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It is needless to say that today the Islamic banking is a huge industry. According to some crude statistics, more than 150 Islamic banks and investment companies are operating in some 50 countries in the world. it manages over USB110 and its growth rate 15% per annum. it is expected that Islamic banking is responsible of managing up to 50% of saving in the Islamic world. However, the remarkable success and popularity of the  Islamic financial institutions have attracted a huge number of conventional banks to set up Islamic windows. In Saudi Arabia for instant all operating conventional banks have managed – with varying degrees - to introduce Islamic units. Moreover some banks have totally transformed the nature of the banks to pure Islamic institutions ( Al-jazera bank & Saudi Commercial Bank).

Although the Islamic banking system has gained an acceptable theoretical basis in the last two decades, the empirical basis is still lacking behind. What crucially needed at this stage is to empirically evaluate the impact of Islamic financial institutions on the major economic variables and in achieving economic and social development goals in the Islamic countries. Therefore, empirical studies using advanced econometric approaches should be directed to this line of research.

This paper is consistent with this important line. It is a good attempt to provide empirical evidence to support the strong theoretical basis mentioned above. 

The model

This study concentrates on the role of finance and investment in explaining the behavior of economic growth in developing countries. It suggests that Islamic investment plays a part in the determination of the economic growth proxed by per capita income and that is an important role of Islamic banking system.

It departs from Harrod and Domar framework to a more realistic model concentrating on the relation between finance and growth, which can be useful in explaining  the trend of economic growth in developing countries

The model presented in Al Hallaq paper is highly aggregated and simple in structure, so that it would be benefit from extension to  include both short and long run effects. Regarding the data sources, it is not quite clear whether Gross Domestic product (GDP) and Investment (I ) among other variables are presented in nominal or real terms.

The model behavioral equations should be tested for some econometric tests designed for validity of specification and cointegration. In this regard it is of crucial importance to adopt a simple error correction form by including at least one-period lag together with the current values for all variables in the model. Those tests are essential before making any recommendations.  Also there is no acceptable justification for keeping insignificant variables for example (RATt) and (Rt) which are considered to be the most important variables in the model. Moreover, Coefficient values shown in the estimated equation are different from those reported in the table. Also, justification reported in conclusion 9.3.2 seems to be inconsistent with the estimation results …needs explanation!!. It would be useful if both total credit by conventional banks and total finance and investment by JIB could be included in the Investment equation to compare their impact.

On the other hand, in order to have a more realistic model for the purpose of causal analysis, it would be of crucial importance if the data set could be expressed quarterly.

In reality the results reported in the paper suggest that the econometric evidence shown may be useful, despite the misspecification and identification problems. The model would certainly be enriched if the study equations could be modeled and estimated properly. Nevertheless, this study provides a good justification for the weak impact of the Islamic financial institutions on the economic growth due to the fact that their experience is quite short compared to that of conventional institutions

What finally can be said is that it is widely argued that the popularity and success of some Islamic banking institutions - in terms of increasing deposits - could be traced back to the fact that Muslims are very keen to such institutions to avoid any engagement of prohibited activities. This fact can be abused, which in turn will deteriorate the Islamic banking industry
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