CHAPTER 5

RESULTS ANALYSIS :(‘)

This chapter presents the empirical results of total Islamwljx:ge and interest-
bearing debt and Islamic debt’s effects on the performancegpf c¥.1stently listed shari’ah-
compliant companies in Malaysia. Following this intr: n, th re!st offthe chapter is
organized in five other sections. Section 5.1 is a discugsion of the des p’iv_g\ sttics for

the dataset, while the correlation matrix is the focus isection5.2. ction?:ﬁ reports the
N

Nrageétgt*he performance

aysﬁfe discussed in sub-
section 5.3.1. Sub-Section 5.3.2. details_the effec %1 g@e debt and total interest-
)

bearing debt and the performanc sistently

panel data analysis. The findings of the effect,of total Isl

of consistently listed shari’ah-compli mpanies 1

[am—

ted sh@i’ah-compliant companies in

lonig-te slamic leverage ratios and the

Malaysia. Short-term Islami%ge
sha

performance of consisten h-c 1ia ompanies in Malaysia, followed by

sub-section 5.3.3, Wwdressfs
debt ratios and p Nanc lciv :

The chapter s ary is presented

ri
4 &
\effects <C?&‘fnterest-bearing debt ratios and Islamic

& |
ctio @dlscusses the threshold regression models.
’ 4 L J

n sex&dn 5.5.
<>
b 9

& v
A S
5.1 % ive Analysis

ection also provides the summary of statistics for the rest of DVs, [Vs and CVs.

t also gives hints about the behavior of shari’ah-compliant companies towards the type of
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debt, i.e., interest-bearing debt and Islamic debt and as well as the length of bgavncing,
namely short-term or long term, using descriptive analysis as the analyti (@.

Table 5.1 provides a summary of descriptive analysis of the %s and CVs of
the research, including the mean, standard deviation, minimum imum. The mean
of ROE and ROA are 0.0969 and 0.0605 respectively, whic su&s’;ﬁhe sampled shari’ah-
compliant firms performed well during the selected s riod. ! atios indicate

the shari’ah firm’s ability to generate income by Q*m equi and s?ets “X-ch is an

efficiency sign for asset management. The descriptivésgnalysis also portwhat the short-

term Islamic debt ratio represents the smallest d t raﬂo i

\the coﬁents of Islamic
leverage ratios, which is 0.255%, whlle@ge sho in@st-bearing debt holds

8.54% of overall debt-equity ratios of s z’a co t fi S\It is the larger debt ratio

within the Islamic leverage com The average mzo f long-term Islamic debt is

0.01355, while the long-term e -b M age mean is 0.0544. Moreover,

the average means of the%s amlc bt t‘ot@terest-bearmg debt are 0.0160 and
NG

0.1397 respectlvely | %

&
This con @y spgge 'th&)@pled shari’ah-compliant firms rely less on

debt for thelr ncihg tmzt 15 @ of total financing, attributable to the fact that
e

debt fina ecreases b ¢ grovq:h especially during times of limited economic
§ )

oppo (Ando, Matsumot\ca?nd Matsumoto, 2017). Within the Islamic debt, the

analys1s implies that the sampled shari’ah-compliant firms prefer interest-

earing debt as a source of financing over Islamic debt and within the interest-bearing debt,

the short-term debt is the likely choice. One explanation for preferring interest-bearing debt
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over Islamic debt is that the high cost of Islamic debt financing compared to{%rrowing

rate due to high default premium and overheads per capital ratios (Beik yianti, 2008).
Within interest-bearing debt, the short-term debt represents 56% of tgtal debt financing of
shari’ah-compliant firms. 3.

The average total Islamic leverage financing cont 'buw.%% of the sampled
shari’ah firms’ total assets. The outcomes also indic e V!:ra otal interest-
bearing debt is 13.97%, which is lower than the ¢ gonal t resh d 'ratl 33% of
firm’s total assets (Securities Commission Mala 017).#This i one Qﬁthe primary
requirements for shari’ah-compliant companies to algﬁaxlr ste%&vﬁven if we take

into the consideration the combined t\%mc lev A w@‘- includes both total

interest-bearing debt and total Isla bt, it 1

N,
conventional debt, which is equa% ess tﬂan 33%i0 § s total assets. As such, the

results imply that the selecte 1 ah-r ies have maintained one of the

key requirements for a ﬁn% nt 1n'59

& allocated threshold of

4’?1/

he ?ple\h& of this study.

manjéﬂescnptive analysis
&

T Nl repf)rt
e &(j}Dev. Min Max

0.17947 -2.45 3.28

‘7./“ -

Variables @
7‘ ’
ROE 0.0169?
o.oHi

ROA 3 | 0.143244 20.59 5.65
A >N
STIDN, 0002557~ | 0.01218 0 0.19

% 0.085393 0.094653 0 1.39
T 0.013557 0.058455 0 0.69
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LTIBD 0.054418 0.07206 o 3.77
TID 0.016029 0.06317 3 ’ 0.69
TIBD 0.139725 0.123784 0 T 1.39
TIL 0.155639 0.139751 N 1.39
AP 0.302246 2.806138 i 121.73
}
CR 2.675906 3.217004 o' '\d 64.15
AT 0.744467 0.517229 (, ; ' (:\‘5.09
_\<
GRWTH 114.3396 1100 J1:10 \'T 31528.8
- =
SIZE 2074876 1.@ 0\ 0 {\ 3.68E+08
% ., £,
Note: ROE: return on equity. ROA: return on ts. STID: short-t sla bt. STIBD: short-term interest-
bearing debt. LTID: long-term Islamic debt. LTIB g-term int ea bt. TID: total Islamic debt. TIBD:
total interest-bearing debt. TIL: total Islam1 ev rage AP: eqmw ayi ék current ratio. AT: assets turnover.
GRWTH: firm growth. SIZE: firm size A
= & (_,)V
“« Q-
e <</
Account payable (A aya y account payables and other

rest-bearing debt. The descriptive

liabilities, rather than de%, slamu] sy I{d
results state that the unt pa[ya ade u
companies’ total f Th

¢

22% of average shari’ah-compliant
'1s ey, ?ﬁ{lgher than the percentage of total Islamic
leverage in t

a N com\ﬁ;;ant companies’ debt-equity structure. This is

because, c unt p 1§ 1nt$ and profit-free liability and it is payable within
three f the date issued oisathm an agreed period for the involved parts. This is an
at the sampled shari’ah-compliant companies rely on internal financing and the

@t payable as means of short-term financing. This may positively affect the shari’ah-

compliant companies’ performance in the upcoming regression outcomes.
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Current ratio is defined as “the ratio of current assets to current liab{QE’, which
is the liquidity measure of this research (Moosa & Li, 2012). It is dete h greater or
less than one (1). If the results record at 1, it means that a company’s %n.t asset is exactly

the same as its current liability, which is an indicator of COW financial health

(Fernando, 2020). Y'

As the descriptive result shows, the averag ratio fl led shari’ah-
compliant companies stands at 2.67%, which is greategthan 1, suggesti ihat thggampled

shari’ah-compliant companies have more current ass et thei peraupnal expenses

XIest/rqg~ payments. The
finding shows that shari’ah-compliant @s tend t

r ir@wlly-generated funds
over borrowing to fund their operatlo S. \T

“Asset turnover” is deﬁn%an indicator «of ency, which measures the

company’s use of its assets a\? lu 1€s cros‘gcéctors” (Nurlaela et al., 2019). In

this case, the mean of as ver ratio st g; @44, which is relatively less than 1,

and the periodic payments such as the principle ‘and

but, the low asset t at10 10u attrlb to the fact that the sample size of the

current study ma ta1 nara pel@ of shari’ah-compliant companies across

industries, whi€lym haV variou ass (.ttlmover ratios. This is one of reasons that could

cause a r in the 0 ralf avnge asset turnover ratio of the selected sample firms
\/

(Haye . Despite the relatl y low asset turnover ratio, the results may still suggest

er ratio positively affect shari’ah-compliant companies’ performance in the

coming regression estimations.
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The growth averaged at 114, but its values ranged between -100 an(%?&& The

expectation is that the growth may end up having both positive and ne t%gns on the
performance of shari’ah-compliant firms due to the type of perfo ce measures. The
overall size indicates the sampled firms are well established in terfas of| size presenting
an average of 12.16 in log-term and within the range fro .%0'19.72. This is a clear
indication that size will result in positive association i e per of shari’ah-
compliant firms in the upcoming regression results. Y.

The table 5.2 provides a comparison betweendthe means of the {,u;h variables

\ﬂark gf ovember 2013,

either equal or less

before and after the implementation of ﬁn%Ctloﬁ)
which requires the ratio of interest- bear@for shari

rm
than 33% of its assets. This is in orde tolist the 1 @rcompliant firm. For the

purpose of achieving this, the sa%s roupedrinto EQ ub samples: Sub-sample 1

contains the period from 201 subrsam covers 2014 to 2017 period.
The percentage c Oﬁs svtv t } h ah compliant firms have enhanced

their performance af?QQtlon (lf 1

and 21.77% unde mad te

Moreover, 1t ra indicat

1al rat enchmarks at increasing rate of 13.85%
]maEg}neasures i.e., ROE and ROA respectively.
the Is@mc debt ratios have increased across the three

levels n 2 rt te “, ng"terrrr‘und total Islamic debt ratios at 26.9%, 74.32% and

64 17 tively. On the othe\hand the ratios of interest-bearing debt have experienced

g rate at short-term, long-term and total debts with the ratios of -12.32%, -5.25%

.64% respectively.
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Moreover, the total Islamic leverage, which contains both Islamic del%i interest-
bearing debt, have grown negatively at the rate of -4.37% meaning t %s from the
Islamic debt are still far less from the losses of interest-bearing due to the newly

adopted financial ratio benchmarks. This has affected negatively4he ratio of current assets

to current liability, which stood at -3.39%. As known, the btw of the major parts of

financing and the reduction of debt ratio will lead to a e in cu@?ets in order to
@

meet the current liability. ' 0\)3
On the other hand, the percentage change ragio recorded inckgasing rate in
Y

account payables as a source of financing %Z togf\ﬂ‘e
financing and cover the financing gap c@ new fi 1 rabf'guidelines toward the

acceptable ratio from the interest-bea@ﬁebt imp: EM T @Zﬂrl’ ‘ah Advisory Council

[

S
of the Securities Commission M ia. “« Q-
A‘Q
, N

nee r the short-term

o,

/%/
}-“
7
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Table 5.2 compares descriptive analysis before and after implementation of ﬁnaﬁai ratio benchmarks

Y -

Variables | Mean Std. Dev. Min Max Mean Std. Dev. MiS \fPMax Percentage change in means
Sub-sample1:2010 to 2012 Sub-sample2: 2014 to 201
ROE 0.091451 | 0.162092 | -0.936 | 1.31 0.104118 0.202295 4] -27449 | 3.283 0.138511
ROA 0.054659 | 0.092111 | -0.587 | 0.47 0.066561 0.183807% | -0.495 | 5.653 0.21775
STID 0.002197 | 0.010338 |0 0.11952 | 0.002788 0:012666 ’ ‘e\d 0.191819 | 0.269003
L
X
STIBD 0.092669 | 0.110334 |0 1.38841 | 0.08125 @&502 ' [ _;\‘.475452 -0.12322
)y Y
LTID 0.009612 | 0.049476 |0 0.64221 | 0.016756 Y'-G.%{Ktr’o ‘?\') 0.694051 | 0.743238
" Or
LTIBD 0.055919 | 0.070428 |0 0.60431 0.05@%/ 070 @%\ 0.648756 | -0.05254
(]
TID 011811 . 12 642 1 i 8. 694051 641
0.0118 0.0535 0 0.64270 2:09 QQ &\ 0 0.694051 | 0.641605
TIBD 0.148576 | 0.134886 | 0 1.39173 0 ,:2.113 0 0.731468 | -0.09649
\ \ x<<1
TIL 0.160566 | 0.144262 [0 1.39173 “+0.1 w\‘j 0<.\$274 0 1.38166 | -0.04376
y = L N
AP 0.254274 | 0.88224 0.0021 Mjﬁ’ 0.‘}!509 :' $3900254 | 0.0160 | 121.7315 | 0.419496
N cY
CR 2766117 | 3.058205 | 0.21 A 6 | [2 2387(2/\3" 3.126927 | 0.1 55.9 -0.03389
& \ oy oy
AT 0.712117 | 0.473283 | 0.0 \,3.76. ? ‘(_)l79@,§45 0.537364 |0 5.09 0.114346
— - ( )
GRWTH | 4.945896 | 75.03434 Q- 183542 )| 2823416 1566.499 | -100 | 31528.8 | 45.97664
A“Q » : 4 : bt
SIZE 1641003 8690555 N 54115 1.41E+Q;J‘2475808 1.81E+07 | 19.963 | 3.68E+08 | 0.508716
~) A

L
Note: ROE: return on equity. ROAxr8turn on assets. STID: short-term Islamic debt. STIBD: short-term interest-bearing debt. LTID: long-term
Islamic debt. LTIBD: long-te t-bearing debt. TID: total Islamic debt. TIBD: total interest-bearing debt. TIL: total Islamic leverage. AP:
account payable. CR: current ra : assets turnover. GRWTH: firm growth. SIZE: firm size.
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On the other hand, the sampled shari’ah-compliant firms mainx%entrate on
eight sectors out of thirteen economic sectors namely constructio nsumer products,
industrial products, infrastructure (IPC), plantation, prop% technology and

trading/services. The table 5.3 summarizes the sampl re%sentation of the eight

mentioned economic sectors. Moreover, 72.13% of th e ﬁWiginated from

L ]

three major sectors, which are industrial products, trading/services and'€o suxaggﬁroducts
pectivel

A

representing 33.44 %, 19.67% and 19.02% res y. Anfras ctureg'(IPC) sector
Y

maintains the lowest ratio in overall the sa%' e qﬁt ate of %, followed by

technology sector at the rate of 4.26%. @ the I tu@i)C is a small sector
with total number of five companies. % :\
E ﬂ
i

=]
Q

R
J;
/7)’

7
&/
Table orts, quericies §
i

precents
N
Industry 3 C ariies Percent Cum.

