VoLUME No. 3(2013), I ssue No. 05 (MAY) I SSN 2231-1009

INTERNATIONAL JOURNAL OF RESEARCH IN
COMPUTER APPLICATION & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories
Indexed & Listed at:
Ulrich's Periodicals Directory ©, ProQuest, U.S.A., EBSCO Publishing, U.S.A., Cabell’s Directories of Publishing Opportunities, U.S.A.,
Open J-Gage, India [link of the same is duly available at Inflibnet of University Grants Commission (U.G.C.)],
Index Copernicus Publishers Panel, Poland{iifilCNVAEIEIBABEI08 &number of libraries all around the world.
Circulated all over the world & Google has verified that scholars of more than 2477 Cities in 159 countries/territories are visiting our journal on regular basis.
Ground Floor, Building No. 1041-C-1, Devi Bhawan Bazar, JAGADHRI — 135 003, Yamunanagar, Haryana, INDIA

http://ijrcm.org.in/




VoLUME No. 3(2013), I ssue No. 05 (MAY) I SSN 2231-1009

CONTENTS

No, TITLE & NAME OF THE AUTHOR (S) e

1. |IMPACT OF EMPLOYEE DEMOGRAPHICS ON TRAINING; FOR IMPROVED SERVICE DELIVERY: A STUDY ON BANKING SECTOR 1
NITISH KULSHRESTHA, DR. L K SINGH, DR. SAROJ KUMAR DASH & DR. SAVITA MOHAN

2. | AN INDUCTIVE APPROACH TO IDENTIFYING THE JOB SATISFACTION FACETS AND JOB SATISFACTION LEVEL IN AN EXTREME ENVIRONMENT IN| 6
BANKING SECTOR EMPLOYEES IN NORTHERN REGION IN SRI LANKA
A. SARAVANABAWAN & LIRONG LONG

3. | AREA EFFICIENT APPROACH FOR 64-BIT MULTIPLICATION USING CONFIGURABLE DEVICES 11
DINESH KUMAR & G.C. LALL
4. | THE EVOLUTION OF TECHNOLOGY ACCEPTANCE MODEL: A LITERATURE REVIEW 15

INDER SINGH & DEVENDRA KUMAR PUNIA

5. | CONSUMER BEHAVIOUR ON FAST MOVING CONSUMER GOODS — A STUDY WITH REFERENCE TO PERSONAL CARE PRODUCTS IN MADURAI | 22
DISTRICT
K.MUNEESWARAN & DR. C. VETHIRAJAN

6. | STUDY OF CHANNEL SATISFACTION OF VIDEOCON TELECOM SERVICES AND ITS COMPETITORS IN PUNJAB 28
RAZIA SEHDEV, DR. YUVRAJ BHATNAGAR & PRANAV RANJAN

7. | INTEREST FREE BANKING: A POTENTIAL SUBSTITUTE TO CONVENTIONAL BANKING IN THE CONTEMPORARY GLOBAL FINANCIAL SCENARIO 35
DR. FAROOQ A SHAH

8. | ASTUDY ON DIMENSION OF SMARTPHONE AND ITS INFLUENCE ON CONSUMER PREFERENCE 39
DR. S. A. SENTHIL KUMAR & M. JAMAL MOHAMED ZUBAIR

9. | CENTRALISED SYSTEM FOR e-PROCUREMENT- A NEW RISE IN PUBLIC SECTOR: A CASE STUDY 41
SHYNA K S & SAYED MOHAMMED V'V

10. | EFFECT OF ELECTRONIC MOBILE MONEY TRANSFER ON FINANCIAL LIQUIDITY AND GROWTH OF MICRO AND SMALL ENTERPRISES: A CASE OF | 46
NAIROBI CITY, KENYA
DUNCAN MOMANYI NYANG’ARA, WILLIAM MACHANI NYANG’ARA & Kennedy O. Moenga

11. | CORPORATE SOCIAL RESPONSIBILITY IN BUSINESS: A CASE STUDY ON GRAMEEN PHONE LIMITED BANGLADESH 52
ARJUN KUMAR DAS, SUJAN KANTI BISWAS & DR. KUNAL SIL

12. | EFFECTIVENESS OF TRAINING EVALUATION PRACTICES — AN EMPIRICAL STUDY 58
DR. SHOBHARANI H. & DR. MAMATHA S. M.

13. | IMPACT OF LEARNING STYLES ON e-LEARNING ENVIRONMENT: AN EMPIRICAL STUDY 64
SHAKEEL IQBAL

14. | THE EFFECT OF BOARD STRUCTURE ON FINANCIAL PERFORMANCE OF SRI LANKAN LISTED BANKS 69
RAVIVATHANI THURAISINGAM

15. | DISAGGREGATED VOLATILITY - A CASE STUDY IN INDIAN STOCK MARKET 74

DR. NALINA K. B.

