CHAPTER SIX Y*
DISCUSSIONS AND CONCLUSION, LIMITATIONS AND SUGG(%QNS

FOR FUTURE RESEARCH A

This research measures the effects of Islamic leverag (M performance of
'ac

continuously listed shari’ah -compliant companies in M sin% separated debt
data and it also attempts to investigate the optimal lev tot Is\hn;idi‘verage at
The focus i n'th&(i‘t}erest-

ﬁtKS‘ an .Yl:he panel
?‘Z' .
met re-examine

the relationship in context of Malay\%mic capit ark@‘he research also

employed threshold regression mod descrip\S(

leverage ratio and to study th%our gf co 'nuouz;%l‘?sted shari’ah-compliant
re

companies towards the typ x anli en %Q ely.
The rest of thi% is orf' ized as lfO@lS. Section 6.2 provides the key
\fhe res

' g &
findings while sect'w intj:t} %h’ implications. Section 6.4 discusses
the contributiow stu i 'y, S n 6.5 concludes the chapter and offers
¢
suggestions %re related r a?;h(j’)
S
f(l v

e Key findings >
S

which a shari’ah company may maximise its perform

bearing debt ratios and Islamic debt ratios vs.

data econometric approach was adopted as“the

6.1

\‘he capital structure of a firm and the firm’s performance area has attracted

& attention and yielded a large body of theoretical and empirical studies. However,
e

primary purpose of this research is to focus on the effect of total Islamic leverage,

interest-bearing debt ratios and Islamic debt ratios on the performance of continuously
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listed shari’ah-compliant companies using separated debt data, which hav?&h
generally neglected in the existing literature. The study also examines the %\16“31

of Islamic leverage ratio at which a shari’ah-compliant company mﬂkimize its

performance. The key findings are presented below. .i

-gmprant companies
lev rawively and

insignificantly affect shari’ah-compliant companies¥y performa ‘u&&} both

6.1.1 Total Islamic leverage and the performance of sha

The results of fixed effects show that total Is

Y
performance measures. This negative effect m i du% lisad\ogzhat high
9

debt ratio increases high agency costs and tw It r'&‘:, whigh con@ently leads to

the risk of losing control of the compawaanfar & n, 2@ This is unlikely
to occur in this study as the descri%analysis\ge S. ﬂ;@’reasoning is that the

SN
use of debt may exceed the thr%lmit 2'11[ which a ﬁ?‘i»@n maximise its value. In
addition, high growth oppo?it\i; suT tha deb@\cing negatively affects firm
i for

performance, while th% \& fewer opportunities (Mishra &

Dasgupta, 2019).$n r e ﬁrgﬁbbjective of the current study, which

is to investigateythe cffect
o !
a

s. Based_ ofi\th re@rted findings, it is negative and insignificant ,

compliant ¢

N
thereforg ityfails shoif ?e to %t of the studies concluded that the debt would

havg&gative and signiﬁcq@ﬁpact on firm performance (Yazdanfar & Ohman,
2 \simakopoulos et al., 2009, Kebewar, 2013, and Dawar, 2014), while some

& ies reported positive and significant relationships between debt and firm’
erformance due to adopting different types of performance or debt measurements
(Sheikh & Wang, 2013, Ebaid, 2009, and Abor, 2005).
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On the other hand, the result of nonlinear relationship between the squa
Islamic leverage and the performance of continuously listed shari @hant
companies is negative and insignificant meaning it has failed to establ existence
of nonlinear relationship between total Islamic leverage and the per ch of listed
shari’ah-compliant companies under both adopted performan%-a res.