Construction Q é"’ 8.2 8.2
, @

s

Consumer Prod \ 19.02 27.21

s
Industrial Pr@; 49 ) i 33.44 60.66
23 <
X

'y

Infrastruétu C) J16® - |2 0.66 61.31
A KoM
Plantﬂq 200 v 25 8.2 69.51
ies 160 20 6.56 76.07
echnology 104 13 4.26 80.33

126



Trading/Services 480 60 19.67 l:i

Total 2,440 305 100%

5.2 Correlation Matrix \¥~

It is important that the variables used in the model d omit perfect collinearity.
It is one of the issues that lead to biased estimates. re, co ellati matrix is the
perfect measure to determine its existence within thetadopted variables. its‘@)gé ranges

from -1 to +1. The -1 value indicates a perfect nega corrglatio wh@’l suggests a

\1thin @a.lues. The closer

To avoid perfect collinearity i three s\arug els are run, where the first

model applies only total Islamic l% (TIIS containi
interest-bearing debt, while t%nd odel u 'lizeSIal interest-bearing debt (TIBD)
and total Islamic debt ( third gnod #@hor‘[-tem Islamic debt, short-term
interest-bearing debt,,@rm Is‘lam bt auéyng-term interest-bearing debt as Islamic
debt proxies \ | C‘)(SQ

B
4
Table ] th/t tR?F:'S(oérrelated positively and significantly with asset

 §
turnover wsize, wh ité related negatively with firm growth at a significant level.
. ; N

The RK

S%\ a significant and positive with current ratio, asset turnover and firm size.

prefect positive correlation. Zero value indicates no

value to 1 shows a strong correlation. : ,

as a negative and sigﬁicant relationship with total Islamic leverage, while it
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Table 5.4 reports correlations matrix in the first model \i

Variables | ROE ROA TD AP CR AT :‘s% LSIZE
ROE 1

ROA 0.4883* | 1

TIL 0.0042 | 0.0743* | 1

AP -0.009 | -0.0115 | -0.0001

CR 0.0105 | 0.0846* | 0.2302*

AT 0.2390* | 0.1424* -0.0104@8

GRWTH | 0.0429* | -0.0281

\
SIZE 0.0896* | 0.0 . . 5&k216 0.1325* | -0.0179 1
b

%{al Islamic leverage. AP: account payable. CR:
growthr SIZE: firm size.
N

C\ Y $
The ¢ latign matrix=in\the @nd model shows that the ROE is correlated

Pl
positivey\iﬁcalﬁlmvzwtotz@mic debt, asset turnover and firm size, while it is
N

related& ely with firm gro@at a significant level as it is displayed in table 5.5. The

R negative and significant relationship with total interest-bearing debt, while it

@with a significant and positive with current ratio, asset turnover and firm size.
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Table 5.5 Display of correlation matrices in the second model\i

ROE ROA TID TIBD AP CR LSIZE

ROE 1

ROA 0.4883* 1
TID 0.0799* | 0.0041 1 v

TIBD -0.0355 | -0.085* | 0.0138 1 l

AP -0.009 | -0.0115 | 0.0017 | -0.0011 1 '\

¢ o
CR 0.0105 | 0.0846* - - 0.0175 1 ’ ' c}‘
0.0592* | 0.2293* Y:\
Ny

AT 0.2390* | 0.1424* | -0.143* | 0.0601*

GRWTH | -0.042* | -0.0281

SIZE 0.0896* | 0.0475%* -0.0179 1

Q
&
0* &16

D! t slamic debt. TIBD: total interest-bearing
ver. GRWTH: firm growth. SIZE: firm size.

Note: ROE: return on equity.
debt. AP: account payable CR:

The correlation atrl th1r %del reports that the ROE is correlated
positively and si bnﬂy it ere}l amic debt, asset turnover and firm size, while
itis related 1 terest -bearing debt and firm growth at a significant
level. T has a negative an&mgmﬁcant relationship with short-term interest-bearing
de@lt ended with a significant and positive with current ratio, asset turnover and
fi ize.

129



Table 5.6 summaries correlation matrices in the third mod&_

ROE ROA |STID |STIBD |LTID |LTIBD | AP A AT GRWTH | LSIZE
ROE 1 G
ROA 0.4883* | 1 <
STID 0.0089 |-0.0121 |1 —
STIBD | -0.062* | -0.085* | 0.0028 |1 . 3
LTID 0.0853* | 0.008 | 0.3056* | -0.074* | 1 Y
LTIBD |0.0201 |-0.0348 | 0.1108* | 0.0848* | 0.1037* | 1 X
AP -0.009 |-0.0115 | 0.012 | 0.0061 |-0.0007 | -0.0 |
CR 0.0105 | 0.0846* | -0.045* | -0.193* | -0.054* | -0.14 0. 17&f 1
AT 0.2390* | 0.1424* | -0.073* | 0.1850%* | -0.140* | -0.182* | -0 ozﬂsg?, 20009* | 1
GRWTH | -0.042* | -0.0281 | 0.0063 | -0.0396 | -0.0216 | -0%369 [,00313 10.0063 | -0.05* 1

SIZE

0.089*

0.047*

0.114*

-0.054*

0.142*

-0 |

-0.021

-0.13*

-0.0179

1

ets turnover. GRWTH: firm growth. SIZE: firm size.
Y

Note: ROE: return on equity. ROA: return on assets. STID: short-term JQ%; deb&{Sﬁ D: s%&‘—term interest-bearing debt. LTID: long-term Islamic debt.

LTIBD: long-term interest-bearing debt. AP: account payable. CR: %
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5.3 Panel Regression Analysis \i

In this section, the study aims to achieve two objectives, which S%nalyse the

effect of interest-bearing debt ratios and Islamic debt ratios o e performance of
consistently listed shari’ah-compliant companies in Malaysia % arated debt data.
Therefore, in order to achieve the two research objectives, VeWproxies, namely total
Islamic leverage, total interest-bearing debt and tota ic debt, longéterm interest-

[
bearing debt, long-term Islamic debt, short-term interest-bearing d t' ang‘\;‘ ort-term
S
p

Islamic debt are employed. For this purpose, the stu lies pwo major ac@unting-based
Y

alscés&pts panel data

ffec@“avhich is a statistical

performance measures, namely, ROE andRVOX T
techniques such as pooled OLS, rando@s and

method that contains two dimensions,@gding ti \w%s ss-sectional.
‘}; ? N,

The rest of the section i isecf‘ as

outcomes of total Islamic lev Sd T: ormance ﬁari ‘ah-compliant companies in
Malaysia. Next section p% e results

debt and performance Mrz’ ’a/{-co\hnt cofmpanies in Malaysia. The next sub-section

5.3.3 reports the o e of] sh)% ’nteg)égp-bearmg debt, short-term Islamic debt, long-
’ 4

-te;é.lslamic debt and the performance of shari’ah-

0 t}galgrest-bearing debt and total Islamic

term interest- ing?debt jan

compliant wies in“ ay;la. S€c§on 5.4 discusses the threshold regression models.
)

Finallw n 5.5 provides a sﬁi?lmary of the analysis results.
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5.3.1 Total Islamic leverage and the performance of shari ’ah-complia@anies
in Malaysia b
5.3.1.1 ROE is the performance indicator

Model 1 is used for determining the impact of total WYTeverage on the
performance of constantly listed shari’ah-compliant comp ieWalaysia using ROE as

performance indicator. The model is formulated as foll '

’C‘\)g-v
PERFi't =u-+ BlTILi,t + BZTIL%,t + B3APi,t + 84 SATi,t B Ot\/% +
4 v

B;Lnsize; + BgDummy Bef — after 2013 + p;  \Wlodel h\ b

o

PEREF is return on equity (ROE), -
N

TIL is total Islamic Leverage,
g ) [ ! (3‘:)
TIL? is squared of TL to measure onlin TILYN,
= NS
AP is account payable, ( bj ( 0
P ¢ $
CR is current ratio, \ ' \ %éy
AT is assets turnov; A Q *&V
KN o350 O
Growth is firm % s (/
NS
Lnsize is ﬁ% nd & (s '?

Dumm =a dummy for af@qplementation if financial ratio benchmark, 1=after

—_—_ /2

imple tion and O=before implementation.

Q arious tests are applied to the model 1. Breusch-Pagan LM test is utilised to

compare POLS model with random effects model. It assumes that all individual specific
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variance components are zero. So, in this case, the p value of BP test result is@vhich
is less than 0.05. It clearly rejects the null hypothesis and concludes tha@om effects
model is more appropriate than the POLS model.

The Hausman test can be further employed to select fiked effects over random
effect. The test statistic is X = 20.94 , which is significant a %Ye%ling the unobservable
ROE effect is not correlated with the exogenous vari Slan ﬁ)%fats model is a

@
more efficient estimator than random effects model. refore, the fixed f:ffeagg;nodel is
A
\ \'\;-

preferred and the current analysis is solely based on 1

£

n\ﬁxed éf&?s model 0.000,

The overall p. value is associated W%Zhledi
which is less than 0.05 measuring the ﬁ@model 11di ingginodel is quite good.

The explanatory variables reliably p% the ﬁe&: ;@e, which is in this case
% N
4] : :

ROE. The study checks the pres eroscedasticity the explanatory variables.
The result indicates that the @ity alue of the Asquare statistic is less than 0.05
implying that the null h sis of J\St t \garl ce can be rejected at 5% level of
significance, which 1 Nlicatipn

Therefore, to co Nitero cedasti

’ <
\e presénce of heteroscedasticity in the residuals.

A7) th&)@dy applies robust standard error.