16. | CUSTOMER SATISFACTION OF E-BANKING IN BANGLADESH WITH FOCUS ON DUTCH BANGLA BANK LTD.: THE CONTEXT OF TWENTY FIRST| 83
CENTURY
MOSAMMOD MAHAMUDA PARVIN & MD. MASUDUL HASSAN

17. | ENHANCING THE PERFORMANCE OF LEACH PROTOCOL IN WIRELESS SENSOR NETWORKS 91
NUTAN SINDHWANI & ROHIT VAID

18. | MULTI CRITERIA DECISION MAKING USING FUZZY TOPSIS 95
PRATHIBA PH & KARTHIKEYAN R

19. | MEASURING THE EFFECT OF CAPABILITY VERSUS USABILITY IN PURCHASE DECISION OF SMART PHONES 100
JITESH BISHT & LAKSHMI SHANKAR IYER

20. | AN IMPACT OF GREEN COMPUTING IN HAZARDOUS DEVICE MANUFACTURING & MAXIMIZE ENERGY EFFICIENCY 107
CHITHRA MOL C. R, R. VIJAYASARATHI & THAMIL KUMARAN V. C

21. | EFFECTIVE DYNAMIC ROUTING PROTOCOL: ANALYSIS OF VARIOUS SECURE DATA ROUTING PROTOCOL AND DATA AGGREGATION IN WIRELESS | 115

SENSOR NETWORKS
S.MOHAMED SALEEM & P.SASI KUMAR

22. | HEAT TRANSFER ENHANCEMENT IN AIR CONDITIONING SYSTEM USING NANOFLUIDS 120
R. REJI KUMAR, M. NARASIMHA & K. SRIDHAR

23. | e-COMMERCE: AN ANALYSIS OF CONCEPTUAL FRAMEWORK 126
ABU ZAFAR AHMED MUKUL & SABRINA HOQUE CHOWDHUARY

24. | e-COUNSELING FOR INSTITUTIONS OF HIGHER LEARNING IN GHANA: WHAT ARE THE REQUIREMENTS? 131
KEVOR MARK-OLIVER

25. | TAX INCENTIVES AND INVESTMENT BEHAVIOUR: AN EMPIRICAL REVIEW OF THE TAX PAYERS PERCEPTIONS 135
OBARETIN OSASU & DR. CHINWUBA OKAFOR

26. | METHODS OF DATA SECURITY USED IN COMPUTER NETWORK 138
ZOBAIR ULLAH

27. | CONSUMERS CHOICE OF RETAIL STORES WITH REFERENCE TO THEIR DEMOGRAPHIC INFLUENCERS 141
APEKSHA JAIN & MANOJ KUMAR SHARMA

28. | GRID COMPUTING: INTRODUCTION AND APPLICATION 143
ANUDEEP RANDHAWA, HEENA GULATI & HARISH KUNDRA

29. | CONSUMER BEHAVIOR TOWARDS e-BANKING IN HDFC BANK 147
CHANABASAPPA TALAWAR

30. | ROLE OF SMALL INDUSTRIES DEVELOPMENT BANK OF INDIA (SIDBI) IN THE PROMOTION OF ENTREPRENEURSHIP IN U.P. 152
DR. MOHD. SHOEB
REQUEST FOR FEEDBACK 158

INTERNATIONAL JOURNAL OF RESEARCH IN COMPUTER APPLICATION & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/




VoLUME No. 3 (2013), I ssue No. 05 (MAY) | SSN 2231-1009

CHIEF PATRON

PROF. K. K. AGGARWAL
Chancellor, Lingaya’s University, Delhi
Founder Vice-Chancellor, GuruGobindSinghIndraprasthaUniversity, Delhi
Ex. Pro Vice-Chancellor, GurulambheshwarUniversity, Hisar

FOUNDER PATRON
LATE SH. RAM BHAJAN AGGARWAL
Former State Minister for Home & Tourism, Government of Haryana
Former Vice-President, Dadri Education Society, Charkhi Dadri
Former President, Chinar Syntex Ltd. (Textile Mills), Bhiwani

CO-ORDINATOR,
DR. SAMBHAV GARG
Faculty, Shree Ram Institute of Business & Management, Urjani

ADVISORS

DR. PRIYA RANJAN TRIVEDI
Chancellor, The Global Open University, Nagaland
PROF. M. S. SENAM RAJU
Director A. C. D., School of Management Studies, I.G.N.O.U., New Delhi
PROF. S. L. MAHANDRU
Principal (Retd.), MaharajaAgrasenCollege, Jagadhri

EDITOR,

PROF. R. K. SHARMA
Professor, Bharti Vidyapeeth University Institute of Management & Research, New Delhi

EDITORIAL ADVISORY BOARD
DR. RAJESH MODI
Faculty, YanbulndustrialCollege, Kingdom of Saudi Arabia
PROF. PARVEEN KUMAR
Director, M.C.A., Meerut Institute of Engineering & Technology, Meerut, U. P.
PROF. H.'R“SHARMA
Director, Chhatarpati Shivaji Institute of Technology, Durg, C.G.
PROF. MANOHAR LAL
Director & Chairman, School of Information & Computer Sciences, I.G.N.O.U., New Delhi
PROF. ANIL K. SAINI
Chairperson (CRC), GuruGobindSinghl. P. University, Delhi
PROF. R. K. CHOUDHARY
Director, Asia Pacific Institute of Information Technology, Panipat
DR. ASHWANI KUSH
Head, Computer Science, UniversityCollege, KurukshetraUniversity, Kurukshetra

INTERNATIONAL JOURNAL OF RESEARCH IN COMPUTER APPLICATION & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/




VoLUME No. 3 (2013), I ssue No. 05 (MAY) | SSN 2231-1009

DR. BHARAT BHUSHAN
Head, Department of Computer Science & Applications, GuruNanakKhalsaCollege, Yamunanagar
DR. VIJAYPAL SINGH DHAKA
Dean (Academics), Rajasthan Institute of Engineering & Technology, Jaipur
DR. SAMBHAVNA
Faculty, I.L.T.M., Delhi
DR. MOHINDER CHAND
Associate Professor, KurukshetraUniversity, Kurukshetra
DR. MOHENDER KUMAR GUPTA
Associate Professor, P.J.L.N.GovernmentCollege, Faridabad
DR. SAMBHAYV GARG
Faculty, Shree Ram Institute of Business & Management, Urjani
DR. SHIVAKUMAR DEENE
Asst. Professor, Dept. of Commerce, School of Business Studies, Central University of Karnataka, Gulbarga
DR. BHAVET
Faculty, Shree Ram Institute of Business & Management, Urjani

