CHAPTER V :DISCUSSIONS, RECOMMENDATIONS AND

CONCLUSION T
5.1 Introduction \

This chapter discusses on the findings, which are revie@;t historical

events as a means of validating the results. Conclusion and r endations follow
suit. l

NY.
5.2 Summary and Discussion of Findings ' .\c}

The results of the descriptive summar ines t% |onal$;:ks have

the lowest single recorded skewness t\K8} (Luy‘er ustriagurthermore,

conventional stocks also reported hiM ge value kur@ at (54.55) while

Shariah-compliant stocks average a@ﬁjS). Over\rlnﬁl g rtfolios showed similar
€ .
values for all the observed QS ut a more iﬂgent observation places

%en compared with Sharia-

/B

A

conventional stocks at sli igh'r oungaries

compliant stocks. % \:B ;‘.l

Additionally,%the two ro were
downside beta. 4his was do i ‘
¢
analyze whij rﬁor’

s{he@cvenside beta while closely mapping the FTSE

olio mini
N
Bursa Malaysi& dowfisi m @\erns. From the findings, a visual trend on the

gra igures 4.2 and 4.3.)@6icate there is slightly lower downside beta in

co?\ional stocks relative to the Sharia-compliant stocks. Furthermore, there is more
e

7

as a model to mirror the market

=,

y by@}su g the GARCH (1,1) model as a tool to

Q stence of beta shocks in the ARCH and GARCH parameters for conventional
tocks (1) when compared with Shariah-compliant stocks (0.78). The persistence was
computed by adding the ARCH and GARCH parameters.
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5.2.1 Research Objective 1

The HV, EWMA and GARCH (1,1) all show similar patterns for the dowanside
beta. Furthermore, the GARCH (1,1) model has milder upper and low r@ries.
The years 2015 to 2017 is a bearish market (declining beta) while 2&2019 is a
bullish period (increasing beta) as evidenced by Yahoo Finance (2021mis plausible
because high downside beta clusters discourage investors and triggers bearish
market periods while low beta periods incentivize investors: riod‘with the highest
density of beta spikes was in 2019. Shukry and Vishnoi ( ) fo nM,ori e fall

for that period was remarkably low. This is co nt"with the m&sj{@alned.
Furthermore, the highest annual average of dovv-bet 6..9 was ‘;3615. This

can be attributed to the political instabiliEWas ir?‘fhe cauntry,~eovered by BBC

ed t@e allegations of a

(2015). The unfavorable political envi

sitting prime minister been alloc t%oo mill'\‘oxa j\f‘ﬁ-}his bank account by

unnamed donors. This ten\ uation
Development Berhad (1M d;ll hig@olausible premise because the

i
: : g (
Asian emerging mark% earched” by
N &
I

g‘garW;,' Inclan & Leal (1999), is vastly
influenced by cou Mcific Qol teal; socia@deconomic events. These forces have
a huge role to w ctatin re ta. The downside beta for 2017 and 2018
Em el
compresse alsQ evident in @Standard and Poor’s 500 (S&P 500) index
volatilit n (Ed,“2 .final@wre is increase in downside beta as the model
be@\ore rigid with para@s.

.2 Research Objective 2
Q The average conventional stocks uniformly record slightly higher downside beta

compared to its Shariah-compliant counterpart across all three methods. Based on the

‘tat@lzed as the 1Malaysia
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GARCH results, the average downside beta for Shariah-compliant stocks is at 23%
while the conventional portfolio stands at 24%. However, based on random Sw
of 100 company stock returns, the study reveals that the difference in d \& beta
between Sharia-compliant stocks and their conventional counterparfkatlstlcally
insignificant. This conclusion was reached through the t-test. HWr, different
opinions have been shed on this controversial issue. The superigrit haria-compliant
stocks over conventional stocks with respect to beta is sup Yy.Ralmlall (2010) for
firms in Malaysia. Pranata & Nurzanah (2016) also e to h| g On the
contrary, Mansor & Bhatti (2016) argued the superior conventio dt@emg

less volatile than Sharia compliant portfolio. H hi und.@t.'Sharlah-

nd su@g‘he findings
hm@&ow). Figure 5.1

;@\for both portfolios.

