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FOREWORD

2008 Global Financial Crisis affected everyone especially who has been following up the global economic trends which seem to have complex relations with other disciplines. While the economic instruments are changing in the course of time, in fact the real basic economic relations do not change. The same paradoxes and inductions/deductions are being lived. Sometimes we give importance to the realizations, sometimes not. 
By exiguous number of academics the interest policy is considered as the main element of the financial cycles, if so or not? In this study, implications are tried to be revealed by searching if the interest affected and increased the formation of 2008 financial crisis and the alternative strategic way to be substituted to be safe in finance. In this paper it is investigated the interest impacts amongst the causes of the crisis. 
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SUMMARY

This thesis first aims to define interest from the Islamic perspective, economic realities and the roles, the place of interest mechanism in 2008 Global Financial Crisis in the lights of its relations with the other basic economic indicators and structures, then tries to explain how the 2008 financial crisis boomed, focusing on the ostensible unknown but actually the catalyst of the crisis.
Riba/Interest/Usury concepts represent an economic reality in today’s circumstances. Interest can be defined basically as a surplus of the main loan amount. As this reality seen in the business cycle of the mortgage lending process, beside debt interest which is known by all, another type of interest called exchange interest is tried to be pointed out in the crisis steps. 
The exchange interest was able to succeed in hiding itself in the steps of crisis in daily discussions. But it is clearly in front of us. Discussing the low interest rates which are accused of the reasons of the crisis made the public not see the exchange interest in forward sales, debt financing, selling the papers based on debts not real assets.  
At the end of the study it was realized that this interest type harmed the economic relations and the mortgage processes especially by the way of coming from derivative actions.

Key words: 2008 Global Financial Crisis, Interest, Money, Business Cycles 

JEL Classification: E3, E37, E4, E43
INTRODUCTION
“The starting point of the Theory of Islamic Banking and Finance is that Islam prohibits Riba (usury, interest) but permits trading.”
 
“In brief, interest can be defined from Islamic perspective as a measurable or noticeable imbalance or disproportionate in exchanges or loans for one party to the loss of the other.”
 
Interest naturally harms nations, individuals and processes of production by its characteristics of imbalances. Moreover, this concept has been accepted as giving occasion to poverty with high levels. Nobody wants high level of interest except lenders, nobody wants low level of interest except borrowers. “This is a reason for interest to be banned by all the religions and for its being criticized by most of the philosophers and scholars throughout history”.
 
Economy is required for social, administrative, political life and prosperity of people. Economy is to earn and sell, change or interchange; may be open or closed or else be interested in wealth movements. All of them could be expanded and explained by different ways: Person to person, people to people or nation to nation absolutely. 
A whole thought of economy deals with the size of experiences, traditions, national improvements, individual segments of life: a man in home leading the family, or a woman in a production counter supporting the incomes of her living or her family, all of them are wealth of economical approaches. 
How to understand economy? In a short expression: In the whole life of human body, not apart from the last crisis originated from the United States which have spread all around the world as expected. It has been recognized and relearned that principles of economy and unchangeable standards have to be overviewed. 
The most discussed and an important item of economy, the capital has been commented on by the economists where to place it. “Capital is a factor that must first be produced before it can be used to generate goods and services. There are many categories of capital. When we talk of capital stock, we mean the total amount of machines, buildings, and other man made resources that are in existence at some point of time. These assets represent unconsumed resource of previous periods, to be used for the production of future goods.”
 

In the mid lap of the economy, on top or bottom, the relations of capital have not only gone through the gaps in terminology, but through the gaps in social life also. Ideology has involved the economical and administrative views so as to carry society to a high level of existence. At this point Islamic approach differs from capitalist and communist definitions. Liberalism or socialism, nationalism or conservatism or else have similar definitions in the overlook.  
“In an Islamic financial system, banks perform the same essential functions as they do in the traditional banking system but are constrained to carry out their transactions in accordance with the rules of Shariah.”
 Islam objects interest which has come from and acquired various shapes and qualifications. According to Islam, money-based or goods-based capital always have potentials of having interest in transactions. The Prophet’s hadith says: “Lending which provides beneficium is interest.”

“Historically, in total, we count 124 banking crisis, 208 currency crisis and 63 sovereign debt crisis over the period 1970 to 2007. Note that several countries experienced multiple crisis. Of these 124 banking crisis, 42 are considered twin crisis and 10 can be classified as triple crisis.”
 Sometime the reasons of these crisis are argued in very different respects as about 2008 Global Financial Crisis: “The very reasons of this crisis lay in the funding of external wars. The US administration spent over 5 trillion dollars on the total military operations it conducted over 7 years.”

CHAPTER ONE
INTEREST STEPS IN THE CRISIS
1- Financing and Capital Movements
Capital markets, banks, various types of institutions like insurance companies, investment funds, real estate investment trusts, factoring institutions.., all have helped the flow of financial accumulations to the desired locations for years. 
“Islam considers capital as an accumulated labour. As a respect for this accumulated labour, Islam does not deny the right of the capital that causes increase in the outcome by being engaged in the production process.”
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Chart-1: Capital status changed by the effects of trade and finance compositions.
2- What is Interest (Usury/Riba)?
“In Shariah riba is the additional sum the creditor charged from the debtor as a fixed rate on the principal lent as a condition for the loan or for an extension in its maturity.”

“Riba is also the specific kind of excess, whether the excess is on the commodity or money.”

“Samuelson states that ‘interest is the price or rental of the use of the use of money’
 while Don Patinkin (another economist) defines interest as, ‘one of the forms of income from property, and the other being dividends, rent and profits.’
 This definition of Patinkin according to Abu Suud is confusing because Patinkin seems to have treated goods as synonymous with money capital.
 J. M. Keynes did not in any way define interest but focused on the rate of interest which he sees as ‘the percentage of excess of a sum of unit of money contracted for forward delivery.’
 Roy Harrod provided a unique position in his description of interest as something untrue and therefore a fiction.”

“Interest can be defined from Islamic perspective as a measurable or noticeable imbalance or disproportionate in exchanges or loans for one party to the loss of the other… From the Islamic perspective, interest is an actual or potential/prospective excess/surplus in one of the two items without any comparable and corresponding equivalent, which appears both in loans and exchanges of goods or currencies, and which causes harm to either of two parties.”
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     Chart-2: Unearned and disproportional share qualification of interest in debt interest cycle.
As defined as unreal profit: Interest is either an unearned income or an unequally distributed income. 
“If there is an excessive profit as compared to the rate of interest and the lender is paid just the fixed rate of interest, then it is unjust to the lender because he is not being allowed to equitably share in the additional wealth crested with the help of the money lent by him and which made it possible for the entrepreneur to use his skill and labour in that particular economic activity. So, there is injustice either to one party on the other case of productive loans that are based on interest. Justice demands that both the risks and the gains of business should be distributed between the entrepreneurs who use the finance and the providers of finance.”
 “So, the interest income, which is based on neither labour nor a risk, is not lawful.”
 