ASSOCIATE EDITORS

PROF. ABHAY BANSAL
Head, Department of Information Technology, Amity School of Engineering & Technology, Amity University, Noida
PROF. NAWAB ALI KHAN
Department of Commerce, AligarhMuslimUniversity, Aligarh, U.P.
ASHISH CHOPRA
Sr. Lecturer, Doon Valley Institute of Engineering & Technology, Karnal

TECHNICAL ADVISOR,

AMITA
Faculty, Government M. S., Mohali

FINANCIAL ADVISORS
DICKIN GOYAL
Advocate & Tax Adviser, Panchkula
NEENA
Investment Consultant, Chambaghat, Solan, Himachal Pradesh

LEGAL ADVISORS

JITENDER S. CHAHAL
Advocate, Punjab & Haryana High Court, Chandigarh U.T.
CHANDER BHUSHAN SHARMA
Advocate & Consultant, District Courts, Yamunanagar at Jagadhri

SUPERINTENDENT

SURENDER KUMAR POONIA

INTERNATIONAL JOURNAL OF RESEARCH IN COMPUTER APPLICATION & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/

iv




VoLUME No. 3(2013), I ssue No. 05 (MAY) I SSN 2231-1009

CALL FOR MANUSCRIPTS

Weinvite unpublished novel, original, empirical and high quality research work pertaining to recent developments & practices in the area of
Computer, Business, Finance, Marketing, Human Resource Management, General Management, Banking, Education, Insurance, Corporate
Governance and emerging paradigms in allied subjects like Accounting Education; Accounting Information Systems; Accounting Theory &
Practice; Auditing; Behavioral Accounting; Behavioral Economics; Corporate Finance; Cost Accounting; Econometrics; Economic Development;
Economic History; Financial Institutions & Markets; Financial Services; Fiscal Policy; Government & Non Profit Accounting; Industrial
Organization; International Economics & Trade; International Finance; Macro Economics; Micro Economics; Monetary Policy; Portfolio &
Security Analysis; Public Policy Economics; Real Estate; Regional Economics; Tax Accounting; Advertising & Promotion Management; Business
Education; Management Information Systems (MIS); Business Law, Public Responsibility & Ethics; Communication; Direct Marketing; E-
Commerce; Global Business; Health Care Administration; Labor Relations & Human Resource Management; Marketing Research; Marketing
Theory & Applications; Non-Profit Organizations; Office Administration/Management; Operations Research/Statistics; Organizational Behavior
& Theory; Organizational Development; Production/Operations; Public Administration; Purchasing/Materials Management; Retailing;
Sales/Selling; Services; Small Business Entrepreneurship; Strategic Management Policy; Technology/Innovation; Tourism, Hospitality & Leisure;
Transportation/Physical Distribution; Algorithms; Artificial Intelligence; Compilers & Translation; Computer Aided Design (CAD); Computer
Aided Manufacturing; Computer Graphics; Computer Organization & Architecture; Database Structures & Systems; Digital Logic; Discrete
Structures; Internet; Management Information Systems; Modeling & Simulation; Multimedia; Neural Systems/Neural Networks; Numerical
Analysis/Scientific Computing; Object Oriented Programming; Operating Systems; Programming Languages; Robotics; Symbolic & Formal Logic
and Web Design. The above mentioned tracks are only indicative, and not exhaustive.

Anybody can submit the soft copy of his/her manuscript anytime in M.S. Word format after preparing the same as per our submission
guidelines duly available on our website under the heading guidelines for submission, at the email address: infoijrcm@gmail.com.

GUIDELINES FOR SUBMISSION OF MANUSCRIPT

1 COVERING LETTER FOR SUBMISSION:

DATED:
THE EDITOR
IJRCM

Subject:  SUBMISSION OF MANUSCRIPT IN THE AREA OF

(e.g. Finance/Marketing/HRM/General Management/Economics/Psychology/Law/Computer/IT/Engineering/Mathematics/other, please specify)
DEAR SIR/MADAM

Please find my submission of manuscript entitled ‘ ' for possible publication in your journals.

| hereby affirm that the contents of this manuscript are original. Furthermore, it has neither been published elsewhere in any language fully or partly, nor is it
under review for publication elsewhere.

| affirm that all the author (s) have seen and agreed to the submitted version of the manuscript and their inclusion of name (s) as co-author (s).

Also, if my/our manuscript is accepted, I/We agree to comply with the formalities as given on the website of the journal & you are free to publish our
contribution in any of your journals.

