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General Comments

The paper discusses the role of Islamic financial institutions (IFIs) in sustainable development programs. The paper is based on important existing literature.  Some policy issues are considered and plausible recommendations are proposed.  However, there is no attempt to present case studies of IFIs or particular economies and there is no econometric work on sustainable development (e.g. trends and projections/simulations). 

Specific Comments

I have a number of comments, which I believe the authors will find useful in polishing the final version of the paper.

The introduction is simply too long.  This has to be severely reduced from 5 pages to 2 pages maximum. A competent introduction should adequately motivate the paper in not more than 600 words!  Most of the discussion in the introduction should be transferred to the main body of the paper, such that the introduction simply serves the purpose of motivating the paper and stating the purpose of the paper.  For example, I would only retain the first two paragraphs on the introduction, and then instead of paragraph 3, which begins with the word “notwithstanding” (on page 2), I would put a new paragraph which states “The purpose of this paper is to…  In what follows, the paper is structured into x sections…..”. The rest of the material in Section One should be moved elsewhere in the paper or briefly summarized.

In Section 3, which deals with “understanding corporate responsibility in sustainable development”, it is important to point out that the 4 main models do not exist in absolute form; rather, what you get in the living corporate world are hybrid models of, for example, models 1 and 2, models 3 and 4, and so forth.  The implication of this observation is that IFI are likely to mimic a hybrid model of corporate responsibility rather than the absolute form of 1-4.  These arguments should be used to rework the concluding paragraph of Section 3 on page 14.

Surely, figure 1 is incomplete in the sense that the arrows for the boxes on the RHS of the diagram are missing.  In general, I would encourage the authors to reconsider the effectiveness of the diagrams/figures in the paper.  Ideally, each figure should summarize an important story that is germane to the paper; if it fails to do that, then it is redundant and should be removed.

Singular among the key roles of financial institutions all over the world, in the context of sustainable development in Islamic as well as non-Islamic environments, is that financial institutions should reduce transactions costs and engender lower financial risk for all economic agents.  Importantly, financial institutions should reduce agency problems through monitoring mechanisms, which minimize information asymmetry.  Lower agency problems reduce the possibility of moral hazard and adverse selection problems.  However, it appears that the current operational practices of Islamic banks present a departure from the convention.  For example, Al-Deehani, Karim and Murinde (1999) find that given the contractual obligation binding the Islamic banks’ shareholders and investment account holders to share profits from investments, an increase in investment accounts financing enables the Islamic bank to increase both its market value and its shareholders’ rates of return at no extra financial risk to the bank.  Investment account holders are, therefore, fully exposed to financial risk.  This finding has serious implications for sustainable development as well as corporate social responsibility. Central banks, with oversight of Islamic banks, have a duty to internalize this aspect into their regulatory policies for Islamic financial institutions.  This argument is important in the context of Section 4 in the paper on the role of Islamic financial institutions.  

The conclusions and policy recommendations are plausible.  However, there are a number of important issues which are not addressed.  First, the role of central banks which oversee the operations of IFIs is important. Very relevant here is the nature of the regulatory regimes for IFIs at the national as well as international level.  The existing regulatory machinery for banks is seriously constrained in the face of financial globalization.  Second, it should be pointed out that sustainable development requires the maintenance of the very socio-economic institutions which generate development.  How is this possible in the age of globalization, as for example under WTO and GATS?  I believe that these 2 issues should be addressed in the concluding section.

It is regrettable that there is no attempt to present case studies of IFIs or particular economies and no econometric work on sustainable development (e.g. trends or projections or simulations).  Surely, there has been a number of good case studies on Islamic banks, as well as good econometric studies on sustainable development is economies with Islamic banks!  Let us think of a number of questions in sequence.  Question 1: Can we evaluate the financial, developmental and technological-developmental role of IFIs in economic development of host economies? I suppose we can do this, albeit with some limitations, if we follow Murinde and Kariisa (1997).  Question 2:  Can we quantitatively measure the contribution of IFIs to economic development, in the sense of the incremental capital-output ratio (ICOR)?  I suppose we can in the context of Lifumba and Murinde (2003).  Question 3: Can we quantitatively measure and then forecast the contribution of IFIs to sustainable economic development in the host economies? I suppose we can do this if we combine elements of questions 1 and 2, and if we devise surrogate measures of sustainable economic development.   It may be too late now for the authors to adopt these methods for this paper, but my point is that the authors should discuss these points, at least in the conclusion, in order to provoke some intense research activity on these issues.

Minor: It would be helpful to change your style of writing such that instead of using footnotes for author referencing, author citation appears in the text and the corresponding reference appears in the list of references at the end of the paper.  For example, footnote 1 should be eliminated by adding “Chawla and Hart (1995)” at the end of the second sentence in the first paragraph on page 1, and then Chawla and Hart (1995) should appear in the list of references.  Footnotes should be reserved for explanatory notes, where necessary. 

A minor comment is that, in general, the paper requires serious copy-editing to improve its quality.  

Overall, however, this is an important paper.
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