There are two kinds of interest: 
“The first is riba on loans which is called riba al-Nasi’a. The term nasi’a comes from the root nasa’s which means to postpone, deter or wait and refers to the time that is allowed to the borrower to repay the loan in return for the addition or the premium.”
 “This type of riba which is addressed in Qur’an 2:275 is unlawful in Islam on the ground of its predetermined positiveness of the return. The Shariah position is that the waiting involved in repayment of a loan does not by itself justify a positive reward. The other type of riba is called riba al-fadl or riba albuyu’ (sales). This type of riba occurs when an exchange of an object for the same kind of an object takes place with an increase in quantity. This is barter trade of identical commodities.”

“As in the case when 1 tone of iron is sold for the same amount of iron on a deferral basis; let alone for a more amount of iron delayed. Here, interest arises as a potential and prospective value differentiation between two items due to the delayed delivery of one of the items. Time is a reason for this value differentiation between the present and future items exchanged; hence, it causes a potential excess in one of the items when compared to the other item…Due to the fact that nobody knows in advance for whom and how much this potential surplus proves to be realized in the forward exchanges, Islam prohibited all the delayed sales or futures.”
 

So, interest can be grouped as (even if it is cash or physical capital): 

1- Debt interest

2- Exchange interest


a) Time delay sourced

b) Surplus sourced
As a matter of fact, interest has some clear specifications which were experienced in the 2008 financial crisis:
-Unearned: The money had to be paid for the receivables which has not been collected yet caused the risks to increase in receivable selling operations.

-Imaginary: No guarantee for the future earnings caused the high-level differences in real prices and real wealth accompanied by the loss of the national economy stabilization. 

-Disparities between people: The liabilities guaranteed by the debtors to lenders made lenders be unaffected by the losses of risky processes in exchanging mortgage certificates.  

-Imbalance or disproportionate: The transaction of exchanging receivables made one party a  loser in spite of his reluctant attitudes.

-Actual or potential/prospective excess/surplus: Supporting the disproportionate in the action, especially in forward sale transactions caused real and prospective surplus, i.e. exchanging strong certificate (prime) with a weak certificate (sub-prime) difference can be identified as actual surplus. 

Interest based mortgage system has been implemented through the mentioned qualifications of interest which corrupts the origin of money flow, the steps of mortgage system, national income.., etc.
Looking in the respect of risk transferring, the reasons of 2008 crisis were giving way to distribution of risks through interest based financing title describing Business model based on charging interest against mortgages and then securitizing the total on the base of charging interest is a manner of transferring the risk from one party to another one, with the creation of unbalanced burdens. In case of crisis this could lead to destabilization of existing structures.
 

a- A New Approach


Chart-3: Nominal increase in house prices while the real market prices tend in a stable trend.

Source: Visualizing Economics, http://visualizingeconomics.com/2011/03/23/real-vs-nominal-housing-   prices-united-states1890-2010/ Data Source for Housing Price Index from Robert Shiller’s Irrational Exuberance Accessed on May 26, 2011.

In fact, the above chart shows the trend of the real based prices which have been abandoned from the beginning of 1900s. The quality of houses are increasing, the value addition to the construction sector and houses, the population, the demand of houses by the nuclear family, the emigration to cities.., all of them have been increasing and affecting the inflation to rise. Nominal prices have gone up. On the other hand, if we looked at the inflation-free prices, we would witness that real growth of houses has followed a stable route. The gap between the real prices and the nominal prices has been widening while the time has being going ahead. 
A $10,000 house in 1890 must have been almost the same worth in real dollars in 2010 but it has been more than $350,000 in nominal dollars in 2010. Which matters to the home seller, real or nominal prices? If a seller is holding a mortgage then the question is: Can I sell for more or less than I owe? Since that loan amount is not adjusted for inflation, the nominal value is more important for both the seller and the mortgage holder. When nominal prices fell the real sector and the finance sector banks had trouble with high rates of mortgage defaults.

Being eager to earn more money and being self-interest in this aim and insisting on using the synthetic models in the last years, the change is that financial entities began to buy up mortgages and credit card debt and then package them in bonds backed by the monthly payments of the mortgage borrowers and credit card holders. The new model was “originate to distribute.” Because profits would depend on fees rather than interest, there was a strong incentive to originate as many mortgages as possible.

The steps of mortgage cycle and the Islamic approach could be summarized as follows:

Table 1: Steps of Mortgage Cycle with Conflicts with Islamic Approach 
	Process Steps
	Islamic Opinion

	Contracting a mortgage: money to home buyer, mortgaging home and interests to be paid
	The contract between buyer and broker is a loan contract. Contract should not include interests.

	Selling the contract from broker to commercial bank for a fee or part of the to-be-paid-interest
	It is not allowed to sell debts for benefits.

	Creating securities through MBS in way to make them easier tradable and cross cover the risks
	It is not allowed to sell debts for benefits

	Creation of SPV and transferring the securities to them, releasing the bank from some legal obligation related to the ratio on Debt/asset and improving Balance Sheet’s outlook
	The purpose of such creation is rejected. The transfer of debt is not allowed. The “manipulation” of the BL is not allowed.

	Slicing and dicing the securities hold by the SPV
	This type of distribution of risks is rejected since risks are not dividable and not a good to be sold as such. The different treatment of ultimate holders is also rejected even if accepted by them. This case is considered a gambling.

	Insuring the certificates (CDS). The purpose is to get an insured sum if default happens and to improve the rating of the CDOs in way to make them acceptable to institutional investors.
	This is insuring what is undefined, since it is not known where the default may happen, neither its size because the risk are distribute unevenly, at the same time, in the case of default the protection buyer delivers the defaulted CDO to the protection seller against the sum insured and not obligatory the face value, which is again a selling debts.  The purpose of this insurance is not evident, since it includes the will to improve the rating to attract institutional clients. The other issue is the coverage and reserves put by insurers to cover the certificates. These insurances don’t cover all risks since they are mixed. For example what happen if only a certain type of mortgages is defaulting because of changes in regulations concerning these mortgages and not the other. 

	Rating the CDOs through rating agencies in way to get CDOs’ market price for potential global investors
	Rating for improving the selling chances through institutions paid by issuers represents an unethical step and a conflict of interests. The examples show the misleading information propagated by rating agencies during this crisis as well other crises.

	Selling to institutional investors
	Investors are cheated due to his conviction that he is doing a good investment based on the information presented by different partners, without having himself any idea about what is behind the CDOs. The greed of the purchasers and the sellers as well as the costs linked to any possible investigation about the assets backing the CDOs will stop any deeper analysis. Uncertainty and deceiving are not allowed. 


Source: Dia-Eddine, K., Nada, N., (2010), pp.17-20.
The steps of mortgage cycle and the Interest types could be summarized as follows:

Chart-4: Interest steps in the mortgage cycle which caused unearned, imaginary income and disproportional    share.