Downside volatility of SCS and CS

of Kholifatul & Fauzan (2016) and wl Ab

highlights the results for the GARC

20.00%

10.00%

SCS CS No. of company stock returns

0& 1 3 5 7 9 111315171921 23252729 3133353739414345474951

Figure 5.1: Downside Beta For both portfolio
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While the random selection of 50 Shariah-compliant stocks and 50 conventional
stocks indicates a neutral preference in downside beta amongst the two portfolw
research discovered a growing divergent result in downside beta for al@ that
recorded an annualized beta greater than 41%. Bahloul, Mroua & Naﬂ%}l?) used
the Markov switching regression model to explore the impact of copventional stock
market return and beta and various macroeconomic variables nMc stock markets
returns. While the study reveals Islamic stock indices are mﬂ y conventional
stock indices returns for both low and high beta regimes St provi eWeral other

Ay
macroeconomic variables failed to explain the dyna of Shariah- n’pl}fﬁ;\tock
s includ omi@vvth and
unemployment rate. The essence of highli the p,@s;search is to
emphasize plausible discrepancies thx;%cur for et imes in Shariah-
compliant stocks. Ergo, with simi%ta tre@;&%ir &Q‘\)entional counterparts,

further investigation on extrem und&ies could provide unanticipated results.

523 ResearchObjegvi\Y' I '§
rtin SW

The average So atio F‘ aif-‘ liant stocks is more rewarding as

compared to its @nal !)unt art. T\ is consistent with Kholifatul & Fauzan
(2016) and @ Ansari ( .'Aﬂa%‘,Jthe insignificance in downside beta for

indices especially in high beta regimes. These

>
(=]

/é;

Shariah- o%-n stocks agalnst their.eonventional counterparts does not play a major

role i cing the Sortino . tg.as evidenced by the findings. In contradiction to

t i&%arch, other opinionshggest indifference in performance between the two
0

ios (Hosen, Tunku, Rahman, Ashraful, Chowdhury & Masih 2018; Tikenmez et

0 2019; Trabelsi et al., 2020). Also, Rana & Akhter (2015) argues conventional

portfolios are more rewarding than Sharia compliant portfolios.
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Risk-reward
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BN P/S
It is evident from the %ve tr?at Shariah- c@ant stocks slightly edge

over their conventional co % vastimaj ga)f company returns analyzed
using the Sortino rati ontradicting re guhb’

egin to show on the outskirts of

40

high performance Nﬂary ' it é rtain that Shariah compliant and

conventional s S|g nt differences in downside beta scores
when comp e Sh ria dlawc?dex do records a higher performance when
compar con\é cou arts The implications of this finding therefore

pro vestors to show pr@nce in investing on Shariah-compliant stocks over

th &ventional counterparts.

S
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5.3 Limitations & Contribution of Study

The scope of this study is limited to a total of 100 Malaysian firms’ sto ms,
with 50 being Shariah-compliant securities and the other 50 as conve t ocks.
Shariah-compliant portfolio constitutes 50 stocks that are recognized by NSE Bursa

Malaysia as Shariah-compliant whilst conventional portfolio consists R 50 stocks that

are all classified as conventional stocks under the same FT Malaysia. This

allows for unified separation of the two portfolios harm tfz principal data

used in assessing the downside betas was the daily retur the firms: vyevg{bthe

data set used to compute the downside beta of the@anged ro nbaryi?blS to
January 2020. This period was chosen primar e\{ j econoEi'c events
\Y |

occurred and therefore downside beta | Wute
situations. This allows for easier repllmg study cet pari@in other countries
a\ S.

and providing a better comparativ: for the

There are different %o timate) dow beta. Nevertheless, the
researcher finds the listed od1 %?
accuracy to arrive at tqg r

u en h in respect to method and
l
‘;tjhe ods are the Historical Volatility

o
o
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=
o
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o
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o
3
o

