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Abstract 

A rapid growth of Islamic finance in the past decades has motivated many investors to focus 
on Islamic stocks rather than conventional stocks. The argument whether the performance of 
Shariah compliant stocks are better compared to the conventional stocks still remains an open 
question. Therefore, this research examines whether there are differences in performance 
between the Shariah compliant stocks and the conventional stocks listed on the Australian 
Stock Exchange (ASX) for the period 2001-2013. Our findings show that there is a 
statistically significant difference in performance of the Islamic and conventional stocks 
listed on the ASX in terms of risk, otherwise the performance of the Islamic stocks tends to 
be similar to the conventional stocks. In addition, we report a statistically significant 
relationship between the returns of Shariah compliant and conventional stocks. 

Keywords: Beta, Global Financial Crisis, Jensen’s Alpha, Islamic finance, Risk, Sharpe ratio, 
Treynor ratio 
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1. Introduction 

The first Islamic Index was established in the Dow Jones Market in December 1995 to enable 
Islamic fund managers to list businesses in the capital markets. Since its establishment, 
investment in Islamic stocks has experienced remarkable growth. At the end of 2002, there 
were 105 Islamic equity funds worth approximately US$5 billion with 48 percent located in 
the Middle East, 30 percent in Europe and North America, and 22 percent in Asia (Falaika, 
2002). Consequently, various capital markets and financial institutions around the world now 
have established their own Islamic Indices. For example, the Kuala Lumpur Stock Exchange 
Shari’ah Index (KLSESI) introduced by Bursa Malaysia (the Malaysian Stock Exchange) is 
considered to be an important mechanism of promoting the accomplishment of the Islamic 
capital markets plan. According to Walkshäusl and Lobe (2012), Shariah-complaint assets are 
in access of $939 billion worldwide and over 600 Islamic funds are available, thus investors 
are shifting their assets from actively managed mutual funds to passive index-based 
investments. 

Islamic investment is based on Shariah principles, that is, it prohibit activities with elements 
of usury (riba), gambling (maisir), and ambiguity (gharar) and also prohibit activities like 
producing products or delivering services which are against Islamic teaching such as 
pornography, producing/selling alcohol, casino etc (Securities Commission announcement, 
2002). Therefore, all Islamic financial products listed in the Islamic Index need to have 
Shari’ah compliance and there are different additional criteria that are sometimes used in 
screening the permissible companies as well. 

Since many stocks performed poorly during the Global Financial Crisis (hereafter GFC) 
period, many researchers have argued whether the GFC has had less impact on the Shariah 
complaint stocks compared to the conventional stocks. Some researchers (Abbes, 2012) have 
also argued that the difference in performance between the two types of stocks should be 
minimal and some have argued that conventional stocks should outperform the Islamic stocks 
(McGowan & Junaina, 2010). However, only limited research has been undertaken to date 
that relate to conventional and Islamic stocks using comparative areas of sectorial/industry, 
market capitalisation, price earnings ratio, market to book value ratio, debt to equity, and 
returns. Therefore, we extend the literature on the debate and undertake a comparative 
performance analysis of the conventional and Islamic stocks. In addition, we also investigate 
whether the conventional and Islamic stocks have performed differently during three different 
periods, that is, before, during and after the GFC period. We have collated data from the 
Australian Stock Exchange (ASX) for the period 2001-2013 to investigate whether investors 
in Shariah products earn a higher rate of return compared to the conventional stocks. We have 
used Australia as a case study because it has a large and open economy and data is readily 
available for both investment types. Although Australia is not an Islamic country the trend 
shows that investors are seeking alternative types of investment that are either ethical or have 
potential to hedge against risk. Therefore, our study has potential to benefit the regulators, 
fund managers, investment analysts, and general investors in terms of gaining better 
understanding of the similarities and differences between the conventional and Islamic stocks, 
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and how their performance deviates during different economic situations. The findings of our 
study will provide investors some valuable guidelines regarding optimal investment choices 
between conventional and Islamic stocks. Moreover, our findings of the test relating to 
whether the Islamic stocks have more reliance compared to the conventional stocks when a 
stock exchange experiences a declining trend will provide an improved understanding to the 
debate. 

