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No. Interest-Based Practice How Interest Why It’s Halal Alternative
Interferes Problematic
1 Interest-Based Business Loans Fixed return Risk on one party Musharakah / Mudarabah
regardless of only (profit & loss sharing)
outcome
2 Mark-Up Loans Disguised as Paper trade to No real Murabahah with real asset
Sales (Tawarruq / Bay‘al-Inah) | generate cash ownership or purchase
trade
3 Late Payment Penalties (Riba Extra amount for Increase purely No monetary Penalty;
al-Nasiah) delay for time charity clause
4 Buy-Back Sales at Higher Price | Pre-agreed increase | Guaranteed gain | Deferred sale without
(Bay* al-Tnah) buy-back condition
5 Fixed-Return “Investments” Capital guaranteed Investment Mudarabah (variable
turned into loan | profit, loss possible)
6 Conventional Leasing Rent tied to interest | Ownership risk Shari‘ah-compliant Ijarah
benchmarks shifted
7 Supplier Credit with Excess Price inflated only Time-based Transparent deferred
Charge due to delay increase pricing at sale time
8 Overdrafts & Credit Lines Daily interest Debt spiral Qard Hasan / Profit-
accrual sharing facility
9 Discounting Receivables (Bay* | Money for less Riba by majority | Wakalah / factoring
al-Dayn) money without discount
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® Creates a Debt Trap for Businesses
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Example- Financial Crisis of 2008

Real Global Case: 2008 Financial Crisis
How Interest-Based Finance Paralyzed Real Business
1. Easy Credit Fueled by Interest
Banks in the US and Europe aggressively gave interest-based loans, especially home mortgages.
o Loans were given even to people with low income and weak credit (subprime loans).
o Why?
Because banks earned interest immediately, while risk was pushed forward.
Key issue:
Interest encouraged quantity of lending, not quality of business or assets.
2. Separation of Money from Real Value
Mortgages (real houses) were:
e Bundled together
o Converted into interest-earning financial products
o Sold repeatedly in global markets
This meant:
e Money was being made from debt itself, not from real economic activity.
Islamic parallel:

Money generated from money, detached from trade and ownership.

3. Risk Was Shifted, Not Shared
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o Banks passed the risk to investors.

o Investors believed returns were guaranteed.

e Borrowers carried unbearable interest burdens.
When borrowers failed to repay:

o Losses traveled across the system.

e No one wanted responsibility.
Result:
Entire financial system froze.
4. Interest Obligations Crushed Households & Businesses
When interest rates rose:

e Monthly payments increased.

o Defaults multiplied.
Small businesses:

e Lost customers (people couldn’t spend).

o Lost credit access (banks stopped lending).

e Couldn’t refinance due to high interest.

This is where paralysis happened:

5. Collapse of Trust & Credit Freeze
Banks stopped trusting each other.

e Nolending

¢ No investment

e No expansion

Even healthy businesses couldn’t function because money flow stopped.
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Businesses faced:
o Layoffs
e Shutdowns
e Bankruptcy
Unemployment skyrocketed.
6. Governments Rescued Lenders, Not Businesses
o Trillions were spent bailing out banks.
o Small and medium enterprises got little relief.
[rony:
Those who earned interest profits were rescued,

while producers and workers suffered.
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