3

Model (HV), the ntlall* \med M g Average Model (EWMA) and the
GARCH (1, 1) ho ! (50
‘Y2
Th e ds e emp yed i C|pally due to the high level of effectiveness
and co ties p? in theQ, Three objectives are set to be achieved by the

ation of these modelsf;?h’e first objective aims to explore the general behavior

nside beta for FBM KLCI. The second objective addresses two major
0 ponents of the FBM KLCI with respect to risk. These are Shariah-compliant stocks

and conventional stocks. The third objective explores the performance of Shariah-

compliant stocks against their conventional counterparts.
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Highlighting the contributions of the study, it is factual that Malaysia is
predominantly a Muslim society. Therefore, the study provided a model that pot
addresses a majority concern in relations to adopting an investment scl@}at is
familiar with the mass and in most ways aligned with their norms #Nlues as a
religiously governed state. It addresses the question of how much Safer is Shariah-
compliant stocks over conventional stocks, or vice versa. \,

Finally, a meticulous study of downside beta a rZrmarce of Shariah-

compliant stocks and conventional stocks cushions out for othe ial models
oy
to set as benchmark upon which their progress, or | ereof,is eﬂ inst. A

particular example is the momentous wave of i amidst’ seci ista@l'g during
the COVID-19 pandemic (Dubey, SonarJ:t \ The%\gegw financial
frameworks would require a yardsticl\%r to unco
society where punishment is Ievie%investoﬁxgi

N
models. Additionally, investor Ieare? info atior(nf?’ooth downside beta and

performance of Shariah-cor‘i\&;iantocl ir cog tional counterparts and such
information allows the e betterl infofmed d@sions on investment strategies.
NG,
5.4 Recomme kh» %
N

There@ de ire%\ to be able to gauge and optimally leverage

resources %’ﬁmes inevit Ieiéhses. Therefore, greater interest has been shifted

heir, <Sningfulness in a

Wl ndesirable financial

&

4
to inc wdoption 0 dif{ar R(?ther asset classes to compliment the traditional
)
c tional and Shariah-com\pliant asset classes (Nasr, Ben, Lux, Ajmi & Gupta,
; Ku-Mahamud, Omar, Abu-Bakar & Muraina, 2019). A good example is the fast

wing fintech industry which is quiet desirable for investors especially during the

COVID-19 pandemic (Kalmykova & Ryabova, 2016). Therefore, beta can be explored
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for newly emerging financial assets to continually soften any unforeseen future shocks
for investors, economies and individuals. Furthermore, given the findings i

research, which hints of a growing disparity in downside beta as well as pe ance
scores for highly volatile stocks, future researchers are encouraged to féﬂboth beta
and performance for Shariah-compliant stocks and conventional stocksithat are exposed

to high beta. Finally, other approaches to downside beta such qs m ariate GARCH

can be explored. '

5.5 Conclusion g \Y‘

c,)
p tfoI'iQE..%ver its

NV
dow. SYQES on either

The implication of investing in a Shan comp}ia

=

conventional counterpart is a contentious debatefwit

side. However, the findings of this re@pp argumen that Shariah-

complaint stocks and their conventi hﬂte ts, A? Mg&?ian firms as a case
&? A
study, share equal downside be itsﬂ'%, the(%is clear superiority in
7]
performance for Shariah-comm eturns eir @ﬁ/entional counterparts. The
N

study further reveals th‘c ass%ing tig?#er p arpet proves measures of downside
ermore,

beta estimates. Furth the\@ iﬂ.(Egeyes the average performance of a

combined Shariau&q\pant dc ntior@'rm returns outperform the market. This

N

is supported@\)ﬂans r & ?tl ( ), who issued similar conclusions on
performa Qﬂ! gr‘g of/ls ml@%nce is a plausible justification that Shariah-
Z&

compl nesses have an elem/&.t of superiority over several other competing asset

&
%as its market size comues to grow, highlighted by Quilter-Pinner & Yan

. Therefore, a reasonable implication of this research is that there is a wider
ertance and practice of Shariah-compliant trading.
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