Section 2 provides a brief background of Shariah and Section 3 provides a brief review of the 
literature. Section 4 presents the data and the method used in this research and Section 5 
presents results and discussions. Section 6 presents the conclusion for this study.  

2. Background of Shariah stocks 

Islamic investment principles emphasise ethical investing (known as Shariah-compliant 
investments) that complies with the principles of Shariah, which is the Islamic law that 
governs every facet of Muslim’s life. Investments in financial instruments with fixed income, 
such as, preferred stocks, bonds and some derivatives (e.g. options) are unacceptable as they 
promise a fixed rate of return and grant no voting rights (Walkshäusl and Lobe, 2012). 
Furthermore, Islamic investors are not permitted to purchase stocks of companies whose 
main business activities are alcohol, gambling, conventional financial services, entertainment, 
pork-related products, tobacco, and weapons (Islamic Finance & Investment, 2014). 
Moreover, some financial ratios has also been used to screen companies. For example, 
Hussein and Omran (2005) reported that when the level of the debt in companies are over one 
third of market capitalisation, they are not Shariah compliant stocks. A purification process 
need to be carried out to eliminate or clean the portfolio of interest income or other 
impermissible revenue sources. According to Abdelsalam, Duygun, Matallín-Sáez and 
Tortosa-Ausina (2014), one way of cleansing impermissible income is to donate it to charities 
and to non-government organisations.  

3. Literature Review 

Recent literature has investigated the relationship between the Islamic and conventional 
financial markets in regard to the returns and their variability, and have also analysed the 
correlative performance of those markets during the GFC. Indices of different regions have 
been used to evaluate these markets, such as, Dow Jones indices or FTSE indices (Ahdi, et al., 
2013). Wilson (2004), Nisar (2007), Keigher and Bauer (2000), and Derigs and Marzban 
(2008) have presented standard rules to examine or screen whether a specific company based 
on Shariah law is halal (lawful) or haram (unlawful). Some researchers argue investment in 
Islamic stocks leads to avoidance of speculation and unnecessary risk taking (Obaidullah, 
2001; Naughton and Naughton, 2000). Dewi and Ferdian (2010), argue that Islamic finance is 
free of interest, gambling and ambiguity, therefore can help resolve the financial crisis issues. 
According to Ahmed (2009), financial crisis arises because financial organisations charge 
interest and engage in risky investments and therefore, obeying Islamic financial 
requirements can help avoid financial crises. Usmani (1999), argue that it is difficult to find 
companies that strictly comply with Shariah based principles.  
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However, a number of studies have compared the performance of conventional indexes and 
Islamic Indexes in terms of equity investment (Siddiqui, 2000, 2002; Ahmad and Mustafa, 
2002; Mamat, 2002). For example, Forte and Miglietta (2007) were the first to examine 
whether the Islamic mutual fund belongs to the socially responsible mutual funds (SRI) group 
or are fundamentally different. Their findings suggest that there are significant differences 
between Islamic investments and both traditional and SRI indices in regard to their profile 
and portfolio. SRI funds tends to perform well and have better reputation, and have lower 
cost due to lower turnover rate. Although there are similarities between the Islamic and SRI 
funds, the main difference is that the Islamic funds are non-interest bearing investments 
(Osamah, Hooi & Anis, 2014, p. 30). 