¢
'
The s rsue the’s ia~l® elation test to check the presence of serial
es? Theprobability value of f-stat is 0.47, which is higher than
‘probability

&Y

ws that no serial c&’relation exists within the studied variables. On the other

F 5
correlatio w the vari
0.05 an%s

a tudy includes the time dummies to in order measure the effect of total Islamic

verage before and after the adoption of the newly-imposed 33% of firm’s total assets as
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ntional debt financ

a maximum ratio for conve

the time effects within the study period.
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Table 5.7: Panel data regression results of total Islamic leverage and sampled shari’ah-c

liant companies in Malaysia

&

Model Pooled OLS Random Effects Fixed Effects Fixed Effect%ﬁst Std. Err: | Fixed Effects Robust Std. Err.:

before-aft](‘i% ummy Year dummies

Without T With TL2 Without TL2 With TL2
Variables ROE ROE ROE ROE %2+ |ROE ROE ROE
TL 0.00095(0.04) -0.0147(-0.50) -0.0425(-1.21) | -0.0424(-1.08) | -0.0413(-0.85) | -0.0418(1.06) -0.0406(0.84)
AP 0.00017(0.14) 0.00078(0.69) 0.00085(0.70) o.oo%dﬁ) 0.00085(1.64) | 0.00094(1.81) [ 0.0009(1.78)
CR 0.00208(1.85) 0.0028(1.93)** 0.00468(2.28)** | 0.0047(2:23)** | 0.0046(2.19) ** | 0.0049(2.31) ** | 0.0049(2.28) **
AT 0.0892(12.95)*** | 0.1088(11.57)*** | 0.1416(10.6)*** &NQB(&W)*** 0.1408(3.77)*** | 0.1410(3.76)*** [ 0.1410(3.7) ***
GRWTH -4.26E-0(-1.32) | -5.31E-0(-0.19) | 6.14E-0(0.21) “99E-0(0.36 5.99E-07(0.36) | 3.66E(0.21) 3.67E-(0.21)
LSIZE 0.0088(6.25)*** [ 0.0078(3.47)*** | -0.0039(-0.70), | -01004 (—O.ﬁv 0:00413(-0.63) | -0.0039(0.60) -0.0039(0.60)
After20131 Dummy \\,-0.00 (-0.73) . 450.0049(-0.73)
Before 20132 Dummy | -0.0033(-0.51) 1 -0.0032(-0.50)
DUMI Yw | o’ -0.0119(1.10) -0.0120(1.11)
DUM2 ., A\ NS> W< -0.0033(0.29) -0.0033(0.29)
DUM3 r N 5 0.0035(0.33) 0.0035(0.33)
DUM4 \{) 5 ~ 0.0009(0.10) 0.0009(0.10)
DUMS5 _ - M 0.0127(0.77) 0.0127(0.77)
DUM6 (=N Sy JAY -0.0174(1.36) -0.0174(1.36)
DUM7 7 4 V]| & -0.0046(0.65) -0.0046(0.75)
TL2 q\ N A -0.0133(-.06) -0.0140(0.07)
Constant -0.0819(-4.2)*** | -0.0851(-2.8)*** 140.0328(0:47)  10.0395(0.46) 0.0395(0.46) 0.0359(0.41) 0.0359(0.41)
No. of Observations 2,434 2434 2434 97 =1 2434 2434
R-squared 0.0738 h‘ = } i' J
Prob > F= 32.25(0.000) . < _N9.3600.000) 2.60(0.0091) 2.42(0.0115) 2.51(0.0028) 2.38(0.0036)
Multicollinearity (Mean VIF) | 1.04 T e
Wald chi2(6) Prob>chi2 140.39(0:000) o RNy
Breusch-Pagan LM test 702.97(0.000) \ | ) J (%J
Hausman  Test  chi2(5) % 0. 4f? 008)
Prob>chi2 Q- ‘IZ § ;\@J
Hetero (y* — stat) N ) 72 [ Bser(0.000)
Serial Correlation (F-stat) -\ ' 0.511(0.47)
Time-effect Test-Prob>F o N 0.05(0.822) 0.05(0.817) 0.99(0.434) 0.99(0.435)

1. Figures in the parentheses are t-stati
2. ** and *** indicate the respecti

\except for Prob, Breusch-Pagan LM test, Hausman test, Hetero and Serial Correlation, which are p-values.
and 1% significance levels.
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As reported in Table 5.7, the results of fixed effects show that total Is@erage
negatively and insignificantly affect shari’ah-compliant companies’ r(@ance. This
negative effect may arise due to the realisation that high debt ratio increases high agency
costs and the default rate, which consequently leads to the rislw;i‘:g control of the
company (Yazdanfar & Ohman, 2014). This is unlikely go Win this study as the

descriptive analysis suggests. Other reasoning is tha se of debt may exceed the
@
threshold limit at which a firm can maximise itSayalue. In add 0,1, @ growth
-\
opportunities suggest that debt financing negatively “affects pefformarree, while the
v

gup%s%l 9.

opposite is true for firms with fewer opportunities (Mis

The findings were supported l\% (201 Ebé‘(2009), which were

conducted in the Czech Republic an%pt resp\ﬁw%r, o@ming the existence of a

N,
negative effect between total deb%ﬂ perq”orm ce m@faed by ROE. In contrast, the
finding also contradicts Abor: S) Tu n ha@vhich reported a positive effect
anig em ‘yllngédinary Least Squares (OLS).

between total debt and ﬁn%
&

The nonlinea Monship en thé.squared total Islamic leverage and the

.

performance of ah-c mp cpmagr}s is conducted in order to examine the

'

quadratic rel@' b;? emé\(l?he results indicate that it is negative and
o et

insignific ing it fa a?hsh the existence of nonlinear effect of total Islamic
levera& performance. N
the panel data-fixed effects regression’s findings indicate that account payable

ositively affects shari’ah-compliant companies’ performance, but is not significant. As

the descriptive analysis suggests the account payable represents 30% of total financing and
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it is a liability with zero interest and profit payments. This is an indication tlw\mcount
payable positively affects shari’ah-compliant companies’ perform bﬁs finding
contradicts what Yazdanfar and Ohman (2015) reported, which is a negative and significant
relationship between account payable and firm performance. EV&&I Yazdanfar and
Ohman’s study and the current study have examined sep tew account payable and

adopted large sample size, the results have ended in t ifferent d ensighs. This could

be attributed to the fact that the studies were conduwo different El;g:gulatory
Y-

environments and markets.
x in tﬁdy is “the ratio

“Current ratio” as deemed as one of the li Zdlt

of current assets to current liabilities, w easures a abi@@o meet its short-term
financial obligations and operatlonal ing cos et @916) The reported panel
data fixed effects results in th show tha nt ratio is positively and
significantly related to shari’ phjn rm pe ance as in terms of ROE. This

positive relationship was % d by tP stu 3§ otgnudm etal. (2017), Alina Zeb, Sher

Khan and Muhammm (2016) Dawe%&i"OM) in Malaysia, Indonesia and India
respectively. This ﬁve fec i
negative effe 1ng i

Therefore; orth not g that fwm managers have to seek a fine line dealing with

qmlagj"y observed relationship, but it may result in

kopbulos et al. (2009) in Greek non-financial firms.
>N

liquld use in some cases Tri-gh ratio of current assets may lead to lower profitability

oulos and et al. 2009).

“Asset turnover ratio” (AT) is “an efficient measure. It is an indicator that the assets

utilisation in executing the operational activities is efficient, which in turn enhances the
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performance of the firms (Nurlaela et al., 2019). According to the results re%i in Table

5.3, the fixed effects model suggests that asset turnover ratio is positivelﬁa%gniﬁcantly

related to shari’ah-compliant companies’ performance measured by as the descriptive

analysis suggested, implying that the shari’ah-compliant companies have efficiently

managed their assets, which at the end contributes positively ¢ overall performance
level of shari’ah-compliant companies. This finding issimli with@ by Nurlaela

@
et al. (2019°, which reported similar conclusions in th sumptign indust, sa'g;’s firms
A
s b 4

Y
The fixed effects model indicates that the owgi \aposi@glationship with
shari’ah-compliant companies’ perfon\%asure E, it is not significant.
The finding also was supported by pre%smdies gl \@hg, 2013, Asimakopoulos
% 6 c‘}

in Indonesia.

et al., 2009; and Ahmed & Afza,

“« Q-
x’ &
Finally, the results G% ere S S gge%@at firm size has positive but

insignificant effects on s comp}j g}?%zk’ performance measured by ROE.

OWEr over its s iers and a € C
p ppligrs ‘and : ’ ggﬁ

which are the factors i establishing the cost of borrowing (Akinyi & Oima, 2019, and
Dawar, 2 is ﬁn((in S ogrrobqrated by a number of previous studies (Vieira, 2017,

)
Khasawne d A. Dasouqi, 20&awar, 2014, Abor, 2005, and Ahmed & Afza, 2019).
’K

h%e effect is in line with the predictions of the TOT, suggesting that bigger firms
a

vea tendency to borrow more because of their ability to spread the risk.
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It is of importance to note that the effect of size varies between the stuggiconomic
industries, even though positive effect was recorded in the selected co % However,
in some cases, the firm size resulted in negative and significant effecton firm performance

(Abor, 2007). \,

Finally, Time-effect test probabilities are 0.817and 0.435 d&w’ore-aftermw dummy

and year effects dummy respectively, which are greater. .05in C!ltln at there is no
significant effect for total Islamic leverage before a er its adoption’o 33 riteria of
conventional debt in November 2013. It also implies the null‘hy thesmzt'hat all year’s

coefficients are jointly significant and there%ire ]é\n i eff&é&?wthm the study
period. % O

o

S
Model 2 is used for de g th im ca of @1 Islamic leverage on the
RN
mplrant

5.3.1.2. ROA is the performance 1n

-—o

performance of constantly hst ¢ c ames in Malaysia using ROA as

performance indicator. Tl% is fo ula c} i;abw
@

PERFlt = + BlT@Z l P]t(J@‘l'CRi‘t + BSATl,t + B6GI‘OWthi't +
|
B,Lnsize;; + B &)w B/f a er&O&?}'J—

(3' "D')f $ Model (2)

)
where: \(')

PERF 1? rn on assets (ROA),

total Islamic Leverage,

TIL? is squared of TL to measure the nonlinearity of TIL
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AP is account payable, \i
CR is current ratio, :%
AT is assets turnover, ‘

Growth is firm growth

Lnsize is firm size and ?

Dummy FRB=a dummy for after implementation if ial rati Len ark, l=after
@
implementation and O=before implementation. L\)*
&
Various tests are applied to the model 1 sch- P‘a n te s?rs utilised to

compare POLS model with random effects ode t agﬁu at eg&'wldual specific

variance components are zero. So, in thl&t p valu 6&5ult is 0.0000, which

is less than 0.05. It clearly rejects the pothe ?0 ]@bs that the random effects
=)

model is more appropriate than t mo&el Q—

The Hausman test ca t e ect fixed effects over random

e?c

effect. The test statisti;% = j;ch s1gn1ﬁcant at 1%, meaning the

unobservable ROA %mot cprre € w1t exogenous variables, and fixed effects

/

model is a more ¢ t estimat 1 raa){gjn effects model. Therefore, the fixed effects
'
is solely based on it.

model is pref thi?t nal
T %11 p. value 1s {ssod!zﬂ:ed with F value under fixed effects model 0.0042,

Wthh 1 ess than 0.05 measurm}c;f"e fitness of model indicating the model is quite good.

%

atory variables reliably predict the dependent variable, which is in this case
he study checks the present of heteroscedasticity within the explanatory variables.

The result indicates that the probability value of the chi-square statistic is less than 0.05
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implying that the null hypothesis of constant variance can be rejected aﬂ& level of

significance, which is an indication of the presence of heteroscedasticixw residuals.
Therefore, to correct heteroscedasticity, the study applies robust standard error.