In chart-4 the points of views can be defined as follows:
a) The symmetrical value of the mortgage is the same: A house. A physical wealth has got a potential to lose in value or come into value by demand/supply conditions. But the system has been set up as the mortgage prices have always been increasing unconsidered the real house prices in the market. (Virtual increase in value).
b) As Q < Q1 < Q2 < Q3, the house prices were open to be affected by the supply and demand principle. Physically the same house, a physical capital, but valuably + / - value of it can be changed by the market tendency. (Virtual increase in value versus demand/supply conditions)
c) Home Owner and Mortgage Lender relation was followed up as a commercial dealing with a result of buy and sale procedures. The Home Owner would have a house with a heritable security on it. Home Owner bought the house on instalments. (Trading in the process).
d) Between Mortgage Lenders and FED or the Other Creditors, between Investment Bankers and the Other Creditors there have been debt interest based transactions. (Debt interest)

e) Exchange interest occurred between the parties which could be observed that no real income has taken place. Virtual income, which have been supplied from receivables of mortgages, has been experienced between Mortgage Lenders and Investment Bankers, between Investment Bankers and Other Investors. In this step the parties presented each other a liability/receivable certificate as it has had no physical value itself and not asset-backed, on the contrary it depended on transferring of claims. (Exchange interest)

-The money borrowing and lending process lived between FED/Other Creditors and the Lenders-Bankers-Investors has been subjected to debt interest which caused bubbles, imbalance and disproportionate in loans. 
-The +% increases which sourced from imaginary income carried the mortgage receivables to be unearned position. The disproportionate in parties was revealed by the way of the imagination value not matching to the real market increasing/decreasing rates 

-The parties of the cycle are identified as: 

Home Owners: Prime and sub-prime groups who were debtors to the mortgage lenders. 

Mortgage Brokers: Found houses and arranged communications between mortgage lenders and home owners through having a commission fee.
Mortgage Lenders: Lent home owners the mortgages.

Investment Bankers (Wall Street): Bought mortgages from lenders with a maturity date and a surplus agreed between them.

Investors and Creditors: They were the group of pension funds, mutual funds, insurance companies.., who bought mortgages from investment bankers on a maturity date so as to earn more and more than FED has offered (%1). Some of the Creditors were observed coming from Japan, China, Middle-East..,

In summary, the receivables in the future, for example in the fifth year of them were sold on another future maturity date, i.e. in the tenth year. When the receivables were face to face to foreclosure, then the receivables of investors and of lenders were boomed. 
The chain began with debt interest as the FED and the lenders relations. They got the credits with %1 which were very low in price and used them to lend mortgages. The second interest type was exchange interest which the lenders sold the receivables to the investors for another maturity date. So, the mortgage papers began to show unreal prices in the market. They showed the expectations, hopes, ambitious appetites of lenders and investors. In the end the real home prices broke off from the paper price which can be described as derivatives. 
In fact, price is the main instrument of an open market economy even if it is permitted to live free of under pressure. But in the mortgage cycle the prices went to wrong indicator by the causes of interest. Interest caused bubbles in the prices as producing virtual indicator. This mechanism took root from the qualifications of ambiguity of interest. In other words, nobody knows the coming true events in the end of maturity, but the system has been designed on this ambiguity. 
b- An Interest Realized Extraordinarily: Exchange Interest

Interest of exchange appears in the exchanges of goods, different foreign currencies, financial derivatives... In the crisis, mortgages have been sold step by step from lender to banker, banker to investor. Velocity of money collapsed all around the financial system as a commodity which has been bought and sold instead of velocity of utilities represented by producing wealth, manufacturing goods or servicing a real benefit. In fact, interest represents the exchanges of derivatives despite their nominal values. 

In the crisis, the principle of demand and supply principle has worked again. The supplies increased in the market and the prices of houses decreased. In that case, the home owners paying $300,000 asked themselves why they had been paying more in spite of the price $90,000 in the real market. 
When the payments were turned to houses, at first there was not any problem for banks, but after the others have continued to come, lots of houses in the market have become to be waiting to be sold. The prices decreased and the problem enlarged. Forsaken houses, which the mortgage lenders, the investment bankers and the other investors possessed, lost their papered values. The banks also had lots of debts for that they borrowed from the other creditors, acquiring valueless mortgages. 
The chain of money flow lied down on working. Consequently, the financial system was frozen and bankruptcy appeared on the scene. As seen in the market quantitative surplus was experienced by selling the mortgage on another maturity date. Value differentiation was observed by the price fall in the market clearly. 
CHAPTER TWO
HOW TO UNDERSTAND THE MAIN PRINCIPLES?
1- Open Market and Supply-Demand Relations Principle: Money and Price
“Such a paradigm had the effect of making the market the only determinant of efficiency and equity in the allocation and distribution of resources and of virtually eliminating the role of all other factors, including social values and institutions. Market-determined prices (and costs, which are also prices) became the only filtering mechanism and self-interest the only motivating force. It was argued that self-interest would lead the sovereign consumers to buy at the lowest price whatever was in conformity with their preferences, the only constraint being their disposal income. Self-interest would also induce the producers to produce at minimum cost whatever they considered to be the best for maximizing their profit.”
 
The importance of term or time derives from the possibility that the value balance, which is established between the two items by the parties –seller and buyer-, may shift and be destroyed in the forward sales, and value differentiation/disparity/inequality may take place between the two exchanged goods. In an open market mechanism the measurement is pricing and its instrument is money wherein the comparison of goods obtained by them. 

Some of the significant causes of this value differentiation and inequality can be listed as follows: Instability of the market conditions, -that is, increase and decrease in the money and commodity markets-, the loss of opportunity of the creditor because of their deprivation of using their money or commodity during the term, and the unexpected burdens on the debtors because of sudden and unpredictable value changes in the borrowed money or commodity.

Term/time is exerted in a reason of debt interest in the forward (delayed-deferred) sales. Today’s 100 units of commodity (or money) may turn to a value of 110 or 90 units tomorrow. So, term/time is the most important cause of uncertainty and, hence, conflict. 

     In 2008 financial crisis it is experienced that the house prices were always increasing so the expectations were mixed with their ambitions of earning more and more with no limit of increase. But one thing has not been taken into considering: At first, when house prices were increasing, bankers were buying the mortgages from the lenders, however open markets’ self correction has been forgotten. With its important instrument: Money. 

Money and Pricing mechanism in an open market appears as a self-correction, self-defence, and self-stabilization mechanism. In fact, supply and demand functions are not in the hands of people that no one can play roles on his own. 
2- Time Value and Location Value of What: The Money or The Good?
Does money have a time value? Money is not a commodity to sell, it is a measurement tool to measure the goods and to compare them. Criticized the term time value of money, it is a unit of value/measure not a commodity itself to be transferred with a surplus to another. 
X quantity of T good in cash is not equal to same quantity of same good in the future because of time delay. This time delay comes from the open market mechanism and the time value can be said only for the good. 

