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A banking system in which only a fraction of bank deposits are

backed by actual cash-on-hand and are available for withdrawal.(3)
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While both the Islamic bank and the conventional bank create the

original principal amounts through fractional reserve banking system
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(i.e. loans given out do not really reduce the deposits of the

depositors), a customer owes more money in the Islamic mode than
the conventional mode at any time thereafter until the ‘loan’ is
settled. This fact alone is very attractive for even the conventional

bankers to provide Islamic mode financing.(7)
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Unfortunately, at some time or another all of us can be blinded by

the prevailing culture without stopping to think.As to the “culture of
making money,” many have forgotten that there is only one entity
that can make (i.e., manufacture, print, or coin) money: the
government.(11)
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One feature of riba is where extra purchasing power is created

without taking on any risk. So, when A lends out, say $1,000 to B at
10 per centinterest per annum, for example, the extra $100 that B
has to pay as interest provides additional purchasing power to A,
obtained without assuming any risk.This additional free purchasing
power is riba. Note that in this case the riba is materialized only after
1 year when B pays back $1,100 to A. Nevertheless, a fact that often
goes unnoticed is that creation of fiat money indeed enthrones the
creator with immediate purchasing power without assuming any risk!
Today most money is nothing but electronic records that provide
millions and billions of purchasing power to the first users of this

electronic money.Wouldn't this then constitute a greater riba? (12)
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It is important to note here that the Islamic banks, operating within
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the fractional reserve banking system, also do create money in this
form, but focuses on the use of this newly created money according
to Shari'ah principles.(13)
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