truth it tthe
problem of these crises that occurs regularly witthie system lies in its rapid transition across world and
also in the fact that any disturbance in one enthefworld will rapidly transit to the other end adot of
countries trend to follow open market, financiélelialization, share capitals’ free transition arekfobstacles
investment policies whether in multi parties comemarframe under the International OrganizationTofde
regulations or in the contest of the financial gllidation through the liberalization of the longdashort term
capitals; therefore the infection of financial @i an inevitability.

In light of the growing global interest in solvirlbis crisis especially at the level of the interoaal
financial and monetary institutions; Islamic ali@tive emerged dramatically in light of the immumhattwas
featured on many of Islamic financial and bankingtitutions at a time when the world has withested
collapse of many giant global financial and bankimgjitutions.
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Abstract

The aim of this study is to show how Islamic finareontributes in the reduction and prevention péficial
crisis resulting from the opening-up policies aimhficial liberalization where capitalist economyeigposed
from time to time to these crises and it barely eamt of a crisis and entered another which lechewists to
describe it recently as the crisis economy. Theoitamce of this research appeared on highlightiegrole of
financial liberalization policies in increasing tlansmission of financial crises infection betwemuntries
especially that abidance of the terms of finanéladralization in the multilateral trading systewr, in the
context of financial globalization means establigheconomic and monetary policies that are in cbesce
with the principles of capitalism by adopting lieBzation of financial activity internally and extally also
Highlighting the most significant financial crisasd fluctuations that accompany the opening-upcigsiand
financial liberalization and the most important esqussions. Then highlighting the importance o&rst
finance as a good alternative in the light of thecess of many Islamic financial and banking ingtins to
survive falling like many giant financial and bangiinstitutions. The study shows some results dioly that
the hasty financial liberalization makes the spossuf these policies vulnerable to the transmissibrihe
financial crisis that is plaguing the global caji#asystem. Financial liberalization policies inggoadherence to
international standards and the laws that goveerfittancial activities which supports significanthaditional
financial activities that turned out as previouskplained to be based on usury and the sale ofdtiis is the
source of the contemporary financial and bankingest Thus the study shows that the Islamic finandastry
today has a golden opportunity to make Islamicrfoga substitute for both capitalist and socialstem. But
in order to benefit from this opportunity the inttysmust adopt the products and financial instrutmehat
represent the philosophy and principles of Islaegionomics.

Resear ch Problem: The research problem is to try to answer thesetiqures:

- What are the financial openness and liberalizapiolities?

- What are the major economic fluctuations and fingnrises the world has known under the tendency
of most of the countries towards openness polanesfinancial liberalization?

- What is the suitability of the Islamic alternativelight of the search for solutions to the econoamd
financial crisis?

Resear ch Importance: The importance of searching through:

- Highlighting the role of financial liberalizationoficies in increasing transmission of financial
contagion between countries, especially that alseldyy the terms of financial liberalization in the
multilateral trading system, or in the contextiofhcial globalization means establishing econcanid
monetary policies that consist with the principtédscapitalism by trending towards liberalization of
financial activity internally and even externally.

- Highlighting the most significant financial crisesxd fluctuations that accompany the opening-up
policies and financial liberalization and its masportant repercussions.
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- Highlight the importance of Islamic finance as ada@lternative in light of the success of manyrsta
financial and banking institutions to survive tladl bf many giant financial and banking institutton