NAME OF CORRESPONDING AUTHOR:

Designation:

Affiliation with full address, contact numbers & Pin Code:
Residential address with Pin Code:

Mobile Number (s):

Landline Number (s):

E-mail Address:

Alternate E-mail Address:

NOTES:

a)  The whole manuscript is required to be in ONE MS WORD FILE only (pdf. version is liable to be rejected without any consideration), which will start from
the covering letter, inside the manuscript.

b)  The sender is required to mentionthe following in the SUBJECT COLUMN of the mail:
New Manuscript for Review in the area of (Finance/Marketing/HRM/General Management/Economics/Psychology/Law/Computer/IT/
Engineering/Mathematics/other, please specify)

c)  Thereis no need to give any text in the body of mail, except the cases where the author wishes to give any specific message w.r.t. to the manuscript.

d)  The total size of the file containing the manuscript is required to be below 500 KB.

e)  Abstract alone will not be considered for review, and the author is required to submit the complete manuscript in the first instance.

f) The journal gives acknowledgement w.r.t. the receipt of every email and in case of non-receipt of acknowledgment from the journal, w.r.t. the submission
of manuscript, within two days of submission, the corresponding author is required to demand for the same by sending separate mail to the journal.

2. MANUSCRIPT TITLE: The title of the paper should be in a 12 point Calibri Font. It should be bold typed, centered and fully capitalised.

3. AUTHOR NAME (S) & AFFILIATIONS: The author (s) full name, designation, affiliation (s), address, mobile/landline numbers, and email/alternate email
address should be in italic & 11-point Calibri Font. It must be centered underneath the title.

4. ABSTRACT: Abstract should be in fully italicized text, not exceeding 250 words. The abstract must be informative and explain the background, aims, methods,
results & conclusion in a single para. Abbreviations must be mentioned in full.

INTERNATIONAL JOURNAL OF RESEARCH IN COMPUTER APPLICATION & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/

\"




VoLUME No. 3(2013), I ssue No. 05 (MAY) I SSN 2231-1009

5. _: Abstract must be followed by a list of keywords, subject to the maximum of five. These should be arranged in alphabetic order separated by
commas and full stops at the end.

6. _: Manuscript must be in BRITISH ENGLISH prepared on a standard A4 size PORTRAIT SETTING PAPER. It must be prepared on a single space and
single column with 1” margin set for top, bottom, left and right. It should be typed in 8 point Calibri Font with page numbers at the bottom and centre of every
page. It should be free from grammatical, spelling and punctuation errors and must be thoroughly edited.

7. _: All the headings should be in a 10 point Calibri Font. These must be bold-faced, aligned left and fully capitalised. Leave a blank line before each
heading.

8. _: All the sub-headings should be in a 8 point Calibri Font. These must be bold-faced, aligned left and fully capitalised.

9. _: The main text should follow the following sequence:
INTRODUCTION

REVIEW OF LITERATURE
NEED/IMPORTANCE OF THE STUDY
STATEMENT OF THE PROBLEM
OBJECTIVES

HYPOTHESES

RESEARCH METHODOLOGY
RESULTS & DISCUSSION

FINDINGS
RECOMMENDATIONS/SUGGESTIONS
CONCLUSIONS

SCOPE FOR FURTHER RESEARCH
ACKNOWLEDGMENTS

REFERENCES
APPENDIX/ANNEXURE

It should be in a 8 point Calibri Font, single spaced and justified. The manuscript should preferably not exceed 5000 WORDS.

10. _: These should be simple, crystal clear, centered, separately numbered &self explained, and titles must be above the table/figure. Sources of
data should be mentioned below the table/figure. It should be ensured that the tables/figures are referred to from the main text.

11. _:These should be consecutively numbered in parentheses, horizontally centered with equation number placed at the right.

12. _: The list of all references should be alphabetically arranged. The author (s) should mention only the actually utilised references in the preparation

of manuscript and they are supposed to follow Harvard Style of Referencing. The author (s) are supposed to follow the references as per the following:

4 All works cited in the text (including sources for tables and figures) should be listed alphabetically.
4 Use (ed.) for one editor, and (ed.s) for multiple editors.
4 When listing two or more works by one author, use --- (20xx), such as after Kohl (1997), use --- (2001), etc, in chronologically ascending order.
4 Indicate (opening and closing) page numbers for articles in journals and for chapters in books.
4 The title of books and journals should be in italics. Double quotation marks are used for titles of journal articles, book chapters, dissertations, reports, working
papers, unpublished material, etc.
o For titles in a language other than English, provide an English translation in parentheses.
4 The location of endnotes within the text should be indicated by superscript numbers.
PLEASE USE THE FOLLOWING FOR STYLE AND PUNCTUATION IN REFERENCES:
BOOKS
o Bowersox, Donald J., Closs, David J., (1996), "Logistical Management." Tata McGraw, Hill, New Delhi.
i Hunker, H.L. and A.J. Wright (1963), "Factors of Industrial Location in Ohio" Ohio State University, Nigeria.
CONTRIBUTIONS TO BOOKS
4 Sharma T., Kwatra, G. (2008) Effectiveness of Social Advertising: A Study of Selected Campaigns, Corporate Social Responsibility, Edited by David Crowther &

Nicholas Capaldi, Ashgate Research Companion to Corporate Social Responsibility, Chapter 15, pp 287-303.
JOURNAL AND OTHER ARTICLES

4 Schemenner, R.W., Huber, J.C. and Cook, R.L. (1987), "Geographic Differences and the Location of New Manufacturing Facilities," Journal of Urban Economics,
Vol. 21, No. 1, pp. 83-104.

CONFERENCE PAPERS

4 Garg, Sambhav (2011): "Business Ethics" Paper presented at the Annual International Conference for the All India Management Association, New Delhi, India,
19-22 June.

UNPUBLISHED DISSERTATIONS AND THESES

i Kumar S. (2011): "Customer Value: A Comparative Study of Rural and Urban Customers," Thesis, KurukshetraUniversity, Kurukshetra.