Money is a cash capital which exists for supplying the deficiency of man like a blood in body. But, when it is used as a commodity in place of a physical capital, it refers to be a wealthy object. When the price is in one side, the other side is represented by money, then it corrupts the truth that money only measures what you measure with it. So, Money is anything that is generally accepted as payment for goods and services and repayment of debts. 
The main functions of money are distinguished as: 

-a medium of exchange,

-a unit of account,

-a store of value, 

and occasionally, 

-a standard of deferred payment.

Money has been a calibration instrument to measure and value the things as a mirror in front of the objects as it has no value itself. In another words, money shows value of anything when you measure it by this device and label it by price. 
As in the graph it is clearly observed that while the y axis shows the prices, the x axis shows the quantity of the goods and the P0 and P1 difference is paid for the term difference called term value. This term value represents: 

a- Time value: It depends on the value when a commodity has been prepared ready to be used today for a consumer which he could not reach for years at least by saving money. 

b- Location value: It depends on the value of transportation and servicing a commodity ready for the customer to reach easily in his attainable close area.


    Chart-5: An open market reality: interest or profit, supply and demand functions in cash and forward sale. 
     Source: In this approach it has been benefited from Prof. Dr. İsmail ÖZSOY’s lecture notes. 
In chart-5 the points of views can be defined as follows:

a) Quantity represents commodity, price represents money.

b) At first, b0 is the balanced price of Supply (S0) and Demand (D).

c) When the cash demand changes to a deferral payment demand, the supply side goes to S1. In that case new price reaches P1 and the demand accepts the new price P1.

d) So, now the new balance is b1 which shows the balance of payments by instalments sale. 

e) The difference of P1 and P0 is the term difference value of the good: Profit. This is an acceptable and legal activity of an open market economy truth which the Islamic perspective confirms.

f) If any placement considering the money (monetary capital) in place of commodity (physical capital) as seen in the x axis, it is observed that there would be imbalance, injurious, disproportional share between the Demand and Supply. Because, price represents money and  in that case commodity quantity represents the same money. So, money which is a measure not a commodity itself has been sold as a commodity. Thus, corruptions, harm and diseases are expected clearly afterwards. So, it is obvious that P1 and P0 difference indicates interest which has been sourced from unreal income.

In the chart, we see the increasing time value of the good. The seller supplies the good which the customer demands having only a little part of the payment. The customer is eager to pay the price in instalments, month by month. The dealer wants to offer more price than the cash price because of the money collecting risk, the following up the customer and the long termed cash flow so that he has less liquidity for his trade transactions. In this case, the customer accepts to pay more than cash price because he owns the good, for example house in advance, closer to him being not obliged to save money for years. The dealer wants more payment for his standby to be paid monthly. So, practically and in real life cash price is lower than the deferral payment price. This resembles to the location value also. As a whole, if we are able to reach easily at the door, we pay more for a good produced in a far away location and future. As a result of this process it is very understood that “trade is a process of purchases and sales that increases the place or time value of a commodity.”

In general, the concept capital includes monetary savings, all valuable possessions, wealth, property, means of production, buildings, merchandise and commodities, agricultural products, machines, equipments, gardens/yards, and fruit trees when they are intended to be employed in a business to produce other goods and services, or to make more wealth with them through economic activities such as manufacturing, trade, purchase and sale. However, a distinction between the related terms is required: “Goods are things that are produced, then traded -bought and sold- then finally consumed.”
 “Cash or monetary capital is anyhow an expression of capital goods in monetary terms.”
 
Monetary Capital and Physical Capital work in correlation in harmony in economy. 

In general traditional economic relations money is regarded as a commodity in contrast to its original mission being a unit of measure. The fact that it becomes a store of value is a secondary function of it. There is nothing to be desired in money itself. It can not be taken as a commodity as being not a respond of a demand directly.  
CHAPTER THREE
INTEREST DISTORTS THE RELATIONS OF ECONOMY                                                                  TILL THE CRISIS POINT
1- Gross Domestic Product As Society Production and Wealth - Interest Versus GDP

The Gross Domestic Product (GDP) growth of Turkey was always interrupted by economic crises. These crises always affected political administrators and tendency of business life and real economy. In the period 1999-2000, the Turkish government followed a fixed exchange rate regime. Low exchange rates attracted foreign investors and enterprises and eased them to introduce their goods to be cheaper and merchantable in Turkish markets. Import volume and production increased. By import volume and consumption of esp. luxury goods increased GDP a little in 2000. In the course of time Turkish economy changed into a consumption economy and after a while the cash money has been generally transferred abroad for imports, loans used by consumers. And banks’ appetite of crediting households made them to get into debt in currency of dollars and DMs. Then, a kind of liquidity crisis sourced from banking sector in the beginning of 2001 which began to influence real sector in steps. A new unemployment amount in the banking sector reached to 25,000. This was one fourth of personnel of the banking sector. Some of the banks were bankrupt and the interest rates made the top. So, the real sector was affected in crediting rates which were so high. No more production, no more enterprising, expensive financing.., etc were followed by lowered GDP.
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            *Interest rates represent the average deposit rates of selected 15 banks in Turkish banking sector, 
            1 year maturity dated and as gross. 

            Chart-6: The paradox of interest rates and GDP growth.
After 2002 a stable government motivated confident market conditions, real sector and finance sector, global conditions and new authorities in banking sector as Banking Regulation and Supervision Agency (BRSA) and Central Bank’s more independent policy made interest rates began to go down while the GDP was going up. As seen in the chart-6, in 2008 the highest GDP can be seen on the contrary of the years before. 2009 and 2010’s GDP were affected negatively by 2008 global financial crisis. In the chart, from 1999 till 2008 we see that how interest rates and GDP work inversely proportional. When interest rates become high, GDP go downs and vice versa.
In 2009 we see that in spite of the decreasing interest rates, the GDP decreased. This has only taken roots from the foreign countries conditions. Because, the national production was affected by the export difficulties in the last years. As seen in 2010, when the global conditions were repaired, the rise in GDP again began to take place while the interest rates were going down. 
The market having high interest rates seems as an investable area for the reason of interest rate margins, but in fact that market’s high interest rates decreases the national production and growth gradually.
2- Inflation and Interest: Future Ambitions Versus Past Experience 
The inflation comes from the supply and demand function working principle. The supply and demand function is a base of requirement, employment, wages rates, war and safe environment factors.., etc. So, we can say that inflation is generally based on structural effects of the economy. For this reason, the managerial type and the confidence of the government come forward with this important target. 
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                *Interest rates represent the average deposit rates of selected 15 banks in Turkish banking 
                sector, 1 year maturity dated and as gross. 

