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Comparative Risk Return Analysis of Islamic and

Conventional Non-Financial Firms Cese of Karachi Stock

Exchange

Abstract

Rclurn dnd osl drc t\lo lmpo(ant characteostrcs of ercn ln\cslmenl ln!cstors

atlcmpl to reducc the lcrel of !anabrlrt) of rcturns lhrough dr!ersrficatron oI

rnr cstmcnt fhrs stud\ examrncs thc rrsk and the return chdractcnstrcs of the Islamr!

nrrrkct rndrccs rcrsus therr conventlonal counterpart rndrces Thrs slud) arms to

e\amrnc- \\hcthcr thcrc rs a srgnrficant rrsk and returns drffcrencc rn selected publ,c

comp,)nrc5 lrsted ln Karachr StocL E\change (KSE) rcprescntlng KSE 100 rndc\ and

KNrliO lndc\ ofduflng the peflod of2009-20l.lThls papcr addresses rhe quesoon

\hethcr lhc lslamrc rndercs arc more or les\ aflected b) suddcn changes rn volaulrt]

rcglmc\ than thc "conventronal" counlcrparts rn the normal p€flod fhe lirms

pcrfbrmance and rnvestment decrsron usuall) dependent on lhe rsk and rcturn of thc

shares ol rcspcctNc firm T\o methods arc usuall) adopted for c()mp.rratl\c flsk-

rcrurn dnal)srs rc CARCH-NI model and CAPM \\'e cmplo)cd both ofthese modcls

1o c\aluatc .rnd compare thc performancc o[ flrms B] uslng ARCH and GJR CARCII

M Models $e cdlculated condrhonal mcan and condrtrondl vaflancc then calculatcd

rcturn 1() n\k ratro ofcach rcspectr\e firm B\'usrn8 CAPM model \\c calculatcd

C.\Pl\l BelJ and E\pected return ofcach sclectcd firm \\'c ha\c comparcd Rclurn lo

nsl ratlo Jnd E\pccted Relurn of lslamrc rcrsus Con\enrronal non-finJncral firms

lhc emprflcal rcsults sho\rs thot lslamrc non-tinancral tirms' pcrformance rs much

bctter than conYentronrl one
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Chapter 1:

Introduction

Islam has prcscnbcd a partrcular set of gurdlng pnncrples for any bustncss mcludrng

thc financlal and non-financral busrncsscs Thcsc rules of buslncss drffercnhate

Islamlc firms from thc convenhonal firms Some financral ltansactlons aIId bustncsses

aic strrctly prohrbltcd by Islarn. whcreas. somc of btrsrncss transac[ons are

drscouragcd ard not apprcctated by lhc Shartal Thcrc ts speclfic prohrbilrons

gurdancc, for examplc rntcrcsr. gambltng, vrtual tradmg ctc thar should bc r€skrctcd

Thc prohbrhon of gamblng cm havc mphcatlon both for flsk and for retum tr{h,lc

undcrlakrn8 busrncss rn Islamlc farmcwork Thcrcforc "comparatrvc anallsl5 ..comc to

bc esscnhal duc to thc drffcrcnces rn bustncss lmplcments and practrccs of both type

of thc sclcctcd convcntronal and Islamrc non-financral firms Ccrlarn lslamtc films

operatc under the suprcrvtsron of sharrah board lmplcmentatron of the Islafitc

mJunctron. as *ell as rcgulauons to hclp dlffcrenttatrng bctween pcrm,sstblc alld

prohlbrtcd bustncsscs w1lllc thc coDvcnttonal firms arc ftcc to opcrate ln an

cnvlronmcnt bascd on mtcrcst and tmc valuc of money. thc Islamrc firms havc to

refrarn ftom such opporfunttlcs Conlcntlonal fllms can do any bustncss thc\ \\mt

mcludlng gamblmg and spcculatton clc Ir bccomcs rmponant to rrvEstlgarc. how

adoptng thc Islarnrc rcgulatron uould amect thc pcrformancc of firms \r,alkshausl

and Lobe, (2012) study c)rposes that lslamtc tndrccs capthllsc ther assets maml) ur

gro*th and thc posltrve momentum stock Mostly Inves(ors rematn flowog thclr

assets fiom actlvely managed mutual funds to passNc lndc\-bascd tnvcstments Thts

rssuc has bccn rnlcshgated tn past ln contc\t offinenctal tnstrtuttons Schollrs agrcc



that thc Islamrc financral rnstrtutrons should be more stablc bccausc of adopbng thc

gurdance provrdcd by Sharmh Thosc r hosc &alyscd thc rrsk and .ctum rf Islamrc

and conventronal mstr(utron, thcy usually dlffcrennetc bctwecn stlblc pcflod and clsrs

penod In casc of cnsrs pcnod scholals agrcc that Islamlc rndrccs havc bcnct

p€rfomatrcc Ho ct al (1011) findmgs reveal ll|at rn the crrsts tlmc peflod Islamrc

ndrces uell pcrformcd comparc to thcr convcnhonal countcrpafs Howcvcr thcrr

rcsults arc qucshonablc for tic non-cnss or thc normal pcnods In casc of steblc

pcrrod, Scholars found mxcd cvtdcncc of rclah\,c pcrformancc of Islamlc and

conventronrl mstlfuhoos Thts sfudy $ l e\plorc thc companhvc flsk rctum

pcrformencc n thc stablc pcnod And contnbutc rn thc cxtsttng lttcraturc that whcthcr

Islamrc firms' pcrformmcc rs beftcr then convcnttonal countcrpais tn non-crrsts ot

normal pE od 2010 to 2015 Thc firms m thrs study arc randomlv sclectcd from KSE

100 mdcx and KMI 30 mdcx. tcprcscntmg for 'conventtonal and Islemrc non-

financral firms' and ams at to anallse rlsk and rctum of these non-financral firms

durmg the non-cnsls penod

No rcs.arch could bc found c\plonng thls area m Paklstan Ttc ..comparatNe rrsk

retum amlysrs" wlll bc hclpful for rnvcstors about hvestmcnt dcclslon ln whrch slcam

of rnvcstment lcss or morc flsky stocks Thcorclrcal I(cr{ure dcprcts rhat thc lslarnrc

firms c\hrblt lo\vcr vol.ttlrty bccausc ofhlgh mtlo ofrcal transactlons, asscts backlng

and profil and loss sharurg slstcm Howcver. thc emprncal clrdcncc ls lacltng

regardrng performancc of thc IsleDIc non-finarcral frms durrng lhe normal pcflod

that havc been lsted rn Mcczan KMI 30 mdc\ become marn emphasN of thrs

rescarch Thrs rcseetch conh,butcs as how to thc flsk and profit of Meezafl lndex firms

are dssrmllar to KSEI0o rndc\ firms Ir rs comparattvc flsL retum enalysrs of lslamtc



firms Istcd m Mcczan bank undcr KMI30 rndcr and Conventlonal firm lrsted m KSE

100 mdcx rn normal pcflod r c 200910 2014

l.lStatcmcnt of th. Probl.m:

At thrs pomt thc comparatrvc rrsk and rcrum anallsts of two rypcs firms has donc

Frrms'sclectron rs randomly total firms arc 20. out of whrch l0 firms arc llstcd tn

KSEl00 rndex and l0 firms arc lsted KMI30 rndc\

1.2 Objcctivcs of thc Study:

The follo\rrngs arc rhc obJcctrvcs ofthrs study

. To comparc flsL and rcfum bchavtour of"[slamtc and convcntronal non-

financral firms" rcgtstcred ln K.rachr Stock Exchange

. To analysc thc cffcct ofmerlct condrtlons on nsk md retums of"Islamtc and

convcnhonal non-f1nancral fi rms"

1.3 Significancc of Study:

Tlns rcscarch would bc hclpful for mvcstors who arc rntcrestcd rn mvcstlng rn lslamlc

slock The results ofthe rescarch would hclp es to whrch firm ts e\poscd lcsscr rrsk

or hlgher rctum. whrch strem ls most fcasrblc etc thc compaflson of rlsk and rehtms

of "lslamlc and convcnlonal non-financral firms \\'ll bnng hcalth] compctrtton

tnong all firms Abovc all, and besrdcs economrc condrrrons, thc pcoplc of Islamlc

state would fccl morc comfonablc rntcncrmg wrth Sheflah complarnts busmcsscs



1.4 Outlinc ofihc study:

Thcrc rs a bflcf dcscflphoD about our study rn thrs sechon Chaptcr#2 rncludes thc

compaflson of Islamrc busmcss agatnst convcnlonal bustncss Morcovcr rt ao\crs thc

stud) about thcorettcel fJamcwork of Islamlc financral busrncss Chapter# 3 covers

drscusstons about gcncral rdca ofcmpflcal story of(hc exrs ng lttcraturc assoctatcd to

our study, for Islamtc and con\cntronal countrrcs also Chaptcrll ,l comprehcnds

methodology and dara dcscflptron uhrch prolrdc a comprchcnstvc ovcnrcw of

cstrmauon mclhodologles and procedutc uhlch rs adoptcd to dctcrmlnc thc sk retum

assocralon of sclccted non-ananclal firms Chaptcr# 5 contarns conclus,on and

comprehenslvc dBcusston 3s well as thc compartson wtth e\tsttng llterafurc Chaptcr#

6 compresscs thc dlscusslon about thc concluston and pollcy tmphcatrons ofthe study



Chapter 2:

Overview of thc Islamic Finence

Thc conccpoal context rs thc kcy pont ofdlscussron rn thls scctton whlch ls rclalcd to

tic "r[k and retum anel]srs of Islamlc vcrsus conventlonrl non-financlal firms Frsl

sectron c,(plauls phrlosophy of Islamlc flnancc, unhkc sccond sectron claboratcs thc

fcarures of Islemrc busmcsscs Thc thfd scctlons drscuss scrccnmg cfltcfla to help to

rdentrryrng whlch firm rs Islamlc or not Last scctlon grvcs conclusron ofrhrs chaptcr

2.1 Philosophy of Islamic finance:

Islafi rs not srmpl, a relrglon but also lt c\rcnds ovcr thc cntrre hfc and rt can guldc us

about clcn aspcct of lfe hlamlc financc rc thE part of thc Islamrc cconomlc s)stem

and ls suEscrvrent to thc Islamtc law Accordrng to the pnncrplc ofShaflah Islarnrc

busmcsscs arc bascd on thc values prcscrrbcd by thc normahvc conccms I c, Jushc€,

balancc. equrty. valuc.ludgemcnt. ctc However. pflmanly. thc busrncsses arc requrcd

lo obscrve ccrtarn prohrbtron as cnjomcd b) Islamtc la\\ denvcd from euranr ud

Sunnahr

Thc corc prohrbrtron rclatcs (o nba that prcvcnts cocrclon, wcalth conccntratton and

cqurty A numbcr ofaiadlths also have prcscrrbcd thls prohrbrtron rn drffcrent contexl

I c . tradrng commodtrcs'. prohrbltlon ofnbavr transactron Tradc rs ellowcd rn Islam

condrtronally to havc rcmoved exccsstvc and brascd e\changc of busrness dcallngs

1 .tlloh has pe.n ted trddc akd h6 torb tdcn ba" (eut on 2 :-5)

ttbn lbbdt /.pon.d I' fDt that ol whrh th. Hol| ptopha prchhn.d n1.
tan. th poss.s ah lbn lbbos sad I don t co td.r lh\thn( brt trtt hk rr

tt B lood croPs nllthen
(Rukht ohdttl6ln)



Islamrc fims' actNltles arc accordlng to Islamrc lan. Sharrah complamts and mterest

frcc transactrons Whrlc most of actrvrtrcs of convcntronal fllms arc rntcrcst bascd

Any busmess rn whrch thcrc rs rntcrcst based transactron rs un-lslamlc Agarnst thc

prohlbrhon of flba. Islam finencc promotcs thc enfteprcneurshrp culturc and rcqurres

the tradmg partres to share retum and nsk r Profit and loss sharmg provrdcs the

altcmatc to thc flba bascd transachon that crcatcs confidcnce among thc financcd as

thc rrsls alc sharcd by thc financrcr, lealrng a truc cconomtc lmpact through

coopcrahon afld Scncrosl$ Thc cntrcprcncunel acllvlltcs tnsptre conjornt

collaborahon, munlficcncc and an csscncc of partncrshlp The financlcr can sray up to

datc Nrth real cconomrc actNltlcs An [slamtc finencrer can be an actual part of

contnbutron to thc rlcllbcng and prospcrlq of thc soclet-v through commcrcc.

manufactunnB and constructlon ctc

O pu uho belrcvet Do not derout )our propert among;,oursebes uryLl\tl) etcepl

Ihdt tt be by trade amongst you, by hutual consent (Q11r'an -t 29 )

