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Abstract

Analyzing the characteristics and performance of Islamic stocks with conventional stocks
A critical Review of Malaysian Case

This research provides an acute review on the performance and characteristics of Syariah
_compliant stocks and conventional stocks in Malaysia with main objectives of identifying and
‘comparing the risk and return of both type of stocks. Performance is measured by using
ndependent samples T-tests, Mann Whitney test and regression analysis to evaluate the
;rel.ationship between the Syariah and conventional stocks returns of companies with their
financial ratios. Using average weekly prices, the result shows that there is no statistical
significant difference between the mean return and risk between both types of stocks. In addition,
“conventional stocks shows higher return with higher risk than Syariah complaint stocks. The
regression shows that Earning per share and return on equity has significant relationship to

stocks return of Syariah and conventional.

ey words: Financial Ratios, Syariah stock return, Conventional Stock return, Kuala Lumpur

‘stock Exchange.
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Chapter 1

The Introduction

: Introduction

s motivation behind this study is the inspirational growth in the Islamic financial industry. The

value of Islamic portfolio has increased immensely over last two decades. Several

Research Background

_for investment comes to people’s mind when they have enough savings out of their
sable income. Investors tend to invest with the intention to earn higher returns. Recently,
more concerned about socially responsible investments based on ethical, religious and
ictors. A general opinion about ethical stocks exits among investors that they yield lower
s compared to market portfolio returns due to stringent screening process. Common
tors suggested that ethical portfolio of stocks lacks sufficient diversification than market

folio of stocks (Rad, Bauer & Otten, 2006).

dc'__n_"land for Islamic financial securities all around the world was estimated to be USD 1.6
_'10r:1: at the end of 2012, This shows a growth of 20.4 % each year since 2011 according to
atest i'eport of Islamic financial industry, Malaysia (Islamicfinanceinfo.com.my, 2014). There

hree main reasons for this significant increase in the demand for Syariah financial assets.

| International University (2014)



é::robust demand from Muslim communities around the world for Islamic product and
such as sukuk (bonds), takaful (insurance) and management services. In Malaysia

based investments have received overwhelmingly acceptance from general investors.

rientated funds (Islamic funds) are competing with conventional stocks to attract
ot subscription fee to be listed as ethically stock in the stock market. The viability of
c}c s are evaluated in terms of making positive returns for the investor. Unfortunaf:ely,
It shows that ethical stocks compromise in terms of higher returns and profits as
to conventional stocks due to obliging to ethical principles; hence, result in
ormance of Syariah funds compared with conventional funds. The underperformance
al Stoéks are explained by cost-of- discipleship hypothesis which suggest that ethical
tandards withdraw the flexibility of assets and choice of funds.(Mueller,1994;Schwab
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nelusion, this study is particularly motivated by the marvelous growth in the Islamic finance



em Definition

o statistical difference in the performance between conventional and socially ethical

ling to efficient portfolio theory, stocks with higher risk yield higher returns and vice

€rnational University (2014)
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tive of this study is to evaluate and analyze the financial performance of Syariah
in comparison to conventional stocks portfolio listed in Malaysia stock market
statistical modelling independent t-test. Whereby this study will also contributes
OWélfds understanding and enhancement of Islamic financial industry. The financial
of both Syariah and conventional portfolio is examined by calculating and
e risk and return of both portfolios. Risk is evaluated by looking at the standard
on weekly average stock prices and return is calculated by calculating the stock price
s by using the formula as mentioned in the methodology section. In addition, this study
fe_latienship between the financial ratios and stocks return for each portfolio of

ant stocks of companies and non- Syariah companies.
ectives of this study are:

 investigate the risk and return of Islamic funds thoroughly by using a hypothetical
folio-consist of Syariash compliant stocks with conventional stocks registered in

alaysian stock exchange.

ailed analysis of risk and return will help to explain whether the risk and return on
nds are admissible or not. The risk and return are determined based upon the
of a hypothetical Syariah complaint portfolio rather than mutual funds or unit trust.
esearch the risk of sample biasness is controlled by selecting stocks randomly from

S industries sectors irrespective of stocks performance.

 investigate relationship between financial ratios and the respective stock returns of

yariah complaint stocks and conventional stock returns.

national University (2014)



ancial ratios are very important and fundamental parameter used in evaluating the

trl to analyze whether there is a significant difference in the performance
riah and conventional stocks in terms of risk and return. This study is important
se earlier research  findings are inconclusive. In earlier studies, Islamic funds are
erformed, over performed and showed no difference between Islamic and
ntional funds. The contradictions in the results are linked to sample choice and time
he trend can be observed by looking at the latest updated observations to find the

ce and updated viability of investments in Islamic funds.

'hat is the relationship between conventional and Syariah portfolio retarns in
mparison to financial rations (Price to Book value, Return on Equity, Net profit

rgin, Earning per share, Debt to Equity Ratio)?

ational University (2014)