                Chart-7: Interest rates withdraw inflation and increase the expenses.
As it is seen in the chart-7 inflation and interest rates are observed as parallel to each other. Except for the year 2000, the gap which has been occurred between the interest rates and inflation rates in those years represented a real income. In 2000 the real income turned to negative and after a negative income occurred in 2000, a liquidity crisis was lived in banking sector and affected the real sector as expected. 
As accepted by economists that banking system must offer a positive income, namely give earnings more than inflation. But it must not be disregarded that interest is the reason of cost of a unit especially in crediting. In 2000 interest tried to withdraw the inflation as seen in chart 7. Interest succeeded in partially in this subject. Then, with the help of bad effects of consumption economy at the beginning of 2001 banking crisis boomed. 

Between 2001 and 2009 the inflation and interest rates were going on parallel to each other. In 2010 a little upwards tendency of interest can be explained as the foreign trade’s volume decrease. The demands went on, but the supply and production volume have been decreased in 2009. The year 2010’s position where the interest rates lower than the inflation rates, can be explained as an income problem of the banking sector and crediting system. In summary, it is inspected that the bad effects of interest rates to production cycles as lived in 2000 and bad effects of interest rates to trading volume as lived in 2010. 
Forever increasing the value of the good is the base by showing one of the reasons like inflation. But, in fact interest is used for the future planning contrary to the inflation which shows the past.
3- Prices - Profit Shares - Interest : Risk Perception in Real Basis or in the Hopes
Price is the main indicator of the market. The prices must be the real indicator of the value of the good or service coming from the value added on it by the inputs of production factors. The production factors differ by importance: by the periods, by the production type, by the parties’ personal strength, as how long as experienced.., etc. In this case, you get more profits after the service deliveries if you are in the production process, on the other hand if the liquidity problems are high in the market, you accept the capital strength and give way to it to get the bigger share. 
“Profit is the name of the factor income earned by labor/entrepreneur and capital owner together by processing economic resources and thus maximizing their benefit and usage values by the ways of agriculture and manufacture and transferring them to those who need them through trade. Profit is also the compensation that accrues to entrepreneurs for taking risk in a business enterprise.”
    

In the market as shown in chart-9, the real sector market price level is the orange line. Participation banks (PBs) which work in a profit and loss sharing system, are willing to earn these shares by the way of esp. murabaha in their crediting system. So, they finance the real sector and share the profits, which always take place for the reason of adding over plus amount on the cost, with the investors of fund owners. PBs lose money in crediting because of unsecured debt without security bills. 
PBs share the profit amount with the fund owners as shown in blue line. Orange line and blue line difference represent the real profit as occurred in the market depending on market profitability, supply and demand functions, market tendency.., etc. The expectations, liquidity level of the bank, interest rates of Central Banks and the other banks,..etc. are the secondary effects of the profit rates. In that case, profit sharing rates represent a realistic market conditions. The same amount of organization expenses, it can be said that green line represent the interest rates applied to the enterprises. So, the gap of green line and the red line is the profit of deposit banks. But the system difference is that the rate of interest comes from generally the forward expectations that when you collect you sell with a higher rate principle. In a high level of liquidity deprivation, this method is open to a crisis easily as seen in 2001.
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            Chart-8: Prices Types and Tendencies.                

                        *Cost and Earnings represent %

                        Chart-9: Interest and profit shares working principles in the market.
In chart-9 the points of views can be defined as follows:
The line (2) represents the funding costs which are offered to entrepreneurs by Islamic banks (Participation Banks). This offer rate is determined in the lights of real market conditions, the bank’s liquidity level, the bank’s owners’ expectations, stabilization level of the government, investments (esp. Foreign investors) level and tendency, competition market benchmarking, expectations from the future economic and financial circumstances ..,etc. Finally participation bank offers its corporate customer the rates of funding price, generally murabaha and the term differences parallel to the market level and affected by the said reasons. 

  The line (1) represents financial earnings which are charged to fund owners by participation banks. These earnings come into existence by profit-loss share mechanism wherein the profits or losses occur after the funds injected into the real economy through the corporate customers. In another words the level of profit and loss is prepared and witnessed after the allocation of the funds. This amount comes from real economic activity and does not lie. The difference between (1) and (2) is profit of bank and expenses of the operating costs.
  The line (4) represents financial earnings which are paid to depositors by Conventional (Deposit) Banks. These earnings are determined in the lights of real market conditions, the bank’s liquidity level, the bank’s owners’ expectations, stabilization level of the government, investments (esp. Foreign investors) level and tendency, competition market benchmarking, expectations from the future economic and financial circumstances ..,etc. This includes promise of the % earnings which are obliged to be paid to customers. And this point is different from participation bank’s applications. PBs shares the profit or loss, but the conventional one promises and guarantees the positive payments.
The line (3) represents the funding costs which are offered to entrepreneurs by Deposit Banks. This offer rate is determined in the lights of real market conditions, the bank’s liquidity level, the bank’s owners’ expectations, stabilization level of the government, investments (esp. Foreign investors) level and tendency, competition market benchmarking, expectations from the future economic and financial circumstances ..,etc. At this point in fact the interest rates of allocating funds of conventional banks follow-up the real sector, the real market term differences and needless to say that participation bank’s allocation rates. In other words, interest rates follow real sector profit shares and margins. 

Some points are to be emphasized here:

-“The main peculiarity of the Islamic banking and finance institution is Mudaraba. By this function, an Islamic Bank joining to the risk of business decreases the financial risk of the enterprise, compared to the riba-banking.”
 
-Profit sharing model is closer to the real sector and real market. This satisfies more stable profit margins. Less effects from the lack of real sector activity because you share what you earn, less earning less share, high earning high share. So, less effect from the crisis can be expressed.
-The margin of funding and earning rates are parallel in profit-loss sharing model. But in interest model the margin is not stable. It is closed, opened, making zigzags.., so the margin sometimes makes conventional banks lose money highly. Because in one division you guarantee the earning (depositors), in the other one you have to use this fund source in a real sector based or in consumer based allocations. Surely, sometimes low, sometimes high variances are lived in this mechanism. In such 2001 liquidity crises, high variances sometimes distorted the deposit banks’ operations.
-It can be said that justice occurs between the fund owners and Islamic banks, because they share how much they earn. (profit sharing model). On the other hand injustice occurs between those parties, the depositors and deposit banks because of one party earns more when the other one less. (interest model).
4- Steps of Crisis While Living Blind to Interest – Papered Economy
As emphasized before, money is not a commodity, only a measurement instrument. Prices support money for that they represent the money amount. For the reason of capital (cash capital/money) being accumulated labour, money standardize the payments. So, trading money or receivables by money again is demolishing the nature of money concept. This is an oppression on a wealth in a different way of its natural target.
Consequently, injustice occurs such as between people, like placing or labelling a thing in spite of its genesis. So, when you place money instead of the quantity referring the commodity, in chart-5 you will see P1 and P0 difference represents the interest. 
The mortgages in the crisis represented money, debt and it has always been sold like a commodity step by step without considering its realities. The interest has been lived in the crisis imbalancing the real genesis of the instruments. These imbalances transforms to bubbled prices, fatted costs of products.., 