The study pursues the serial correlation test to checl&mence of serial
correlation within the variables. The probability value of taWOM, which is higher
than 0.05 and it shows that no serial correlation exists waithin'the sm@ables. On the

@
other hand, the study includes the time dummies to ‘im,order mgasur: hf: eE%X' of total
-
thc'new

Islamic leverage before and after the adoption of ly-impose 33%@ firm’s total
Y

assets as a maximum ratio for conventional dgbt fi ciqﬁ. ap;@me dummies to

measure the time effects within the smd@ O
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Table 5.8: Panel data regression results of total Islamic leverage and sampled shari’ah-c

liant companies in Malaysia

&
Model Pooled OLS Random Effects Fixed Effects Fixed Effectﬁ%ﬁst Std. Err: | Fixed Effects Robust Std. Err.:
before-after2013-dummy Year dummies
Without Tl%\ With TL2 Without TL2 With TL2
Variables ROA ROA ROA ROA %7+ |ROA ROA ROA
TL -0.0638(-3.02)*** | -0.03804(1.58) -0.01028(0.33) | -0.00907(-0:38) | -0.01304(-0.47) [ -0.00814(0.34) | -0.01253(0.45)
AP -0.00027(-0.27) | 0.000401(0.41) 0.001198(1.09) | 0.0011305(1.35) | 0.00114(1.36) | 0.001132(1.36) | 0.001142(1.36)
CR 0.0038(-4.22)*** | 0.00484(4.30)*** | 0.0075(4.12)*** | 0.0095712(1.54) | 0.007599(1.54) | 0.007638(1.55) | 0.007668(1.55)
AT 0.04384(7.82)*** | 0.05063(7.07)*** | 0.0739(6,24)*** &Bﬂg}(&zy)*** 0.0705(3.27)*** | 0.0692(3.18)*** [ 0.0693(3.18)***
GRWTH -2.75E-06(-1.05) | -3.36E-06(1.34) | -3.92E-06(1.53)*{g"4:29E-0(0.89)f | -4.30E-0(-0.89) | -4.62E-06(0.98) | -4.62E-06(0.98)
LSIZE 0.00432(3.77)*** | 0.003976(2.49)** | -0.00261(0,53), | -0000383(-0.96) ¢| 0.00382(-0.96) | -0.00434(1.05) | -0.00431(1.05)
After20131 Dummy \\5-0.004146(;1 18) {50.00441(-1.17)
Before 20132 Dummy . | 0.004008(0.59).F 0.003923(0.58)
DUMI Yw | o’ -0.01627(1.93) | -0.01611(1.92)
DUM2 ., A\ NS> W< -0.01334(1.60) | -0.0132(1.60)
DUM3 r N 5 -0.00599(0.79) | -0.00588(0.79)
DUM4 \::) 5 ~ -0.00727(1.13) | -0.00719(1.12)
DUMS5 _ - M -0.0084(1.39) -0.00842(1.39)
DUM6 (=N Sy JAY -0.0131(1.91) -0.01315(1.91)
DUM7 7 4 V]| & 0.009064(0.61) | 0.009078(0.61)
TL2 ;:\ N A 0.047785(0.49) 0.052893(0.55)
Constant -0.0247027(-1.56 | -0.0323735(1.50) 0.0187595(0.31)120.0356209(0.73) | 0.035718(0.73) | 0.049585(0.94) | 0.049597(0.95)
No. of Observations 2,434 2434 2434 97 =1 2434 2434
R-squared 0.0387 | ' '
Prob > F= 16.28(0.000) L < _NAd0.000~ | 2.88 (0.0042) 2.59(0.0068) 2.57(0.0022) 2.43(0.003)
Multicollinearity (Mean VIF) | 1.04 2SN 1IN
Wald chi2(6) Prob>chi2 73.1(0.000) o~ SJ
]
Breusch-Pagan LM test 203.33(0.000 ‘Q i ’ P: ,")
Hausman  Test  chi2(5) Q—' l 19. (QON
Prob>chi2 Yy 7 S
Hetero (3> — stat) % T <U8.6e+06(0.000)
Serial Correlation (F-stat) & N 5.999(0,0149)

Time-effect Test-Prob>F

1.06(0.3044)

1.04(0.3087)

1.06(0.3888)

1.05(0.391)

4. ** and *** indicate the respecti

%'and 1% significance levels.

\ |
3. Figures in the parentheses ar%% except for Prob, Breusch-Pagan LM test, Hausman test, Hetero and Serial Correlation, which are p-values.
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The results of fixed effects show that total Islamic leverage r@ and
insignificantly affect shari’ah-compliant companies’ performance @ ROA a
performance indicator. This negative effect may arise due to the realisation that high debt
ratio increases high agency costs and the default rate, which conw‘?y.leads to the risk
of losing control of the company (Yazdanfar & Ohman, 20 4)Ws unlikely to occur in

this study as the descriptive analysis suggests. Other r g1s th@:de of debt may
@
exceed the threshold limit at which a firm can maximise,its value./In a it"on, é})&; growth
-\
opportunities suggest that debt financing negatively “affects pefformarree, while the
v

\Sgup%s%l 9.

opposite is true for firms with fewer opportunities ishﬂa

The findings were supported l\% (201 Ebé‘(2009), which were

conducted in the Czech Republic an%pt resp\ﬁw%r, o@ming the existence of a

N,
negative effect between total deb%ﬂ perq”orm ce m@faed by ROE. In contrast, the
finding also contradicts Abor: S) Tu n ha@vhich reported a positive effect
anig em ‘yllngédinary Least Squares (OLS).

between total debt and ﬁn%
&

The nonlinea Monship en thé.squared total Islamic leverage and the

.

performance of ah-c mp cpmagr}s is conducted in order to examine the

'

quadratic rel@' b;? emé\(l?he results indicate that it is negative and
o et

insignific ing it fa a?hsh the existence of nonlinear effect of total Islamic
levera& performance. N
the panel data-fixed effects regression’s findings indicate that account payable

ositively affects shari’ah-compliant companies’ performance, but is not significant. As

the descriptive analysis suggests the account payable represents 30% of total financing and
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it is a liability with zero interest and profit payments. This is an indication tlw\mcount
payable positively affects shari’ah-compliant companies’ perform bﬁs finding
contradicts what Yazdanfar and Ohman (2015) reported, which is a negative and significant
relationship between account payable and firm performance. EV&&I Yazdanfar and
Ohman’s study and the current study have examined sep tew account payable and

adopted large sample size, the results have ended in t ifferent d ensighs. This could

be attributed to the fact that the studies were conduwo different El;g:gulatory
Y-

x in tﬁdy is “the ratio

environments and markets.

“Current ratio” as deemed as one of the li Zdlt

of current assets to current liabilities, w easures a abi@@o meet its short-term
financial obligations and operatlonal ing cos et @916) The reported panel
data fixed effects results in th show tha nt ratio is positively and
insignificantly related to shar pliafit firms’ pe ance as in terms of ROA. This
positive relationship was % d by tP! stu 3§ otgnudm etal. (2017), Alina Zeb, Sher

Khan and Muhamma, ’M (20]6) Dawe%&i"OM) in Malaysia, Indonesia and India
respectively. ThlS tlve ff m&(’)y observed relationship and it also in with

A51makopoul 200 ) s study 1r\Q}ieek non-financial firms. Therefore, it is worth

noting th:wanagers velto seqk a fine line dealing with liquidity, because in some
cases, K 0 of current assetsﬁhay lead to lower profitability (Asimakopoulos and et al.
0@%

“Asset turnover ratio” (AT) is “an efficient measure. It is an indicator that the assets

utilisation in executing the operational activities is efficient, which in turn enhances the
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performance of the firms (Nurlaela et al., 2019). According to the results re%i in Table

5.3, the fixed effects model suggests that asset turnover ratio is positivelﬁa%gniﬁcantly
b

related to shari’ah-compliant companies’ performance measur OA as the
descriptive analysis suggested, implying that the shari’ah-comapliant companies have
efficiently managed their assets, which at the end contri ute%ositively to the overall
performance level of shari’ah-compliant companies. Thi ding is\'r!\lirawith the study
@
by Nurlaela et al. (2019°, which reported similar con¢lasions in the co p&)}g‘industry
| . A
sector’s firms in Indonesia. 2 X
o
The fixed effects model indicates that the WQ‘\ \nega@glationship with

shari’ah-compliant companies’ perfo (%asured A, it is not significant.

The finding also was supported by pre%smd@h{ign \@hg, 2013, Asimakopoulos
et al., 2009; and Ahmed & Afza, % 9
&
s_sugge

Finally, the results x effe
insignificant effects on s comp} nt ppa performance measured by ROA.
This finding is in lir@bor s\(2007 Ghana and South Africa, which which
of de

tpo i ﬁa;sgl_\gial performance of SMEs.
’ 4

Finallyf™Bime*=effect tesh p bab&'.des are 0.817and 0.435 under before-after2013
dummy a effectg‘ d reSRr:ctively, which are greater than 0.05 indicating that
)
there isyno significant effect for SM?I Islamic leverage before and after its adoption of 33%

ri%conventional debt in November 2013. It also implies that the null hypothesis that

investigated the e

11 year’s coefficients are jointly significant and therefore, there is no time effects within

the study period.
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5.3.2. Total Islamic debt and total interest-bearing debt and the pe&%ance of

shari’ah-compliant companies in Malaysia :%

5.3.2.1 ROE is the performance indicator
Model 3 is used for determining the impact of total interést-beating debt and total
Islamic debt on the performance of constantly listed s/ i’a%ompliant companies in

Malaysia using ROE as performance indicator and it is cted !)elo

PERF;; = a + B,TIBD; + B,TID;, + ;AP + B, Q\BSAT +B rfw@;?

B,Lnsize;; + BgDummy Bef — after 2013 +
Y'
Hit V v\ é Model
() \) o)
where: /‘\-\'
N
. . 0 -
PERF is return on equity (ROE) &
a\

TIBD is total interest-bearing D

|
TID is total Islamic debt,% '.bj s 3

NS @)

AP is account payab ' @

AN
CR is current rat , (J

P

AT is assets / ‘ \(J
Growth m& th “ b-): (_}?Yg\

Lnsi irm size and

‘
—-9

RB=a dummy for after implementation if financial ratio benchmark, 1=after
m

entation and O=before implementation.
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Various tests are applied to the model 1. Breusch-Pagan LM test is utilis%&compare
POLS model with random effects model. It assumes that all individualsS@c variance
components are zero. So, in this case, the p value of BP test result i 000, which is less

than 0.05. It clearly rejects the null hypothesis and concludes that4he random effects model

is more appropriate than the POLS model. ?

The Hausman test can be further employed t t 1xed%a over random

effect. The test statistic is X? = 33.35, which iShsignificant at ‘V', P ing the
unobservable ROE effect is not correlated with thﬁouyv iables, a\ﬁ%&ixed effects
o\l‘heref Whe fixed effects
&

;@ed effects model 0.000,
which is less than 0.05 measurin ess of m indi %g the model is quite good.
The explanatory variables reli redi -ﬁg@ variable, which is in this case
ROE. The study checks t% nt of ;Jyfasﬁy within the explanatory variables.

&
The result indicates ;@ pro‘tiabmalue e chi-square statistic is less than 0.05

&
implying that th &hyp tl}es 0 por&()@} variance can be rejected at 5% level of
4
hi

significance, an i dic?io of L&e/presence of heteroscedasticity in the residuals.

b g
Therefore Wct heter ceéstic‘i?y', the study apply robust standard error.
. : N
he

model is a more efficient estimator than rand%f ts

udy pursues the Serial correlation test to check the presence of serial

n 0.05 and it shows that no serial correlation exists within the studied variables. On the

o@ within the variables. The probability value of f-stat is 0.4573, which is higher
<

other hand, the study includes the time dummies to in order measure the effect of total
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interest-bearing debt before and after the adoption of the newly-imposed ‘;ozf firm’s
total assets as a maximum ratio for conventional debt financing. It :i%plies time

dummies to measure the time effects within the study period. ‘
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Table 5.9: Panel data regression results of total Islamic debt and total interest-bearing debt and

companies in Malaysia

erformance of shari’ah-compliant

Fixed Effect ¥ | Fixed Effects

Model Pooled OLS Random Effect with Robust | Fixed Effects with
Y‘ Std. Err.: before-after2013- | Robust Std. Err.:

& dummy Year dummies

Variables ROE ROE g ROE ROE

TIBD -0.074865(-2.58)*** | -0.0472292(-1.43) 1(30.85) -0.0323155(-0.66) -0.0317885(0.65)

TID 0.2942397(5.22)*** [ 0.1355101(1.93)** i -0.092094(-0.81) -0.0909046(0.8)

AP 0.0001611(0.13) 0.0007694(0.68) . 68 1 | 0.000831(1.6) 0.000923(1.74)

CR 0.0018266(1.63) 0.0028182(1.95)** 04 5)% ¢ *| 0700465(2.18)** 0.0048949(2.26)**

AT 0.0947288(13.71)*** | 0.109784(11.75)*** 77(10 61§)*l +0.1407321(3.77)*** 0.140863(3.76)***

GRWTH -4.25E-06(-1.32) -6.37E-07(-0.22) 5E-07%(0122 o 5.96E-07(0.36) 3.53E-07(0.21)

LSIZE 0.0079448(5.64)*** 0.0074718(3.34)*** 20.0039(-0)" V' [ -0.0041948(-0.63) -0.0040653(0.6)

dumbefafter20131 ( after 2013) - - P- o~ W [-0.0030023(-0.46)

dumbefafter20132(before 2013) - - (‘ NN A -0.0051168(-0.78)

DUMI \) X a) -0.012714(1.17)

DUM2 » i -0.0040228(0.35)

DUM3 ", g SN 0.0030522(0.29)

DUM4 %’ [ = 0.0005494(0.06)

DUM5 [N ) & 0.0125345(.75)

DUM6 ¥ e/ S -0.0175159(-1.37)

DUM7 i i 20.0047467(0.66)

Constant -0.068807(-3.52)*** 023(-2.64)5* 5 ,[0103231(0.47) 0.0399419(0.45) 0.0369531(.41)

No. of Observations 2434 -~ Y (2434 2434 2434

R-squared 0.0866 ,( \P =

Prob > F= 32.86(0.0000)***a v =™ p‘é’ 16.72(0.0000)* ** 2.52(0.0085)*** 2.43(0.0031)***

Wald chi2(7)Prob>chi2 - I 1}6‘96@@’00;&}4 - - -

Multicollinearity (Mean VIF) 1.04 - O - - -

Breusch-Pagan LM test chibar2(01) % 2 1,./ é\\ - - -

Prob > chibar2 632.03( l

Hausman Test chi2(6)Prob>chi2 A 33.35(@000)*** - -

Hetero (x> — stat) - Y 1600000(0.000)*** | - -

Serial Correlation (F-stat) ‘ - 0.511(0.4753)

Time-effect Test-Prob>F - - 0.09 (0.7604) 1.00(0.4279)

% and 1% significance levels.