ONLINE RESOURCES

i Always indicate the date that the source was accessed, as online resources are frequently updated or removed.

WEBSITES

4 Garg, Bhavet (2011): Towards a New Natural Gas Policy, Political Weekly, Viewed on January 01, 2012 http://epw.in/user/viewabstract.jsp

INTERNATIONAL JOURNAL OF RESEARCH IN COMPUTER APPLICATION & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/

Vi




VoLUME No. 3(2013), I ssue No. 05 (MAY) I SSN 2231-1009
INTEREST FREE BANKING: A POTENTIAL SUBSTITUTE TO CONVENTIONAL BANKING IN THE
CONTEMPORARY GLOBAL FINANCIAL SCENARIO

DR. FAROOQ A SHAH
ASSOCIATE PROFESSOR & HEAD
DEPARTMENT OF MANAGEMENT STUDIES
CENTRAL UNIVERSITY OF KASHMIR
SRINAGAR

ABSTRACT

The current global economic recession that triggered in 2008-09 has yet again proved the failure of the prevailing financial architecture that is founded on the
interest based conventional banking system. Prior to the present economic crisis, there have been numerous breakdown instances of the so called time tested
world financial mechanism which interest is a key component of. The current global economic meltdown, as everyone knows, is the offshoot of the sub-prime
mortgage crisis that emanated from the U S. The sub-standard housing loans that lacked the backing of adequate real value were repackaged and traded as
derivatives. The unending transaction of such mortgages at highly inflated prices took the shape of a bubble that was sooner or later destined to burst. The crisis
was no longer confined to the housing sector and the eventuality that occurred in September, 2008 shook the nerves of some most powerful economies of the
world which were hitherto champions of the free market interest based economic system. The crisis that is often considered as the worst after the World War-Il
engulfed the whole world which is now highly globalized. Experts of interest free financial mechanism dub the crisis as the ‘crisis of confidence’ in the prevailing
financial system and argue that there is a ‘systemic flaw’ inherent in the conventional banking. In the wake of continual global recessions over the last few
decades including the latest one, some right thinking people have started focusing on the need for rationalizing and reforming the global financial architecture in
a way that prevents the recurrent tremors in the global financial mechanism. Economists believe that the latest global financial crisis, that the world is still
struggling to recover from, could have been evaded had there been interest free banking system in place of the conventional one. The present paper, therefore,
takes a dig into the factors that lead to recurrent breakdowns of global financial system and explores the viability of PLS based (Profit-Loss Sharing) banking
practices replacing the interest based banking system that is fast losing its relevance in the changing global financial milieu.

KEYWORDS

Banking, conventional, interest-free, financial, crisis.

INTRODUCTION

nterest free banking has the same scope and purpose as the conventional banking except that it operates on one comprehensive and distinguishing

principle viz., profit and loss sharing (PLS) instead of accrual of interest. This distinguishing principle of interest free banking has essentially its roots in the

Islamic mechanism of financial system based on the core Islamic rules of transactions known as Figh al-Muamalat which in turn is an important component
of Islamic jurisprudence popularly called as shariah. It is in this backdrop that interest free banking originated from Islamic countries and as such is often termed
as Islamic Banking. Numerous studies have in detail discussed the rationale behind the prohibition of interest (see, for example, Chapra, 2000) and the
importance of PLS in Islamic Banking (see, for example, Dar and Presley, 2000). All such studies have in fact emphasized that all commercial transactions and
contracts must be free from elements of Riba (interest), Gharar (uncertainty), Maysir (gambling) and non-Halal (prohibited activities).
The contemporary financial economics differs from Islamic economics in many critical respects, of which the nature of money is one. Whilst both systems accept
money as a store of value and a medium of exchange, the financial market based economic system treats money as any other commodity which can be traded
for a profit. This profit on sale and purchase of money is nothing but interest. And it is this interest that is the precursor for the activity of money creation by the
conventional banking system. A true interest free banking or Islamic banking abstains from the paying or receiving of interest (riba) as well as the artificial
creation of money via the process of miniscule reserve. This circulation of artificial money (money not backed by real assets) paves, in fact, the way for ethical
and unethical practices of earning money and amassing wealth. Greed, exploitation and abuses are the dominant factors in most financial transactions that take
place under the conventional banking system. So long as commissions are received and interests paid, and the collaterals are in place, banks continue to lend.
Reckless investors, on the other hand, knowing that the borrowed money is not theirs, borrow to the maximum. Depositors who care most about the high
interest they receive, keep on depositing regardless of the portfolio and conduct of the bankers. This vicious circle continues until the bubble builds up and
becomes a perfect recipe for a crisis, which all the parties viz., depositors, bankers and borrowers contribute to and all of them eventually suffer from.

RECURRENT FAILURES OF CONVENTIONAL BANKING SYSTEM

By creating money out of thin air and putting it into circulation, central and commercial banks almost all over the world have together caused a succession of
speculative bubbles that can be traced back to more than 300 years in the Western world. As such, the current crisis is not an unusual phenomenon and
therefore is not the first one and does not seem to be the last one either, given the structure of the present global financial architecture. As Stiglitz (2003)
emphasized, “....international financial crises or near-crises have become regular events....It is becoming rarer for a country not to have a crisis than to have one
and, by some reckonings, there have been 100 such crises in the past 35 years”. Thus, there have been intermittent economic tremors during the last many
decades. However, the only difference, if at all there is one, is that of the severity. Experts feel that the present crisis is the worst after the World War-Il and
even more severe than the Great Depression of 1930s. The present crisis engulfed the whole world which is now extremely globalized and shook the very
foundations of the global financial structure. Though the repackaging and trading of sub-prime housing mortgages as derivatives, CDOs and CDSs, that lacked the
backing of adequate real value, triggered the economic downturn in the US, the crisis was no longer confined to the housing sector and the phenomenon
snowballed into a full blown recession that brought the whole world to the virtual economic standstill within a matter of days.