Litrature Review:
There is a range of applied studies on the relgtignbetween financial liberalization and finanaiaises in
general and banking crises in particular, herdtsenost important ones of these studies
Kaminsky and Reinhart 1966: This study included 20 countries in Asia, Eur@ma Latin America and the
Middle East. The study sample included five indastnations: Spain, Sweden, Denmark, Norway andaRih
and 15 countries from emerging market countriesnduthe period from 1970 to mid-1995, the studyvedd
that 18 of the 25 crisis of the banking crisis gced after the study countries applied of finantilatralization
policies.
Caprio and Klingbiel 1996: they suggested that accelerating the applicatidmancial liberalization policies
results in banking crises, also the possibilitypahking crises increases in the aftermath of thieenay crisis
and the crisis of the balance of payménts
Each of Schumkler and Kaminsky (2003) gave evidence of an increased risk of eventuahfifal crises after
financial liberalization and presented chronolobfaaancial liberalization in 28 of the developeddaemerging
economies since 1973. The results show that fieineforms followed in the short-term by more clestvound
and recession cyclés
Ortiz and Kanner in their study (2004) highlited: other ways in which financial liberalization cagadl to
financial crises. Where they pointed out that ia firesence of moral hazard and bad choices indhiat
markets, especially with the absence of any reistrion capital flows, banks tend to lend aggredgiMeading
to excessive borrowing in investment. Accordingbckasing savings and increasing current accoufiditde
occur quickly. And if the results of the reform bewe less positive than expected, uncertainty ainwestment
grow and companies face problems in the repayménbams, resulting serious problem for the banking
systent.
Resear ch M ethodology:
In order to achieve the goals the descriptive agghicand the analytical method have been adoptetbriAbe
sources of research it will be based on secondarsces such as books, and related articles, pktiguhose
are published online because of the lack of studyest for published scientific research becausiésafovelty.
The study has been divided into 3 topics which &he: policies of financial openness and liberaiarat
(overview), financial liberalization policies an@ role in contemporary fluctuations and financiases and the
role of Islamic finance in reducing the economid dimancial crises associated with the policiedioéncial
openness and liberalization.
First Topic: The Financial Policies of Financial Openness and Liberalization (overview)
Financial liberalization is one of the new finan@gstem features and the most important featurecohomic
developments over the past years; it is known fimancial liberalization policies are closely linkdo the
dominance of liberal policies as general econorpijges as states tended to reduce governmenveérigon in
economic activity.

Stanford School represented by its leaders Edwadd Ronald McKinnon (1973) opinions related
financial development, financial liberalization aedonomic growth to each other and revived the si®fv
Joseph Schumpeter(1912) where he clearly definectitns of brokerage modules by undertaking mahbijz
savings, evaluation of projects, management of ingnkisks and control project performance, and s a
connected between these activities, services, itheeps of technological development and innovadiond the
economic developmehnt

It is well known theoretically that the mentionedrid emerged for the first time from modern liberal

school opinions, which call for the liberalizatiohthe financial sector based on the belief thatliberalization
of interest rates in consistent with the markeedsinants increases savings and therefore invessthen
First Fequirement: Definition of Financial Liberalization:
The term financial liberalization expresses theceph of broad and interconnected to lift the restins and
obstacles on the financial activity in general, thiee locally or internationally. This term has egent
dramatically after a series of studies those dz#ig restraint policies in several countries atinetwhen
financial liberalization has been considered ascaessful alternative on a national and internafitevel.

In fact, no one misunderstand the public interkat tan be derived, for example from liberating the
interest rate, extended credit and cut down theutstyy reserve ratio and the use of indirect insients of
monetary policy and the privatization of banks &indncial institution$' and liberalization the capital account
like applying more of the procedures that are cdibfgawith World Trade Organization agreements rdia
GATS services in order to liberalize financial seeg and promote directed competition and incredfsgency
of the financial systeifi.

But this editorial policy measures must take intocunt its impact on economic variables and provide
support to ensure their success factors becauggepaded liberalization for interest rate and dredn lead to a
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reduction in investment rates and more damaging résky investment also liberalization of The donest
financial sector that is accompanied by liberaiaatin the capital account without focusing on iitagstonal,
regulatory and legal dimensions that are necessarygenerate acute crises as we have seen inlygcemany
countries X :
Second Requirement: the Types of Financial Liberalization :
This financial liberalization can be divided into:

1. Internal Financial Liberalization :
controls deposits and / or the lending rates aeditellocation are considered as one of the commethods
to rein in the underdeveloped financial systemsiciig banks to support credit for certain sectorstm
determine the amount of credit distorts the creairket and reduces efficiency,these controls dopnevent
banks and other financial intermediaries to furel ifost promising and productive business opporasnanly
but usually only reduce savings and encourage alaflight,therefore the subject of the evolution thie
monetary sector and monetary policy notices thergf governments usage to instruments of moy@ialicy
indirectly versus direct controls on interest raded credit allocation, and also it takes in actahbe efficiency
of the markets for government bonds and the prawisf services to the financial system liquidity

At the level of the financial sector and the bagkatructure , the banking structure is distinguishg
its dominance in developing countries, in most sadbe banking sector is characterized by a heavy
concentration and control of the public sector Isaterefore strengthening the relationship betwggewth and
financial development requires introducing more petition into the banking and financial sector &ise the
efficiency and value of credit, as well as the néedvork to provide advanced banking services.Tdi&
includes the development of the financial sectocreate and develop the work of financial marketkich
requires the presence of companies and finandttutions that are interested in a long-term itwvesit such as
insurance companies and pension funds to contributeese markets in addition to an active secondrket
for stocks, in general, what is important in thegiext is not expanding the financial structurelftsut rather to
provide a sophisticated and diversified financevies that lead to upgrade efficiency and thesiigpment of
resources.