5. Figures in the parentheses ar@ncs except for Prob, Breusch-Pagan LM test, Hausman test, Hetero and Serial Correlation, which are p-values.
6. ** and *** indicate the respecti
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As reported in Table 5.9, the results of fixed effects show that botl:hal interest-
bearing debt and total Islamic debt have a negative and insignificant effect on the
performance of shari’ah-compliant companies. This negative effect may arise due to the

realisation that high debt ratio increases high agency costs aYt.He default rate, which

consequently leads to the risk of losing control of t pany !\zd ar & Ohman,

@
2014). This is unlikely to occur in this study as the ‘descriptive analysis 'sug_%gt‘s. Other
D | AT
0 mit agppwhic ﬁm’;@an maximise
T N
its value. In addition, high growth opportu% gggit t "debt Q\&Eing negatively
affects firm performance, while the op\% true fo ] @fewer opportunities
A

(Mishra & Dasgupta, 2019). (‘) \T P o
N,
The findings were supp% len?(a (201a) ang%fbaid (2009), which were

conducted in the Czech Republic_and Egypt re ect@ confirming the existence of a
p

negative effect between tw and fi g 3;41412/\& measured by ROE. In contrast, the

finding also contradi Mr’s (lZO\tudy @ana, which reported a positive effect

between total debE &ﬁrm er
el

As the

reasoning is that the use of debt may exceed thresh

ee ying Ordinary Least Squares (OLS).

-

'

¢
ata-fixed effects égiession’s findings indicate that account payable
positively Wshari {zh omf)liaertompanies’ performance, but is not significant. As

)
the de% analysis suggests?lc;c? account payable represents 30% of total financing and

| i%lity with zero interest and profit payments. This is an indication that the account
ay

able  positively affects shari’ah-compliant companies’ performance. This finding

contradicts what Yazdanfar and Ohman (2015) reported, which is a negative and significant
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relationship between account payable and firm performance. Even though K%?ar and
Ohman’s study and the current study have examined separately the ac hayable and
adopted large sample size, the results have ended in two different dimensions. This could
be attributed to the fact that the studies were conducted in two different financial regulatory

environments and markets. ?

Current ratio as deemed as one of the liquidity ies in thiw “the ratio of
current assets to current liabilities, which measure?’s ability to eft 1@)rt-term

b et ah, 2016). Theweported panel
\n N
C raﬁég’ positively and

e terms of ROE. This

financial obligations and operational running costs”

data fixed effects results in the table show thap th
significantly related to shari’ah -compl@s’ per
positive relationship was supported b)%mdie%rsdi 9@* (2017), Alina Zeb, Sher
Khan and Muhammad Igbal (20% f ) iz@aysia, Indonesia and India
respectively. This positive efft Xco
negative effect according%Y:ko

N Y
Therefore, it is wort ing thzit 1 ana have to seek a fine line dealing with

relationship, but it may result in

L

1211.‘&)09) in Greek non-financial firms.

liquidity, because qu Cc s% rflti@rrent assets may lead to lower profitability
% ’

(Asimakopou@ t al. 2009).

4 : : o

“Ass over rat (‘T) 1S?‘an efficient measure. It is an indicator that the assets
. ; N

utilisaw xecuting the operhc'?onal activities is efficient, which in turn enhances the

ce of the firms (Nurlaela et al., 2019). According to the results reported in Table

¢ fixed effects model suggests that asset turnover ratio is positively and significantly

related to shari’ah-compliant companies’ performance measured by ROE as the descriptive
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analysis suggested, implying that the shari’ah-compliant companies hﬂqﬁciently

managed their assets, which at the end contributes positively to the ovji%rformance

level of shari’ah-compliant companies. This finding is in line with the study by Nurlaela

etal. (2019°, which reported similar conclusions in the consumpti stry sector’s firms

in Indonesia. ?

The fixed effects model indicates that the gro a posni!/\e?tionship with
. . . ‘ .
shari’ah-compliant companies’ performance meas% ROE,/but 1 15' nots)&;nﬁcant.
A

& Wang, 13,!@&111ak0p0ulos
NV

etal., 2009; and Ahmed & Afza, 2019). \3 W i é\tz‘

Finally, the results of fixed %ﬂgges‘[ 1m6~ze has positive but

The finding also was supported by previous studies (

insignificant effects on shari ’ah-corr%t compani ’Y)er O@Ence measured by ROE.

N,
This is because large firms enjo;%nies% «and @efit from strong bargaining

power over its suppliers and \agelo con ollir‘geasonable size of market share,
he s‘;z)fgowing (Akinyi & Oima, 2019, and

which are the key factors % ishin§

Dawar, 2015). This fi is corfob d by %Sfmber of previous studies (Vieira, 2017,

be

&/
2014, Abor, 2005, and Ahmed & Afza, 2019).

()

Khasawneh and ﬁ%ou ,2‘0 ,

4
The positive t is'in line w e ~p® ictions of the TOT, suggesting that bigger firms
have a tende borrowfioré becqrse of their ability to spread the risk.

NV

1s of importance to noteﬁt the effect of size varies between the studied economic

ié% even though positive effect was recorded in the selected companies. However,

some cases, the firm size resulted in negative and significant effect on firm performance

(Abor, 2007).
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Finally, Time-effect test probabilities are 0.7513 and 0.196 under before-aft%@mmy
and year effects dummy respectively, which are greater than 0.05 indicati % there is no
significant effect for total interest-bearing debt before and after its adgption of 33% criteria
of conventional debt in November 2013. It also implies that th&)othesis that all

year’s coefficients are jointly significant and therefore, there ine effects within the

study period. !\d
@

N
1O
5.3.2.2. ROA is the performance indicator 2 b &
N

Model 4 is used to examine the effect %Zint ing @nd total Islamic
debt on the performance of constantly T\%am‘ ‘ah ian@ﬂnpanies in Malaysia

using ROA as performance indicator % const M%lo y
S

PERF;, = a + B, TIBD; + BZTI%AP T, + BGrowth; +
:k AN

n

>
o)
_;_-.F.
+

B,Lnsize;; + BgDummy Bef 20' T ‘é\
e % \:bj $ éb Model
. SN2
where” \ " | o
) J $ s

PEREF is ret ets (ROA NS
’ H') S
TIBD is t rest-bearing dgbt,\,‘i’~
A S

TID 1 I Islamic debt,

ccount payable,

i§ current ratio,

AT is assets turnover,
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Growth is firm growth \.i
Lnsize is firm size and 3%

Dummy FRB=a dummy for after implementation if financial rat1%.chmark 1=after
implementation and O=before implementation.

To finalize the suitable model within the three models Wmel data, several tests
are carried out on model 1. The result of Breusch-Pag test 1% which is less

than 0.05, thus implying that it rejects the null hy;@and concludes g;%' random

effects model is more suitable than the POLS mod he Hausma tes nducted to

select the fixed effects over random effec Th est h 1S )g 9 which is
significant at 1%, meaning the unob %ROA e is é\correlated with the

exogenous variables, and the fixed efffe mod&:%r
H

compared to random effects mod fore, the 20 S model is preferred and the

analysis is conducted based on% ’W ode§
The overall p. v mate} it lj.Iva under fixed effects model 0.000
measures the fitness &mod':l a

reliably predict t Mn e tva i

present of het st1c1 withi the.éqdlanatory variables. The result indicates that the

'}fﬁmency as an estimator

’E’c

sug the model is quite good and the I'Vs

'whé@n this case is ROA. The study examines the

NV

probabi ht of the sﬁuaré?'statlstlc is less than 0.05 implying that the null
§constant variance ¢an be rejected at 5% level of significance, which is an

hypot
of the presence of heteroscedasticity in the residuals. Therefore, to correct
eteroscedasticity, the study applies robust standard error. The research pursues the serial

correlation test to check the existence of serial correlation within the studied variables. The
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value of f-stat stands at 0.0148 and it is less than 0.05, indicating that th{Ya'serial
correlation within the studied variables. Therefore, the study adopts the %fect model
with robust standard error to prevent the serial correlation and id biased findings.

Besides that, the study also examines the time dummies to measw me effects.
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Table 5.10: panel data regression results of total Islamic debt and total interest-bearing deb

(_}

compliant companies in Malaysia

d the performance of shari’ah-

Model Pooled OLS Random Effect Fixed Effec Fixed Effects with Robust | Fixed Effects with
V‘ Std. Err.: before- | Robust Std. Err.:
& after2013-dummy year dummies

Variables ROA ROA ROA e/ ROA ROA
TIBD -0.0932(-3.93)*** | -0.05974(2.22)** | -0. 20.52) -0.01416(-0.54) -0.01234(-0.48)
TID 0.051037(1.1) 0.053967(0.97) 0.02 33) 0.014118(0.32) 0.010127(0.23)
AP -0.00028(-0.27) 0.000388(0.4) 00121(1,1)~ 0 [ 0.001141(1.36) 0.00114(1.37)
CR 0.003763(4.11)*** [ 0.00481(4.28)*** [40.00755(414)%™ *| 0:007603(1.54) 0.007664(1.55)
AT 0.045969(8.14)*** [ 0.05184(7.23)*** i@y& 388(2.23 s $40.070552(3.27) %+ 0.06932(3.18)***
GRWTH -2.75E-06(-1.05) -3.37E-06(1.35) 93E-06(-154) o -4.29E-06(-0.89) -4.62E-06(-0.98)
LSIZE 0.003974(3.45)*** | 0.003693(2.31)%71%-0.0027(054) ' | -0.00387(-0.96) -0.00436(-1.05)
dumbefafter20131 ( after 2013) - - a e >~ % [0.00388(0.57)
dumbefafter20132(before 2013) - - C.Y |\l > -0.00435(-1.15)
DUMI . J X a) -0.01603(-1.89)
DUM2 2 sl 0y A -0.01312(-1.58)
DUM3 A g N -0.00582(-0.78)
DUM4 . @8 ;,2 A -0.00715(-1.11)
DUMS5 o N & -0.00834(-1.38)
DUM6 _— 1) & -0.01309(-1.91)
DUM7 P ? il i Y- 0.009063(0.61)
Constant -0.01949(-1.22) " 8-0.028 k7(1.3) » , 190.020317(0.33) 0.036261(0.74) 0.049974(0.95)
No. of Observations 2434 a 72432V ()] 2434 2434 2434
R-squared 0.0417 A Sy ;|\P ;'\3 - - -
Prob > F= 15.07(0.00% A 8.1(0.0000)*** 2.58(0.0070)*** 2.44(0.0029)***
Wald chi2(7)Prob>chi2 - % | P 76.62¢0.0000)*** | - - -
Multicollinearity (Mean VIF) 1.04 I Y O - - -
Breusch-Pagan LM test chibar2(01)Prob > % g: ;/ 4 é\\ - - -
chibar2 19 000)**8” £ o

@p @9(0.0016)*** -
Hausman Test chi2(6)Prob>chi2 S -
Hetero (y* — stat) NV - 8100000(0.000)*** | - -
Serial Correlation (F-stat) “\ - 6.004(0.0148)**

Q - - 1.01(0.3157) 1.04(0.398)

Time-effect Test-Prob>F
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1. Figures in the parentheses are t-statistics, except for Prob, Breusch-Pagan LM test, Hausman test, Heterg and Serial Correlation, which are p-values.
2. ** and *** indicate the respective 5% and 1% significance levels. v )

re
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Total interest-bearing debt is negatively associated with shari’ah- co@lt
companies’ performance, but the negative relationship is insigniﬁcant%\esult
indicates that an increase in total interest-bearing debt causes a decreAshari ‘ah-
compliant companies’ performance. The negative effect is due to theWat firms are

experiencing high growth opportunities (Mishra and Dasgupiej 2019). The negative

effect acts such a sign that encourages shari’ah-compliant se Ttalned earnings

as a source of financing instead of debt because of high cing co sawneh &

Y

Dasougqi, 2017). ' _\

This fact also is corroborated by the re er et ratlo\n}‘z?fable 5.1
of descriptive analysis, which suggests A&lﬁ{ile ave enough
internal funds, which make them less \%ﬁo seek ex al , Wthh is debt in

this case. This is a quite 1nterest1ng g becau ?w t&ﬁ‘& of Islamic leverage,

N
i.e., total interest-bearing debt a@ RzQ:Rced two different effects

with two dimensions; positiye and 11 ?A as performance measure.