Some researchers have also compared the differences in risk and return between the Islamic 
investment instruments and the conventional investments. For example, Hayat and Kraeussl 
(2011) compared the performance of the Islamic equity funds (IEFs) and the conventional 
equity funds and reported that the traditional equity benchmarks outperform IEFs. 
Furthermore, the underperformance of IEFs increased during the recent financial crisis period. 
Based on the CAPM Model, Hussein (2004) reported that both the Islamic index and the 
FTSE All-World index performed well during the entire period (July 1996 to August 2003). 
They report that the returns on the Islamic index are statistically abnormally higher in the bull 
market period (July 1996 to March 2000) even though it underperformed the conventional 
index in the bear market period (April to August 2003). Hakim and Rashidian (2004) applied 
the co-integration and causality tests and reported that no correlation exists between the 
Islamic index and the Wilshire 5000 index or the three-month Treasury bills. Their finding 
also show that the Wilshire 5000 or the three-month Treasury bill is not the reason for the 
results experienced for the Islamic index. The implication of their results are that the factors 
are independent from the broad market or interest rates turns to affect the Islamic index 
(Osamah, Hooi & Anis, 2014, p. 31). 

However, later researchers have reported evidence of correlation between conventional 
market indices between North American, European Union, Far East, and Pacific markets 
compared to the Islamic index returns (Dania and Malhotra, 2013). They argue that the price 
of Islamic and conventional securities corresponds to macroeconomic elements. The findings 
of their research show that common factors affect the equity price of Islamic and 
conventional bonds and that the gap resulting from different Islamic and conventional 
financial practices tends to be minimal (Krasicka &Nowak, 2012, p. 1). An evaluation of the 
risk performance of the Jakarta Islamic Stock Index (JASKISL) and the conventional Jakarta 
Composite Index (JCI) using GARCH models show that Islamic stock index is safer than 
traditional stocks (Sukmana and Kholid, 2012).  

Based on a comparison of the investment performance of the Islamic ethical portfolios and 
traditional benchmark portfolios, results show that the returns are not substantially negatively 
affected by the use of Islamic ethical screens (Hassan et al., 2005; Hoepner et al., 2011, 847). 
Hoepner et al. (2011) examined the financial performance and the style of investment of 265 
Islamic equity mutual funds in 20 countries. They reported that the type of Islamic fund 
investment is to some extend related to the growth of stocks and that the mainstream Muslim 
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economics funds exhibit an obvious preference for small ccorporations with low 
capitalisation that are referred to as small cap (Hoepner, 2011, p. 831). They also reported 
that the Islamic indices had a pattern of investing in small-cap companies compared to 
conventional counterparts who invest more in large corporations that are likely to be 
operating in sector-bands (Hoepner et al., 2011, p. 847). In summary, there is no consensus in 
the literature regarding the directional relationship between Islamic stock market and 
conventional stock markets. 

4. Data and Method 

The weekly stock prices and financial ratios were collated for companies listed on the 
Australian Stock Exchange (ASX) for the period 2001-2013 from ASX official website, 
Morningstar and Datastream databases. Fifty Shariah stocks and fifty conventional stocks 
was used to build a portfolio. All the chosen stocks were ranked according to their market 
capitalisation. The rebalancing of the portfolio was done on a weekly basis. Companies were 
selected to be Shariah compliance if the income derived by company are not from the sale of 
alcohol, tobacco, pork, pornography, gambling and military equipment. Also, not engaged in 
short selling and the use of leverage is within the required level, that is, below one third of 
their market capitalisation. Companies selected for this research belong to the following 
industry: industrial metal & minerals, gold, building materials, aluminium, Coal, Steel, Oil & 
Gas E&P, utilities regulated Electric, Engineering & Construction, Utilities-Regulated Gas, 
Telecom Services, Medical Care, Utilities-Independent Power Producers, Copper & Gas 
Refining & Marketing. 

The weekly return (Rt) is determined by Ln (Pt/Pt-1) where Pt is the change in the weekly 
stock price for the period t and Pt-1 is the price of stock in the period t-1. 

Standard deviation and beta efficiency are the proxies for the total risk and is also used to 
estimate the volatility of the investment. To examine whether the differences are significant 
between the average return, standard deviation and the beta of the Shariah and conventional 
stocks, the Mann Whitney U-test and Independent Samples T-test is used. The testable null 
hypotheses are stated as follows: 

H1: Shariah stocks’ returns are not significantly different from the returns of the conventional 
stocks. 