6.1.2 Interest-bearing debt ratios and the performamnce of sMompllant
n&bt long-

affect the

companies
The interest-bearing debt ratios namel

term interest-bearing debt and total 1nw

performance of continuously listed shMa
performance measures, namely, R ROA, \‘BM s({n‘i'flcant This is in part

N
to respond to the second Obje% thls‘gtudy, ic o examine the effect of

nce of sh@omphant companies and the

results are negative an% 1cant." en il;tfvaa'ect acts as a sign that encourages

shari’ah- complia Kﬁ to usle \he rgg/ﬁnancmg rather than debt financing
fin

due to high cos cin neh é’asouql 2017).
'S
Q e
\
6.1.3 Is% bt rati the p&ormance of shari’ah-compliant companies

A@ Islamic debt rat1@duced mixed results. Under ROE as performance

Eﬁ , the result of short-term Islamic debt, long-term Islamic debt and total Islamic

interest-bearing debt ratios rfo

are similar to the finding of interest-bearing debt ratios, which is negative and
significant. However, the interesting part is that the three types of Islamic debt ratios

have a positive and insignificant correlation with the performance of continuously listed
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shari’ah-compliant companies under ROA as performance measurer. This also W‘t
attend to respond to the second objective of the current study. This could @ ause
the Islamic debt ratios of the shari’ah-compliant firms is smaller and &threshold
ratio at which a company can maximse its value as the reported dWVe analysis
implies. Another reason is that the growth opportunities a jor driver that
determines the relationship between debt financing and fi LX:narce (McConnell
& Servaes, 1995). Therefore, in this case, shari’ah-comph perrenced
low-growth, in which, the Islamic debt ratios affe sitively th er'oria‘mce of

NG

It is worth noting that the combmed everage prexy na@ total Islamic

shari’ah-compliant firms.

plia <'$ms’ performance
O

leverage resulted in a negative correlaw shari’ah-

under both performance measures e under t10 pf['slamic leverage into
N

interest-bearing debt and Islam - ot are en erent signs i.e., negative

and positive under ROA a I easure. T due to the fact the ratio of

are wrt its n‘te@, interest-bearing debt, therefore

Islamic debt is very s-%

in the case of comw of b1 la everage the sign of interest-bearing

debt will appea is in a negati %e sign.
The results values dr t th!re Q}no significant effect for interest-bearing debt

ratros 0 t forma }harz u?compllant firms before and after its adoption of

33‘7 1a of conventional (K November 2013 as financial ratio benchmark.

6. The threshold regression results
The threshold regression suggests that there is no threshold ratio of Islamic

leverage, which is statistically significant between the total Islamic leverage and the
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performance of sha riah-compliant companies under both models. The finding i?ﬂe
with the results of nonlinear relationship between the squared total Islamic @ and
the performance of shari’ah-compliant companies. This aims to res the third
research objective, which is to investigate the optimal level of Islamicver'age at which
he r

a shar’iah-compliant company can maxmise its performance. Its of threshold

regressions imply that asset turnover and firm size are th dictors of shar’iah-

compliant companies’ performance, while current ratio acts,as a ec.l}ew{d(ler model
2, because these DVs have resulted in a positive ignificant ati)riﬁi} with

shar’iah-compliant companies’ performance. Y. 4 \‘/T
(\/: W\ -
6.1.5 Descriptive analysis \ é

Regarding the behaviour %hari ’ﬁs&n gq#lpanies towards the

N
preferred type of debt and th%riod,ﬂthe sariptzgganalysis implies that the
D

tota inte@eaﬁng debt as a source of

sampled shari ’ah-complia\% prI

financing over total I i bt at the r (!f ‘1@% to 1.60% of total financing
4 ¢ &

respectively and withia the i@mg d e short-term debt is likely to issue,

which represent§9% oftotal i .Onﬁg‘fhe reasons for choosing interest-bearing

¢
debt over Is hebt is that t c‘st ef}calamic debt financing is higher compared to

N\~
the borr@wing Yrate dii ?h deﬁt premium and overheads per capital ratios in

Islaaning and finance (%%& Arsyianti, 2008). Within interest-bearing debt, the

sgs- debt is issued first and it represents 56% of total Islamic leverage.