Moreover, the total Isl% resul‘t' ?tllvbé'd insignificant relationships with
firm performance, e its @d S ougxde proved negative and insignificant
under fixed effe{ 1 withaeo stand@}&érror

l
This %e efl ct as,s p ted by some previous studies (Asimakopoulos

et al. , 2009); Abor, 2007; ?kh && ang, 2011), which were conducted in Greek, in
Gh d South Africa and@akistan respectively. The result indicated that an
% in total Islamic debt would lead to a decrease in shari’ah-compliant companies’
rmance. This is because the cost of debt financing is higher and raises information
symmetry compared to internal financing (Myers, 1984; Ahmed & Afza, 2019) under

ROA as a performance measure.
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The outcomes of fixed effects with robust standard error revealed that t l
Islamic debt was positively and statistically insignificant in relation to the @ance
of shari’ah-compliant companies measured by ROA. This may arise Iﬁ&e the total
Islamic debt ratio of the shari’ah- compliant firms is smaller and belWeshold limit

at which a firm can maximise its value as the reported des I\ nalys1s implies.
Another reason is that the growth opportunities are the maj ‘Y:he]t determines the
relationship between debt financing and firm perform M Co Servaes
ed lowsgro 'n @ the

sh% ham\cg.'mpanles.
Lt ﬁ‘nph that axgr;ase in debt

to a certain limit may enhance firms’ p ace (Myers 1). @agrees with what

&a Islamic debt of the

1995). Therefore, shari’ah-compliant firms have expeti
total Islamic debt positively affects the perfo

This finding was supported by Dal

the reported descriptive analysis s%cs, that t
0

selected firms stood at 1.61% s very lo com to its counterpart ratio,

indicating that there is still r to nc

opor@lthout facing risk of default.

rla its
Another advantage of %1 g debt Dj e'd the conflict of interest between

firm managers a warehi nsen eckhng, 1976).
As the panel “data- ects @ﬁ%ssmn s finding indicates that account
e 27 S

payable has sitive ef cton Oil %}comphant companies’ performance, but is not

NN
significant, e deScripti ?anal suggests the account payable represents 30% of

tota&cmg and it is liab®’with zero interest or profit payments. This is an

nthat it positively affects shari’ah -compliant companies’ performance. This
inding is in contrast to what Yazdanfar and Ohman (2015) found, which was a negative
nd significant between account payable and firm performance. Even though

Yazdanfar and Ohman’s study and the current study have examined account payable
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separately and used large sample size, but there were in two opposing results. Tw
be because both studies were conducted in two different ﬁnancia@atory

environments and markets. *

Current ratio is defined as “the ratio of current assets to current liabilities”

(Moosa & Li, 2012). It is deemed as a liquidity proxy in thi Wlt is a liquidity
;sho

measure that reveals a firm’s ability to meet its immedi 't-term financial

obligations and operational running costs (Zeb et al., 2 Thelrep a‘nel data-
| S NS
fixed effects result in the table shows that the cu atio is| po e’y &&ated to

shari’ah-compliant companies’ performance m by% he re@;onship is
B .

alnud@zll. ’s (2017)
tudy@%l Dawar’s (2014)

not significant. This positive relationship w po

Study, Alina Zeb, Sher Khan & Muha@bal’s (20
study in Malaysia, Pakistan, Indon%nd Indiares gtiv y(bh the other hand, the
% o

finding is in contrast to Afza akistan which reasoned
that the economic sector a Xro\l e @ajor factors that lead to two
different dimensions ( tsumoto & at!um&x, 2017, and lenka, 2017).

' g &
Asset tum@ﬁo (Ar %\efﬁcie easure. It indicates assets utilisation
in executing th%

performancs% fi (Nur elﬁ' etelj, 2019). According to the reported results in
t

iona s is higlily efficient, which in turn enhances the
¢

!

N\~
table 5. e fixed effi del stiggests that asset turnover ratio is positively and
signi ly related to shari ’a@hpliant companies’ performance measured by return

0 Xs as the descriptive analysis suggested, implying that the shari’ah-compliant
a

nies have efficiently managed their assets, which at the end contributes positively

N,
o the overall performance level of shari’ah-compliant companies. This finding is in
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line with the study by Nurlaela et al. (2019) which reached a similar conch?ﬂh
consumption industry firms in Indonesia. %\
Growth exhibits a negative effect on shari ’ah-compliﬂkmpanies’
performance measured by ROA, but it is insignificant under fixed effect with robust
standard error. The finding was supported by Abor‘s study (2007),%hich found that
growth has a negative and significant effect based on ROA! &:m nce indicator.

The finding of fixed effects with robust standar or i 1Mt‘ the firm
ip with s "dh- Gr}pliant
or% 1nding‘§€f Abor‘s

stigwied effec@?;bt policy on
: &

financial performance of SMEs. This g was also co rate@ some of previous

NS

valdesare @47 and 0.2886, which is

&

greater than 0.05 The resulg,indicdtes lh e 1s no significant effect for total interest-

bearing debt before a% its acig ;%}‘ l33‘3b'criteria of conventional debt in

November 2013. It Mmplief null thesis that all year’s’ s coefficients

are jointly significant and th ere e%f time effects within the study period.

N\
5.3.3. S@l Is&MeragB&ld long-term Islamic leverage ratios and the

perane of shari ’ah-co@nt companies in Malaysia

i.?i OE is the performance indicator
Q Model 5 is used for determining the impact of short-term interest-bearing debt,

ort-term Islamic debt, long-term interest-bearing debt and long-term Islamic debt on

size resulted in a negative and insignificant relat

companies’ performance measured by ROA. It

study (2007) in Ghana and South Africa, w

A}

studies.

Finally, the probability

As

S,

——

.
iy
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the performance of constantly listed shari’ah-compliant companies in Malaysh?@

ROE as performance indicator and it is constructed as below: %\

PERF;; = a + B;STIBD; + B,STID; + B3LTIBD; + B4LTID; + %+

BsCRi¢ + B7AT; + BgGrowth; + BgLnsize;; + B1oDummy Bew r 2013 +

Wi Y- Model

<y

where: ’ ’(}v

PEREF is return on equity (ROE), 2 J Y:\

STIBD is short-term interest-bearing debt, Y. \ 4\‘?’

STID is short-term Islamic debt, %V Q‘ Q

LTIBD is long-term interest-bearin h \T O

LTIBD is long-term Islamic de% ) >?‘ &

AP is account payable, \ Aj \A%

CR is current ratio, %Y. L} I §

AT is assets turnove\ ' \" :;é}’

Growth is firm 5@ Q &

Lnsize is ﬁrrr% d . b s (ﬂ

Dummy %um? bf:))(t inﬁentaﬁon if financial ratio benchmark, 1=after
&

imple n and O=before ina;pﬁ;entation.

\Various tests are applie\d to the model 1. Breusch-Pagan LM test is utilised to
%pa

.

re POLS model with random effects model. It assumes that all individual specific

riance components are zero. So, in this case, the p value of BP test result is 0.0000,
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which is less than 0.05. It clearly rejects the null hypothesis and concludes t e
random effects model is more appropriate than the POLS model. %\

The Hausman test can be further employed to select fixed effeﬂ&r random
effect. The test statistic is X? = 46.32, which is significant at 1%, meaning the
unobservable ROE effect is not correlated with the exogen wbles, and fixed
effects model is a more efficient estimator than random e %ode'. Therefore, the
fixed effects model is preferred and the current analysis 1 ely as.?dﬂd‘ Y’

The overall p. value is associated with F valu r fixed effects 1‘10&@.000,
which is less than 0.05 measuring the fitness el ix%a' e m@ is quite
good. The explanatory variables reliably prw depeénden ariab@ ich is in this

case ROE. The study checks the preswaterosceda icity v&@‘% the explanatory
Aﬁzl%quare statistic is less

variables. The result indicates that tl%bability\bgf

o @ ) |
than 0.05 implying that the nul esis of constant Vzé&;nce can be rejected at 5%
level of significance, WhiCh?\'ldiji of the pre Ace of heteroscedasticity in the
residuals. Therefore, % hete} ;@ic‘it sthe study applies robust standard

error. \ l \ %
The stu@ Qcorr(b%{)n test to check the presence of serial

!

correlation within i ?ﬁe@ry ability value of f-stat is 0.4739, which is
S

higher than 0.05 a l@

s that no serial correlation exists within the studied
vari On the other hand, @fudy includes the time dummies to in order measure
t t of total interest-bearing debt before and after the adoption of the newly-

& sed 33% of firm’s total assets as a maximum ratio for conventional debt financing.
t also applies time dummies to measure the time effects within the study period.
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Table 5.11: Panel data regression results of total Islamic leverage ratios and the performance of s

Iqﬁah—compliant companies in Malaysia

Model Pooled OLS Random Effect Fixed Effect C-\?Xed Effects with Robust | Fixed Effects with

_\ td. Err.: before- | Robust Std. Err.:
I after2013-dummy Year dummies

Variables ROE ROE ROE ROE

STID -0.25799(-0.86) 0.032872(0.11) -0 00667( ,‘ -0.0121(-0.05) -0.00984(0.04)

STIBD -0.19474(-5.1) *** | -0.11721(-2.71) *** | -0. 04351(%’ -0.04207(-0.7) -0.04239(0.71)

LTID 0.323645(5.11) *** | 0.140571(1.86) -0.096 3), -0.09928(-0.83) -0.09852(0.82)

LTIBD 0.125323(2.51) ** 0.063245(1.12) -0. 0 -02%) " -0.01769(-0.23) -0.01633(0.21)

AP 0.000275(0.22) 0.0008(0.70) 0. 000 0.68) ,0.000835(1.61) 0.000928(1.75)

CR 0.001802(1.62) 0.002833(1.97) ** 0.0 226) *4 | 0;604671(2.18) o 0.004918(2.27) **

AT 0.10189(14.5) *** 0.11156(11.99) *** . 58(]}0_38;** ¥0.140581(3.76) *** 0.140714(3.75) ***

GRWTH -3.94E-06(-1.24) -6.23E-07(-0,22) 24E-07¢0.92) . 5.85E-07(0.35) 3.42E-07(0.20)

LSIZE 0.007383(5.24) *** | 0.007141(3.24) **# " 20.00398(20.7 D)= " | -0.00427(-0.63) -0.004138(0.61)

dumbefafter20131 ( after 2013) - - R & -0.00496(-0.75)

dumbefafter20132(before 2013) - - , M ALY -0.00287(-0.44)

DUMI o N KT -0.0127(1.17)

DUM2 .e‘ 0 % & -0.00396(0.35)

DUM3 Y N W 0.003091(0.29)

DUM4 v | o) S 0.000423(0.04)

DUMS (,3\ S 0.012602(0.76)

DUM6 : ~ vt -0.01749(1.37)

DUM7 LN | Yy ¥ 20.00482(0.66)

Constant -0.06697(-3.44) *** | £0:0761089(-2.58) *+%] 0.033242(0.48) 0.0407266(0.46) 0.037855(0.42)

No. of Observations 2,434 4) ¢ DL &7 2434 2434 2434

R-squared 0.0969 Ve l ‘,\ - \(J'

Prob > F= 28.89(0.000) *** VA 13.01(0.000) *** 2.08(0.0215) ** 2.14(0.0069) ***

Multicollinearity (Mean VIF) 1.07 \V e R

Wald chi2(7)Prob>chi2 R 154.97(0.040) *** - - -

Breusch-Pagan LM test chibar2(01) - - -

Prob > chibar2 577.73(0.