There are many similarities of the current crisis with the previous ones that have occurred since 1930s. The analysis shows that there is a host of specific factors
inherent within capitalism and the free-market economy that trigger the recurrence of economic crises. Like in the case of previous financial crises, many voices
have been raised against the conventional banking practices for being at root of the current crisis. Great panic in fear of the collapse of the world financial
system has led to the search of rescue plans for banks and hence bailout packages worth billions of dollars for banks and financial institutions by the
governments which were hitherto champions of the free market and survival of the fittest economic model. It has taken more than three trillion dollars of
bailout and liquidity injections by a number of industrial countries to somewhat ease the intensity of the crisis. Experts of interest free financial mechanism dub
the crisis as the ‘crisis of confidence’ in the prevailing financial system and argue that there is a ‘systemic flaw’ inherent in the conventional banking (SESRIC
Monthly Report, June 2009).

Islamic economists and advocates of interest free banking like Siddiqui (2009); Chapra (2009 and Bagsiraj (2009) refer to the continual global economic crises in
general and the latest one in particular as a result of interest and its rate structure. Huge budgetary imbalances, excessive monetary expansion, large balance of
payments deficits and inadequate international cooperation can all be related to flaws in the theory of interest, which, according to experts, is at the root of the
crisis. Moreover, there are fears that present crisis may have exposed the world economy to a prolonged period of slowdown. In the above backdrop, there have
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been voices which call for rethinking of some alternative financial systems and search for a new architecture that could help minimize the frequency and severity
of such a crisis in the future (Camdessus, 2000; Stiglitz, 2007; Baily et al, 2008).

ANATOMY OF THE CURRENT CRISIS & RATIONALE FOR DESIGNING A NEW FINANCIAL STRUCTURE

It is illogical even to think of designing a new financial architecture without first determining the primary cause of the economic crises that have sporadically
plagued the world over the past some decades. The generally recognized most important cause of almost all crises has been excessive and imprudent lending by
banks (BIS, Annual Report, June 2008). This raises a serious question of what makes it possible for banks to resort to such an unhealthy practice that not only
hurts their own long-run interest but destabilizes the international financial system as a whole. There are a number of factors that make this possible.

One of the most important of these is the inadequate market discipline in the financial system (Chapra, 2009). What is it that makes it possible for the financial
system to have unwarranted discipline when this is considered to be a precursor for the global financial mess? In the simplest terms, the market is able to
impose discipline only when it is able to reward efficiency and prudence and punish inefficiency and recklessness. In other words, there would be a check on
excessive lending only if the banks were afraid that it would lead to losses, impact their reputation, and even cause bankruptcy. However, excessive lending is a
predominant feature in a system where profit-and-loss sharing (PLS) does not exist, rather the repayment of loans with interest is generally assured, and ‘the too
big to fail’ concept ensures a fictitious sense of survival. This false sense of immunity from losses and possible collapse, in fact, introduces a fault line into the
system and consequently, the banks do not undertake a careful evaluation of loan applications. Besides disproportionate increase in sub-prime mortgages, this
leads to an unhealthy expansion in the overall volume of credit, to excessive leverage, unsustainable increase in speculative investment and the resultant rise in
asset prices. If allowed to prolong, such a phenomenon, later on, gives rise to a steep decline in asset prices, and to financial fragility and debt crises. The
consequences are catastrophic in case it is accompanied by overindulgence in short sales, inadequate market regulations and less state intervention. Inadequate
discipline, thus, promotes excessive lending and high leverage, and leads first to a bubble and then to a debt crisis (see for example, Fisher, 1992; Minsky, 1975).
This phenomenon has been endorsed by the G-20 Summit held on 15 November 2008 which opined that excessive leverage was one of the root causes of
“vulnerabilities in the system” (G-20, 2008). Historically studying the intermittent global financial meltdown, Galbraith (1990) concludes that there has been a
decisive role of debt and leverage in the speculative booms of the last three centuries.

The second reason of the crisis, which in fact is the precursor for imprudent lending, is the quality and valuation of collateral. Collateral is, of course,
indispensable for managing the risk of default. However, this purpose is served only in case the collateral is of good quality. Nevertheless, collateral is prone to a
valuation risk and its value is influenced by the same factors that diminish the borrower’s ability to repay. If there is no risk-sharing and the return is so called
guaranteed, the banks will have little incentive to undertake a careful evaluation of the collateral and will extend financing for any purpose including speculation
and gambling. The collateral can, therefore, by itself hardly be a substitute for a more careful evaluation of the project financed (Summers, 2008).

Another factor that provides protection against losses is securitization which is a paradigm shift from ‘originate-to-hold’ model to the ‘originate-to-distribute’
model of financing. This enables the lenders to sell the debt, transfer the risk of default to the purchasers, and use the proceeds to make more loans and hence,
increase their profits.