H2: Shariah stocks are not significantly riskier than the conventional stocks.  

4.1 Risk-Adjusted Return Measurement 

If risk is positively associated with the returns, then portfolio performance need to include 
both, returns risk. According to the Capital Market Theory, the risk adjusted return 
incorporates risk in computing the returns and it is assumed that investors are holding 
diversified portfolios. Three popular ratios that are used as performance measures include: 
Sharpe ratio, Treynor ratio and Jensen’s Alpha. 

The Sharpe ratio can be computed as follows:       
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where 

Sp is the Sharpe ratio, Ri equals the t period portfolio return, Rf is the return on Australian 
three months treasury bills during t period (proxy for the risk-free rate), and the standard 
deviation of the portfolio is σp. The higher the Sharp ratio, the better the performance and 
vice versa. 

There are some similarities between Treynor ratio and Sharpe ratio except Treynor uses beta 
to measure risk instead of standard deviation. The formula for calculating the Treynor ratio is 
as follows: 
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where 

Tp is the Treynor ratio and βp is portfolio beta. 

Alpha is the excess return of the portfolio in the formula of Jensen ratio. A higher Alpha ratio 
indicates that the portfolio has a good risk-adjusted returns and vice versa (Pareto, 2008). The 
formula for calculating Jensen’s Alpha is as follows: 

)()( RfRmRfRjj −−−= βα  

where 

α is Jensen’s Alpha, Rj is the average portfolio returns over t period, Rm is the average market 
return over t period. 

4.2 Multiple Regression Analysis 

In order to estimate the relationship of Shariah and conventional returns to the chosen 
variables, the correlation of the stock returns and financial ratios are examined by the 
multiple regression analysis. The formula is shown as follows:  

Rt = β0 + β1 X1 + β2 X2+ β3 X3 + β4 X4+ β5X5+ β6 X6 + ε 

where: 

Rt is the Yearly Return of the stock; X1 is the Debt to Equity ratio (DER) = Total Debt/ Total 
Equity; X2 is the Earnings Per Share Ratio (EPS) = Earnings available for common 
stockholders/Numbers of shares of common stock outstanding; X3 is the Price Earnings ratio 
(P/E Ratio) = market price per share of common stock/ EPS; X4 is the Net Profit Margin 
(NPM) = Earnings available for common stock/ Sales; X5 is the Return on Equity (ROE) = 
Earnings available for common stock / common stock equity; X6 is the Price to Book Value 
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(PBV) = Market price per share of common stocks/ Book value per share of common stocks; 
ε is the Random Error term. 

In this model, the linear regression least squares method is used with 10% significance level. 
We propose our further five hypotheses as follows: 

H4: Stock returns are not significantly related to Debt to Equity Ratio (DER). 

H5: Stock returns are not significantly related to Earnings per Share (EPS). 

H6: Stock returns are not significantly related to Net Profit Margin (NPM). 

H7: Stock returns are not significantly related to Return on Equity (ROE). 

H8: Stock returns are not significantly related to Price to Book Value (PBV).  

5. Results and Discussion 

The Islamic portfolio contains 50 Shariah compliant stocks which are selected based on 
Shariah law and are ranked according to their market capitalisation. The conventional stocks 
has the same number of stocks and is also chosen based on their market capitalisation ranking 
in the ASX100. Companies that own both Shariah compliant stocks and conventional stocks 
are not selected.  

5.1 Difference in Mean Results 

For data that are normally distributed, we use the Independent Sample t-test; for data that is 
not normally distributed, we have used the non-parametric Mann Whitney U-test. Table 1 
reports the mean, standard deviation and beta of two types of stocks including the missing 
values and outliers. 