The lslanrc finaacc focuscs on mutual bcncfits andJustlcc Socral bencfits domrnatc

thc rndrvrdual bcncfits So Isla-rntc rnstttulrons must fallou Islamrc prrncrplcs

Thercforc any busrness whlch ls lndulgcd m tnJustrce transactron would ncccssanlv bc

un-Islamrc

lslam rnJectrons also rcqurcd avordmg ghrrzr ln Arabrc ..Gharar" uscd to dcscflbc

unccrtenty The busrncss dealngs whtch .rc donc accordrng to thc conccpt of

'Ghamr" e rndtstlnct or vaguc Thc tilo parttes mvolved tn BElncss deal bascd on

''Gharar" are not ccrtarn of thc conscqucnccs of thc buslncss donc ..Gharar" occurs

'Thes. o,c th. htqh.r pu.p6.s oJ Sha dh \htch b.snl.t th. ti. 1qutrcd putpos.s pr.$r,h. rh.
sooalaotn! ta b. and.rtal.n bt,th. Fcoph builh.s on.l soct.tr.s



whcn two partrcs make an aBrcemcnt and any of thc partrcs hrvrng lncomplctE

hformatron or uhcn both partres don't sccm to havc control ovcr thc buslness

agreemcDt what they havc srgncd Thc rnst(uttons or bustness whlch tnvohcd thcse

qpc ofconftact \rould bc consrdercd as un-lslamrc For e{amplc gambllng. Lottcry

and any product bascd on unccnarnly arc prohlbttcd That ts $'hy my speculetton m

stock cxchangc, funrrc marlcts, ctc , arc prohtbrrcd Thc firms also rcqurred 10

undertake halal busrncss Thcreforc eny firm rndulgcd rn haran actrvltrcs l ie

produclron of llquor, alcohol, pork, prcstduton, pornography and kccpmg funds m

and rarsrng loans ftom convcntlonal bank rrc not cllgrblc to bc catcgoizcd as Islamrc

busncss Thc firms also rcqufcd to obscrvcd moral and socral \alucs as enJotncd by

maqasrd al Shanah Thc Quran dcmalds to all lts followeE to attcntron and fundmg

lhe dcpnved and pcnnrlcss Islamtc non-finmc,al firms arc c\pcctcd to pro\ldc spcclal

servrces to thosc m nccd In Islam lt's not prohtbtted to provrdc a loan or to donalc for

thc pcople who arc rn nced cvcn to enhmce thrs concepr of lslamrc chaitablc

donattons, thcrc ere many Dstrfuhons who erc hclptng F,cople wlth provldrng tntcrest

frcc-loans or Quard Al Hasanah concems thc all-cmbracrng concep( of falmcss In

Islarnrc soclety thc Islafitc firms arc soclal rcsponsrblc to pttrable and nccdr'. aad

rcqursrte to cont bute rn collcclng funds end zalat for dcstrtute and pltrablc

Another rmponan! charactcflstlc ts avordlng thosc actlvtttcs whtch are harmful to

socrEt! Islam doesn t allow thosc products and mdustrrcs whlch are consrdcred

harmful to thc socrcty and end.ngcr socnl armosphcre. I c robacco ctc Musftms necd

to talc a closc look et thc busucss thcy arc aboul to bccome rntolvcd ln fic ldea thal

all partres conccrncd should both sharc u thc nsl and profit of any enterpfise To bc

entrtled to a retum. a provlder of finarcc must ctthcr acccpt bustncss rlsk or prorrdc



some scrvlcc such a supplymg an asscl Thrspflncrplcrsdcrlvedfromasa]rngofthc

Prophct Mohammcd (May Pcacc bc upon Hrm) "Profit comcs wrth lrabrlr$" \\'hal

lhrs mcans rs (hat onc bccomcs cntlllcd to profit onl) whcn onc bcars thc lltbrllq, or

rsl of loss By lmkrng profit wlth thc possrbrlrty ofloss. Islamrc law drslrngurshcs

lawful profit fiom all othcr forms of garn As conclusron accordrng to Islamrc rulcs

and gurdclrncs Mushms can go ahead rn thc world ro panrcrpatc rn Gc busmcss

actlvrtres hle profit-loss sharrng Thcrc lrc some oblrgatrons dorng busrncss rn thc

marlct Irkc assct backcd tradrng and rntcrcsl frcc Ioans but kceprng thosc rcstflctrons

rn mrnd whrch mal\c our busmcss anlrJslem

2.2 Shariah Guidercc:

-Allah (SWT) rs o\\ncr ofcvcryhrng rn thc world, a humen ls hrs trusty rn the world

Allah (SWT) has choscn man to follo$ hrs command Our m1\rmum aspects ofhfc rs

covcrcd by thcse commands But rn somc mattcrs I\luslrms ha\c to take dccrsrons $rth

lhcrr rnstrnctvc powcrs kceplng rn vlew thesc commands human rnslrnclrve po$ers

would not olcr rulc the fundamcntal pflncrplcs of Allah (S'*'T) The obcdrcncc of

Muslrms l5 not onl) rcqurrcd rn worshrp but also rn thcrr economrc acu!rtrcsl

In thc followrng tablc thcre rrc drsunct fcarurcs of Islam,c finance \lhrch dlffcrentrate

rl wrth convcntronal finance The rlsk retum cffcct of both Dp€ of financc rs also

drffercnt So hcrc rs comparatrvc analysrs of0rcsc fcatures has been donc

'Utho l199t)'An lntrcductonto tslodtchnonc.- F 10



Tabic 2.1 Comperativc FGrtuEs oflslemic rDd Con!.rtrotral Ftnencc<

CotrvcnhoDal Frnrnca Ill.mic Flnrnc.

1 Spcculatrvc law ts bascd on

human ursdom

I Islarnrc law rs bascd on Dtvrnc

guldarcc

2 Moncy Lendrng 2 Assets Fmancmg

J Intercst bascd busDcsscs
3 P.ofit sharmg on rnvcstmcnl or prcfit

reallzcd on tradlng acttvrucs

4 Utrtzcs moncy to gcncratc

lI|comc
4 Burld asscts to ncrcasc rncome

5 D.bts for busrness .t any

hme

5 Papcrs tradtng only rf lr's asset

h2cked

6 Acqurrcd by convcnhonal

busrncsscs only

6 Acqurrcd b] both Islamtc and

con\enhonal busmcsscs

7 No scrccnlng cfllcrE for

tradrng stocks

7 Scrcenrng cfltcla rs uscd to tdcntti

Islamrc stocks

8 Does not prohrblt spcculahvc

actrvltrcs
8 Spcculatrve actrvrtrcs are forbtdden

2,2.1 How thc,sc fcaturcs clfcct Rcturn .Dd risk?

Therc arc stgnlficant dtffcrcncc bctwccn features tf Islamlc financc and convcntronal

financc

'glsl.mrc Frn.nc.'!.ecs & p..ford.ncc (2010)



Islafirc financc prohlbtts nba md promotcs flsk reuard shaflng Herc wc wrll drscuss

some spcclal fcaturcs of lslamrc financc

2.2.1.2 Rcel AsscGbrscd TransectioEs:

A rcal assct-bascd financrng s onc of lhc most rmportant features of Islamlc firms

The convcnttonal firm buslncsses mamly dcal wlth only monc) and monctar, papcrs

Islam prohlb(s tradrng rn lcrms monclar) papcrs. lt ls onl) mcdrum of cxchange

Convcntronal lnstlfutlons bustness ts papcr tradrng end havc rhorc rlsk a.nd gcncratc

bubblc cconomy Moncy has not an rntlnsrc valuc. profit rs crcatcd when somcthmg

havrng rntrnsrc valuc Convcntronal firms financc thelr busmcss through tradlng rn

hqurd assct and dcahng m mone) Islamlc firms financc thclr busrncsscs through

rllqurd assct Thc profit whtch ts gahcd b) an c\changc of equrvalent curcnctes

known as Intcrcst ts not allowcd tn lslam So. Islamlc transac ons arc bascd on asscts

backcd lfte land, rnvento es ctc

It ,s obvrous ftom the rbovc debatc that cvery financrng ln an Islanrc systcm crcatcs

rcal asscts Thrs rs truc cvcn rn thc case ofmurabahah and lcastng, dcsplrc thc fact that

they arc not beltevcd to bc rdeal modcs offinancmg and arc oftcn cfltczed for thetr

belng close lo thc rntcrcst-bascd financtl)g rn ther nct results It rs klown, on thc other

hrnd. that mtcrest-bascd fineJrclng does not esscntrally creatc rcal asscts, thcrcforc. thc

supply of money through thc loans advanccd by thc financrrl tnstrtutrons docs not

normally match wtth thc rcal goods and scrvrccs produc€d m thc soctety, bccause thc

loans crcatc arttfictal money through whrch thc amount ofmone) supply rs tncrcased.

and somchmcs muluphcd wthout crcattng rcal asscls rn thc samc quanttty Thts gap

bctwccn thE supply of money and productron ofreal asscts crearcs or firels rnflatron

Srncc financrng ln an lsla]ntc systcm ls backcd by asscts and prolit rs not so

10



spcculalrng, hugc loss cannot occur e financter has a rcal ,Lssct to compcnsate loss due

to thrs nsk w l bc loucr rt ls al*als matchcd wrth corrcspondmg goods and scrvtc.s

2.2.1.2 Cepitrl rnd Entrcprcncur:

Thc capltahst theory states rha( thc facror ofproducttons lrke caprral and enrreprcncur

thcsc tqo are scparate elcmcnts ofproductton Thc capllal remuneratcd by rntercst and

the .ntreprencur ts ellgtblc to profit Whtlc prolit would be earned aftcr palrng to

other factors ofproductrons lAe land labour On the othcr hand rn Islam busmcss there

no drffercnt concepts ofcapttal and cntrcprcncur Everlone ,l1ho funds the caprul (rn

thc form ofmoney) 10 ary commcrctal cntcrpnsc takc rcsponsrbtlll\ !o b.ar the nsk of

loss. for (hat rcason he rs legltmatc lo a proportronal sharc m thc real profit Investor

who rs offcnng loan rs not pcrmrttcd to takc profit as lt leads to Inlcrcst whrch rs

forbrdden lnvcstor can bc a pcrson who ls an owner oflhe busrncss So he ts hablc

for profit &loss An csscnttal pan of cntreprencur 15 the conccm about busmcss rrsk

whlch dcmonstratcs thc cap(al Thercfotc, cntrcpreneur rs dcflvrng rndefimte rcvenuc

on capltrl rnstead offi\cd Rtba Hrghcr rctum would bc garned by hrghcr profit on

caprtal and rtce \ersa bAn csscnttal pflnctplc of Islamrc finance ls -profit loss

shaflng" Holy Prophet Muhammad (PBUH) sard "profit comcs wrrh habrlriy- thls

salrng has reprcscntat,on of thc conccpt of _Profit loss sha ng,' Thls concept

descrtbcs th.t a man can carn pcrmtssrblc profit by bcarrng loss and othcr

conscqucnccs Idcal ways md rhcans of Islamrc finance rntroducc reletronshlp of

cntreprcncut. partncr, rnlcsror and aecnt rnstcad of thc crcdrtor Ttc profit as \rell as

loss or commssron rs always bcrng sharcd bctwccn rnvestor, partncr and agcnt The

pcrccptron of profit & loss sharrng rn Islamtc busrnesses $ dtreclly hnked wlth

'tisndll99E) An lhmduclron ro htrDr Frnan.. p l]-t5
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profirabllrty havrng physrcal rnvcstncnt not tradtng by paper Thc rc, cnue ts bascd on

mdcfinlte fufurc rncomc of Islamlc non-financral rnstltutrons The cxpectatlons of

mvcstment dcposrlors could bc altared due to unccrtalnty ln fufurc tncomc On the

othcr hand. Conventlonal financc guarentecs capltal and Rlba It docs not

accommodatc rts pos(lvc utrllzaton md all klnds offlsls ofmrestmcnts are bom b),

thc bo[orrer Convcnttonal b.nl ls also conccmcd u]th profitabrllr] duc potcnttal

dcfault

2.2.1.3 Nobody crn trading ofDcbts:

In convcntronal busrncsscs the dcbt tradmg $ common. rl ts thc sprnal oftherr systcm