Q It is worth noting that shari’ah-compliant companies rely on equity financing at
4.6 % of total financing, while the total Islamic leverage contributes only 15.6% of

total financing.
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Asset turnover ratio (AT) is defined as “an efficient measure. It is t
dependent variable that has a positive and significant effect on shari’dh- liant
firms’ performance under both measures, such as ROE and ROA ag'%‘escriptive
analysis suggested. This implies that the shari’ah-compliant firms%have efficiently

managed their assets, which at the end contributes positively t Nall performance
level of sampled shari’ah-compliant firms in this study. 0% '

Current ratio is deemed as “a liquidity proxy” in esea h..\Fhide‘rage cash
ratio of sampled shari’ah-compliant firms stand%v%, which i glkat Ya'n 1
implying that shari’ah- -compliant firms have cy % i ema«LLz/ enerated
avsﬂ‘aom e eff accordingly

L., 2@: Alina Zeb, Sher

0@ is worth noting that

funds over borrowing as a source of ﬁna% hi

observed relationship in the existing tuQ(Zainudin
Khan & Muhammad Igbal, 2016, a war, 20\.T¥r

N
firm managers should find a fineudi alin nwith liquadit Qc;zause in some cases, high

ratio of current assets may lﬁ\gwe’e 1tability @nakopoulos et al. 2009).
The descriptiv% indic‘:g s 7 .13‘%@6 sampled firms are originated

' g
from three major s s out @Sﬁ ecte%%lomic sectors, which are industrial
products, trading/serviees and.C mer @%ﬂcts representing 33.44 %, 19.67% and
¢ ! C—)
19.02% res %ﬁ Infras r! (IKS) sector maintains the lowest ratio in overall
\
iz;t

the sam% thef: 66‘V@owed by technology sector at the rate of 4.26%.

Bec he Infrastructure (IP(C);’ a small sector with total number of five companies.

e

\centage change ratios indicate the Islamic debt ratios have increased after
e

& mentation of financial ratio benchmark in 2013 across the three debt levels namely
ort-term, long-term and total Islamic debt at a rate of 26.9%, 74.32% and 64.17%

respectively. On the other hand, the ratios of interest-bearing debt have experienced a
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decreasing rate at short-term, long-term and total debt levels with the ratios of -1 A
-5.25% and -9.64% respectively. Moreover, the total Islamic leverage, Wl%\otains
both Islamic debt and interest-bearing debt, have grown negatively at tlef -4.37%
meaning the gains from the Islamic debt are still far less from the 10§ses of interest-

bearing debt due to the newly adopted financial ratio benchmaiEN

6.2  Implications of the Research .\d‘
The outcomes of this research have @4 poli
descriptive results reveal an astonishing fact t ota%'
only 16% of total financing of continuous@a
e

Malaysia. It implies that equity financ ccumulates 8 f tot@ ancing. This can

be due to a number of reasons, i.e%/er gro%\pg) "é, exceeding the debt
%m )
0

optimization ratio, and lack of ent of capital mzo (McConnell & Servaes,

1995, and Govori, 2014). \ l R
ave

However, the i arkets
&
economic growtwmﬂl 1cien$p’ital market provides two important
elements: sufﬁ% anci il, arééw-cost financing, which affects the
¢
performanc %f the/fi o{oriﬁ-‘%‘& 4). This is in fact one of the major reasons
h :

Beik & Arsyianti, @T

i ased on these grounds, there is an urgent demand for financial regulatory
r

a&e@major role in innovation and in

Ma

d ities in Malaysia, such as Bank Negara Malaysia and the Securities Commission
alaysia to review the Malaysian capital market and improve the efficient level of

equity-bond market, particularly debt securities and Islamic debt instruments, which in
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part, participate in offering lower cost of financing and as well as borrowing rat

to some extent, will improve the participation of Islamic leverage of shari dh- liant

firms in Malaysia in overall debt-equity structure and enhance the perf&e level of

shari’ah-compliant firms particularly and generally the economic ngf Malaysia.
Another important fact is the total Islamic debt con‘%t: 1.607% of total

Islamic leverage ratios of shari’ah-compliant firms, whic a'wery low percentage.

With this in mind, it is worthwhile to know that the tot ami dwssulted in
positive effect with ROA as performance indicator;) rati isi tﬁe @i ‘ah-

ic]‘\agftlrm may

compliant firms may fall beyond the debt o

maximise its performance level. In additiw

continually shari’ah-compliant firms M Ds
debt, while the remaining 80% adc%only inte\sb}_q.sya i g@:‘bt at a ratio which is
% 2

within the criteria of 33% of fi 1 assets in order to fMaintain the shari’ah status.