Table 1. Return, Standard Deviation and Beta Comparison of Shariah and Conventional 
Stocks based on all the value  

Measures Sample Size Mean 

 Islamic 
Portfolio 

Conventional 
Portfolio 

Total Islamic 
Portfolio 
Returns

Conventional 
Portfolio 
Returns 

Mean 
Difference 

Weekly 
return on 
the 
stocks 

83 42 41 0.004 -0.006 0.010 
(0.847) 

Risk (σ) 100 50 50 0.062 0.043 0.018*** 
(3.746) 

Beta (β) 100 50 50 0.864 0.808 0.056 
(0.668) 

Asterisks indicate significance at 10% (*) 5% (**) and 1% (***) 
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Results reported in Table 1 show that there are differences in the returns and risk between the 
Shariah Compliant stocks and Conventional Stocks. For example, the mean value of weekly 
returns of Shariah stocks is greater than that of the conventional stocks (0.004> -0.006) but 
the difference is not statistically significant. The stability of securities are estimated by 
standard deviation. Table 1 shows that standard deviation of the Islamic stocks (0.062) is 
higher than that of conventional stocks (0.043) and the difference is statistically significant at 
1% level. Our results suggest that Islamic stocks are less stable than conventional stocks. 
Similarly, results for beta suggest that Islamic stocks are more sensitive to the market 
compared to the conventional stocks, that is, beta for Shariah stocks are greater than the beta 
of the conventional stocks (0.864> 0.808). However, the difference for beta is not statistically 
significant. The plausible reason could be that Shariah compliant companies have smaller 
market capitalisation compared to the conventional stocks (Hoepner, 2011, p. 831). 

Results reported in Table 2 are similar to that reported in Table 1, but exclude outliers and 
missing values and therefore provide a robustness test for Table 1. In addition, Wilcoxon 
rank-sum analysis is also undertaken but results are not reported. The two-sample Wilcoxon 
rank-sum (Mann Whitney U-test) test provide the same findings. The results reported in 
Table 2 confirms our findings reported in Table 1, that Shariah compliance stocks are more 
risky. 

Table 2. Return, Standard Deviation and Beta comparison of Shariah and conventional Stocks 
excluding missing values and outliers 

Measures Sample Size Mean 

 Islamic 
Portfolio 

Conventional 
Portfolio 

Total Islamic 
Portfolio 
Returns

Conventional 
Portfolio 
Returns 

Mean 
Difference 

Weekly 
return on 
the 
stocks 

75 35 40 0.006 -0.005 0.010 
(0.907) 

Risk (σ) 75 35 40 0.059 0.043 0.016*** 
(3.338) 

Beta (β) 75 35 40 0.865 0.817 0.048 
(0.516) 

asterisks indicate significance at 10% (*) 5% (**) and 1% (***) 

In summary, results reported in Tables 1 and 2 show that Shariah compliant stocks are riskier 
than conventional stocks. Our results relating to returns suggest that the screening criteria 
used to select Shariah compliant stocks do not affect the performance of the Shariah stocks. 
However, Setiawan and Oktariza (2013) argue that conventional portfolio is more risky than 
Islamic stocks in Malaysia. A plausible reason for the differences in our results could be that 
the Islamic market in Australia is less diversified compared to Malaysia. Furthermore, 
Albaity and Ahmad (2008) reported that the conventional index in Malaysia minimally 
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outperforms the Shariah stocks index. However, our results show that there is no significant 
difference in returns between Shariah stocks and conventional stocks in Australia  

5.2 Risk Adjusted Return Performance Result 

Risk-adjusted return is used to provide a comprehensive analysis of the risk and returns for 
both, Shariah and conventional stocks portfolio for the period 2001 to 2013. Table 3 reports 
Sharpe Ratio, Treynor Ratio and Jensen’s Alpha for Shariah and conventional stock 
portfolios, and compares their performance during the three different periods, that is, before, 
during and after the Global Financial Crisis. The results reported in Table 3 show that the 
performance of Shariah and conventional stocks are similar.  

