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Abstract: This paper aimed to analyze the impact of both conventional and Islamic banks' financing on capital investment
and labor employment in the non-oil private sector of the Gulf Cooperation Council countries. It also shed light on the
impact of the structure of Islamic finance (participatory financing versus debt financing) on these two variables. The study
relied on estimating standard models that show the determinants of the demand for capital investment and labor, including
conventional and Islamic banks' financing. The study used Panel-data and appropriate estimation methods over the 2005-
2017 period. The most important econometric results showed that capital investment and labor employment are positively
and significantly affected by both types of financing, with conventional financing effects exceed the ones of Islamic
counterpart. The results also showed that Islamic finance in participatory formats had the greatest marginal effects
compared to debt-financing formats on investment in the private sector (and on employment, but not-conclusively) in the
countries under the study. Among the recommendations of the study for these countries, one can suggest more Islamic
banking support in order to further stimulate investment and reduce unemployment, with a particular focus on

participatory-formats comparatively to debt-formats, as they have greater marginal effects on these two variables.
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(Sgiud! 3)
(4") z3gesdl
log(EMP) :aslll paal
0.074
log(CF) o
-0.180%**
log(IF) (3:61)
-0.216
log(MSMD) e
0.957*+*
log(GDP) (5.83)
0.973
log(CP1) )
-12.088***
Cons (:3.06)

Number of obs (countries) = 30 (6)

Modified Wald test for
heteroskedasticity. (a)

Prob> X2 =0.0000

Wooldridge test for autocorrelation.

(b)
Prob > F=0.1804
Hausman Test. (c)
Prob> X2 =0.0003

Fisher test for fixed effects
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(5") g3sadll
Alog(EMP) sl paad
0.0186
Alog(CF) 031)
0.070
Alog(IF) (1.82)
-0.007
Alog(MSMD) 1)
0.577
Alog(GDP) (1.20)
2.182%**
Alog(cPI) (2.84)
0.004
Cons
(0.18)

Number of obs (countries) =29

(6)

Breusch-Pagan / Cook-Weisberg

test for heteroskedasticity. (a)

Prob > x% =0.0050
Cumby-Huizinga test for
autocorrelation. (b)
Prob > F=0.5888
Hausman Test. (c)
Prob> X% =0.611

Breusch & Pagan LM test for

(116)
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(6") z 39!
log(INV) :alelf sl

0.052

log(CF) e
log(IF) 0.396™**

(4.77)
0.925%**

log(MSMD) )

1.459

Alog(GDP) (0.94)

-0.974

Alog(cPI) o
12.958%**

Cons
(5.21)

Number of obs (countries) = 26 (6)

Modified Wald test for
heteroskedasticity. (a)

Prob> x%=0.1772
Wooldridge test for autocorrelation.
(b)

Prob > F=0.5944
Hausman Test. (c)

Prob> X2 =0.0019

Fisher test for fixed effects
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Prob > F=0.000 (e) random effects. (d) Prob >F=0.000 (e)

il @ pall Jugail) JSea il uds

solll Uil § Jlewiydl Lot e

Prob> X2 =1.000
ilasyl fugiall SLa5Y t-student o b (sd o el (%1) s ikl Zugine JJ 43 (%) lasdle
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