2. Financial Liberalization under the World Trade Organization (GATS Agreement):
liberalization of financial services trade agreem@ATS) is a part of the concept of financial liakzation
because its provisions aim to open the financialises market for any state or organization wanjoin the
World Trade Organization (WTO) by removing all tharriers and obstacles to the entry of capital and
investment in the domestic financial sector, Sijaieing the World Trade Organization means to aligleall
the agreements that are approved by the organizaanong these agreements, the financial services
agreement, which provisions have been establishe@eineva in 1997, where this agreement imposesdboun
commitment to a set of rules and conditions thigcathe regulation of financial services sectoraoy member
state.

The services component of this provision includes activities of commercial banks with respect to
deposit-recieving and granting of credit and theropg credential accounts and provide the bankéwvicss for
the establishment of companies and moral persamd.itnclude also providing financial coverage fopjects.
Also it ncludes all bank’s services that are clesias investment services.

Leberalization here comes through the followingafeactions and commitments:
- Remove Credit Controls
- Remove Interest rate Controls
- Entry Barriers
- Remove Operational Restrictions for Securities M#sk
- Capital Account Controls
- Privatization of Financial Institutions
- Allow the establishment of offices of foreign ban&sd insurance institutions that wish to activity
within the country representatitin

It is clear from the foregoing that the Conventiand the basic clauses aimed at opening and
liberalization of the domestic financial sector the foreign institutions and investors to investvard through
the removal of all restrictions to foreign capidadd compliance with international standards regardinancial
transactions and activities.

3. Financial Liberalization in the Context of Financial Globalization (Liberalization of the Capital

Account):

There is confusion between financial liberalizatiorder the World Trade Organization and the libeasibn of
the eqouity capital account and therefore we miftrdntiate between the liberalization of tradefimancial
services and the liberalization of capital trarsféor while the first one impact in the balanceseivices, the
second affects the balance of payments. We caerdiffiate here within the context of the interrnadio
economy literature, as the return of capital invesit abroad is a service return,and its like watumn or
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production’s element return in tfavor of non-resideustomers, there fore increasing transitions enmnt of
capital will lead to increase the flow of servicakhough it is a must to differentiate between th®
movements, for Example transmission investmenéstablish a bank outside the borders of the staeshift of
capital while the financial service itself does roitse untill the bank provide various banking smrs, and
achieving revenue from these services is addechéoreéturns of the services balance in the Balarfce o
Payment¥'.

The liberalization of the financial sector in tharhework of the multilateral trading system incesas
the foreign institutions demands to lift restrictioon the capital account in order to facilitate #ctivities of
these institutions. In general financial Liberafiaa under financial globalization discusses th@rde of
domestic financial system's ability to funds bralge outside the country. This affects the counextent of the
profit from the international trade. And the sudbjef financial openness evaluates the of overgdrapriation
of exchange rate Including whether it works smoothd free of interference. And also checks if ¢hare
significant restrictions on the foreigners anddests trading of financial assets or currerities

Restrictions on current account transactions Catrice trade in goods and services fairly, likewise
multiple and unbalanced exchange rates could impettee trade and resources allocation.Howeveretheay
be a need to impose restrictions on capital accwansactions un less there were an institutiomaingements,
including regulations and prudential supervisios.tAe debate taking place in the context of cugrenises and
financial crises and the best system for lebertiimathe open capital account without proper svgamn and
information disclosure can increase the risks mdvriicial collapse. But in the presence of appropiiatitutions
open economy can benefit from the available glgbfalhds to finance local promising investment petgeand
to allocate domestic savings to global investmégtmatives'.

The Second Topic: Financial Liberalization Policies and its Role in Contemporary Fluctuations and
Financial Crises

Almost Many economists agree that financial libieedlon resulted in unsatisfactory results, asaitefl to
achieve the desired expectations, in a number witcies that liberalization of financial marketssnaade early
and due to lack of knowledge of the negative ragssions and the failure to adopt the financial@eaforms
in a healthy comprehensive program; financialrbization has led to financial crises.

Also the liberalization of banking services tradad to a crisis and financial crises for banksh&gs
that is one of the most important challenges ara rtegative effects of financial globalization, wiehe
banking system is suffering in many countries adotire world of powerful crises which have occuriedhe
nineties, crises in the banking system in at leastthird Member States of the International MoneFund, All
these crises have occurred in the context of gird#dn, taking into account the fact that theisrisas had a
severe impact on the overall national economiestiith they occurred, and even extended its negatipact
on the banking system in its countries and in cdemtother than those where the crisis occurredsélcrises
raised strongly the need to take precautions foh ed these crises and the importance of developingarly
warning system depends on the development of afdatlicators that warn of crisis before they ocaitrthe
same time serious research in macroeconomic pslanel applied mechanisms that prevent the occuerefnc
such crises is seriously neeffed
First Requirement: The negative reflections of the financial liberalization under the (GATS) Convention
on the banking sector.