One problem which the reckless bankers confronted while securitization was that while prudent and rational purchasers would be willing to buy the prime debt,
they would be reluctant to buy the subprime debt. This problem was solved by the creation of collateralized debt obligations (CDOs). Under this arrangement,
prime and subprime debts were mixed and securitized by putting them into different groups with varying degrees of risk and maturity. For an average buyer, the
CDOs were difficult to understand as complex models were used for this purpose. This made the purchasers primarily rely on rating agencies. The rating
agencies, in turn, also used complex computer models to predict the likelihood of default. Independent judgment of the risk involved, therefore, became difficult
(Baily, et al, 2008). Still there would have been no problem in this had the rating agencies not suffered from conflict of interests and provided accurate ratings.
However, since they were paid by banks and hedge funds which organized and sold these structured securities, they had no incentive to be more ethical and
professional in their business. The rating agencies, therefore, issued ratings on the basis of information that was provided to them without much analysis. The
high ratings plus the relatively higher yields on these CDOs, made it easier for mortgage originators to pass the risk of default to the ultimate purchasers. Loan
volume accordingly gained greater priority over loan quality and the amount of lending to subprime borrowers and speculators increased steeply (Mian and Sufi,
2008; Keys, et al., 2008).

An important factor that further impacted the underwriting standards is the spread of derivatives like credit default swaps (CDSs) which made it possible for
lenders to insure themselves against the risk of default. The buyer of the swap (creditor) paid a premium to the seller (a hedge fund) for the compensation he
would receive in case the debtor defaults. Even though this innovation would have resulted in further reducing underwriting standards, it may not have caused
much harm had the hedge funds also performed some scrutiny and sold the swaps to just the actual lending banks. They, however, sold them also to a large
number of other institutions and individuals who were willing to bet on the default of the debtor. These swap-holders, in turn, resold the swaps to others and
the whole process continued several times. While a genuine insurance contract indemnifies only the insured party against losses actually suffered, in the case of
CDSs the hedge funds and insurers had to compensate several other swap-holders who had not suffered any loss from default. In addition to this betting on debt
default, there was also betting in the case of interest rates and exchange rates far in excess of the genuine need for hedging. As a result of all this, risk became
excessively accentuated and made it impossible for the hedge funds and banks to honour their commitments.

The notional amount of all outstanding derivatives was estimated at $683.7 trillion in June, 2008 (BIS, November 2008), more than 12 times the world GDP of
$54.3 trillion in 2007 (World Bank, 2008). Of even greater risk was the fact that a large proportion of derivative contracts became concentrated in the hands of
relatively few dealers who were interlinked to one another through different credit instruments. As a result, the default of even one could quickly destabilize all
others and lead to a financial crisis. It is in this backdrop that George Soros described derivatives as ‘hydrogen bombs’, and Warren Buffett called them ‘financial
weapons of mass destruction’.

A fourth factor that tended to provide a false sense of security is the ‘too big to fail’ concept which provided an assurance to ‘big’ banks that the central bank
would come to their assistance and bail them out. Obviously, banks which carried such a safety net have incentives to take greater risk than what they otherwise
would (Miskhin, 1997).

Yet another important factor for the intermittent global financial crises in general and that of the current one in particular is that many countries, especially the
Western economies have shifted their focus from industry to services. Consequently, the services sector now represents over 80 percent of the US economy,
with the financial sector being the largest one. Rather than contributing in physical terms, the players in the financial industry gamble on what is going to happen
in the real world, by speculating the performance of businesses and betting on their profits. This financial sector is a parallel economy which exists alongside the
real economy and produces nothing real and tangible. On the other hand, the real economy consists of housing, production, manufacture and other tangible
goods which can be traded, leased, and bought and sold. In other words, these are physical goods that are produced by people who are employed to make
them. But the financial economy consists of tradable paper with financial values that rise and fall based upon the value people assign them, often representing
no real asset.

The size of financial economy worldwide is now enormous and its estimated value is far more than the real economy. The size of the worldwide bond market is
estimated at $50 trillion. The size of the world’s stock markets is estimated at $S55 trillion. The world derivatives market has been estimated at $500 trillion,
more than 30 times the size of the US economy and 12 times the size of the entire world economy. In fact, the financial markets have now become so divorced
from the real economy that investors are no longer interested in dividend income. They are rather eying to make profits out of rising prices. This has led to
speculation of gigantic proportions, including bets on the rise and fall of economies.

Given that banks lend excessively to maximize their profit, why is it that the depositors do not impose a discipline on the banks? They can do this in several
different ways, for example, by demanding better governance, greater transparency, and more efficient risk management. If this does not work, they can always
punish the banks by withdrawing their deposits. They do not, however, do so in the conventional financial system because they are assured of the repayment of
their deposits with interest (Mishkin, 1997). This makes them complacent and they do not take as much interest in the affairs of their financial institution as they
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would if they expected to suffer losses. The false sense of immunity from losses provided to bankers as well as depositors impairs the ability of the market to
impose the required discipline. This, along with the easy monetary policy pursued by the central banks, led to an unhealthy expansion in the overall volume of
credit, to excessive leverage, to subprime debt, and to living beyond means. This tendency of the system got further reinforced by two other factors. One of
these was the excessive use of complex computer models which few people understood. These models took the place of human judgment and left little
incentive for bank management to use their own knowledge and skills to assess the actual risk of the underlying assets. The second factor was the bias of the tax
system in favour of debt financing; dividends are subject to taxation while interest payments are allowed to be treated as a tax-deductible expense. The result is
that a number of banks have either failed or have had to be bailed out or nationalized by the governments in the US, the UK, Europe and a number of other
countries. This generated fear and uncertainty in the market and led to a credit crunch, which has made it hard for even healthy banks and firms to find
financing. There is a lurking fear that this might be only the tip of the iceberg and a lot more may follow if the crisis causes a prolonged recession and leads to
defaults on the part of credit card institutions, corporations, and derivatives dealers.