But. In thc Islamrc bustncss thcre rcmen closed all thc doors oftradmg thc debt based

rnstrumcnts le dcnvatNcs ctc Thcrc arc cqulty bascd financrng rn Islamrc

busrnesses Whrch are establtshcd on lhc nsk and rcward dtstflbutron actl\,ltlcs, Each

actNrty of Islamtc non-finalcral rs backcd by somc physlcal assct Tradmg of dcbl

based sccunttes rs strrctly banned rn Islamrc non-financral firms buslncsscs The

securnres uhtch cen bc rssucd and traded b] Islamrc firms must backcd by any

physrcal assct

2.2.1.5 Prohibition of Spcculetion:

When someonc buls thc thtngs al reduccd ratcs and scll thosc thrngs m thc futurc

*hcn thosc thrngs gct morc costly, rt's called Spcculat,on spcculahlc buycrs

alurys buy thrngs whcn thosc thrngs arc cxpccted ro gcr hrghcr m cost rn futurc

wrth an ntcntlon ofsclltng thcm on hlghcr rarcs uhcn thc pncc ofthcsc thrngs gct

hrghcr In thc samc \ray rflhcrc rs a chancc to gct the thrngs cheap rn thc futurc thcn

thc spcculators Nrll scll thc thrngs to avold sclltng thc drngs at cheep ratcs rn thc



futurc Islem condcmn thcsc k,nd of busrncsscs. cspacrall] conccalmcnt of thosc

cssentral thmgs uhrch arc uscd m darly routrnc wrth an rntentron of raNrng thclr

pflces urrficrally and rt has bccn strongly condemncd b)'our belovcd Prophet of

Islam Thc Hadfh stated bcloa prcscflbcd rhc abovc mcnlroned Islamrc noffns

Unot sad ' one u'ho brngs gratn tn our ctly rrtll hc blessed wth (ob n.lance oD

u'eolrh and onewho hoards,rtll be cursed If arror. (Busmcss) )',rr,rolds gran tor

other artrcles of use) $,htle nen of God Ae the people) need t rhe ruler.an

forctbly sell hs grorn (or other ortrcles oftse)"

From abovc ahadrths erc camc to know rhat Allah (SWT) sulctl) prohtbttcd

spcculatron rnd hoardtng Anyone who tnvohcd thal typc of busmcss has bccn

curscd by Allah (SWT) A Musllm rnvcstor must avotd to rndulge rn thcse r.vpc of

busucsscs A Musltm ts trusq of Allah (SWT) so hc ts answ€rablc for hls busrness

actrvrtles

2.3 Screcning Critcria of Islamic firms:

ln thc Islamrc financral busmcss scrccnmg C tcrra drsplays m rmportant rolc rn

promohng relrglon codc .nd socral wclfarc of th. socreo It dBcoutag€s moral

susccptrbrhtlcs and rmmoral busmcsscs lrkc layrng a bet. dflnkrng a vlnc. and

nrghtclubs etc end all thosc busurcsscs that demonstratc lacl of respcct to human

lrnd Thcrc erc drffcrcnt scrccnrng cr(cna lhlt Is]amlc captral markcts practrce to

cvadc from rllcgal busrnesscs and tt arrangc for thc allowablc (Ialal) tncomc to thc

conccmcd rnvcstors
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2.4 Islemic indiccs rnd thcir Scrcening Critcria:

Sharl.h cxpcrts havc prescntcd scrccnmg cfltcfla to rdcntrl) thc permrsslblc

busmcsscs to rnvcst ln as reflcctcd from thc Islam,c lnjunchons contarncd rn Quranlc

vcrscT and Sunneht

Currcntly. licrc are thrcc wcll-kro*r cfltcna opcrattonal rn the global markcts hke

DOW Joncs scrccmng rnde\, Malaysran Islmlc mdcr and Mcezan Islamtc rndc\

2.5 Yeczan lslamic Fund Criteria:

KSE-Mcczen Index (KMI) ts used for evalualtng thc pcrformance of Shaflah

complanl cqulty bascd rtrvestments Thc "Frcc-Float Marlct Caprtaltzatron" ts used

rn calculahon of KMI mdex The ficc-float mcthodolog) ls an tnde\ constructron

mcthodology For thc calcul.tton of mdcx tt takes mto thc account only thc market

cap(alrzatron offrcc-float sharcs of 1 compary

The Shaflah scrccnrng cntefla for cqultres and othcr secunttes rs grven bclou

2.5,1 Busincss ofth. invcstce compeny:

1 The al-Qw an surah al-Mukmnun yers. 5l states that ll,.tlrms ote commancled to

porttcrpate n good thngt ond worklbr rryhteousncss (ttohd nio t n B tdh, 2OA0

tJobr tbn lbdullah reported that the Prophet (\.41t') fofiade the sate ofi)ne sltr]e
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Thc baslc busrncss of thc Invcstee Compan] should be halal Thcrc rs banned to

urvcst m forbrddcn rtcms ltkc vrnc scllrng ctc

2.5.2 Dcbt to total esscts

The total rntcrcst-bcaflng dcbt of thc Invcstcc Company should not cxceed 45oZ of

the total asscts If any company cxcccd rts llmrt thcn rt w lbe excluded ftom thN

catcgory

2.5.3 Nct Illiquid to total asscas:

Illrqurd assct should mmor The total rllrqurd assc6 of thc Invcstee Compan) as a

percentagc ofthc totrl assc6 should bc al lcasl l0%

2,5,4 Nct Liquid asscts vcrsus sharc pncc:

The nct hquld asscts (cuncnt asse6 mrnus currcnt habrlrtres) pcr share should bc less

than thc market pncc of the sharc

2.5.5 Cherectcristics of Mcczln Islrmic comprnics:

For any stock to remarn Shaflah complrent, rl rcqursrtc to meet all sr\ c tena glven

I Thc core busrness of thc company must bc Hrlal and rn accordance qrth

doctnncs of Sharrai

2 Debt tradrng rs forbrddcn The Dcbt to Asset rano should be less than 40%

Zro coupon bonds and prcfcrencc sharcs arc also clcment ofdebt

15



Thc raho ofnon-complrant rnvcstmc s to total assEts should be lcss lhar 33%

Invcsuncnt rn any non-compl:rnt sccuflty rs ,ncludcd for thc calculatton ofthls

ralto

Thc ntro of non-compLant ncomc to totd rcvcnuc should bc lcss than 5%

Total rcvenuc rncludcs Gross rcvcnuc plus any othcr mcomc eamcd by the

company Thls unounl rs cleanscd out as charlty as a pro rata ratto of

drvldcnds 6sucd by thc company

Thc ratlo ofllLqurd asscts to total ass€ts should be et lcasr 200lo Ilhqutd assct,

hcrc. ls dcfincd as any lssct thlt Shafleh allows to be tradcd lt valuc othcr than

thc par llhqurd Asscts arc tanglblc asscts that arc not ltquld It focuscs on that

the company should rnvcst ln thc tangrblc asscts

6 Thc markcr pflcc per sharc should bc grcatcr than rhc ncr llqurd assets pcr

sharc

Ifthc mam busmcss ofthc tn!cstcc companlcs rs Halal. l*c automobllcs. te\trles.

manufacfur,ng conccms clc but they deposlt thcr surplus amounts m an mtercst

bcaflng account or borrow moncy on mtcrast. thc shareholdcrs musl cxprcss thcr

drsapprovel agarnst such dcahngs, prcfenbly by rarsrng thelr volcc agalnst such

actrvrt,cs m thc annual gcncral mecrrng of rhe company and or by sendlng a lcftEr

to thc manegemcnt rn thrs rcgarde Thcre arc thrrty compantes whrch come und€r

Mcezan Islamrc compaJucs alrd fulfil abovc sl\ characterrstrcs arc gtvcn below

lhnps //€n wrkrp.dr. or&/wrkr/KMl-30 tnd.xtot. not.-3
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2.6 CAPM Theory:

lo determrne propcr requrred rate 01 retuln of Jn asset the rlell-known caprtal d5\et

pflcrng (CAPM) cmplflcal model has bcen presented b) \\'rlhcm Sharpe. rn the hook

"Po(tbl,o Theor) and Caprtal Marlels " E\er) ln\eslor bears t\!o t)pcs ofrlsl rn thcrr

busrness frrst osl rs undncrsrfiable, unpredrcmble and unavoldahle It cannol be

allc\rated thrcugh dr\erstflcaoon. can bc allerrated onl) rhrough hedgtnts It ls

dclermln.rlron of prrces of an assets or flsk \\'c ha\e nol found an\ theor\ \\htch

lellrng thc $a\ rn $hrch $onh ofrrsk eflect b1 basrc rnrestor prefcrcnces and the

eharacrerrslrcs ofthe physrcal osset No doubt a largc no oleconomtst have devclopcd

lhe lrrge no ol_models Butnonc had )etlled 1(] spread tt underneath rhccondtlton ol

rrsk to burld a markel cqurllbflum theor) oI thc asset pflccs Flrst ol JII \\c

dctermrne optrmal pollc) tor tn\estmcnt In assesstng the dcsrrabrlrt\ of pcrltcular

rn\estmcnl. thc rn\eslor nccds onll e\pccted \alue and vaflance ofan cssel lnrcstr;rs

.rlqars pre{.;r more return to less rctum Rrsk aversc tn\cstor\rtll choose those asset

\hrch gr\c hrm lcss \alue ofrarrancc or standard dcrratron

2.7 Conclusion:

/\t the last. \\c concludcd our \\hole chapter Flrstofrrhasdlscussedtheve\\polnt5of

lslamrc finance effccts ofrlsl relum on fundamenEl prrncrples of Islamlc financc

Duc to drffcrentral lcatures IrLc nsk rerum shaflng" and assel baLked financlng_ etc

ol_ lslamtc llnance has mrnrmlze the nsk of Islamlc non-financlal firms comparc 1()

eonrentronal llnancc Thls rlsk and re.!\ard nature of Islamrc \ersus con\entronal

llnanee rs rc bc rn\estrgatcd emprrlcall) tn ne\t chaplcrs

11



Chapter 3:

Empiricel Literature:

The revrew ofcmprflcal l(craturc has thc contradrctrng rcsults about thc pcrformancc

of both Islamrc versus coNcntronll financc Thcrc ffc three maJor groups ofoptnron

rn llterahlre about [slamlc and convcntronll flnancc Emprrrcal fiamework conststs of

thrcc parts, Parts arc dNrdrng by thc oprnrons ofdrffcrcnt scholars Frst parts explarns

the opmrons of that eroup \vho says thcrc are no srgnrficant drffcrcnce betwccn

pcrformance of Islamrc financc versus convcnuonal finance. sccond pa(s descnbcs

the oprmon of thosc groups who farour lhc Convcntlonal financc and Lasl seclton

reprcsenls thc oplnrons of that group who bchevcs that Islamrc financral products

bcha\c much morc bcfter than convcntronal onc and lt gl\cs pcace ofmmd to Muslm

ulvcstots

3.lThe performancc of Islamic financc end conventional

finance is elmost parallel:

Thcrc are many oprntons about thc comprratrvc analysts of Islamtc and convcntlonal

fmance" rtr thrs scctron wc talk oler that group of optnlon who says thcrc ts no

srgmficant drff€rcnce bct*ccn pcrformanccs of Islamlc financc and convcnttonal

ftnmcc An Indrafl comparatlvc stud) .boul Nrft1 shanah rnd€x and nlq fidex ls

Dharanr and NataraJan (2011). study .bout thc p€rformance of lslamtc and

convcntlonal ndrccs and thcr cmplncal rcsuk brrng rnto berng that (hcre ls not
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notcuo(h) drffcrcncc among thc Nrfty Shanah rndcx and Nrft) [ndc\ tn term of

avcragc darl) ictums

Malalsra has so man) studrcs rbout Islarnrc finarcc. a srud1 \hrch rs aboul the

rndrffcrcncc performance of"lsllmlc and convcntronll financc' rs Albalty and Mudor

(2012) study, ard b] comparrng rctum pcrfo[nancc thc cmpr cal rcsults show that

thcrc ls not maJor drffcrencc bctween thc both tlpcs of lndrces dunng drffercnt cflsrs

pcflods Accordrng to thcm by compaflng m term of pcrforrhancc thcrc rs dcfinrtel)

not advantagc ofrnvcstmg rn Islamrc rndlccs ovcr thc conventronal rndrccs Houcler,

by m\cstrng rn Islamrc stocks Muslm hvestors mrght have the pcrce of mmd that

lhcy arc lookmg for Hassan and G'rard (2011) srud) rcsults also confirmcd that

Islamlc rnd non-lslamlc rndcxcs have not werghty drffcrence Ovcrall. bolh thc

Islamlc and convcntronal rndc\cs havc rclatcd rcqard to rlsk and dtvcrstficahon

procccds Wrlson (1997) study rcsults rndrcated that both con\cnttonal end ethtcal

fiInds rrc behavrng rn samc manncr

Thcre are larBc no of Islarnrc bank In GCC countflcs Thc lnvcstors of GCC

countncs havc shown most rntcrcst rn nvcstmg for Sharrah-comphant products

Abbes (20I2) stud) ls about thc flsk adJustcd performanccs of Islamrc and

convcntronal stocL markct rndrccs rn drffcrcnt merlets Lkc dcvclopcd, cmergmg end