Liberalization of banking services is not free lné downsides as well as financial and banking €r@gaong the
most important of these negative reflections are:

- Increased competition, particularly in the field mbdern aspects of banking business, leading to the
withdrawal of some of the banking units of markkut through strategic planning expansion of
morphological integration and restructuring openadican be performed.

- The modern tools market in the banking businebgén limited for a period of time to foreign barmlss
aresult of thier relativly experience in these\atiis, and the weakness of the competitiveneshef
local banks in this area.

- Weak local banks' ability to open its branches aflyowhich reduces the mutual benefit from
liberalization of trade services.

- Weak ability of local banks of developing countriesreduce the cost of banking services, whers it i
linked to a large extent to the monetary policy aational economic goals.

- Damaging the strategy to use the banking systepramoting economic development in developing
countries. i}

- Poor chances to protect the new established l@r@ibg units".

- The growing fear that foreign banks and institusiaran controll the local banking market after the
liberalization of banking services trade, and & possibility of missconduct of their positionstire
domestic market so foreign suppliers will be alwaysre efficient than locals and therefore foreign
suppliers will have more influence and accessbiibityhe market.
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- Fear that foreign banks and banking institutiont sérve only profitable sectors of the market and
which are referred to as the best choice (Chercierig) with all the risks and lack of access bagkin
services to certain sectors and certain regionstieg from that choice.

- The local banks are still unprepared to face thrapaiition due to the small capital, limited opevas,
and humbility services compared to foreign bankisictv may invade the local banking and financial
market in the context of the commitment to theffitial services convention.

- The presence of foreign banks in the local marki#temable them to move funds accoarding to their
own benifits and they can exude available foreigmency to thier original countries and re-expotoi
any place, or use it in the fields that have ndhizarket risk, such as in speculative activitiethout
financing investment activities in local economgctors.

- It may occur under the liberalization of bankingvsees that local banks get involved in some typks
modern banking operations that are not consistdtit l@cal banking market and its needs such
speculative activities.

- The possibility of what so-called banking abundanceler the entry of more banks and financial
institutions to the market, and that results inbgbens for the banking sector, as the excessiveank b
exuberance means that there are many banks wdrkityact operations in a limited banking market.

- The liberalization of banking services trade letm®anks crises and financial crises, and thiskman
considred as one of the most important challengdstae negative effects of financial globalization.

- Liberalization of banking services can increasedagtions in the banking and financial derivatives,
which are always seen as a danger zone and haslkneen market risk€" .

The Second Requirement: Opening-up policies and financial liberalization reflections on capital account.
The impact of liberalization and the opening ugfinéncial liberalization in exploring the catalytic reverse
effect on the capitalist balance , in other worktses the accessbility of foreign banks, insurance -
insurance companies to the local markets of devgdopountries lead to transfer capital inside otsme? The
answer to this question is dependent on a numbmatiers of substance on the basis of realistiespces:

At the level of hot money capital or in other woldhort-term capital), it is linked by modern laéure, to the
ability to move or Mobilality, so the specified misfer limitation factor for this money is not reddtto the
liberalization of financial services, but it is agdd to the margins of the differences betweenresteand
exchange rate which are speculative factors. Howyele liberalization of financial services faali¢é these
venture capital transition across different bankslpmrts and make transfers and transactions withén
framework of a project more available, it is therefexpected for this type of investment trenddddward the
outside as variables of a developing economy watlmake interest rates speculative or currencégetin local
market attractive or profitable and so the trentl lve at the level of non-financial or the long+teinvestment
because the limitations on those investments anglgidetermined within the classic and modern eatino
literature by comparing the cost and expected nevem by comparing between the interest rate aficieafcy
marginal of investment, and therefore the liberdian of financial services and competition betweational
and foreign banks will work to move the interederto its real level, which will reflects the aatuwlegree of
relative abundance capital. The domestic economiicips will always have the positive and activepant in
the marginal efficiency of capital to attract doteand foreign savings through various financmtitutions to
direct investment, or lending to investors.

