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Summary

This is a financial econometric study that examines three issues using data from ten OIC stock markets in conjunction with data that proxy country-specific political, financial and economics risk. The issues are:

Equity return volatility. The author implemented GARCH-M(1,1) model to examine this issue. The empirical evidence from this model suggests that country-specific political, economic and financial shocks exert permanent influences on equity market return volatility in each country. 
Equity return predictability. The conditional ICAPM is estimated to investigate equity return predictability. The author found the conditional ICAPM that incorporates the country-specific political, economic and financial risks in addition to global factor (world portfolio returns) outperforms the unconditional ICAPM in predicting equity market return for each country.
Dynamic linkages among these markets. The lead-lag relationships among these equity markets have been examined within a framework of VEC framework. The results show that low correlation among OIC stock markets makes them a good conduit for portfolio diversification. The relatively low or no cointegration among these stock markets lead to further opportunities for long-term portfolio risk diversification.

Comments

In the introduction, the author mentioned the benefits of Foreign Portfolio Investment (FPI) but did not elaborate on the risks associated with it. The potential impact of the flow of funds on the domestic stock markets and the economy is uncertain. For instance, the volatility of foreign flow may lead to greater volatility in domestic stock prices. The uncontrolled flow can present problems to policy makers. A large FPI inflow (outflow) may cause the domestic currency to appreciate (depreciate) in real terms. Also, the inflow of money could fuel inflation;

The paper’s title does not reflect exactly the contents, since only ten OIC stock markets were selected to do this exercise. Stock markets in the Gulf, for example, are the largest among the OIC markets in terms of market capitalization but were not included. The title needs to be modified or the set of markets enlarged to be more representative sample of OIC Markets;

In the GARCH-M model specification, international factors were not included though they could have an effect on equity return volatility in OIC markets. Also, the author has not justified using a GARCH-M of order (1,1). This is important because the results of parametric time series models are usually sensitive to model specification;

Because the paper’s uniqueness stems from its explicit incorporation of country-specific political, financial, and economic risks into the model formulation, I suggest adding a Table explaining the factor and the rating used by CRS to proxy these risks. The following table is an example. (Derived from CRS website):

Risk Points by Components

	Political variables
	points

	Government Stability
	12

	Socioeconomic Conditions
	12

	Investment Profile
	12

	Internal Conflict
	12

	External Conflict
	12

	Corruption 
	6

	Military in Politics
	6

	Religious Tensions
	6

	Law and Order
	6

	Ethnic Tensions
	6

	Democratic Accountability
	6

	Bureaucracy Quality
	4

	Financial Variables
	

	Total Foreign Debt as percent of GDP
	10

	Debt Service as percent of Exports of Goods and Services
	10

	Current Account as percent of Exports of Goods and Services
	15

	Inter-national Liquidity as months of import cover
	5

	Exchange Rate Stability as percent-age change
	10

	GDP per head of Population 
	5

	Economic Variables 
	

	Real Annual GDP Growth 
	10

	Annual Inflation Rate 
	10

	Budget Balance as percent of GDP
	10

	Current Account as percent of GDP
	15


Besides the internal (local) and external (global) factors effecting FPI flow identified by the author, we cannot deny the escalating effect of the event of 9/11 on the future of OIC stock markets. This event could have long-term effect on inflow and outflow of funds to and form OIC countries. I suggest that the author discuss the effect of this event on benefit of integrating OIC stock markets, the main research issue in this paper. I expected that this event, together with other factors highlighted by the paper, will make the idea of  OIC stock markets integration (regionalization) more viable;

The result of this research highlights the benefits of integration and economic co-operation among Islamic countries and the significant impact of business environment on the performance if OIC stock markets. This clearly means that opening of the stock markets and using the latest ICT technology will not be enough. For the benefits of integration to be realized, the OIC countries must work persistently to enhance their investment environment, and I agree with the author that this factor is the key to attract surplus fund not only from OIC member countries but also from the rest of the world. 
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