This is another reason that ?e zle 1on of the %rities Commission Malaysia

6.3 @ribftiﬂ) he R‘Z@rch

As divided in three @ries i.e., body knowledge / academic community,

C%\i ion for industry and policy makers.
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6.3.1 Body knowledge / academic community Y'

In terms of body of knowledge, it is considered as the first stud@ has
investigated Islamic leverage and continuously listed shari ’ah-cmt firms’
performance using separated debt data and adopted very rew sampling
requirements. Besides, from its pioneering research implicati Mﬁndings of this
study enrich the body of knowledge in the field of %;b' financing and

continuously listed shari’ah firm’s performance. The bi con ibWthls study

is applying separated debt data, which intends to a potential bi ec’ @s and

stan@i debt as it is
se a@?&bmed debt data

without defining/separating the pro of 1nte\f‘b$r' ,ceh from Islamic debt.
\
Another contribution of%dy 1sﬂ that i@ term: ample requirements, the

study demands each shari @mn S e co usly reported in every semi-
annual report of the S% ommi 510 a‘la@ particularly during the selected
study period in ord wart oft y ] saﬁe’

Fmally, 1rst 1 ﬁg kind to study separately the effect of

misleading findings. ‘.

In contrast, the existing literature ted’ the

reported in Datastream and Bloomb atabases, whicC

interest-beari hot ratios_a éta{?amlc debt ratios on the performance of
continu ed S/&uw)?)mpl@ firms on the Main Market of Bursa Malaysia.

X
A &
ntrlbutlon for industry
F or the industry contribution, the study emphasizes the role of Islamic leverage
Islamic capital market namely shari’ah-compliant securities, which are representing

an average of 57% of the total Malaysian Islamic capital market and 35% of overall the
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size of the Malaysian capital market. Based on panel analysis, the overallw
indicate that Islamic leverage has insignificant effect on shari’ah- com%\rms,
while the descriptive analysis suggests its ratio stood at 16% of tota ing. This

requires to re-visit the overall debt-equity structure of shari’ah- compl%t securities.

6.3.3 Policy makers z '

Finally, policy makers have to address the factor di ‘Bged: adopt1on

equity /st re'ar@owde

-Cél f shariah

of Islamic leverage in shari’ah-compliant securities’
intensives to improve the ratio of Islamic leve

firm, which may participate in the perform 0 harﬂfh c plla

6.4 Suggestions for Further S

The research examlnes t ratios and Islamic debt

o
:"
Es
[¢]
-
(9]
w2

ratios on the performance 11 @comphant firms in Malaysia
using separated debt d the scarcit ot‘t pe of study on this issue, further

' g &

research is needed l %(J
The res ch base 'ountl ased performance measures. Therefore,

¢
the study e s s{o @her investigate the impact of Islamic leverage
on the nce Of ‘;zh c 1ant firms applying market-based performance
nd following the s ethod of analysis and the sampling criteria

econdly, applying other econometric analysis is highly encouraged. In
icular, there is a need to enhance the model specifications for measuring the effect
f interest-bearing debt ratios and Islamic debt ratios on performance of shari’ah-

compliant firms in Malaysia and globally.
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Thirdly, the research recommends the future studies to conduct comp
contrast studies, which sample the two types of listed companies on Bur%\ysia,
i.e., shari’ah and non-shari’ah-compliant companies. They provide* insights,
which shields light on the shortcomings of the existing system and provide suggestions
to the financial regulatory authorities. V

Fourthly, the models developed in this study are a KZl 'ountries, which

particularly have a developed shari’ah screening met and fpro I‘le list of
shari’ah-companies. To ensure the comparability o data, the iti)riQYu:lies
should be highly encouraged following the sampli equ% d ad@i'ng panel
data analysis. V 0‘ é‘r

Finally, a case study approach % the analytieal fr@%\rork will provide
in-depth understanding of Islamic leﬁje and M %e. oreover, interviews
with officials of the Securities%sionﬂ\/lala 1a, so@nembers of the shari’ah
Advisory Council and shaxi ah- co pan& xecutive management team
would be an appropri HY; to"Icili te lthb&derstanding of the issues from
different perspectiv; l \ %é})

&

('} : "(j’o
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