Thus, the liberalization of financial services at@m has limited impact to just facilitate thenséer of
capital and thus the management of transitions dx@twhe inside and outside without affecting theginal
efficiency of investment. However, there are visidhat link the liberalization of financial servicand the
increase of the foreign capital flow toward inside this liberation entails the construction of lotes of
multinational giant banks, as well as reinsurarammganies, which are solvent entities and has a bug#us of
liquidity which is need to be invested and managbén present in the same investment province, aviach
companies interest in direct investment in develgpiountries, without lending (or at least partitgin the
joint ventures where it dominates the administratta
The Third Topic: The Role of Iamic Finance in Reducing the Economic and Financial Crises Associated
with the Policies of Financial Openness and Liberalization
The global financial crisis that occurred in a rduring the last four decades proved that the adomobal
financial structure which is mainly based on thaditional banking system has failed. The globaficial
system was proven incompetence to deal with theptemmstructure of traditional mechanism of banking
currency exchange, which led, with its excessig&yriactions, to the recent real estate mortagessadn the
United States which turned into the credit crisigtthas developed to form the current global fiencrisis.
For this reason, the current global financial srisas turned into a "crisis of confidence" in thebgl financial
system. In light of the concerns raised recentbarding the eligibility of the Bretton Woods systemnd its
major institutions, such as the International Mamgt~und and the World Bank, some of the ideasdedwn
the urgent need to update and repair of the glfibahcial system to the exctient where it can avsigth
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crises”.

As in previous financial crises, traditional barkipractices were blamed by many ecconomists agst tve
incubator environment that was the origin of therent crisis, and the serious concern of the gldibaincial
system collapse led to an ambitious search forsptanrescue banks. The current financial crisis dased
calling for reconsidring other alternative finasicsystems, and among these alternatives, wasstamit
financial and banking system which was the ceotterserious debate especially in many developmmties.
As in previous financial crises, it threw away & ¢ the blame on the votes practices and apptinatiof
traditional banking being the center which origethfrom the current crisis, and in the course hiinge concern
apprehensive resulted from the collapse of theajlibancial system to search for the ambitiousuwesplans
for banks. The current financial crisis has leddme voices calling for a rethinking of other aitgive financial
systems, and among these alternatives, was Almstigihg on the Islamic financial system and thakliag
system, especially in many developing countries.

Islamic finance has been essential part of the etastivity for many centuries. Then only abouttthi
years ago it was emitted in modern institutal ctiee such as (banks and financial institutions)npared to
three centuries that are the whole traditional Hardncing age.

Islamic finance has struggled to prove itself agaaurrent prevailing interest-based financing, had
succeeded in some aspects, but it still has longakaad in other aspects. The current crisis prthagsislamic
finance is less affected of deflation, becaus&aids debt trading and risks.

First Requirement: The features of | lamic finance

The financing can be based on profit or revenueirsavithout the emergence of debt, it can alsdased on
selling with postponement payments, where the emefghe debt is associated with the formationeal value
and is not growing separately. In such systemdrnherted pyramid of debt does not arise. The pdgyilof
participation in loss earges the investment deguadiders to demand the highest standards of traespa and
increase the pressure on banks to pay extra attetatirisk control.

The risk integrates with ownership. And the legétm risk will not actually exceed the value of the
assets involved. Again, this seems to be an immnsysgm against brokerages and financial derivativébles,
and it gives insolvent debtors allowence time witthan increase on the original debt, and this hasahand
economic grounds. When markets fall, decline inhkie of the financial guarantees leads to théateshl
falling into a deeper decline, while creditors aesking to protect their positions. But this cadamage to the
markets themselves and transform retreat into gedlaGiving insolvent debtors allowence periodk @ase
things for them and gives them a better chanceepdyment, and preserves the value of the guaraateks
prevent the collateral collapse of the markets. lgvhiving that allowences periods to the insolvesduce
deflationary pressures on the markets, the intdrestfinancing reduces the escalating pressuremdrket
expansion times, when the excessive credittingsiéach bubble. This contributes to the relativéisita with
little growth restriction.

In the final analysis, the Islamic finance is gmexl by the great concern for the human interest.
Morality is also penetrating its rules and prouvisioto prevent the production and exchange of gaods
services that are harmful to life and the environtnand prohibits contracts that do not strike lam@e between
the interests of both parties and those contraetsare trading risks.

The Islamic finance system is durable and susténatbis based on a wider accepted moral values
among humans, and it has the potential for moricpiand effincy than the current system. And thiagiples
of Islamic finance are justified by logical analyséconomic wisdom and Sustainability
The Second Requirement: Thereal causes of the crises from isamic point of view:

- Expansion of usurious loans as the amount of thginat debt expandes with time against the
calculated intrest, and individuals and statesciteéBmore likely to happen in many cases, causirg
crisis of payments defaults, and a slowdown ingbenomy for the lack of the ability of many of the
middle classes and even higher classes to payadehtroced with productidti.