Although the average value of Islamic and conventional portfolio is negative during the 
sampling period, it shows that the Sharpe, Treynor and Jensen ratios of Islamic portfolio are 
greater than that of the conventional portfolios. This indicates that the Islamic portfolio is 
performing better compared to the conventional portfolio, and is more diversified as the 
Sharp ratio has a negative relationship between risk and return. Specifically, the value of 
Sharp Ratio for Shariah stocks (-0.467) is higher than the value for conventional stocks 
(-0.821). The Treynor and Jensen ratios of the two types of portfolio are not substantially 
different. A plausible reason could be that the weekly returns of both Islamic and 
conventional stocks are mostly negative. 

Table 3.1. Risk-Adjusted Return Performance of Shariah and Conventional Stocks 

Year 

Sharpe ratio Treynor ratio Jensen's Alpha 
 

Islamic 
portfolio

Conventional 
portfolio 

Islamic 
portfolio

Conventional 
portfolio 

Islamic 
portfolio

Conventional 
portfolio 

Economic 
Situation 

2001 -0.314 -0.656 -0.041 -0.035 -0.008 0.004 

Before 
crisis 

 

2002 -0.480 -0.828 -0.093 -0.051 -0.021 -0.012 

2003 -0.422 -0.706 -0.082 -0.083 -0.016 -0.020 

2004 -0.503 -1.010 -0.026 -0.041 0.004 -0.007 

2005 -0.554 -1.078 -0.064 -0.061 -0.012 -0.013 

2006 -0.472 -1.050 -0.032 -0.047 0.002 -0.009 

2007 -0.548 -0.976 -0.037 -0.044 0.000 -0.006 
During 
crisis 

 2008 -0.553 -0.684 -0.053 -0.060 -0.004 -0.010 

2009 -0.165 -0.317 -0.017 -0.020 0.003 0.000 

After 
crisis 

 

2010 -0.498 -0.998 -0.028 -0.041 0.004 -0.008 

2011 -0.695 -0.775 -0.038 -0.046 -0.001 -0.008 

2012 -0.397 -0.892 -0.024 -0.029 0.002 -0.003 

2013 -0.472 -0.700 -0.031 -0.025 -0.007 -0.002 

Average -0.467 -0.821 -0.044 -0.045 -0.004 -0.007  



Asian Journal of Finance & Accounting  
ISSN 1946-052X 

2014, Vol. 6, No. 2 

www.macrothink.org/ajfa 164

Table 4 reports the results of the performance of the two type of portfolios for different 
economic situations. Before the GFC period, Shariah stocks had a higher Sharpe ratio but it is 
not much different from the Treynor or Jensen’s Alpha compared to the conventional stocks. 
However, during the GFC period the performance of both portfolios were worse than their 
performance before the GFC period and Islamic stocks tends to have larger ratios compared 
to the conventional stocks. The difference of the mean for the two types of stocks is not large. 
Moreover, the results for the after GFC period show that both Islamic and conventional 
stocks have recovered and show a slight increase. Islamic stocks continue to perform better 
than conventional stocks.  

Our results confirm the results reported by Natarajan and Dharani (2012) for India. However, 
our results are different to those reported by Rahmayanti (2003) and Hussein and Omran 
(2005) that compared to a conventional portfolio, the performance of Shariah portfolio is 
relatively dissimilar within the same period.  

Table 4. Risk Adjusted Return Performance for Shariah and Conventional portfolio before, 
during and after the crisis 

Economic 

Situation 

Average Sharpe ratio Average Treynor ratio Average Jensen's Alpha 

Islamic 

portfolio 

Conventional 

portfolio 

Mean 

Difference

Islamic 

portfolio

Conventional 

portfolio 

Mean 

Difference

Islamic 

portfolio 

Conventional 

portfolio 

Mean 

Difference

Before  

crisis  
-0.458 -0.888 0.430 -0.056 -0.053 -0.003 -0.008 -0.009 0.00107 

During  

crisis  
-0.55027 -0.82995 0.280 -0.04481 -0.05195 0.007 -0.0019 -0.0079 0.00600 

After  

crisis  
-0.44534 -0.73634 0.291 -0.02762 -0.03240 0.005 0.00018 -0.00408 0.00426 