GCC markets The Sharpc ratro test and the CAPM modcl rcsults show that ln the

normal pcnod as ucll as rn thc crrsls pcrrod thcrc rs not major dlffercncc bcfwcen

p€rforma.nce of the all consrdcrcd typcs of rndrccs tn nsl adJusted rctum basts rn

cm€rgrng GCC and dcvclopcd marlcts €xcept Italy and Australa Anothcr GCC

markct study by Mrnraour ct al 20l5stud]' rcsuks show thar both Islamrc md

19



convcntlonal explosNc nafurc ls effcctcd by srmrlar way rn lhc pcflod of cflsrs

Suhana ct al (2012) rc\,rcr.! thc pedorlnmce rcscerch of Islamrc and conventlonalunrt

trust funds Both unlt lrusts havc samc pcrformance

Anothcr AustralBn stud, Fu end Reddy (2014) study rcsults dcscnbcs that thc Islamrc

and convcntronal $oclls havc statrsucally substannal dlffcrcncc ln thcrr pcrformanccs

rn tcrms ofrsk, bes,dcs rn tcrm of rctums thc pcrformancc ofthe Islamrc stocks tends

to bc parallcl to thc convcntronal stocks By companng thc retums of "lslamrc and

convcntlonal stock and got no norcworthy dlffercncc bcF\cen thcrr pcrformanccs

Thcsc studrcs concludcd that therc rs not major drffcrcncc bet*em the pcrformances

of "lslamrc financc and convmhonal financc" are almost parellcl In somc studlcs

thcre rs rsL ls more rn convcntlonal financc thm Islamlc finance but rctum rs also

morc so ovcrall performancc may remaln samc

3.2 Performancc of convcntional finrncc is bctter then

Islamic finance:

In thcse sectrons thc thcofics dscusscs lhat conventronal finmcc performancc rs bctter

than Islamrc finance Sccond group of oprnrons dcbated that convcntlonal stocks

behavc bcttcr then thc Islamrc stock (Mccowan rnd Junarna 2010) A Malals'an

study by Mansor and Bhattr (201l) that confirmcd fie Kuala Lumpur Shaflah Inde\

(KLSI) slrghtly underpcrformcd Kuala Lumpu Composrte lndcx (KLCI) In short run

KLCI mde\ has the grcatcr thc nsk-adjustcd rcturns and bcla averagcs comparatNc to

KLSI whrch has lcsscr flsk-adJusted rctums and bcta Anothcr Malayslan sNdy by

Hoor and Persva (2012) found that the avcrrgc dally rctum for all consrdcrablc rndlccs
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$ posltrv€ dunng non-cnsls peflod On thc othcr hard dunng thc cnsrspcflod the

FTSE Sharlah rndex has hlghcr standard dcvrahon lndrcatn8 hlghcr r$k than tts

convcntronal countcrpen Yong md Jusoh (2012) the Melalsrai study tdcnnry thc

fund charactcnstlcs and pcrformancc Thcrr study rcsults dcmonstratlon that hrghcr

flsL offcrs hlghcr rcturn Islamrc )oung funds' convcnttonal old one m the markct

Hunlra and Bashrr (1014) stud) dctcrmrncs that Convcntronal benks performancc rs

much morc garnflil, prcarnnged and opcratlonally proficrcnt uhllc less lqurd and

more flsky ils comparcd to Isl2mlc banks Bashr and Nalang (2011) stud)about thc

performmcc of Malayslan Islamrc and conventlonal unrt trusts The rcsults

dcmonsftatc that Islamrc funals'avcragc rctums arc lorver than convcntlonal funds In

_nsk-retum rclaflonshrp" thcsc firnds slenderd dellahon lrc v.ry low Saad et al

(2010) shrdy rs about Malayslan un( trust Thc results sho\ that Islamlc unll trust

compamcs perfo[nancc and cfficrency bcttcr md stable than convcntlonal companlcs

A UAE study Mrnraour and Gohou (1013), dcscnbes that thc conventlonal banklng

systcm rs pcrformlng bcftcr thln thc lslamtc onc

Accordmg to Cherlcs ct al (2011) thc Islamrc tndcxcs c\poscs hrghcr volatlhtlcs and

vafliurces m drflcrcnt trmc pcflods On thc oth€r hand convcntlonal lndc\es exposcs

shghtly lowcr venanccs Clhak md Hcss. (2010) stud) rcvcals that co cnttonal

bank are financral shblc than Islamrc banks lslamtc banks havc not notc\rorthy

mark€t sharc whrch has not maJor cffcct on financlal powcr of othcrs strong banks

Morn and Chcn (2008) rs about Pekrstanr Islamlc and conlcnttonal study result found

that Islamlc bar*s arc l€ss cost-cffectrvc. lcss rrsll). and lcss cfficrent lmlimgto ofthe

coNcnhonal banks Norman ct al (1013) study rs about thc pcrformancc of shanah
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bascd and conventronal funds Convenllonal fundscarD'outbctlcr posrtron and ha\rng

hrgher standard devlatron ther "Sharrrh bascd funds"

All abovc mcn[oncd l,tcr{urc rcvcals that convcntronal finance rs pcrformrnB wcll

than Islmrc finence h may bc duc to con\cntronal lndlccs strong markct

caprtallzlllon [n Pakrstan thc rcesons arc ofbcttcr pcrformancc ofconvcntlonal banks

rs bccausc of the facts thar largc numbcr of convcntronal banks ha\c b€en worlrng

from couplcs of ycars rn Pakrstan Thcsc bank havc longcr htslory and c\pcncncc rn

dorng bar*rng buslncss And n grasp lcadrng posrtron ln the financ,al scctor havrng rts

largc sharc ln thc ovcrall financral scclor. as compared to Islamrc bmls

3.3 Pcrformance of Ishmic

convcntional finance:

finance ls better than

ln thls scctlon the thconcs dlscusscs that the Islamrc fmence performancc 1s less nsl)

and safe than coNcntronal ftnmcc Abdul et d (1014) stud) shoNs that thc Islamlc

stock markct produccd morc rctum compared to conventrooal rn all sample pcnods

cflsrs as r*cll as normal pcnods ln Mala)sla thcy also find that thcrc rs sr8nrficant

short-run b,drrcctlonal causallg betwecn t\ro markcts Boumcdrenc and Caby rcsults

slatc thlt Islamrc banls modcratcly sdc to thc cflsrs and Islamlc bank posrlron of

rlsks are not same as convcntronal banLs Bccausc of Islamrc bank hnks are dtflcrcnt

Thcy deals wrth thc rcal cconomy, thcy cnsur€ carlcr or far ahcad tolcratc thc

conscqucnces ofthc cnsrs Yong md Jusoh (2012) the Malaysn-n study ldcntrD the

fund chemctcflstrcs ard performance Thc rcsults dcmonstralc that thc hlgher rlsk rs to

be rcsponsrblc for thc hrghcr rctum Islamlc young funds' pcrformancc ls bcncr than
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conventronal old one m thc marlct Razzaq et al (2012) b) ustng Sharpc ratro thc

rcsults dcscflbcs that ovcrall Islamrc mufual pcrformancc arc posrtrvc and bcttcr

Rrzvt ard Arshad (2014) study rcsults rcvcals Islamrc lndrccs prolldc though nor

complctc. but paflral rnsulahon, rhus a sefer haven Thrs srgnrfics wcll for. hugcly

untappcd Islamrc altematc ln!cstment opportunrty for constdcra on In Paktstan thcrc

lre many studres that show lslamlc financc rs safer than con\cnttonal finance In

Pakstan AmJcd ct al (2013) study rcsults re\,cel that mostl) Islamlc b.rls are

demonstralcd to be lcss nsk). more Lqutd and moie proficrcnt comparahvcly to

conlentronal bar*s Another Pak$tanl study by Schnsh ct al (:012). thclr study shows

that thcrc rs no srgnrficant dtffcrencc bctwccn Islamrc and convcnttonal flnancc tn

profitab fy Thc study cmprflcal rcsults show that [slamlc banks erc less flslq and

ovcrall ofpcrformance oflslamrc financc rs much bcttcr than convcnttonal onc

Wa.hab et al (2015) Melayslan stud) dBplays that both the Islamrc financtal sysrcm

and convcnhonal financtal slstcm arc srgnlficancc d,ffercnt m tcrm of pcrformanccs

Accordrng to thcm MNIlms hrvc morc opportunrtlcs' to rn\cst rn Islamtc financlal

markct that rs attamcd wrth Sharla} Islamlc financral markct whrch provldcs

comprchensr!e Shanah setllemcnt products has advanced thc whole unt!ersal

ccoDomy Bcck e( al (2013) stud] rcsult shows Islamrc banli has h,ghcr capltalzatton

and hrgh assct quaht] and lcss Lkely to drsrntenncdratc dunng cflsls comparc !o

con\'.ntlonal banks Usman and Khar (201?) Pakrstant study about Islamtc and

Convcntlonal banl performancc Thc study outcomes arc that Islamlc banks hfvc

extraordrnery growrng rate and profitabthty rn exccss of thc convcntronal banlG

Morcovcr thc Islamrc bmls havc hrgh llqurdrq'po\rcr over convenional bants
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Alzoubr (2015) stud] mdlcatlons also samc as prevrous stud) thal Islanlc bank's

Browth ratc rs hrgh comparc to thc convcntlonal bank

3.4 Theoretical Comparison of Risk and Return:

Accordrng to Khan and Ahmcd (2001) thc Islamlc financral and non-financral

mstrtutrons bcar first typc ofcrcdn rlsk, markct rrsk and operatlonal flsk etc two typcs

of nsks Anothcr fypc of the flsk thar the Islafirc financtal and non-fiflanctal

mstrtutrons suffcrs to thetr assct and lrabtllty structurcs Islam (2013).lso uscd dall),

stock rctums data of Malaysla and .pply GARCH M modcl. fou.d posthvc

rcl.t,onshrp bdwecn the nsl and rctum for all cxpecled markcls Thc Indoncslrn

markct ls found to bc morc volattlc than thc othcr sclected markcts also suppo(

portfollo thcory that tncreascd rrsk lcads to tnctcasc tn rclurn Harrlson and Zhang

(1999) obscrvcd "stock rctum rnd volatrlrty', m dlffcrcnt tlme pcnod And accountthc

rrsk-rcturn rclatron ls posrtrvc at long trmc pcrrod. but,nsrgnlficant at short trme

peflod Brandt afld Kang (2004) findmg rhat thc corclatton among thc condrrronal

mcan as wcll as stocl volahltt) ls ncgatlvc And thc corrclauon bct$ccn thc

uncondltronal mcan and srock volatllly ts postlr]c Mcrton (l9EO) cstrmatrons ts about

thc rclatronshrp of 'ma*ct nsk premlum and volatllrty. Hc acccsscd a posdt\,c

rclallonshrp bct\ccn rsk prcmrum and \olattlrty And ncgatlvc rclarronshlp beh\ccn

thc cxccss holdtngs and uncxpcctcd changrng rn volatrht) Accordmg (o hrs study

rcalzed stock retums havc largci vartancc than cxpectcd tctum varlaJrcc Aslanld6 ct

al (2013) assumcs dynamlc factor modcls and rcsultrng strong ncgatrvc rclauonshlp

beh{een 'condlttonal stock rerum and condrrronal lolatlrfy" In Jordan Al RJoub

(201 l) used thc GARCH-M modcl rn thc crrsrs peflod ro chccked thc mflucncc of
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dummy vaflablcs on the "stock rctums volahllt-v" Thc rcsults of thcr study provcn

that thcrc rs negahvc rcla onshrp bctwccn 'stock rcrums volallrty" Accordmg to

thcm flucfuatron becausc ofthc rcsult comrnB nc\,rs rnd gcncral publlc prospccts about

thc Jordanran stock markct

3.5 Gap in Litereturc:

Howcver, we havc not found any rcsearch on nsk-rclum analysE and dlscussrons of

thc pcrformanccs among thc "lslamrc end convcnt,onal non-financral frms" Thc

'comparattve rrsk rctum allabsls" of firms \rll bc supporttlc for restflctcd and

forcrgn mvcstors about thc sclcclron of thcr rnvestmcnt stream whcrever to In\'cst ln

less rrsky stock or morc Dsk) stock Thts analysts would also bc obhghg lo attracl

Inlcs(ors and hclprng ro rrnprovcmcnt ofnon-financlal mdustry ofPakrstan

Fmally. herc thc abovc sectron descflbes th. oprnlons of scholarc rnlo threc €roups

Emprrcal l(craturc documcntcd numcrous studles on comparatr\,c pcrformancc of

Islamrc and conventronal banks, mufurl funds stock and comprnlcs Howc\cr.

drffcrcn( snrdrcs documcntcd dlffcrcnt rcsults wtth battcr or wcal pcrformance of

Islamlc and convcntronal financral tnstlfuIons Our stud) prcscnt comparattle flsL

rcfums anal)srs of Islamrc aIId convcnttonal firms' pcrformancc And crplorc thc

r€sult thal whrch Opc of firm ts bcftcr Thrs emprrcal sectton put down thc

groundwork for ow cmp,ncal an.lyss m Chaptcr 5

25



Chapter 4:

Methodology

4.1 Introduction:

The performancc and rnvcstmcnt dccrsron oflhc firms arc usuall) dcpcndcnt on thc

flsk and rctum ofthc sharcs ofrespectrvc firm Two mclhods arc usuelly adoprcd for

thrs purposc r c GARCH-M modcl md CAPM Wc cmploy both ofthesc modcls to

c!aluatc and comparc tha pcrformmcc of flrms

Thc arangsncnt ofthN Chaplcr scctlon 4l has bccn dlscusscd abovc, scctron 42

reports anal,,trcal contc{ual ofthe sclcctcd GARCH modcl. .1 3 dtscusscs lhe rctum to

ratro. J 4 dcscnbcs thc CAPM modcl end 4 5 data and samplrng

4.2 Volatility Analysis end Risk-Rcturn Relationship:

The GARCH modcl rs marnly bcncficral as lt makcs currcnr condrtronal Yanancc

rcLant on the modcl Thcrc arc two tmportant vertablcs thal play role rn dcclsron

mahng tn thc financral markct. thcsc vanablcs arc rlsk and rctum To celculatc thc

flsk rnd rctum. we apply GARCH-M (GJR) model Thc voletrlB ofrcturns whrch rs

mcasurcd by thc varrancc, has an autorcgrcsstvc smrcturc I c volathty dcp€nds on lts

past \alucs thc GARCH modcl takes mto account thts autorcgrcsslve strucrure The

GARCH modcl ls trrmcn as follows

4.2.1 GARCH cffccts end St.tionary Tcsts:

Llke cvery modcl thc GARCH-DpC models arc also somc assumphons *hrch should

bc fulfillcd pnor to applytng thc model Far-rcachrng, thc rew stock pnces data arc

76



non-statlonary and log ofthc rctums ofthc stocl pnccs are statronary at least,n the

short run Thcrcforc, raw slock pncc scflcs arc convcrted lnto log stock pflccs

Rr = logPr - logPr-r --------- (1)

GARCH modcls consrdcr thar seflcs should bc stahonary For thls purposc, wc takc

log rctums ofstocl prrccs Thc null hlT,oLhcsts lmplcs that sc es ls non starlonary

For thrs purposc. \!e r.rse KPSS test lo Justlf, *lth thc essumptlon of stallona0 If

KPSS rcJec6 null h)porhess $at thc absolutc valu€ of KPSSIo steustrcs ts greatcr

than the McKrnnont' cflttcal valuc, thenthc serres ls consrdcrcd to bc stattonary at thar

pornt wc can conhnuc to analyzc thc scncs

Sccondl,. for thc GARCH modcl rt rs rcqurcd to chccL thE rcsrduals crthcr therc ls

e\Nrcncc ofARCH cffcct ornot Thcrc should be ARCH effcct rn thc rEsrduals rf rtrs

not found thcn the GARCH modcl rs unusablc Howcvcr, all thosc firms arc selectcd

whrch assurcs ARCH cffect For thts. Lagrangc Mulhpher (LM) tcst ts put up undcr

lhc assumptlon that thcrc rs no ARCH cffcct tn thc rcs,duals term P-valuc rs the bass

to acccpt or rcJcct null h)?oth.srs at thc convcntron of 5% locl ofsrgruficancc IfP-

valucs are srgmficrnt thcD wc rcjcct null hypothcsrs. whrch states rhet scnes bchavror

ls volatrhty clustcnng If LM test for ARCH cffcct rs srgltficeLnt then we procecd to

estrmatc condrtlonalflsk and condtlonel rcnlln through appropnate GARCH models

\alt'e ute KPS\ test to analyre the assumptrcn ofstahona, t4 ds tt contans lest
reslncltow thon.lDF
t t The cn t r c al wlu e of KI SS te s I o t 5oZ levl of n gntf ca nce r 0 I 6 j
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4.2.2 Mcrn Equetion:

Thc GARCH M Modcl ls uscd for ftc analysE ofthc stock pflces scrrcs by cstmahng

two pardlel cquatlons Frrst rs for thc mcan as gNcn below.

r,=e"+O,r,_,+ * 9,7,_,* /,s,-,+ fi,6,-.* e,e, ,* /t,_(z)

Whcrc ;.,-, . r = 1,2,3 . r.prcscnls thc t2gs of thc rctum scflcs and 6, , . 
tcprcscnt

stochasoc emor tcrms

4.2.3 Variancc Equation:

o,-a,,a,ei-,'a,ei ,, . 0,o', ,* 0.o',-,* tv, (3)

Condttronal mcan and condttlonal varrancc would bc calculated fiom thc GARCH

model mcnhoncd ln Equrhon (2) and Equatton (J) [t ls tmponant to notc thar o + B <

I rfthc statlonanty condfron ls to bc satlsficd es thcre ls no thcorct,cal Jushficatron

for models whosc summatron of thc laggcd rcsrdu.l tcrm and thc lagged condrhonal

larlancc ls more than onc Whcn thc cocfficrcnt P ls poslttve .-nd slgnlficent, thcn thc

cond(ronal varmnce also lcads to hlgh mcan rctums \\lth hlgh flsl If ncgahvc

cocmclcnt ofthc p, at that trmc mcm and valancc wrll also low Wc arc rntcrested to

study comparatrvc flsk rcfum analysrs on stock prrccs data ofthe firms And thcn nccd

to cntd somc sclcctcd varrables rn lhc vaflancc equatlon of thc selcc(cd modcl that

wrll afrcd rhc volat rty ofthc stocks In cquanon (3) thc vaflablcs o end p ought lo

drrccdy rffcct thc rctum. for that rcason thcsc va.r.rable should bc tncludcd rn thc

vanlncc cquatron
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R

For fulfillng our obJcctrvc of analys,ng comparatrve rrsk rclum relahonshtp on the

level ofstock pflccs and volatrlrt) ofthe sclccted scllcs There[orc. rlsl vaflable O':

rs rncludcd In mcan cquahon Thcrcforc. cquauon (l) wrll t I(c followlng form.

r,= e,i e,r, ,+ +e,r,r+0,8,,+0.8,-.+ Q"e ,-,*ry,o?+ t-t, 
- 

ttl

Somc gencralzahon of GARCH modcl arc .lso commonly uscd tn lrtcratuc whrch

account for the prescncc of asymmerrc clTccts (GJR-GARCH modcl) and for rlsk

prcmrum lfwe take rnto eccount thc nsk prcmrum tcnns. the modcl wrll bccome,

oi = a"* a,ei_,* a,ei_,* * B,oi ,* P.oi, .+r,,, ----- (s)

Whcrcvcr the cocfficlcnr of 6' , rcprcscnts thc Dsk prcmrum Frrstly wc rntend to usc

most gencrel proccdure ofthe modcl and thcn reducc r by rhc srgnlflcancc lclel ofthe

sclected vrnablc cocmcrents

4.3 Return to Risk Ratio:

By uslng rbovc cquatlons we computcd the cond(ronal nsk arld thc condrt,onal rctun

ofcach sclcctcd firm Then thc rctur /rrsk ratro ofcach selcctcd firm rs calculatcd as a

rcsult of dlvrdrng averagc retums b, stalldard dc\latlon of thc all-rnclusnc pcrrod

Thc bclow formula rs uscd for RRR for thc analysrs

RRR' = r"/6" --' r6'

Whcrc l dcnote r'fi firm IfRRR 
's 

unlty (RRR=1). thrs mcans thltthc prtlcular firm

hes equ.l retums md rrsk If RRR rs lcss than one (RRR<I). thrs rndrcatc that thc

firm's nsk rs greatcr than rctums If RRR rs grcater than one (RRR>l). thrs

recommcnd thet thc pcrformancE of $c firm rs bcttcr than othcrs sclcctcd finhs

bccausc of that firm's rctums are hlgher then that one sk A firm wlth negetrve

rctums rndrcatcs ncgdrvc RRR A fnm wrri lower n€gatrvc RRR contaln lowcr flsk a,s
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compercd to firm wrth hlgher ncgatrvc RRR Thc rclum 10 flsk rrho for cach firm rn

thc samplc wlll bc calculatcd as follows fTr,,- r,, t 6,,

Wltcrc f,, rs cond,tronal mcan, d-,, rs Condlltonal varrancc And fff,, ls nsk refum

ratro Thc nsk to rctum ratro for Islafirc and convenoonal stocks wtll be comparcd

usrnS dcscnptrvc stahstrcal mcthods

4.4 CAPM Model:

CAPM thcory has becn dtscussed ,n Chaptcr 2

E(Ri) = Rl + p(Rm - Rfi ---- t'tt
Wherc E(Rr) ls thc e\pectcd rctum on sccurty r, Rm rs the rerum of thc markct

po(follo. R/ rs lhc nsk frcc retum and pt ts markct bcta a mcasurc ofthe sysremalrc

flsk ofassel for sccuflty a It can bc cdculrtcd by th,s formula

p= Conar(Rn "Rt) ----- (8)
Var(Rrn)

In ordcr to acqutrc thc csttmatcs of thc cxpactcd rcturn. vr'c flrsl nced to creatc rctum

scncs by GARCH mcan vanancc cquatton Wc takc dal[- T-brlls ralc for rrsk frcc

retums end also calculate dally markct hdcx rctum, thcn by usmg markct retums and

mdrvrdual sccuity rcturns wc calculetc rndrvrdual bete Th€n stcp by stcp wc calculatc

c\pectcd rcfums ofall selcctcd Islamtc end convcnhonal compantcs Whrch compaal,

has hlghcr cxpccted return It wtll havc lolrcr bcta and hrghcr profitabrlrty

4,5 Dete and Sempling:

Thrs rcscarch rs cxclusrvcly bascd on darly data conststmg ofthc darly stock prrccs of
non-flnancral publc companres lt$cd on Karachr Stock E\change (KSE). thesc

companlcs arc sElcctcd rrndomly Whcre Islamrc non-finencral companlcs arc sclcctcd

from KMI30 rndc\ and con\'cntronal non-financtal compantcs ill€ sclcctcd from

KSEI00 r.dex from thc ycar 2009 ro 2015, whrch rs collecrcd iiom officlal ucbsuc of
KSE KMI 30 enllsts thc companrcs *hosc busrncss ts Shanah complarnts Thcrcforc

thc "firms" tcrmEd as "lshmrc'al.c chos€n from KMI 30 Thc convcntlonal firms arc



Chapter 5:

Empirical Results

5.1 Introduction:

In llxs scctron dre emp[rcal analysts has donc first scctron analyscs thc dcscrrptrva

statlshcs, sccond address GARCH spcclficatron Modcls and thtrd rcport Comprson

Islamrc versus Convcnttonrl non-finerclal firms b) hvo approrchcs. first by

compa ng ovcrall rctum to nsk ratro of lhc sclcctcd firms rnd the E\pcctcd r€tums,

and aftcnvards scctor wrsc compaiatlvc analysls has bcen done for thc sclcctcd firms

and founh scctron draws conclusrons of thls findlngs Wc ha1'c sclcctcd five sectors

for thls analysrs and ln \rhlch l0 firms arc Islafitc undcr (lndc\ KMI 30) and

remelnmg tci ruc convcntronal firms undcr 0ndc\ KSE 100)

5.2 Descriptive statistics .nd stationarity test:

Hcre dcscnptNc statlstrcs arc dlscusscd u rable 5 l(A) rn $hrch Mcan. Mednn ofthc

slmplc rcfums arc calculated Bclow thc results arc drscusscd rn dctall and also lha

rcsults ofKPSS stauonary tcsl Frrstly r,{c dscusscd mean ofthc rctums, secondly thc

debatcs on avcragc Dsk, alld thrdl] dlscusston ofthc nsl rctum rclatlonshlp and lastly

dcmonsh rons of thc statlonary lcsthls been c\plalncd

5.2.1 Avcragc Rcturns:

Tablc 5 1 shows the summa4 statls(lcs of alcrage or mean. mcdran. mrnmum and

matmum of thc rctums of sclccted "Islamtc and thc con\'entronal non-financnl

firms" In column I thcrc arc means of all thc sclecrcd non-financral firms All

32



"sclccted firms" shows posltrvc mcan rcfums c\ccpl the conventonal powcr

gcneratron scctor l c SEPCO Cornpany Mostly sclcctcd firms havc posrtrvc rctums rt

sho*s that thcr cernrngs rrc posrtNc Thc "Oll & Gas scctor" convcnlronrl firms hkc

APL, SNGP, SSGC. and OGDC Islamrc companrcs ftke MARI, PSO, POL, and PPL

''Refinery sector" compamcs Lkc PRI, ATRL, "Ccmcnt sccto/'conpanres ltke

MLCF, DCL. DCKC md LUCK, "Tclccommunrcalron scctor" companlcs llkc PTC,

TELE and 'Power gcncr{ron scctor" companres hkc KAPCO, HUBC and JPGL. rll

thesc f1rms havc posrlrvc mcan rctums .nd only SEPCO G0 0002) hes negatrvc mean

rEtums
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TAELE 5.1 OESCRIPT|VE STATISTICS AND STATIOI{ARITY TEST