INTEREST FREE BANKING: A POTENTIAL ALTERNATIVE TO CONVENTIONAL BANKING

In the backdrop of the anatomical facts of the latest global financial crisis given in the preceding paragraphs, there have been voices for rethinking of some
alternative financial systems and search for a new architecture that could help minimize the frequency and severity of such a crisis in future (Camdessus, 2000;
Stiglitz, 2007; Baily et al, 2008). Among these alternatives, the Islamic finance and interest free banking is the largely debated one in the developed and
developing countries in general and Islamic countries in particular. Experts believe that the recurrent global economic downturns including the latest one could
have been avoided had there been interest free banking in place of conventional banking (see for example, Chapra, 2009; Hassan, 2009). The arguments they
put forward in support of their view seem to be logically founded.

The current global financial crisis affected a number of most successful institutions operating in the international financial arena including some of those which
were hitherto considered as well established and ‘too big to fail’. Islamic banks and financial institutions, operating on non-interest mechanism, on the other
hand proved comparatively cushioned from the crisis. Given the scenario where Islamic banking and finance proved resilient to the global financial slump, many
experts and analysts, particularly in the developing economies intensified their argument that conventional banking is highly vulnerable and that there is a need
to think of potential alternatives and most of them assert that Islamic banking and shariah based finance is a potential and feasible substitute.

In the conventional banking, the process of lending is subject to asymmetric information, moral hazard and greed. In an attempt to borrow more and divert
funds in speculative investments, borrowers most of the times misinform lenders who do not exercise adequate care while lending as they eye on the so called
assured but illusionary returns (interest). Such a self-centered outlook poses as unimaginable risk on all the parties including the depositors whose money the
banks actually lend. Thus, the assured and guaranteed returns or interest, a cardinal element of conventional banking, which is essentially highly uncertain and
never so guaranteed, is at the root of the failure of the conventional banking practices.

Interest free banking and Islamic finance is devoid of the fundamental flaws that serve as avenues of immoral indulgence and human greed and cause the
breakdown of the conventional banking system. Islamic finance requires that all financial transactions must be free from riba (interest or usury), gharar
(uncertainty), maysir (gambling) and other haram (prohibited) activities. Besides, financial dealings in islamic banking and finance are guided by the ultimate
objective of achieving the ideals of equity and equitable justice where priority is given to equity-based financing rather than leveraging and debt-based financing
(Kassim and Majid, 2009).

Being at the core of islamic finance and banking, the principle of equity and justice in the society requires that financial transactions must be based on profit and
loss sharing rather than interest. This ensures sharing of risk of loss by all the parties viz., the depositor, lender and borrower and not just confining it to either of
them (Chapra, 2008). Such an arrangement paves the way for a prudent behaviour on the part of the parties and a better market discipline. Not only the lenders
evaluate the loan applications of prospective borrowers more cautiously and subsequently more effectively monitor the use of funds by them but also the
depositors, whose hard earned money bankers actually lend, scrupulously evaluate the investment alternatives before taking a final decision. The borrowers, in
turn, exercise restraint from indulging in non-real asset investments and unscrupulous business ventures.

Islamic financial system and interest free banking does not allow the creation of debt through either lending or borrowing. It rather requires creation of debt
through the sale or lease of real assets via various modes and instruments of shariah compliant financing such as murabahah, istisna, sukuk etc. The objective is
to enable the needy borrowers to buy urgently needed real goods and services at present considering their ability to pay at a later time. Such an arrangement
prevents the falsely created rat race and deters the unnecessary expansion of debt. Experts of interest free financial system suggest certain conditions for the
unwarranted debt expansion and money creation, which according to them is the root cause of almost all major financial breakdowns. Chapra (2008)
summarizes these conditions as under:

. the asset which is being sold or leased must be real and not imaginary or notional,

. the seller must own and possess the goods being sold or leased,

. the transaction must be a genuine trade transaction with the intention of giving and taking the delivery, and

. since the debt cannot be sold and the risk associated with it cannot be transferred, it has to be borne by the creditor himself.

Under the above conditions, the debts cannot be traded and the financial markets cannot be stretched beyond what the real economy can bear. Hence, the
derivatives and their trading, which is essentially speculative in nature and do not add any value to the real economy, is eliminated from the market mechanism,
the phenomenon that was at the core of the recent financial global meltdown. Since the above conditions fall within the framework of islamic finance, many
economists and macro financial experts and analysts have come to support the interest free banking and islamic financial system.

In the backdrop of the current financial breakdown and above principles of islamic finance, many banks and financial institutions across the world are building
up their islamic units and tapping in the emerging industry which is now estimated at a whopping $ 1 trillion in assert size and growing annually at 15-20%
(Reuters, 2009). Presently, interest free investments and islamic financial instruments are acceptable in a vast number of countries, both islamic and others,
including the UK, US, Japan, Malaysia, China, Indonesia etc. and continue to expand to many other countries as an alternative or, at least, complementary to the
existing banking and finance system. As Wilson (2009) asserts, “the spread of islamic finance to Western markets demonstrates that it is now being treated
seriously by regulators and finance ministries because islamic banking is less prone to cyclical fluctuations and provides a viable alternative to conventional
banking”.
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