The getting fat or let say expanding values in the paper prices are far away from the realities. As a matter of fact, in papered economy with mentioned distorted prices, the goods are the hopes, imagination.., They only refer selling ambitions as seen in 2008 financial crisis. 
a- Consuming without Producing - National Wealth - Earning more than Adding, Disproportional Share

Higher rates of interest cause happiness to lender while the lower rates are pleasing the borrower. The confliction lives in interest transactions for years as stock exchanges live in the opposite direction. When the rates get higher, subjected to company’s worker, the holder, the owner, the broker.., all of them get happy. In the crisis, all the lenders, bankers, investors were nourished by the virtual income of mortgages. No real income, no real production, no real assets. Only a debt flow was observed in the cycle. Transferring the mortgages mislead the owners as if they worked on a real based production or service. 
                                                 general balancing
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                                      Chart-10: Simple structure of mortgage holder’s balance sheet. 

When any default and bankruptcy occurs, the damage makes all people be affected by the decreasing value: as higher prices, unemployment, worthless economy.., etc. Papers have been lived in hands of lenders, bankers, investors.., for a few periods. What was observed that was produced? No real wealth, but lots of amount of real debt. In this way, the volume of finance was getting higher and GDP was multiplied in terms of nothing referring finance transaction (derived actions). Instead, 

“a) Profit and loss sharing (instead of interest based transactions),
 b) Risk sharing (and not risk transfer as prescribed by conventional system),
 c) Link between assets, financial transactions and real economies”

must be the main activity. 
Mortgages (the mortgage bonds) have been sold in instalments and they carried out returns in terms of time as tried to be described. But the balances have been broken. What was the real reason, what caused the crisis, how did the interest play its role? Interest caused unreal assets, at least unreal values. It was experienced badly that any profit or benefit should be linked to the performance of a real asset and to its risk. 
b- Banking System Ready for High Level of Debt: Where to Go

Selling a sum of money with higher return is what we see in all the crediting values let say in the leverage system. Investment bankers used Leverage system to become richer. “Leverage is borrowing money to amplify the outcome of a deal”
. Interest of debt which is known by all, the banks borrow multiples of real money amount. The debt interest mechanism worked in this operation. 
Investors have been staying on lots of funds willing to make an action to earn more. Having high returns than the FED’s offer and others’, mortgages had a potential advantage of income as they have seen. Then, a chain has been established between the lenders – bankers – investors. The mortgages were sold from the beginning step from lenders to the investors with different rates of  interest which were bound to their risk groups. Safer mortgages had lower interest, risky ones have higher. In this point of view interest represented the risks. But this risk has not been able conceal that it harboured the debt selling transaction which depended on a base without adding any value to national production and real asset. 
“The bankers made the mortgages into three slices: safe, okay and risky. The commissions paid to the investors, %4 for safe mortgages, %7 for Okay, and %10 for the risky ones. The system was called CDO Collateral Debt Obligations.”
 Accompanied by a fee, insurance has been established. After that rating agencies were called to rate these three groups of mortgages, high commissions have been given to risky mortgages which have been used in and sold to other risk takers.

Happy chain was working regular at the beginning. “To fulfill the first condition of justice, Islam requires both the financier and the entrepreneur to equitably share the profit as well as the loss. For this purpose, one of the basic principles of Islamic finance is: ‘No risk, no gain.’ This should help introduce greater discipline into the financial system by motivating financial institutions to assess the risks more carefully and to effectively monitor the use of funds by borrowers. The double assessment of risks by both the financier and the entrepreneur should help inject greater discipline into the system, and go a long way in not only increasing efficiency in the use of resources but also reducing excessive lending.” 

 “Inadequate discipline, thus, promotes excessive lending and high leverage, and leads first to a bubble and then to a debt crisis. This injects built-in instability into the financial system (see Fisher, 1992, pp. 24–44; and Minsky, 1975)”.
 

The broker, the lender, the banker and the investors earned so much till the default of payments began. After some of them having mortgages in hands failed to pay and so caused the losses of money. Thousands of mortgages which were in the hands of investors, bankers and lenders became worthless. 
“The 2008 crisis has experienced the Vatican at a highly position not suffering the wrong approach by saying make Islamic banking (interest-free banking). This unexpected warning and offer attracted the attentions to a very interesting and important call and offer because it came from the Vatican, the center of the Catholic world, which is the most radical branch of the Christian World. The daily ‘L’Osservatore Romano’, the semi-official newspaper of the Vatican, offered the system of interest-free banking as the way out from the crisis. The article in the newspaper stated, ‘The ethic principles on which Islamic banking is based facilitate trust and cash flow.’ The offer that came from a completely unexpected address caused remarkable reactions especially in Europe. As a matter of fact, Financial Times, one of the most prestigious economy newspapers in the world, quoted that article and interpreted on it. The analysis that the newspaper did was more interesting: The Vatican rarely makes a statement about economic issues. That the Vatican recommends the Islamic finance system gives enough clues about the dimensions of the global financial system. Praising the Islamic finance system, the Financial Times advised banks to take Muslims as models during crisis in the future. It emphasized that the Islamic finance system could help form new rules in the Western finance world.”
 
The pointing out the base behind that Islamic financing was that a realistic economical relations and real based transactions.
c- Risks in Crediting, Why have the Liabilities Boomed, the Assets Burst, the Balance

“Mortgage is an essential credit form in the capitalist economy. ...Despite that banks are traditionally conservative in doing business; banks didn’t use the same strict conditions to lend the money as the prime market. Mortgages were given with less control; loans were given to clients with poor or no credit histories…The operational structure of the system itself. The capitalist system is by nature greedy, steady growth is the key word, the company or the personal or the nation successes are measured by terms of money, expansion, growth, and control…Everything is a commodity for sale as long as partners accept the terms . Within this frame, time is considered a good; money, debts, information, rating of companies, security, personal resources, feelings, values, virtual objects and documents recognizing debts, all are goods. Since they are all goods, this means that they are tradable according to the rules of trading goods; it also means that they are quantifiable and subject to the market laws, to abundance and scarcity as well.”


     Chart-11 : Exchange interest in the financial structure in the mortgage cycle.
In chart-11 the points of views can be defined as follows:

a) Mortgage has been given to the lender and the assets have been increased while the liabilities have been working to get money from creditors by the way of debt interest.

b) Home owner has been indebted to the mortgage lender by mortgages while possessing a house from the house seller by the help of lender’s payments.

c) Mortgage lender has sold the mortgages to the investment banker with a cost plus forward sale. Liabilities were increased while the assets have been increasing by the amount of mortgages.

d) Mortgage certificates have arrived next station: Other investors. Cost plus forward sale has been followed and observed conveniently. 

e) Selling mortgages in forward sales has brought unreal and imaginary income, but on the other hand caused real liabilities doubtlessly.

f) When the mortgages debtors (home owners) have fallen to pay, it has been compensated by cash. If damage has gone on, lastly the equities have been affected and decreased. And after that inability to pay has begun and bankruptcies have been unavoidable.