ConDanY Mcan Mcdian Maximum Mrnrmum Sid.Dcv, KPSS Obsarvatron

API. o 004
0 00041

525 -o 2a 014 009 1453

ATRt 0 00082
0 00047

010 006 002 013 7464

DCt o 00055
o 00347

o47 -0 23 005 010 1464

DGKC 0 00116 0 01r -0 07 002 011 146/-

HUBC 0 00113 o 00095 00t -0 09 002 019 7454

,IPG L o ooo48
0 0Ms6

o47 -o 22 005 005 1453

KAPCO 0 00053 o 00022 005 -0 10 001 010 1462

TUCK 0 00193 0 001 01r ,0 0E 002 011 1464

MARI 0 00111
0 00052

006 -o 55 003 015 1454

MtCF 0 00151 0 025 -015 004 0 45* 7464

OGDC 0 001 0 007 -0 06 002 0 53+. 1464

POt 0 00093 0 00052 006 '0 07 002 1454

PPI. 0 00035 o 00022 009 -0 24 002 030 7464

PRI- o 00038
0 0014E

013 -0 0E 003 010 7464

PSO o 00065
0 00025

010 -0 lE 002 014 1464

PTC 0 0002s
0 00053

011 -o 14 o02 007 1464

SEPCO -0 0002
0 00414

o49 -o 21 005 008 7464

SNGP 0 0002
o ooo99

006 -0 21 o02 011 1464

sscc 0 00083 0 0005 012 -o 23 002 0 047. 1463

TEtE 0 00034
o (n377 033 '0 21 005 o 051. 1463

"on v.lu.i thows !r!n, frc.nc. . t 5 X "'on vrlu.s show5 srlnrfrc.ncc et 1%

'On v.luershows egnrfrc.nc..t 10

KPSST2 tcst; H .: s.rie! ls I (0), .symptotic cnhcrl vrlucs ofKPSS (17., 59lo ,nd
l0%) = (0.739,0 463.trd 0.1a7).

1'1AP53T.st Th.un rcot t.$ enadn.d b! Kwtdtlowtkt - Phtll,ps -Schntt -Sht, (1991) hos th. nrll
hwath.sts about stahonart ol o sc\.s dt@n.l.th.r h.o, or n |n.n. t.nd
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In thc second column thcrc arc the med[n rctums ofsclcctcd firms Somc companrcs

hrvc posltlvc mcdran rctum and othcr sclcctcd firms have negaltvc mcdran refum

"O & Gas sectoi' convcntronal firms llkc APL, SNCP, and thc Isla-rnrc firms hkc

MARI, PSO, 'powcr gcncratron scctor" convcntronal companrcs Lkc JPGL, SEPCO

all these havc ncgatlvc mcdlan rcnrms Islamlc'Oll & Gas scctor" companlcs' llkc

POL, PPL and thc samc scctor's convcntronal company r c SSGC md thc Islamlc

"powcr gcncrahon scclor" companlcs llke HUBC, KAPCO all thcsc have posrttvc

mcdra-o averegc refunls O & Gas convcntronal company OGDC has zero mcdran So

.csults showed that thc pcrformancc of Islamrc oll & Ges Compeny and Powcr

Gencrallon Company arc betlcr than convcntronal o & Gas lnd powcr gcncraion

compenlcs

5.2.2 Averagc Risk:

All sclcclcd companlcs havc posrtlvc st2nderd devratlon or rrsk Through scctor wlsc

comparallvc analysrs wc camc to Lnow that oll & Cas convcntronal company whrch rs

APL (0 I,12809) has hlghcst rlsk Other all sclcctcd non-financlal firms have moderate

nsk whrch ls lcss or equalto 5% Rcfincry sector ilrms ATRL. PRI. Ccmenl sector

finns MLCF, LUCK, DCL. DGKC, Tclecommunrcatron scclor firms PTC. TELE,

Powcr Gcneratron firms KAPCO, JPGL, SEPCO, Hl-lBC. and Otl & Gas scctor firms

MARI, oGDC. PoL, PPL, SNGP, SSGC thcse all have modcratc rrsk (standard

devEnon) whrch rs lcss than or cqual to 5%

5.2.3 Risk-Rcturn Rclationship:

ln Tablc 5 I thc dcscnptlre st tlstrcs shows thc thcorelrcal rclahonshrp r e thc hl8hcr

rctum mcorporatcs hrghcr nsk As wc obscrvcd mcans rctums ofall sclccrcd firms B)
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compdlng heans rcturn wc crmc to know that APL Orl & Cas convcntronal compen)

has hrghcst rctum (0 00J) to thcr countcrparts as wcll as hrghcst standard dcvratron

(0 142) It supports the ponfolo thcory that l.rgcr thc rctum lrgcr wrll bc the

cxpcclcd rlsk Staldard dcvlanon shows thc volatrhy cstrmatcs whrch rangcs from 2%

to 14 % Convcntronal JPGL Company hls hrghcst standard devrahon (0 053) among

a ll firms Volahl rty cstlmatrons of slandard dcvrahon convc) s that volatll rt, m Islarruc

non-fmancral companrcs rs low and comparrtrvely slmrlar than thc othd non-financral

convcntronal firms, ( rs found thal hrghcr rlsk and rctum rs for thc APL O'l & Gas

company whlch sho\16 that rt rs most volatlle company ajnong all othcr non-finalcral

sclcctcd firms

By sector wlsc comparatlvc analysls wfncsscd that Oll & Gas scctor rs thc best among

allothcE scctors Thc APL Orl & Gas convcntronal corDpan, has 0 40% avcrage mcan,

-0 04yo zvclagc mcdmn rnd | 4yo a\cJngc standard dcvratlon It rcvcals that APL

rctums arc morc than thc PPL rctums and also lowcr thc rlsk than thc PPL

5.2.4 Stationerity Rcsults:

To chcck thc prcscncc of thc sretronanq rn thc financral data thc KPSS lcst rs

rdvantageous The null hypothcsls ofthrs tcst ls to assumlng that thc data rs statlonary

RcJcclon of null h),pothcsB hdlcahons rs that thc sclcctcd data scflcs ls non-

statronary We put on KPSS tcst on stock rctums of data to chcck tbc staflonary of

selcctcd Ume seflcs data ard for thc modcl dctcrmrnbtrc Thc rcsuhs of KISS have

bccn shown rn last column of tablc 5 I I(PSS tEst shows that data ,s statronary at 1%,

5o/o end llo/o as usual lcvcl of srgnrficancc Mosll) sclccted companlcs KPSS tcst

strtrstrcs are slgnrficant at l0olo lcvel ofsrgnmcancc, out ofsclectcd thrcc companrcs
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KPSS tcsl statrstlcs arc slgmficlnt a1 svo l.\cl of srglficance and only onc selcct

company ls srgnlficant at l% Icvcl of srgrrficancc XPSS test \'alucs of APL, PPL.

SEPCO. SNGP, ATRL. SSGC. PRL. DCL, PSO. MARI. JPGL.nd KAPCO.Tc

egnlficant at l0% levcl ofstgnrficancc KPSS test valucs ofMLCF, OGDC POL arc

srg ficanl at 5% lcvcl of stgnrficancc Mostly firm irc srgnlficzMt ar 1096 levcl of

srgmficance Only onc Islamrc company POL KPSS tcst valuc ls slgnlficant at l%

lelcl ofsrgnrficance

5.3 Anelysis of CAPM beta:

As rcporlcd m chaptcr 4 rat rcturn to nsk raho ts cqual thc ratro ofcondrttonel rcn,lm

ofcond(lonal nsk And clpcctcd retum calculatron proccss rs also reported m chaptcr

4 Fustly. wc havc calculatcd e\pcctcd CAPM bcla Thc CAPM bcra rcsults arc ln

Appcndfl rn Trble Bcta s uscd to measurc thc stock's volatlllq It a rclalNe mcasuc

of scnsltrvrty of systcmatlc nsl [t shows the scnslttvlry of stock pflcc rctum of

mdrvrdual sccurrty w(h the stock retum of market fusk ts calculatcd b) CAPM

formula *hrch has becn drscusscd tn chaptcr 4

Thc prcc fluctuatcs wrth olcrall markct Thc bcta ts used to comparc rndrlrdually

stock volatrllty wlth markct volatlltty Mostly favourablc veluc of bcta should bc less

lhan onc [fveluc of beta ts equal ro onc rt rndrcatcs rhar rndrvrdurl stocl prLcc has a

tcndency to mov€ l^rtfi thc markct And valuc of bcta rs gtcalcr than onc rndtcates that

rndrvldual stock pncc tcnds to bc more volatrlc than thc markct, a laluc of bcta lcss

than onc rndrcates that rndtvtdual stock pncc tends to less volattlc than marlet ARcr

chcckrng thc mcers rcfums of non-financlal companles, hcrc r c wmt to chcck thc

rrsk of rll sclcctcd cornpanrcs h Tablc 3 thcrc rs averagcs of mcan. mcdran and
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stand.rd dcvnlron In Table 3 LUCK Islamtc non-finencrel comp.ny has zcro bcta. rt

shows thzt LUCK stock pnces do not movcs rrrth markc! The r'aluc of cash prrccs

rcmarns siunc ha\,c no mflatlon In first column thcrc arc somc con\,cnttonal

companrcs drat hlvc posttlve avcragcs of bc(a that arc APL ,DGKC

,DCL,ENGRO,JPCL.NRL,SNGP. SSGC ctc and somc olhcr Islamrc cornpanrcs hkc

KAPCO, MARI, PEAL, POL. SHEL ard PTC If a bcras of firms arc pos(rvc

suBgestrng that lhc firms hrve lmrted dlvcrslficatlon Bello ct al (201I ) Thcsc valucs

ofbcta rcprcscni that all abovc noh-financral companres stock pflccs are lcss volatrlc

then thc markct After rcvlcwrng thc CAPM beta ofall selcctcd scclor companrcs wc

calculatcd tfic e\pcctcd rcnrms by usrng thrs bcte raoo Accordhg to Norman ct al

(2013) In Malaysra rhc bcta of Shaflah bescd fund are lcss scnsltrve to compare to

cootcntroDal funds Thcsc rcsults favour our rcsearch

5.4 Model specification:

Aftcr chcckmg the occuBcncc ofARCH cffcctlr rn each sclcctcd rcfum scflcs. rn thc

drrcctron ofestrmahng mc..o and varnncc no\r wc ascc(arn the ARMA and GARCH

modcl Thc unrvanatc GARCH modcl ls csflmatcd b) employtng mean cquatlon Thc

ARCH lcrms lalues (0t end 02r and lhc GARCH lcrm v.luc (pl) drrgnosc the volahltt]

pcrslstcncc Thrs rs lmportant to dcfinrng thc rel onshlp emong rctums and volattlrtj

Gcncrally rn thc GAiCH modcl thc summatlon ofo md p (o+p<l),s lcss than one

whlch shows that rchrms gencratrng process rs bflng out lhe htgh lcvcl of pcrststence

rn condrtronal varancc Thcrcforc, as thc r,aluc bccomes closer to one, a shock qlll

"ARCH Efect The presehc. ofwhte norse dtsrurbances arul r detccted though
Logrange Multtplpt test It ts doneytth the helpofErlJt,s toJtuare



pcrsBt for many pcflods ln futurc A hrgh vrluc of I recommcnds that an) shock to

condrtronal vaflancc It wrll takc long trmc to bc $rpcd out, so that thc volatrlfy ls

found to be constant

In thc modcls dcscflbcd bclow show thal modcls docs nol need cxre gcncratlon

bccausc wc havc surc that thcre arc no morc ARCH cffccl rn thc final modcl

Thcrcforc thc final models gNc thc unbrascd cstnratcs of thc rctums and the flsk as

!\cll In appcndl\ tablc (5 2) A, B. .nd C sho*s that thc estrratcs of dlc GARCH

modcl for Islamlc and convcntronal firms llstcd ln KSE In cconomctnc rnodcllng, a

modcl producc brescd rcsults tf rt rs underspcclficd To chcck thc spccrficatron, wc

havc applcd ARCH-LM tcst ls uscd to chcckcd thc rcsrduals of thc modcl Thc

cmprflcal results of thc LM tcst arc gNcn m thc bottom lrnc of thc tablc (2) Thcse

rcsults sho* that thc P-veluc of ARCH LM rcst rs largc than 5oZ for all thc sclcctcd

firms lncluded rn thc our smrple It rmphcs that thcrc arc no morc ARCH cffcct rn thc

rcsdual tcrms so d rndrcatcs that lhc model ls nol undcr specrfied We also scc from

tablc (l) that most of lhe reprcssor rn mcan aDd vafllncc equauon Ls s,Snrficant

Thcreforc model grycs good summary of the undcrllmg structure prcscnr m thc

markct

5.5 Analysis ofRcturn to risk retio end cxpccted rcturn:

Hcrc wc wrll comparc tbc pcrformancc of non-fmancral compatrrcs by two ways

Flrslly wc arc compartng refum to nsk ratro of all sclcctcd Islamtc vcrsus

convcnuonal companrcs, fiom whrch whosc compmy has hrghcst rcturn to nsk rt has

hrgher profitabrlrty. rt hes morc retums comparc to lts rlsk Secondly rhcrc are

compansons ofc\pcctcd rctums ofell sclccrcd scctors companlcs
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5.6 Convcntionel Vcrsus Islrmic Non-financiel Comprnics Pcrformancc:

E\pcctcd rctums havc becn crlculatcd by usmg CAPM bcta CAPM bcta ts measurc

ofs.nsrhvrty ofan asset Assct pflcrng thcory suggcsts that c\pccted retum should be

rclatcd to thc scnsltrvrry to thc factors Thcrc arc a compartson ofavcragcs ofcxpcclcd

retum and return to nsk raho of ten selccted "Islrrnrc non-flnrncral firms" and tcn

'convcnhonal non-financral firms' Ovcrdl alcragcs of all sclectcd companlcs arc

uscd for compaflson rn thc follo*mg rablc

In Tablc (5 4 A) thc compaflson of thc Meens of retum lo rrsk ralro of lslamtc

compen'cs (0 033065) rs hrgher than conventronal companrcs (0 013934) and the

mcdEn (0 00032), Q3 (0 9E932) of Islamrc companrcs are hrghcr than the medran C

0 03362), Q3 (0 838173) of (h€ conventronal companrcs but Ql (0 00033) 0f Islamrc

firms rs lo*cr than Ql (0 054849) of the convcnllonal firms Now comparson of

retum to flsk ratro of thc Islamlc vc6us convcntronal fimrs also fryour thc Islamlc

firms Thc cmprncalrcsults show that thc means ofthc cxp.ctcd rcrum ofthc lslamlc

firms (0 001093) ar€ hrghcr than thc convcntronal firms (0 0007.1) ard standard

TAII"E S.4A EXPECTED RETURI{S OF ISI.AMICAI{D COI{VENTIOI{AL COMPAT{IES

Typc Maan M.di.n Q1 Q3
std.
D.v.

skcwncss Nurlosis

ISLAMIC 0 001093 0 00032 -0 4961 0 00028 0 01E819 18 39157 493 9595

coilvENTlOl'llt 0 00074 0 00032 -0 3755 0 00119 0 012989 s \07477 156 5085

RETURN TO RISK RATIO OF ISLAMIC VS CONVENTIONAL COMPAI{IES

tstAMtc 0 033055 0 00032 0 00033 0 98932 0 9s4982 1272195 27 90149

CONVET{TIONAT o 013934 o 03362 0 054E49 0 E38373 1 003807 o 734242 27 6336
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dcvratlon rs also hrghcr rn the Islamrc firms (001t819) r.ther than thc convcntrond

firms (0 012989) It supports thc fusk-rcturn tbcory rn whrch rf wc want hrgh rctum

we have to bcar morc rrsk. lslarnrc firms have lowcr Ql t0 496] ) and Q3 (0 00028)

thao conventronal firms Ql G0 3755) and Q3 (0 001 19)

5,7 Scctor wisc comprrison of Ishmic Vcrsus CoDvcntiolll comprtrics:

Wc sclcctcd fivc scctors na.rncb Po\rcr GcDcratlon. Tclccommunrcatlon, Ccmcnt,

Rcfincry and oll & Gas, and taklngs ten Ishmlc end tcn coovcntlonal non-financlal

firms for thc nsk rctum conpaflsons

In Tablc (5 4 B) thcrc arc scctor wlsc comparatNe analys$ of thc cxpcctcd tctum end

thc rctum to nsk ratro lt showcd that upper sldc oflhe table thcrc are csttmates ofthe

rcrurn to rrsli ratro and expcctcd rctum of Islanrc non-financral companrcs and Iower

srde oftablc thcrc .rc cstrmates of thc rctum to nsk ratro and cxpccted rcturn ofthc

convcnhond non-frnarclal firms All scleclcd [slamrc and con\'cntronal flrms hcvc

posrtllc mcan and mcdlan avereges of thc cxpccted rcfums Thc Tclccommutucatron

scctor has best rcsult to all Telccommunrcatron convcntlonal companles havc hlShcst

expccted mcan rctum to all othcr sclcctcd sectors Sccondly [slamrc refmcry scclor

comprnlcs have hlSher expectcd rctums mcar Thrrdll Islamrc Orl & g1s Islamrc

comprnres havc hrgh cxpcctcd rctums to others By compaflng the actum to nsk ratlo

ofselected scctor films we came to know that all sclectcd lslamlc firms aveHges rre

posrtrvc but lcss than onc Exccpt Thc powcr gencrauon and tclecommunrcatron

convenlronrl firms havc ncgatNc rcturn to rlsk ratlo Mostly the mcdnn ofthc retum

to flsk ratro ofthe convcntronal firms arc Dcgatrvc So thcsc compa[lcs arc not carnrng

posltrvc refurns
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5,7,1 Comperison of Expcctcd Rcturn:

By compaflng all thc cxpccted rcnrms of thc convcntrooal tclccommun,catron scctor

has hlghcsl cxpcctcd rctum (000177) at all Then Islamlc Tclccommunlcatron

Company s average rctum (0 001666) c.mc sccond Thrrdly thc Rcfinery sector

lslamrc compmres evcragc rctum (0 00147), founhly rhc cement scctor conventronal

companrcs lvcragc rctum (0 00094), fifthly thc powcr gcncratlon convcnhond

companrcs' rctum (0 000506) and lastly thc Orl & Gas Islamrc companles average

mcan retum (000159) The avcragc mcdran rctum ofall sclcctcd companrcs rs also

posrtlvc Thc tclccommunrcatron scctor Islamrc companles havc hrghcst medran

average rctum (0 000429) thcn second hlghcst medlan alcrage retum (0 000365) of

thc ccmcnt scctor convcnhonal firms Thrrdly the power gcncralon Islamrc

compamcs' medran rctum (0 00031E), Fourrhly Islamrc Orl & Gas companrcs heve

avcragc mcdliur rctum (0 00032) ctc By compa ng thc c\pcctcd rctums avcragcs of

ell selcctcd companlcs wc camc to know that mostly Islamlc companres havc hrghcst

thc mcrn and thc mcdran rctun avcregcs

5.7.2 Comparison ofRcturn to Risk Ratio:

Now b) companng to refum to rrsk ratro ofall sclcc(cd scctors companlcs a\eragcs

Somc scctors companlcs'alerage ofrclum to flsk raho are ncgatrvc and somc halc

postrvc Thc avcragcs of retum to rsk rauo of Islamrc powcr Gcneratron scctor

companlcs arc hrghcst (0 055t23) Thc tclecommunrcahon scctor Islmrc companlcs

hava mean avcragc rctum to flsk ratro (0 00j153) .mcan avcregc rctum to rrsk ratro

(0 02631) of the cement scctor Islamrc companles md the conventronal cemcnt

companrcs average mean rctum to nsk raho(0 02567).rcfinery scctor Islamrc
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companlcs'mcan rcturn to nsk ratro (003015) and refincry scclor convcntronal

compamcs return to flsk ratro (0 0013a) and Islarnrc Orl & Gas companrcs have

wcmgc mcan rctum to nsk ralro (0 03321) conlcntlonal oll &grs companrcs rlsl to

rctum tatro (00289) havc posrtlvc rctum to rsk ret,o These companrcs hlvc flsk

more lhan rctlrms ln table 04 mostly convc lonal compamcs havc ncgatrvc mcan

rcfum to flsk ratro LlLc thc potrcr gcncratron convcntronal companlcs mcar rcfum to

nsl rano ((-0 00t32), Tclccommunlcatlon convcntronal companrcs mcan refum to rlsk

rano G0 016469) halc ncgal,ve retum to dsk ratro By compaflng also mcdran

avcragcs rcfum to nsk ofall sclcctcd scctor companrcs *a camc to ktro\+ thrt mostly

lslamrc companrcs havc posltlvc mcan end mcdran avcragcs rcfum to rsl ratto All

scctors Islamlc companlcs mcan avcragc of rcfum to nsk ralro arc posthvc, also

mostl) Islamlc companlcs havc mcdlan avcragc rcfum to rrsk to tatlo cxccpl

tclccommunrc.tron(-0 024014) and refineryco 0265) scctors All selccted scctor

coNcntlonal companrcs mcdran avcragcs of rerum lo llsk ratro arc negatlle So

collcctlvcly pcrformancc ls Islamlc comprnlcs rs bctter than convcnhonal companles

5.8 Comparisons of Islamic Firms with Conventionel Firms:

For the cxpllci prcturc of the rcsult now wc r.rc domg comparatrvc analysrs of cach

selcctcd Islamrc firm to othcr countcrpan firm

In Tablc 5 5 A thcre are thc cxpcctcd rctum compaflsons of sclcctcd sector Islamrc

and convcnlronal firms Thcrc arc thc mea-n mcdnn Quanrlcs 1 and 3, skc*rcss

ku(osrs ctc u tablc 05 A dcscnptrvc stetstrcs results shows that all selccted lslamrc

compa[rcs h.vc posrtrvc mcan rctums cxccpt MLCF Thc Mcdran, Qutrtrlc ],
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standard devlatron and kurtosls ofall selcctcd [slamlc md con!cnltonal compantes are

posrllve In Tablc 5 5 A mcan cxpccted rcfum of all selccted convcnttoncl companrcs

rs pos(rvc Frrstly. by compaflng thc c\pectcd retums ofpowcr gcneratlon scctor. the

Islarnrc companrcs HUBC and KAPCO havc bettcr mean tctums than convcnttonal

powcr gcneratton scctor companles llc JPGL md SEPCO Thc avcrage ofmedlan of

Islamrc firms HUBC and KAPCO and mcdran ofconvcnrronal 6rm JPGL and SEPCO

arc samc At thc cnd of thc tablc thc t-stat ralue s lcss than2 [t mcans th.t the

drffcrcncc of Islamtc and convcnttonal compantes cxpcctcd rcfums would bc

msrgnlficant
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Sccondly, In the Telccommunrcatron scctor rhe mcan of thc c\peclcd rctum of thc

convcntronal compiulrcs arc htghcr than Islamrc companrcs thc mcan of cxpcclcd

retum Thc medran cxpectcd return of the Islamrc firm pTC are morc than thc

coNcntronal firm TELE Thc Orl & cas scctor Islamrc firms hkc MARI. pOL, pSO,

and PPL hrve bcttcr meen ofc\pectcd than thc conwntronal frms hkc ApL. OGDC.

SNGP and SSGC Thc Rcfincry scctor lslamrc firm averagc of fic cxpcctcd retum

ATRL uhlch ls morc than convcnttonal firm mean avcrage of cxpccted rctum pRL

Thc ccmcnt sectot Islamrc hrms mcan ofc\pcctcd rcrum LUCK. MLCF arc lcss than

thc convcntronal firms DCL and DCKC mcan of cxpectcd rctum O\cr all the

cxpcc(cd rcfum of all comprntcs are sccms to bc same Mostly cvrcctcd rcfums

averagcs supports lhc hlamtc compentcs' p€rformmce For thc clcarest prcturc wc

calculatcd thc rctum to flsk ralo ofall sclcctcd companles rn thc followmg Table 5 5

B In the flsk retum analysts thcrc arc tclattonshlp of secuntrcs stock rctum s

condrlronal meen and condltlonal vaflance It also reprcscntcd thc ophmal portfol,o

thcory about nsL aad rctum chorce

In Tablc 5 5 (A) a.nd 5 5 (B) arc vducs arc multrplcd b1 100
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In thc Tablc 5 5 B thc dcscnptt\,c statlstlcs shows lhal thc rctum to nsk ratto ofrhc