 

5.3 Multiple Regression Analysis Result 

Ordinary Least Square (OLS) regression is used to investigate whether the dependent variable 
(stocks returns) are relate to the financial ratios (independent variables) measured by: Debt to 
Equity Ratio (DER), Net Profit Margin (NPM), Return on Equity (ROE), Earning Per Share 
(EPS), Price Earnings Ratio (PE) and Price to Book Value (PBV). 

Results reported in Table 5 show that the returns of Islamic and conventional stocks are 
affected by different independent variables stated above. Among all the financial ratios, the 
coefficients of DER, NPM and ROE are statistically significant for the Shariah stock returns 
and the coefficients of DER and ROE are statistically significant for the conventional stocks. 
The coefficient of DER is negative and is statistically significant, suggest that leverage has a 
negative effect on stock returns for both types of stocks. The coefficient of ROE is positive 
for the Shariah portfolio and negative for the conventional portfolio, thus suggest that higher 
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ROE leads to higher returns for Shariah portfolio and lower returns for conventional 
portfolios. NPM has a negative coefficient for the Shariah stock returns, thus suggest that 
high NPM leads to lower returns. However, our results are contrary to that reported by 
Martani et al. (2009), that NPM has a positive relationship with the stock returns. However, 
the coefficient of NPM for conventional stocks is larger than the Shariah stocks, thus suggest 
that Islamic stocks are better performing than the conventional stocks. The coefficient of 
PBV is positive for the Shariah portfolio and negative for the conventional and both are not 
statistically significant. Our results suggest that Shariah portfolio is performing better than 
conventional stocks. However, Martani et al. (2009) reported that PBV has a positive 
coefficient with types of stock returns. The results for PE is not statistically significant for 
both type of portfolios. 

Table 5. OLS Regression Model Results  

 Islamic  portfolio Conventional portfolio 

 b (t) b (t)

Intercept 14.771 (0.895) -2.927 (-0.158)

DER -0.039* (-1.824) -0.020* (-1.920)

EPS 0.000 (0.003) -0.491 (-0.315)

PE -0.051 (-1.000) -0.001 (-0.125)

NPM -0.006* (-1.930) -0.010 (-0.263)

ROE 0.305** (2.538) -0.079*** (-2.933)

PBV 0.005 (0.166) -0.022 (-1.268)

Year dummies yes yes 

Industry dummies yes yes 

F statistic 4.865*** 11.246***

R-squared 0.338 0.532

No. of Obs 325 466

Asterisks indicate significance at 10% (*), 5% (**), and 1% (***). 

 

6. Conclusion 

This study examined the performance of the Shariah stocks and the conventional stocks listed 
on the ASX for the period 2001 to 2013. The Mann Whitney U-test and Independent Samples 
T-test shows a statistically significant difference in risk, with the Islamic stocks being more 
risky. Our results are similar to that reported in other countries (Hoepner, 2011), which shows 
that Islamic companies tends to be smaller and are relative undiversified. However, our 
results for beta and weekly returns are not statistically significantly different for both Islamic 
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and conventional stocks. The investigation of portfolios of two types of stocks using 
risk-adjusted returns show that these two portfolios behave in a similar way and the Sharpe 
ratio shows the Islamic portfolio had a higher adjusted returns than the conventional stocks. 

The relationship between the financial ratios and the stock returns was examined using OLS 
regression. Our results show that DER and ROE have a statistically significantly positive 
relationship with the returns of both Shariah and conventional portfolios and NPM has a 
statistically significantly negative relationship with Islamic portfolio returns. Our results 
suggest that performance of Shariah stocks tends to be better higher compared the 
conventional portfolio returns. Our results suggest that ROE has the most impact highest 
impact on both stock returns.  
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