-In this system the mortgages have caused virtual income and the liabilities have caused a real expense. In the end, the expenses have been spent expectedly. But no income has gathered to be put in the budget. The gaps have been charged to cash at first for the reason of insufficiency, secondly charged to equity, at last the mortgages have become worthless. 

At the beginning of the cycle it was easy to pay to lender. Thousands of mortgages were in their hands. The banks got money and paid back his loans and earned lots of money. The investors were very pleased to have more than 1% which the FED offered to them. The banks turned to lenders and lenders to brokers. And they saw that no home owners left for getting mortgages to sell. When the home owners have been default to pay, the lenders got the houses for the reason of mortgages. So, there was not any worries about it and the prices were labelled to get higher prices every time.                             
“Lenders added risks to new mortgages in order to sell and get more money and the corruption was seen in the balance sheets. Using Leverage System which has eased banks to get credits from investors in terms of 1 / 100 loans, they have reached high amounts of money.”
 They were the obligor on the liability side that they had to compansate it by the mortgages on the assets side. Mortgages were the assets  having high returns to be paid than the FED and others. But in any default position and sequence prior liability to use was cash. Lack of adequacy, the mortages were turned to cash and were spent for the liabilities. If still any inadequate position occurred, the equity was decreased for balance, and in the end defaults come and a frozen market was seen in this cycle.
The crisis was not avoided in any case of the seek of survival. “By moving their mortgages “off balance sheet” banks were freer from reserve and capital requirements. Between 1980 and 2000, this securitized debt expanded 50-fold, whereas bank loans expanded 3.7-fold. By the end of 2007, two-thirds of all private U.S. debt passed through Wall Street (Wilmers 2009: A19).

CHAPTER FOUR
LESSONS FROM THE CRISIS

1- Avoiding Interest or Solving Interest 
“The risk in the mortgage cycle was increased by: no down payment, no proof of income, no other documents.., etc.”
 In the mortgage cycle the borrowers that were home owners who were lent by mortgage lenders had been classified before. In the recent processes after responsible ones (prime), less responsible ones were lent in the group of sub-prime mortgages. Myopic and uncontrolled lending and furious of money caused wastefulness, as a matter of fact some analysts explain the reasons by the ethical principles also.

Since all of the interest-based transactions have the characteristics of harming either of the parties, payer or receiver, any kind of extra payment above the principal is considered as interest/riba and clearly prohibited by the Koran, regardless of its being simple interest or compound interest, or its being named rent, profit, return, revenue or its being called with different terms in any language. Islam attached a great importance to the term rights and its protection. Thus, it prohibited interest identifying it with injustice and wrongfulness.
Avoiding interest and interest based transactions were able provide the company or the corporation or else the group of working system as participation banking to be undamaged by the synthetic techniques. Some insurance companies were also in that group.“American insurance companies generally invest on derivatives, while the European ones invest on traditional markets. Global crisis sourced greatly from the derivatives.”

2- After the Crisis Disease: Money, Time and Wealth Deprivation in the Solutions
After the crisis United States of America (USA) was shrunk by $500 billion with a GDP growth rate of -2,9% while China has been growing $400 billion with a GDP growth rate of 8,7%. So, the gap between these two countries was decreased by nearly $1 trillion. It is noticed that the countries which lived interest causing virtual balloons and getting fat in the GDP has imagined as if a growth has been lived in their economy. However, unreal growth in their economies shrunk the GDP as usual. The Prophet’s hadith ‘The results of the interest transactions is always poverty’ reminds the threats of interest.

Table 2: Measures taken by Countries against Crisis
	
	BANK RESPONSIBILITIES
	BANK  ASSETS
	OTHER

	COUNTRIES
	a) Giving full guarantee or increasing the guarantee for deposit accounts
	b)Guarantee for or purchasing the debts of banks
	c)Capital injection
	d)Nationalization
	e)Ring-fencing bad assets
	f)Planning of purchasing toxic assets
	g) Funding private bonds
	h)Funding financial stocks based on assets
	i)Limiting or banning short-selling

	America
	x
	x
	x
	X
	x
	x
	x
	x
	x

	Japan
	
	x
	x
	
	
	
	x
	x
	x

	Europe Region
	x
	
	
	
	
	
	
	
	

	Germany
	x
	x
	x
	
	
	x
	
	
	x

	France
	
	x
	x
	
	
	
	
	
	x

	Italy
	x
	
	x
	
	
	
	
	
	x

	England
	x
	x
	x
	x
	x
	
	x
	x
	x


Source: OECD Outlook 2009, quoted by Participation Banks 2009. Participation Banks Association of Turkey (TKBB), İstanbul, 2010, page 8. 

The solutions remind the facts that;

a) National wealth was engaged for these guarantees of surviving affected corporations.
b) Guaranteeing the virtual growth tasks were given to banks.
c) Accumulated savings (capital) were used for the deficiencies of faults instead of investments required by people.

d) Contrary to focusing on the main activities that must be fulfilled by the government many other businesses were charged to governments.
e) The wrong results of the operations were charged to all people and their budget.
f) National wealth was harmed.

g) Unplanned expenses were observed and spent for in the place of funding planned investments or possible alternative investments.
h) This result was bound to leverage system that was used with ambitions of investors in order to be richer and richer. “Insolvent firms must not be recapitalized with taxpayer funds. A systematic procedure for examining portfolios of these institutions needs to be followed to identify which are insolvent.”

Table 3: G20 Countries Global Heat Map

	2008                                                                                      2009

	
	Sep.
	Oct.
	Nov.
	Dec.
	Jan.
	Feb.
	Mar.
	Apr.
	May
	Jun.
	Jul.
	Aug.
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	Africa
	
	
	
	
	
	
	
	
	
	
	
	
	

	S. Africa
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Legend: Dark orange: Contraction at a increasing rate 
	
	
	
	
	

	Yellow: Contraction at a moderating rate Light green: Moving sideways

	Light blue: Expansion but level below trend Blue: Expansion and level at or above trend 

White: Data not available

Source : IMF G-20 “Global Economic Prospects and Principles for Policy Exit” quoted by 

Participation Banks 2009. Participation Banks Association of Turkey, Istanbul, 2010, page 9. 


	


The table published by International Money Fund (IMF) as seen above points out that the countries which live this virtual bubbled economy by derivatives and by exchange interest, have been much more affected from the global crisis.    While China and Argentina have been living away from the bad effects to their GDP, the others, i.e. USA, Germany, Japan, France have lost their strength of GDP and highly bad affected from the crisis. However Turkey has been using conventional banking with interest-free banking together, there has not any mortgage crisis been observed. Turkey has less mortgage crediting than USA, but the main point is that Turkey has not sold the mortgages in terms of money which was unearned and had to be waited for the collection date.  