Islamlc firms has hrghcr mcan of rcfurn to sk ratlo than convcnltonal firms avcraBc

ofmcen of retum to nsk raho and also mcdun ofretum lo nsl rttro oflslamtc firms ls

hrghcr than rncdlan avcrage ofconvcnhonal fifms Overell the pcdormancc of Islamtc

non-financlal companles ls bcflcr thm thc pcrfotnancc of convcntlonal non-financ,al

compantcs thc mostly Islamtc companrcs ha\c rcfum to sk ratlo ts grcatcr than onc

whlch shous klamtc compailres havc more rcfum comparc to thctr nsk Thc

con\?ntronal porvcr gcncrahon compartcs ll}c JPGL a.nd SEPCO havc ncgahvc mcan

of rcfum to flsk ratlo It shows thctr rcturns arc ncgatfle havlng morc flsk comparc lo

flsk Only flsk lovcr mvcstors could tnvcst rtr thcsc qp€ of compa[tcs

5.9 Comperison to previous studies:

Frndly by comparmg rclurn to flsk ratlo ard cxpcctcd rctums. thc cmplrrcal results

shows that Ovcrall thc pcrformancc of lslamtc non-financral compantcs rs better than

thc pcrformance of convcnhonal non-financral compantcs Our rcscarch rcsults arc

contrashng to Mrntaoul and Gohou (2013) UAE study thal refcr to the convcnttonal

finance pcrformancc ls bettcr than rslamrc finaacc Atso by Al Khazalt ct d (2014)

study rs contrasing to our sfudy accordrng to thcm the convenfronal tnde\cs

stochastrcally domtnetcs Islamlc mdcx rn all marlcts c\ccpt rn thc Europcan markct

by usln8 darly data over thc pcnod 1996 to 2012 And supports thc Usman and Kian

(2012) Paklst.nr srudy shows that Isl.mrc financral banks have bcncr pcrfoamancc

comparc to convcntronal banks Anothcr pal\tstmr stud) b) Mumtaz ct al (2014)

lndrcatc that thc Islamrc funds havc lcss nst than comparc to co ,cntronal

funds Hcrw.ny and Fcbflan (2013) study also measurc volatrlrty of borh conventlonal

and Islamrc stocl(s ustng Valuc-et-R'sk (VaR) Thc rcsuhs ofthcr srudy provrdc morc
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precrse tpproach rn Islamlc stocks analysrs compare to convcntlonal one Accordrng

to Al-Zoubl and Maghycrch (2007 thc Islemlc lndcx has lo*er nsks es comparcd to

conventronal mdcx md rt ts duc to the profit and loss shaflng (PLS) contract pnctrccd

by Sharretr-compllant stocks that hclp to dccreasc tnlcstmcnt nsk and havc an

anraclron for rnvcstors Thcrc arc also somc sudles whlch shous that thc both lypes of

stock havc not so much drffcrrcnc on tcrm of pcrfoamance Dharanl and NateraJan

(2011),Albarty and Mudor (2012) end Hassm and Glrard (lolt)Tlcse studrcs

concluded th{ thcrc ls no srgnficant drffcrcncc Lrclwccn thc performancc of Islamrc

finmce and coNcnhonal finance In somc studles thcrc ts sk ts more m conlcnhonal

finaDcc than thc Isl&nlc financc but rctum rs also more so ovcrall frcrfofinancc rcmatn

satnc
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Chapter 6:

6.1 Summary of thc Study:

Ihrs study exammcd thc nsk-rctum rclahonshrp bet\reen Islafitc end Convcotronal

non-flmencral finns lrstcd et Karachl Stock Exchangc (KSE) U'cuscddarlydataoflO

Islarnrc compames lEtcd m l\{cez2n Benk KMI 30 mdcx and lO convcnhonrl non-

hnancral compamcs lrstcd m KSE 100 tndcx pcflod ftom 2009-2014 Thc GARCH-M

model ls cstrm.ted for mcm and v2nancc for all sclcctcd companrcs CAPM modcl ls

used to estrmatc expcctcd rcnrrn and beta And beta ts uscd for rlsk cstrmatron

6.1.1 Islemic and ConvcnaioDal non-finencial firms:

lortrall] we cxamrncd thc srmplc rctum arcmgc of all sclected companrcs Thc

comparrson could not rcvcal a dlffcrcncc beF\cen Islamrc and convcntronal firms We

cannot drew a clcar rmagc ln bctwccn both tlpes of compantcs. so lle appllcd GJR

GARCH-M model to esttmatc mcan and v. lnce ofall sclcctcd companrcs Thcn we

calculatcd retum to nsk ratto ofall selected non-finmclal compantcs Rcturn to flsk

raoo of Islamlc and convcnttonal compamcs ls mostly posltrvc c\ccpt thc IELE

Company whrch rs fit rn to conventlonal tclccommuntcatron sector, JPJL and SEPCO

comparres whrch arc comcs from thc convcntronal powcr gcncratron scctor Mosl of

Islemrc companres retum to flsk ratro arc grcaler then one cxccpt pTC whch ls

Islamrc lclccommunrcattoD compantcs, LUCK whtch rs Islafirc ccmenl Sector

Company And thc rctum rs morc lhan r6li rn thcse Islamlc companres Ln

convcntronal compantes, thc rctum to nsk ratto of TELE, ApL. OGDC. SSGC and
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DGKC arc grcater than onc rt mcans that lhe rclurn ofthesc compantcs rs htghcr than

nsk Rdum to nsk ratlo ofconventronal compantcs fil,c PRL. SNGP, DCL, JPGL and

SEPCO ls lcss than one afld flsk ts hrghcr than retum and as profiubllry ts lcss and

not farourablc for most xlvcs(ors

Sccondly wc calculetcd cxpcctcd retum ofall sclectcd companrcs

6. 1,2 Telccommunicetiotr Scctor Companics:

Thc dcscflptrvc stattsttcs of telccommunrcat,on scctor rcvcal that mcan medtan el.

Q3 skcpncss and kunosrs of cxp€ctcd rcum ls found hrghcr es comparcd to othcr

sectors In thrs scctor convcntlonal company expected retum tcsults are htghcr than

Islamrc companrcs

6.1.3 Oil & Ges scctor complnics:

Thc descnptrvc statstlcs spcctry thrt Oll & Gas scctor companlcs has postttve rctums

81 comparrng crpcctcd rctums resulls thc Islamrc Otl & Gas companlcs gt\,cs good

prcturc than con\enltonal compantcs The refum to nsk ratto comptmsons of thts

sectot companrcs also shows thet Islamlc comparlcs halc htghEr rerum to nsl ratto

So thc pcrformance of Islamtc Otl & Gas ls bctter than convcntronal oll & Gas

companres

6.1,4 Ccmcnt scctor Compalics:

Convcntlonal ccment sector compantes cxpccted rctum results arc hrghet than Islamtc

scctor compamcs results Thc pcrformencc of conienhonal ccmcnt companl€s ls

tlctt€r lhar Islamtc cemcnl compantcs tn tcrm ofc\pcclcd retum compat,son Butlhc
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rctum to ratro comparson provtdcs rcvcEc plcturc Thc retums to rrsk of Islamrc

compmrcs arc htghcl than convcnllonal compamcs

6,1.5 Rcfincry scctor:

Thc study rcvcals that Islamtc flrms have hlghcr c\pectcd rcturn comparc to thc

coNcntronel compantcs And rctum lo nsk raho of the Islamtc refincr] sector

companrcs ls also bettcr than thc convcntronalrcfincry companrcs

6.1.6 Conclusion:

Aftcr thc search wc httretcd wc comc to thc potnt wherc nc can ulthately dcclarc

that thc camtngs from thc Islamtc irms arc far betrer lhan thc cammg from thc

convcntronal firms Thc conccpt of nsk sharmg rn thc Islamlc firms ha.s boostcd up

lherr performancc Thc rnvcstor has morc chances to get an e\tra profit by rnvcshflg ln

thc Islarnrc firms Thc mvestor s sccurcd whllc mvestrng rn Islamtc hrms bccause of

thc hplementatons ofthc Sharlah Lew rn whtch thc rnvestor can gct profit uhlch can

bc rncreescd b) thc hmc whcn thc profitabrlrty urll bc mcrcascd of thc Islamlc firm

An Islamrc hvcstor wtll prcfcr thc Islanlc firms to rnvcst bccause ofthc Halal profit

as wcll as pcacc ofmlnd As a Muslrm cvcry onc \\lshes to rnlcst and galn agatnst the

rnvcstmcnt accordtng lo thc Shanah law so the Islamtc firms arc thc best optton for

thc Islamrc rnvestor

6.2 Policy Implications for the Invcstors:

Thc final porn6 of thts rcscarch havc unpo(ant

rccommcnda1rons for rnvcstmcnt dccrsron lnvcstor can

both r)?cs ofcompanlcs

conscquenccs and pohcv

recogntzc thc rmportant of
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In gcncral, a]l irDrncral alrd non-hnancral scctors havc lncreasmg trcnd of volahltty

Thc mvestors and pollcy makcrs should bc aEarc about volatthq and rctum ofrhctr

rnvcstmcnt fusk avcrsc rnvcstor would bc tnlcst rn lcss \,olalllc asset by ustng thrs

rnformatron Il ml) rcsult rn capttal outflow l}lxch could basrs for financtal Bstablll-v

and mrght shrkc thc ongxls ofwhole cconom)
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Appctrdir:

List of non-financiel comoanics listcd undcr KSEl00 indcr end KMI 30 indcr

Company

D G Khalr Ccmcnt Compmy Ltmncd (DGKC)

Dclran Cement Lrmttcd (DCL)

Lucky CcmcDt Limitcd (LUCK)

M.plc Lcrfccmcnr F.ctory Lirnrtcd (MLCF)

Mafl Pctsolcuu! CoEpany Limitcd (MARI)

Prk stan Orlficlds Lmibd (pOL)

Paksten Pcrrolculn Lrmitcd (ppL)

Attock Pctrolcum Lrrniicd (APL)

Pekrst n Sratc Orl CompanyL'mitcd (pSO)

Sui North.m Gas Peelincs Lrm*cd (SNGP)

Sur Southcm G.s Compatry Limrtcd (SSGC)

Orl md c.s Dcvctopmcnt Compatry Lioitcd (OGDC)

Souticm Elcctrrc Powcr Company Lmitcd (SEPCO)

Japan Powcr Cencralton Lmttcd (JPGL)

Kot Addu Powcr Compuy Limitcd (KAPCO)

Hub Powcr Cohpany Lmrtcd GIUBC)
Pakistan Telccommuocatiotr Comp.-ny (pTC)

Tclccerd I-imited (IELE)

Attock Rcfinerylrmitcd (ATRL) '-

P.ki$an Rcfincry Lrmtcd (PRL)

Typc Scctor

Conventronal Cemcnt

Conventronal Ccment

Ishmrc Cemcnl

Islamic Ccmcnt

Islemic Orl & Gas

Islamio Oil & Gas

IslarDc orl & G.s

Convcntronal Orl & Cas

Islamic O & Gas

Convcntronal O & Grs

Convcntlonal O & Gas

Conlcntronal Oil & Grs

Conventronal PowerGcnerahon

Conventronal PowerGeDcratron

lslafirc Poucr Gcncratron

Islabrc Po*cr Gcneratron

Islahic Tech & ComEunlcrtlon

Convqruond Tech & Communlcahon

Ishmrc Riflnery

ConvcntioD{ Rcfncry
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Tablc 5.3 CAPM B(risk) OF NON-FINANCIAL COMPANIES

Companr.s
std.
Dav

AHCL Con -0 04 001 153 ,2 03 062 -0 56 391

ArL Con 017 .0 02 s67 .7 29 094 375 1E 90

ATiL lsl {09 001 195 -3 34 o62 ,195 10 91

DAWI,lsl -o 19 .0 15 201 .2 19 070 .0 28 341

DGI(C Con o0t 005 210 -1 55 o46 057 ss3

DCLCon 022 0 21 33t -2 62 096 010 359

DSFI. Con -o2t -0 29 555 -3 E0 131 oa2 595
Et'lGiO
Con 004 .0 02 253 -219 069 052 553

FFC lrl -o 01 o01 073 -l 01 025 .0 46 452

tlGL Con 009 00E 424 -s 64 14n -0 3s 500

KAICO lsl 00s 005 054 ,0 43 015 -0 01 3t9
K€L lsl -0 05 .0 10 269 .195 o73 06s 465

LUC( lsl 000 -0 03 189 -1 29 0s3 o44 369

MAillsl 014 010 354 -74 081 050 54E

MLCF t.l -0 32 ,016 2U -5 21 102 -1 30 555

NMLCon -017 .o 72 717 -174 053 -o 12 714

Nil,Con 002 .o 02 ts5 -133 050 040 405

PEALlsl o76 oot 434 -2 83 106 125 48t
OGOCCon {09 079 ,0 78 029 o21 270

POt lsl 001 -0 01 r63 -0 99 038 080 487

PPt lsl -o 02 -0 09 268 .o 97 058 7a7 881

liL lrl -o o7 -o 09 243 -2 24 069 011 397

TEI.E Con -o 35 -0 23 300 ,5 58 130 -1a2 472

SSGC Con 003 -0 03 170 -1 65 053 008 341

SflGl Con o0s 01s 253 -2 62 o72 ,0 43 505

SHEL ISI 002 002 291 -3 53 075 -0 40 710

SEICO Con -0 01 -0 07 39t .s t8 111 -0 4s 414
ISO lsl -015 ,0 05 215 -2 90 o14 -o a1 525

PTC rsl 001 -0 0r 250 -7 31 064 ,0 25
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