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Understanding Financial Crises: Causes, Consequences, and
Policy Responses Stijn Claessens, M. Ayhan Kose, Luc Laeven,
and Fabian Valencia (2012)
(https://www.imf.org/external/np/seminars/eng/2012/fincrises/pdf
/ck.pdf)
Frederic S. Mishkin (2011) Lessons From The Crisis, NBER
Working Paper Series Monetary Policy Strategy: NO. 16755,
February 2011, P.4 ( http://www.nber.org/papers/w16755)
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Hawtrey, Ralph George (1921) “Currency and Credit”, Chapter
II, "Metallic Money". Also; Hawtrey (1925) “The Economic
Problem”. Robert Latham Owen (1939) “National economy
and the banking system of the United States” quotes R. Hawtrey
in saying “Banks lend by creating credit. They create the means
of payment out of nothing”, p. 102.
Minsky, Hyman P. (1992) “The Financial Instability
Hypothesis”, The Jerome Levy Economics Institute of Bard
College, Working Paper No. 74, May 1992. Also for Minsky H.,
(1986), “Stabilizing An Unstable Economy”, Yale University
Press.
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The Role of Money in Financial Instability and Possibilities of
Reformation within an Islamic Financial System

Abdelrahman Yousri Ahmad

Professor of Islamic Economics and Finance, Faculty of Islamic Studies,
Hamad Bin Khalifa University, Qatar

Abstract. Money supply is considered a major factor in tampering with financial and
economic stability. The international experience of liberal monetary systems has
shown that the increase in money supply through credit creation plays the most
serious role in disrupting financial and economic stability. That was particularly true
in the most disruptive crises of 1929 and 2008. The article discusses the extent to
which this phenomenon is related to the behavior and policies of conventional
financial institutions, whose lending activities is geared to trade in money and debts,
for sake of maximizing their earnings. Islam's view of money is different. Money is
a means and not an end. The society needs money to produce and exchange goods
and services and to meet the financial obligations that are associated with such
operations. While prohibition of usury (interest) is absolutely recognized in Islamic
research, the permissibility of creating or generating bank money within an Islamic
framework is still debated. What is the reality of money that is created by banks? Is it
really Shari’ah incompliant? Or does it violate Sharia because its generation is
thought to be inseparable from the interest system? And assuming that credit creation
would be associated only with profit/loss sharing, would its expansion be also
inflationary? Response to these questions, and others, requires discussing and
analyzing the effects of credit generation firstly; under ideal conditions which assume
an authentic and integrated Islamic banking system that is regulated by Islamic
monetary policies, and secondly; under practical conditions of dualistic banking
system and Islamic banks are subject to secular central banking policies. Under these
different conditions, the research aims at revealing possibilities of removing or
minimizing the destabilizing role of money and credit creation when an Islamic
financial system is fully or partially applied in practice.

Keywords: Credit Creation, Islamic Banking, Monetary Policies, Financial Stability
JEL classification: GO1, G290, P4
KAUIJIE classification: 122, 124, Q22, Q91
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