- The financial markets current system of buying aetling stocks, bonds, and goods without the
requirement of the actual recieving of them cawgexls to be bought and sold several times, without
moving from the original seller hands is void systinat complicates the problem and does not stlve i
in terms of trading increases and decreases witlemigving goods and even without the existence of
them, all this encourages speculation and trenmotBd markets, and so gains and losses occur from a
variety of fraud ways that may persist and contitnedore they reveal and become an economic
catastrophg&".

- Dealing in financial derivatives and markets repréed by the future and forwards contracts markets
and financial options contracts markets, and exgbsrcontracts on one hand, and over crediting
operations on the other. The global financial srisas also been represented by the application of
overdrafts credit cards system which lead the osvterbare high costs, making them unable to pay
thier debts due to the high intrest resulting fribrand often engaged by a real estate assets rgertga
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and other guarantees whic was one of the reabmeafor the bankruptcy of some large financial

institutions especially banks thats deal in mages more oftefl".

The problem increased as a result of the laclkgoidity by US banks and property values declinthan

United States, this led to a decline in GDP of 1.8¥about $ 166 billions because of the real estat

crisis, and in the step from the banks to promets estate bonds Center they were insured by famous

companies insurance where the bondholder is totlpaynsurance premiums for protection from the
bankruptcy of the bank or the owner of the hougeckvencouraged the acquisition of more such bonds
and individuals are no any longer able to repayrtdebts even after the sale of their properties
mortgaged so they became shackled by financiagatitins, and that results in damages to the credito
banks of the payment defaults and decline in st@atlite in the stock market and, so several reateesta
and insurance companies announced bankrupt. A tomddf uncertainty dominated the minds of
investors causing many of them to withdraw theipatats, which reflected negatively on the banks'
liquidity despite inspite of the central banks'emventions, and this reflected in the succession of
deficits resulting from the economic losses and b@some a psychological factor that is linked to
confidence in the financial sector as a wiitlle
Third Requirement: Islamic finance and itsrolein the reduction of financial and banking crises:
Islam affirms the necessity of the consistent péficial transactions with the Islamic regulatidmg,blocking
usury in all its forms, ambiguif§”', and gambling. the Islamic banking and financauiirial transactions are
guided into the ultimate goal of achieving equitahistice where priority is given to the existingdling that is
based on equality not on debt basis and it emaxga fthat achieving justice in human society is ofi¢he
main principles of Islam, the fulfillment of thisn&ncial transactions requires the sharing of panid loss , in
order not to barri all the risks and responsibilttye financial institutions need more effectiigks assessment
and efficient financial monitoring on the part afrbowers exploition of the financial funding. Thiaplicitly
suggests that the creditor (the bank) is acting psoxy for debtorsand it has complete informaadout how
they will be useing the loan without leaving angmofor misinformation.

In contrast, the lending process on the traditidraalking system is based on the issue of asymmetric
information and moral hazard. Debtors are more lfamivith their own work more than creditors kno8ince
debtors are in a position to hide information frtme bank, they can easily use the loans for othepgses
different from what is set in the agreement, thutgieng a hidden risk to the bank through mislegditatements
about their income; which is an issue that hasoeen addressed seriously by the reckless banksitadJStates
before the mortgage crisis emerged.

On the other hand, the Islamic financial systemsdoet allow the composition of the debt through
direct lending and/or credit, but it requires a position of debt through the sale or lease of "@sdets”
through various sales types, the patterns of remtdlnancing instruments such as Murabaha, lj&alum,
Istethna and bonds which are aligned with Islame. IThe goal is to help individuals and companielsuy real
goods and services that are needed in the presentiith the ability to postpond payment. In thetext, It is
worth mentioning that the system of Islamic finari@es specific conditions that can help prevent ssive
expansion of debt, which can be summarized aswstlo

e Assets to be sold or leased should be real asggtsnaginary or theoretical.

e The seller must be the owner of the goods thasaldor leased.

e Transaction should be an actual commercial traisactith fully awareness of the actual
process of delivery and receiption.

+ The sale of debt is prevented, and therefore pitigsibf transferring the associated risk to
someone else does not exist. The debtor has tdlebyan and the risk".

