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Abstract

The global financial system and Islamic banking represent two economic systems based on different
theoretical foundations. The conventional global financial system is largely based on interest, loans, and
the principles of financial markets. In contrast, Islamic banking operates in accordance with the principles
of Islamic law (Shariah), emphasizing the avoidance of interest, profit-and-loss sharing, and a strong
connection with real economic activities. The fundamental differences between these two systems are
not limited to financial mechanisms; rather, their economic, social, and ethical impacts are also
significantly different.

The purpose of this research is to highlight the key reasons behind the differences between the global
financial system and Islamic banking and to analyze their economic impacts. The study finds that the
interest-based system often leads to the concentration of wealth, economic inequality, and a higher
likelihood of financial crises. On the other hand, Islamic banking promotes fair risk-sharing, real
investment, and the principles of social justice. Furthermore, the Islamic financial system can contribute
to sustainable economic development by linking financial activities with real production and trade.

Keywords: Global Financial System, Islamic Banking, Riba, Musharakah, Mudarabah, Economic
Justice, Sustainable Economic Development.
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The interest rate mechanism in modern economies redistributes wealth upward, concentrating income
among lenders, whereas profit-and-loss sharing in Islam distributes wealth more equitably across
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Interest rate adjustment remains the primary tool for ensuring macroeconomic stability. 8
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Interest-based monetary expansion without corresponding real output leads to inflationary pressures,

whereas Islamic finance, being asset-backed, maintains a natural balance between money supply and real

10
economy.
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Quantitative easing is an unconventional monetary policy where a central bank purchases longer-term

securities from the open market to increase the money supply and encourage lending and investment.

This policy is typically used when standard interest rate adjustments are insufficient to stimulate the

11
cconomy.
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The interest rate mechanism in modern economies redistributes wealth upward, concentrating income
among lenders, whereas profit-and-loss sharing in Islam distributes wealth more equitably across
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Central banks, under the guidance of institutions like the BIS, use interest rate mechanisms as the primary

tool for controlling inflation, disregarding the ethical or social implications of such policies. 16
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Privatization and deregulation are essential to enhance efficiency and attract foreign investment. 8
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