Hausman Test chi2(6)Prob>chi2 - | 46.32(0.000) *** - -
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Hetero (x> — stat)

1.6e+06(0.000) ***

Serial Correlation (F-stat)

X

Time-effect Test-Prob>F

1.00(0.4275)

A

0.514(0.4739)
%5(0.7642)
terQ, an

1. Figures in the parentheses are t-statistics, except for Prob, Breusch-Pagan LM test, Hausman test, He
2. ** and *** indicate the respective 5% and 1% significance levels.

erial Correlation, which are p-values.
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Asreported in Table 5.11, the results of fixed effects show that shoﬂ-@ long-
term interest-bearing debt ratios and short-term and long-term Isl bebt ratios
negatively and insignificantly affect shari’ah-compliant companies’_performance. This
negative effect may arise due to the realisation that high debt ra%e%ases high agency
costs and the default rate, which consequently leads to t r%’losing control of the
company (Yazdanfar & Ohman, 2014). This is unli occu i!’l thig study as the

@
descriptive analysis suggests. Other reasoning is that theuse of debt m eixceeggﬁreshold
-

limit at which a firm can maximise its value. In additiohg high growth pporwnities suggest
Y

that debt financing negatively affects firm pe%Zce,ﬁ \?e op]g%&s true for firms
&

with fewer opportunities (Mishra & Da@)w).
The findings were supportec%lenka&’,}?an @md (2009), which were
% N

conducted in the Czech Republi gyptnresp mel}é;o?nﬁrming the existence of a

negative effect between total \ ﬁrI n@asured by ROE. In contrast, the
finding also contradicts % 005)" ud i}'(ég a, which reported a positive effect
between total debt ar,l@erfofma mpl@ Ordinary Least Squares (OLS).

As the pa e*dgta-ﬁ e(‘lI e p

positively affe€t§) shdri’ahsconipliant qé:xpanies’ performance, but is not significant. As
o =

the descri WIysis g‘u ests the gecount payable represents 30% of total financing and
?k

regE@on’s findings indicate that account payable

NV

with zero interest Ecaproﬁt payments. This is an indication that the account

itisa l\
% positively affects shari’ah-compliant companies’ performance. This finding

a
bﬂlicts what Yazdanfar and Ohman (2015) reported, which is a negative and significant

relationship between account payable and firm performance. Even though Yazdanfar and
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Ohman’s study and the current study have examined separately the accou@e and
adopted large sample size, the results have ended in two different dime %This could
be attributed to the fact that the studies were conducted in two differe%ncial regulatory
environments and markets. V

“Current ratio” as deemed as one of the liquidity p xi&n’his study is “the ratio
of current assets to current liabilities, which measures a abilityito meef its short-term

@
financial obligations and operational running costs” et al, 2016). hi: reg;&éd panel
A
at

data fixed effects results in the table show th curtent’ ragio is Rositively and
N

significantly related to shari’ah -compliant ‘% erfi \eas ir%&s of ROE. This

positive relationship was supported by tl@ of Zainudin‘et a|6@17), Alina Zeb, Sher
Khan and Muhammad Igbal (2016) @awar \4;?1 @sia, Indonesia and India
"'m" y N,

respectively. This positive effect %monﬁy observed <“i?‘?lonship, but it may result in
negative effect according to \op s etal. (2@ in Greek non-financial firms.
Therefore, it is worth n%ﬁm}g‘&s Qe to seek a fine line dealing with
liquidity, because in & ases, *ig\'ﬁ) of curtent assets may lead to lower profitability

(Asimakopoulos &a .
“Asse@g

M &b

T rat

~~

This “a,éefﬁcient measure. It is an indicator that the assets
uting th op@fatio activities is efficient, which in turn enhances the

utilisatio
s\ S
perfow f the firms (Nurlaab et al., 2019). According to the results reported in Table

.@ed effects model suggests that asset turnover ratio is positively and significantly
elat

to shari’ah-compliant companies’ performance measured by ROE as the descriptive

analysis suggested, implying that the shari’ah-compliant companies have efficiently
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managed their assets, which at the end contributes positively to the overalKWmance
level of shari’ah-compliant companies. This finding is in line with the %y Nurlaela
et al. (2019°, which reported similar conclusions in the consumption ﬁw sector’s firms
in Indonesia. V

The fixed effects model indicates that the growth has a posi 'VeYaHonship with shari’ah-
compliant companies’ performance measured by ROE, itis not s%t. The finding
also was supported by previous studies (Sheikh & V@B, Asimak orlfi;ss&i., 2009;

and Ahmed & Afza, 2019). 2 X
Y

Finally, the finding of fixed effects wi%bct s@? \rror %&vtes that the firm
size resulted in a negative and ins\bt relati v@\ shari’ah-compliant
companies’ performance measured b%A. It \&0 K the findings of Abor‘s

ES? S

study (2007) in Ghana and Sout%, Wh?ch in stigit§3he effect of debt policy on
AN

financial performance of SMV\E ﬁrrl W als‘gorroborated by some of previous

& LIS

Finally, Timc;xmftest piob ilities are'9.7642 and 0.4275 under before-after2013
ts

&
dummy and year mq‘ eptix&@which are greater than 0.05 indicating that
there is no sig@;

4
33% criteri Venti‘(:n ebtin @vember 2013. It also implies that the null hypothesis
NV

¢
effect fofjtotal in@:ést-bearing debt before and after its adoption of

that a% coefficients are j&c'?itly significant and therefore, there is no time effects

study period.
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5.3.3.2. ROA is the performance indicator Y-

Model 6 is used to examine short-term interest-bearing debt, 1 e interest-
bearing debt, short-term Islamic debt and long-term Islamic debt e erformance of
constantly listed shari’ah-compliant companies in Malay51a usiag ROA as performance
indicator and is constructed below:

PERF;, = a + B;STIBD; ¢ + B,STID; + B3LTIBD; + w BsCR; ¢ +
[

B,AT;: + BgGrowth; + BoLnsize; + BloDumm3$fter 2013 u’t odel (6)
Where:

AV S”
STIBD is short-term interest-bearing de\ 6"’

A
A
o S
LTIBD is long-term interest-bear &
A\
LTIBD is long-term Islam1c ‘é\
. S
AP is account payable, s &,
(J

CR is current ratio, &\ 40

. N
AT is assets tu \ :l (_,)(J
Growth is fi \(/
’ D_), $
oF

PERF is return on assets (ROA),

_J

STID is short-term Islamic debt

h
-—9

*

Lnsize is and

=a dummy for af} implementation if financial ratio benchmark, 1=after

DumN
i @ation and O=before implementation.

6 To finalize the suitable model within the three models of panel data, several tests

are carried out on model 1. The result of Breusch-Pagan LM test is 0.0000, which is less
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than 0.05, thus implying that it rejects the null hypothesis and concludes tl‘;%\mndom

effects model is more suitable than the POLS model. The Hausman te %nducted to

select the fixed effects over random effect. The test statistic is 2&&.74 which is

significant at 1%, meaning the unobservable ROA effect is&lated with the

exogenous variables, and the fixed effects model offers gr: teWiency as an estimator

compared to random effects model. Therefore, the fixe ts mo llis erred and the
(3 \Y'

analysis is conducted based on the fixed effects mode ' S

The overall p. value associated with F, valueyundery fixed feffectsymodel 0.000
Y

0\15 qu%g;od and the IVs
OAée study examines the

1 @b result indicates that the

measures the fitness of the model and it SL%stgtheﬁn

reliably predict the dependent variable, ‘%1 this case+

present of heteroscedasticity within t@lanato \an%

N,
probability value of the chi-sq%tistic is 1 suth@OS implying that the null
\b ctedlat 5 i

'
value of f-stag/Stands’ at Ov? and it@ess than 0.05, indicating that there is a serial

. . ' . %
correlatio the stud V{rlablqs. Therefore, the study adopts the fixed effect model
. § N
us

with r&

S%at, the study also examines the time dummies to measure the time effects

correlation test to Nt € xi‘s? of seé')l orrelation within the studied variables. The

andard error to p?e'vent the serial correlation and avoid biased findings.
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A\

Table 5.12: Panel data regression results of short-term and long-term Islamic leverage ratioi 633 e performance of shari’ah-compliant

companies in Malaysia

5

Model Pooled OLS Random Effect Fixed Effect V Fixed Effects Robust Std. | Fixed Effects Robust
Err: before-after2013- | Std. Err.: Year
| dummy dummies
Variables ROA ROA RO ) ROA ROA
STID -0.11007(-0.45) 0.002237(0.01) 0.071109(0.25) #0.057969(0.46) 0.030803(0.25)
STIBD -0.14881(-4.75)*** | -0.09397(2.65)*** -Oéﬂl(o. Dol | [£0:0005(-0.01) 0.002161(0.07)
LTID 0.057268(1.1) 0.055191(0.91) 0.02518(0:30) .01277(0.29) 0.010607(0.23)
LTIBD -0.00202(-0.05) -0.00676(0.15) 039020.67) o> -0.03641(-0.86) -0.03579(-0.85)
AP -0.00023(-0.23) 0.000397(0.40) 9‘.0823‘?‘.09)4\‘ 0.001124(1.33) 0.001124(1.33)
CR 0.003755(4.11)*** 0.004803(4.29)*% 0.007519(4. 1L19*** | 0.007565(1.53) 0.007629(1.54)
AT 0.049287(8.55)*** | 0.053198(7.38)*** wqﬁ&&%** 0.070703(3.26)*** 0.069482(3.17)***
GRWTH -2.63E-06(-1) -3.32E-06(1.33Y ) o 5E-06(1.54) -4.31E-06(-0.90) -4.63E-06(0.98)
LSIZE 0.003677(3.18) 0003506@ = 2{;{@) 53) -0.0038(-0.94) -0.00432(1.03)
dumbefafter20131 ( after 2013) ,..\__r/ X7 -0.00445(-1.18)
dumbefafter20132(before 2013) A~ o ol 0.003807(0.55)
DUMI Yy O -0.01605(1.89)
DUM2 NEEARNY A -0.01315(1.58)
DUM3 AN | -0.00585(0.78)
DUM4 N Y \\7 £ -0.00704(1.08)
DUMS5 (N T -0.00835(1.38)
DUM6 %’ 1)) © -0.01307(1.89)
DUM7 F &% f;,./, 5‘ 0.009113(0.61)
Constant -0.01824(-1.14)%**Y | 10.0267327(1.24) 0.019219(0.31) 0.0354263(0.71) 0.0493742(0.92)
No. of Observations 2,434 & 2434 N 2434 2434 2434
R-squared 0.0449 Y
Prob > F= 12.65( *x 6.32(0.000)*** 2.18(0.0154)** 2.23(0.0047)%**
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Multicollinearity (Mean VIF)

1.07

Wald chi2(7) Prob>chi2 79.32(0.000)*** ‘\T
Breusch-Pagan LM test chibar2(01) c Y
Prob > chibar2 183.35(0.000)*** A;)
Hausman Test chi2(6)Prob>chi2 26.74(0.0008)*** 4
Hetero (2 — stat) 8.3e+06(0.0000) %~

Serial Correlation (F-stat) 6.003(0.0148)x* ¥
Time-effect Test-Prob>F s

1.02 (0.3124)

1.06(0.3893)

1. Figures in the parentheses are t-statistics, except for Prob, Breusch-Pagan LM test, Hausm esi Hetero and Serial Correlation, which are p-values.
2. ** and *** indicate the respective 5% and 1% significance levels.
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Short-term interest-bearing debt and long-term interest-bearing d e
negatively associated with shari’ah-compliant companies’ performar%\ the
negative relationship is insignificant. The result indicates that an increAhort-term
and long-term interest-bearing debt ratios cause a decrease in sW—compliant

companies’ performance. The negative effect is due to act that firms are
experiencing high growth opportunities (Mishra and Da %2?11). The negative
effect acts such a sign that encourages shari’ah-complian s to SW(E earnings

A

as a source of financing instead of debt because @nanci c K’la@
Dasougqi, 2017). \‘. ‘T