After facing the risks of the global financial dsismany banks around the world are now to establis
units for Islamic finance, attracting thus an emeggndustry estimated at $ 700 billion to US $lith in the
volume of assets and it is growing annually at te ranging of 15%. Today investment within the nsia
financial system framework is accepted in a largenlper of countries - Muslim and non-Muslim - such a
Indonesia, Malaysia, Turkey, Japan, China, Englamdi United States. It also continues to expandraadh
many other countries as an alternative or complérmeetie traditional system and banking and finasgstem.
Wilson (2009) pointed out that the Islamic finahcgystem "offers a practical alternative for tréafitl
financing and banking system with less exposioretular crise8"".

Fourth Requirement: Procedural stepsto treat the global financial crisisfrom an I slamic per spective

First: Canceling interest component of the investment accounts

The most important feature of Islamic finance sysie canceling interest component of the investraenbunts
; as it takes off the contractual cost of investievhich represents one fifth of production castsmost
case¥™. Which means increasing real profits that reulinf the project unlike the traditional financing iatn
achieves hat through the interest, which leadsitimerease in the general level of prices caugifigtion in the
overall economy, and if the general level of pricesreased or remained constant debtor can fuliir
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financial obligations without discomfort while If dropped; many of the debtors are going to be len@bmeet
thier financial obligations, which increases thentwer of bankruptcies, and this leads to disablet wiothe vital
public projects which play a leading role in thevesy the community as long as the investment gairthese
projects is below the prevailing interest rate. sThnatter becomes dangerous whenever prices righ, wi
declining purchasing power of money, and the risg-is completed due to the low standard of liviegulting
from that™.

Islamic finance also differs from traditional fim@nas capital ownership continues to belong to the
original owner unlike interest rate borrowers whiv@ ownership of capital is transformed to theeotharty™,
which means they bear the loss alone, and the gieldterest will be returned to the lender withauslightest
degree of risk. And that means an increase in timber of absent owners under the existing systamnish
based on the interest rates as stated above.

In light of this, the resources and the savingscatkected from the poor and the rich and redistebl
to the rich only, meaning the flow of financial oegces from the poor who are the most to the ribb vare the
fewest™, and this led to the creation of a state of imbhedabetween classes, extreme poverty on one hahd an
sang obscene from the other hand, there is no enitldés to help in production or allocation of regse$™".

Capital owner in the capitalist system adopt therast rate as a contractual bonus that deterrhime t
investments, in Islam there is an alternative reivwadrcapital (return on participation) substitutithg interest in
the absence of the element of risk in interest askl presence in the participation, Islam suppasitve
incomes against parasitic ones; The work, rehabdin, risk and participation are all supportedtiom positive
contributing, in contrast, interest and profit amfarmed ground (accoarding to those who said itsidolen in
Islam) promote the parasitic contributing if we kinthat one-fifth the cost of production result oferest as
previously explainet".

This means that in an economic system that is doggractual cost on investment ; resources will be
directed properly towards the optimum usages witheasting of wealth, and on the right direction of
production in consistence with the needs of theroanity. By contrast, the increase as a result otrectual
costs will be reflected on the community, classheflow level of income will be more affected bystincrease
or these costs, because they are largely reflestgatices of the goods they need.

Second: Idlamic finance and its association with real economic activitiesand its dependence on profits.
Islam Always urges to run money (investment) agtits money compactness and it is obligatory toZskah
annually (2.5%) as donation and it promotes todase the capital’'s funding instead of debt finagpdiased on
profits not on interest consedring that projectsiine real not fake and not financial derivativesortages. So
Islam urged to trade with money instead of accutimdat™".

This property of Islam appears through the paritgm of the share holder in making the financial
decision as being a partner in profit and losgnst finance accoarding to this property is accashpld by
participating in funancing a project with part aetfunding while the co-party (financier) is reqedi to cover
the rest of the funding amount, and both partbed agree on sharing profit based on the capitavided by
each one of them and their effort as well as viledly also share loss in the same Wy

This means that the adopted model of Islamic firaiscbased on the integrated relations between
capital and labor to distribute risk and share ipmf loss; The share holders are looking for whaysncrease
their wealth savings by investing them for a ret@nd a return in traditional system based on ésteis a flat
rate of interest ,which is a cost paid by the debitioo is looking for resources to use in exchanigeost, while
in the Islamic system the cost would be a stakberactual profit resulting from the use of resesfe"".

Hence, the difference is clear, which leads to disappearing of the abcent owners phenomenon;
because the owner (financer) will participate ia tlecision-making as being a partner in the paofit loss.

The Islamic finance system through funding for pesionals with skills and crafts- who are mostly
from the poor class - can transfer them to projestmers, and this increases the production andmeco
fairly™", which means the decline in the phenomenon of rabseners through equitable distribution of
income and wealth.