Being proud of an unreal economy growth has abandoned its place to a shrunk GDP and bankruptcy after a time. While China has been living a successful outlook, the other ones, especially USA, Germany has lowered their national incomes in mentioned crisis periods.
CONCLUSION
In the process of changing hands of mortgage transactions in the reasons of 2008 mortgage crisis, the supply and demand principle did not give permission to arrange the future prices. When his friends asked him to arrange the prices as some requirements got expense, the Prophet said ‘The arrangements of prices are in hands of Allah (cc), so I can not interfere the right to this rule.’  
The principle of demand and supply could have been lived as follows with the same results as cheaper priced houses.
a) More houses could have been instituted. 

b) The value of US dollars could have been revaluated,
c) A war could have made the prices down.., etc.  

All of them could have been probably lived and counted as reasons. But, in the steps of mortgages journey from the home owners to the investors, the debt interest and the exchange interest have lived clearly by virtual income in the place of a real one. Non-existent income was placed in their assets through the mortgages. In that circumstance they sold them to another one. And the other ones sold them to another. The chain went on in this way. They all expanded and after seeing the prices fell down and made a loss in their activities, bankruptcies have been experienced there and the nation have got poor.

It was followed up that the exchange interest in mortgages which have caused unearned and disproportional share in incomes in the mortgage sale cycles, has not only been lived between bankers and lenders, but bankers and the other investors as well.  Assigning money to be a commodity and planning to earn on the basis of receivables (not collected yet) by selling it like a commodity, giving way to interest rather.., 
Debt interest has been lived between FED, Creditors from Europe, Middle East, and the bankers that was reluctant to how much the borrower earned and was he succeeded in his work. 
This 2008 Global Financial Crisis made people be experienced that the interest’ high bad effects in national incomes, harming individuals by earning virtual income and spending real values. 
High bad effects of interest in this crisis cycle are;

1. Prices were not realistic, they were virtual. So, interest distorted the real prices. Supply and demand functions which were affected by the pure prices were continually affected by distorted expectation prices with interest. 
2. Interest caused virtual income, virtual profit, so it caused distorted virtual future investments.
3. Exchange interest harmed the mortgage process. It depended on  forward sale of debts.
4. Interest relates with the other economic indicators in a distorting manner:
a. Distorted pricing system has been an inflamer of inflation which expressed as the basis of poverty.

b. Distorted the national production with a paradox with GDP.

5. Interest distorted the entrepreneurs financial structure as it was a cost unit. And this cost unit, interest, blocked the entrepreneurs future prospects and risk taking appetite. 
6. The financing funds amount was circled between financial parties not real sector of these entrepreneurs. So, the risky and expensive financing was applied for real sector investors. 
7. Interest caused papered economy, balloons with no real based production and speculative earnings, but real losses. In banking sector interest in assets and interest in liabilities do not collide in the same target, but harbour speculative earnings. The gap of financing and collecting interest amounts lived in mortgage crisis caused the expenses till the burst.
In this study as a result, it has been certainly and clearly confirmed that the interest has been the main reason of the crisis in spite of scientists were not able to regard and aware of this main factor as much as expected. Interest played a catalyst role in the crisis very a leading role in the financial bubbling crisis.
“The inequities and injustice embodied in the economic system indeed lie at the root of riba system and this is responsible for the present economic crisis.
 
“Distribution of risks through interests based financing. Business model based on charging interests against mortgages and then securitizing the total on the base of charging interest is a manner of transferring the risk from one party to another one, with the creation of unbalanced burdens. In case of crisis this could lead to destabilization of existing structures.

In the way of these offense and criticizing, interest caused many new concepts come into existence in the literature as Zombie Bank which harmed the real economic relations as if they had real assets. This term is described as; “a financial institution that has an economic net worth less than zero but continues to operate because its ability to repay its debts is shored up by implicit or explicit government credit support...Zombie institutions face runs by uninsured depositors and margin calls from counterparties in derivatives transactions.
 
How can we protect us from these problematic systems and mechanisms.

To develop and alternative solutions to real and finance sector for systems in the world “include economic and financial rules as well as social directives and injunctions based on principles like:

(I1.1) profit and loss sharing (instead of interest based transactions), 

(I1.2) risk sharing (and not risk transfer as prescribed by conventional system),

(I1.3) link between assets, financial transaction and real economies.

(I1.4) Transparent transactions, far from speculation and mainly asset based,

….

(I1.12) Prohibition of interest rates and using instead the principle of profit and loss sharing with an equitable distribution of risks. Several financial products were developed for this purpose guaranteeing:  equity in contribution, mutual counselling, agreed upon contingencies, transparent mechanisms and sharing the outcome of the operation. At the same time every transaction is supposed to be asset backed.” 

“Thus it is important for a partial reducing the extreme fluctuations of (exchange and) interest rates via progress to introduce equity based instruments (i.e. direct and portfolio-investments) by sharing chances and risks between lenders and borrowers of development projects.”

“While the quest for the way out from the crisis accelerated in 2009, an international conference held in Jakarta, the capital city of Indonesia, indicates what level the point of view regarding interest-free banking has reached. During the conference, the answer given by Michael Saleh Gassner, one of the prominent experts on the system of interest-free banking to the question, “Is it a utopia to prevent the financial crisis by the Islamic banking system?”, was a historical one: Not entirely. According to the rules of Islamic banking, it is forbidden to earn interest on money, just this prohibition avoided crisis in a sustainable manner in conclusion. (Peter Philipp, Deutsche Welle, Jakarta, 17.03.2009) Indeed, as it is stated in the article by Philipp, the fact that Islamic banking does not allow foreign exchange speculation, hedge funds and transfer of credits as it happened in the mortgage crisis in the USA functions like a safety valve during crisis.”

“It should be noted that Islamic banks were less affected by the crisis than traditional banks. This is because Islamic banks do not buy financial papers based on debts; let alone usurious debts. So, they are far from being affected by bad debts; there is no possibility that they might be affected by the traditional institutions that were led to bankruptcy.”

“An important factor that Islamic banks deal with the real sector and are not allowed to finance speculative activities make them more stable. Expansion in their operations could therefore improve the overall economic and financial stability in a country.”

“Those who can afford to bear the cost of microfinance should go to the commercial banks or other specialized institutions established for this purpose and borrow on the basis of the Islamic modes of profit-and loss sharing and sales- and lease-based modes of finance, not only to avoid interest but also to prevent the misuse of credit for personal consumption.”

“The last economic crisis of 2008 drew focus to Islamic banking once more as this model is about to grow in Muslim countries as well as non-Muslim ones. The system runs like a safety valve since Islamic banking does not allow foreign exchange speculation, hedge funds and transfer of debts as is the case with the mortgage crisis in the USA.”
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