B

This fact also is corroborated by thw;d a»QTage rren@Bhin Table 5.1

of descriptive analysis, which sugg thathe samp con@%es have enough

internal funds, which make them le%lined to\k\% ad:&mds, which is debt in

N
this case. This is a quite interesti in l?ecau , the t ‘?rpes of Islamic leverage,

i.e., interest-bearing debt r: '\ad Ij,: c t rat:’o%ave produced two different
effects with two dimensi ne ti\‘/e ba'er ROA as performance measure.
&

Moreover, short-;m@mic ong-t slamic debt resulted in positive and
insignificant relationships wi per ance, while its counterpart’s outcome

S
proved negative and insignific u{de(-f;lxed effect model with robust standard error.
i

NN
ativefe S sup&rted by some previous studies (Asimakopoulos

&
et ah&); Abor, 2007; She@ Wang, 2011), which were conducted in Greek, in
% d South Africa and in Pakistan respectively.
Q The outcomes of fixed effects with robust standard error revealed that Short-
erm Islamic debt and long-term Islamic debt were positively and statistically

insignificant in relation to the performance of shari’ah-compliant companies measured
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by ROA. This may arise because the total Islamic debt ratio of the shari’ah- co@lt
firms is smaller and below threshold limit at which a firm can maximise it%\s the
reported descriptive analysis implies. Another reason is that the gro ortunities

are the major driver that determines the relationship between debt ﬁanmg and firm

performance (McConnell & Servaes, 1995). Therefore, shari gh-compliant firms have

experienced low-growth, in which, the Islamic debt r. siti‘ely affects the

\d

@
ing indic ‘ha&‘a}count
p & a SBut is not

able ;é?gs:ents 30% of
fit [@(%lents. This is an

performance of shari’ah-compliant companies.
As the panel data-fixed effects regression’

payable has a positive effect on shari’ah-comph

significant. As the descriptive analysis suw ac
total financing and it is liability Wiw terest or
indication that it positively affects %’ah -com\a'nt$o p@s’ performance. This
N
finding is in contrast to what Ya% and 8hma 2015 nd, which was a negative
and significant between } pj/ e and f:mﬁperformance. Even though
Yazdanfar and Ohmanl and the' currgnt ‘stﬁb‘have examined account payable
4 ¢ &
separately and use %sam@?bu theézére in two opposing results. This may

be because b studies nducted,”in two different financial regulatory

environme arkets. (_}
N
% ratiodl d as*<the ratio of current assets to current liabilities”

Y—v

Li, 2012). It is de@ as a liquidity proxy in this study. It is a liquidity

-

M

mx that reveals a firm’s ability to meet its immediate and short-term financial
bligations and operational running costs (Zeb et al., 2016). The reported panel data-
1xed effects result in the table shows that the current ratio is positively related to

shari’ah-compliant companies’ performance measured by ROA, but the relationship is
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not significant. This positive relationship was supported by Zainudin et al. ’SW

study in Malaysia, Pakistan, Indonesia and India respectively. On theﬂkhand, the
finding is in contrast to Afza and Hussain’s (2011) study in Pakista&h’ch reasoned
that the economic sector and the growth level are the major Nha‘[ lead to two
different dimensions (Ando, Matsumoto & Matsumoto, 20 %L:nl'a 2017).

Asset turnover ratio (AT) is an efficient measure St indicates utlhsatlon
in executing the operational activities is highly effi which! in Jnllél)es the
performance of the firms (Nurlaela et al., 201 rdi g‘o epor@esults in

Y

ratiois positively and

table 5.4, the fixed effects model suggest at set tﬂmo

significantly related to shari’ah-comp anies pe an@wasured by return

on assets as the descriptive analysi ested, 1 gg q.@% shari’ah-compliant
N\

companies have efficiently ma ir as?ets ich at <tz’@nd contributes positively

to the overall performance Sh,l" @ompanies. This finding is in

line with the study by% et ‘1' (2019) \Lh@reached a similar conclusion in

consumption 1nd rms in in E(J
Growth \E} ee}&( on shari’ah-compliant companies’

performanc as red b{t is ‘insignificant under fixed effect with robust

/C.f

standar error.¥The fin S su‘p&rted by Abor‘s study (2007), which found that
a negative and mg@ﬁfnt effect based on ROA as performance indicator.

he finding of fixed effects with robust standard error indicates that the firm

iz& resulted in a negative and insignificant relationship with shari’ah-compliant

ompanies’ performance measured by ROA. It was supported by the findings of Abor‘s

study (2007) in Ghana and South Africa, which investigated the effect of debt policy on
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financial performance of SMEs. This finding was also corroborated by some of p S

studies. %\
Finally, the probability of computed F values are 0.3124 and 0. which is

greater than 0.05 The result indicates there is no significant effect total interest-

s’ s coefficients

bearing debt before and after its adoption of 33% criteria Nntional debt in
i 1[%yea

5.4 The threshold regression models: ROE A
Threshold extends linear regressiw llo

regions. Those regions are identified tashold va

threshold value. The analysis is b%on 305 \a‘t

N
companies on the Main Marke% M otal £§2ic leverage is the IV and
m @ebt and total interest-bearing

the threshold variable, Whiﬁi ns T
debt within the range or less tha 33%®irm’s total assets. The study also
2 F &
employs a numbmtrol \la \Es.lnclu&hccount payable, current ratio, asset
n

],33{6 shari’ah-compliant

aﬂlysia.

turnover, growt& st m on@ﬁy and return on assets are the DVs and
(@ d &' e,
i d performafce e@res.

the accounting-ba
\
%& inveSti opti@ level of total Islamic leverage for the constantly

list%ah-compliant com@ in Malaysia at which a shariah firm may maximise

i:%erance. Therefore, the study runs two separate threshold regression models
ith two threshold ratios due to the adoption of two DVs. Table 5.13 presents the

indings of both threshold regression models.
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Table 5.13: Summary of the findings of both of threshold regressions

Under threshold reg;ess%no l%gma%

and splits the sampl

h-co

Models Threshold Regression | Threshold Regres@del

Model (1) (2) ;
Variables ROE ROA
REGION1
TIL 0.007671(.14) -0.1817(-1.78)i
AP 6.88E-05(.05) . )
CR 0.002047(1.74) Hokok
AT 0.105564(13.24)*** . 28)***
GRWTH -3.93E-06(-1.21) -3. -1.03)
LSIZE 0.007807(4.66)*** P
Constant -0.08085(-3.55) -0. 8)
Single Threshold | y1 <24% 2 <129 512‘2 1 ,\z
REGION2 o '\’
TIL 0.046454(.82) 0.03126 v-.g? e
AP 0.000452(.17) Y" 0.000127¢06)
CR 0.003178(.67) 0,010074(3.76) %3
AT 0.045414(3.31)**% 01047992(5.94)%**
GROWTH -9.85E-06(-.34 e\'s “1Z6E-06(~43)
LSIZE 0.010712(4.06)**\' 0.004147(2:77)***
Constant -0.09518(-2. = 0.047360:2.02)
Single Threshold | y1 > 24%2>24 Y2>129%2>12%

q g

hreshold accounted for 24%

lian cdmp@ies into two regions. Regionl
' 2
corresponds to the Q@ 0 thl: sha@ompanies in which the total Islamic
leverage is eithg&xan 24‘6&égi0n2 corresponds to the portion of the
¢
sampled sharn%mpa e:l?iﬁl th(-ej‘.t?tal Islamic leverage is greater than 24%.
k d } S

% Its o indieate’that the estimated coefficient of the first region
0.00 & i

is 0. , which is not statisti@s’/ significant. In the second region, in which the total
N
I leverage ratio is greater than 24%, the estimated coefficient is reported at

0.000712. However, it is also not significant as in the case of the first region. Therefore,

e findings indicate that there is no relationship between total Islamic leverage and
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shari’ah-compliant companies’ performance under both regions of Model 1 1
that there is no threshold ratio at which the shariah firms can maximise its @
As the first region of Model 1 reported, the estimated coeP&k of asset
turnover and firm size are 0.105564 and 0.007807 respectively, which'are significant at
1%. On the other hand, the coefficients of asset turnover and fi and at 0.045414

and 0.010712 respectively according to the second region’ 1§ in 1\f0del 1 and both

are significant at 1%. .\d
@
N4
r and

gest that asset bx&m
rre% arzq@-%?)mphant

the I@Yp:edictors of
shar’iah-compliant companies’ perfo%}lder both ns @’odel 1.

So, the results of threshold regression Model
firm size have positively and significantl

companies’ performance implying that t

o
w2
[

The threshold regression 1 2 suhﬁ‘h }éestimated threshold
\
accounted for 12% and spht pleg sha co@a nt companies into two

regions, namely, region 1 region [ lc %ponds to the portion of the
e to llgl

sampled shariah comp%u hich "t “ ' leverage is less than or equal to
\hon of

12%. Region2 co nds to t mpled shariah companies in which
the total Islam1 verage is gred an 1@9

I
he r ion’s esti te‘ c@?cwnt under Model 2 is -0.1817, which is

-

insignifi€ant. Mowever ?tal Istamic leverage ratio is greater than 12% with an

estchoefﬁmem of 0(@\4 in the second region. However, it is also not

ificant as in the case of the first region. Thus, the finding implies that there is no

ionship between total Islamic leverage and shariah-compliant companies’
erformance under both regions implying that there is no threshold ratio at which the

shariah firms can maximise its performance.
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The threshold regression results of Model 2 show that under the first regi e
estimated coefficients of current ratio, asset turnover and firm size 3@682,
0.041204 and 0.004923 respectively, which are significant at 1%. ﬂktrast, the

coefficients of current ratio, asset turnover and firm size stand at 0.0%0074, 0.047992

and 0.004147 respectively under the second region and they a Mant at 1%.
i:

Based on these grounds, the results of threshold re M’del 2 show that

igni a.r}sqdation with

"y
shariah-compliant companies’ performance, implyin t they are kdy @ctors

of shari’ah-compliant companies’ performancT othcéi \‘/T
This finding states clearly that therw re ue, V\@?;igniﬁcantly

erb odels.

current ratio, asset turnover and firm size have positive a

affects the performance of shariah-cow ompanies

The current findings contra%hat @n$
there is threshold value at 64%der the lo rureg'Q(? which indicates that an
additional debt does not | xd ﬁt}lfe@ original value. A study by
Ahmad and Abdullah @alay]é%l‘ﬁ@ used total debt, which measured

2

as total liabilitie&tal ass\t;:}?hﬂe thisé*ﬂy adopted a deep measure, which
!

measures total Islamiclever. h totd%ferest-bearing debt and total Islamic debt

¢ gl G

(without other Tabilities) to, t léss@. Another difference is that this study only
N\~

dﬁhﬁh (2013) found, that
\

focusedOnfirms confi listed as shariah- compliant companies, which, as it is
kno ce a limited conve @{al debt ratio, while Ahmad and Abdullah’s study
ta Xa broad sample size/the listed firms, which include shari’ah and non-shari’ah

irms, so, the ratio of liability is likely to be much higher, since there is no a ceiling ratio

or interest-bearing debt.
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5.5 Summary of the results Y’

This is a pioneering study of its kind to measure the effect of @amic
leverage ratios on the performance of continuously listed shari ’ah-cofﬂ% firms on
the Main Market of Bursa Malaysia using separated debt data over thm from 2010
to 2017. Moreover, it also examines separately the impact of t%ﬁﬁ-beaﬂng debt

and total Islamic debt and long-term interest-bearing d ong-ter Islamic debt,

short-term interest-bearing debt and short-term Islami t onl the rmance of

o
ysia. If al Vf:s@es the
us% ari ’%zvompliant

companies in Malaysia at which a shari ’ahw nmiﬁiml its p@g:ance.
The panel data models are ap@chieve t 0 l@objectives of the

study, which are to examine the %of total % 1 @e and the impact of
a% 0 S

interest-bearing debt ratios Islamic debt rz%e on shari’ah-compliant

continuously listed shari’ah-compliant companies in

optimal level of total Islamic leverage for

<

jectiv ee was addressed in section

companies’ performance i@ia. ’
5.4.3 of this chapter, whielwishamely to in st[gaa'he optimal level of total Islamic
g &
leverage for cont@ listei \u.b-com gavlt companies in Malaysia at which a
shariah firm mw ise™i
¢

which will wsed chapter ‘ OC’J

&
‘v’/¢

N
S

rmanebjsf he interesting findings were presented,

RN
-
N
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