Third : The establishment of humanitarian values in financial transactions in accordance with Islamic
methods.

One of the most important characteristic of therfalas used in this model - Islamic finance -iscibgitribution

to the social and moral aspect; legitimate speituiatfor example honors human in Islam as a kind of
integration between the capital and the effort wian and it could achieve some sort of social walawhich
means the absence of the two classes in societgoaosisting of a few owners and the other is thpungy of
poors™®,

This speculative system provides an equality ;e¢hemo difference between people but their abibty
do the project, competence or professional in lightthe wide concept of speculation from this opini
speculation here is similar to risky capital. Wihaplies to speculative applies also to other fosmstich as
(Morabaha) which according to Islamic methods wddk&cilitate trade exchange and filling consumeeds as
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part of the public interest, and so in each fornailslamic financing activities.
And the role of Islam in establishing human valoas be noticed through :
- Adopting useful lending instead of harmful lendiigrough avoiding intrest on debts origin and help
the insolvent debtors accoarding to the islamic&mentals.
- avoid providing privellages to financers by canoglithe debtors tax motivations.
- Support financing in the form of partnership thrbuggulations or institutions.
- Support the partnerships formulas through estahlisimonetary polices by central banks.
- Prevent the sale of debt to a third party compjetas the basis of the recent financial crisishis t
selling of debts.
- Provide production funding for the poor by alloogtia certain percentage of the funding for the poor
and encourage small and medium projécts
- For all that the effect of Islamic finance in achiey a better level of use of resources appeathén
achievement of a high rate of economic and socifare, the logical result of the optimal use of
resources is a rise in resource growth rate, amdugt be accompanied with efficient usage of this
growth to achieves full employment and increaseettenomic well-being without over consuming of
resources or waste of energies through consumgtings and services that are not nece&sary
For all above facts the effect of Islamic finanoneachieving a better level of use of resourcedeiarclt leads to
the achievement of a high rate of economic andaseelfare, the logical result of the optimal useesources
is a rise in resource growth rate, and it mustdmmpanied with efficient usage of this growth thiaves full
employment and increase the economic well-beingawmit over consuming of resources or waste of eegrgi
through consumpting goods and services that araewsssary .

And it is clear that the strength of Islamic ecosmis based on the financial instruments that are
consistent with Islamic law based on the real engnand not on the wrong theoritical practice. Withability
to trade debts ; the capital market will not beedlol expand beyond the actual economy cababilitiese fore
the reduction of fake financial derivatives, in i&ssence, which adds no value to the economyingptre
sequence of the reaction of any failure to repaydbbt, which was a main reason for the collapsmajbr
financial institutions during the current financiisis. As a result, the absence of all these itiond was of
course one of the main reasons that contributettheéccurrent financial crisis. That is why many expeand
analysts support the application of principlesadinic finance process.
Findings and Recommendations:
In light of the above the following conclusions dandrawn:

- That hasty financial liberalization makes the sposf these policies particularly vulnerable te th
transmission of the financial crisis plaguing thebgl capitalist system.

- That financial liberalization policies imposed oouatries that adhere to international standards and
laws that contro financial activities which supgosignificantly traditional financial activity thas
based on usury and debt trade is the source difindnecial and banking crises contemporary.

- That financial liberalization resulted in unsatidfay results and failed to achieve the desired
expectations of raising the production efficiendytle financial and banking institutions and the
development of financial activity and financialgees, instead of that it was the safe passagegBrid
financial crises contagion.

- That the real cause of the current financial ctisis in the expansion of usurious loans, and dlok bf
legitimate or legal restrictions on the trade ofiers of these loans in the framework of the steda
securitization operations.

- The Islamic financial industry now has a golden apmity to make Islamic finance a substitute for
both capitalist and socialist system. But in ordieruse this opportunity the industry must adopt
financial products and instruments to embody thepbphy and principles of Islamic economics.

Recommendations:

- Reducing the dependency of financial systems amigt countries on the international financial sgste
by creating a global Islamic Stock Exchange mattkat aims to collect savings and provide altermativ
sources of funding for the various economic agémtthe Islamic countries and provide institutions
with the islamic methods Supervisory and FinancarBo

- The urgent need for cooperation between legal aititeand centers of economic research in order to
develop financial engineering industry and innovatedern financial instruments in line with the
norms of Islamic methods.

- Supporting Production funding for the poor by aditicg a certain percentage of the funding for the
poor, and encouraging small and medium enterprises.
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