CHAPTER 1

INTRODUCTION (,}
1.1 Introduction q

Despite the short period of the emergence of Islamic finance Ta'the modern era,
this industry has received much attention from many o‘s, r]asearchers, and
economists in an attempt to understand Islamic finan ech is.hs\#h rational

thinking behind the global adoption of the Islamic

"By
e congept_has qu\ﬁ?ﬁerent

t% e Isl@?c finance

nce in@s;, which has
id@m a considerable

financial institutions around the world to seriou

concept as an alternative to the convention n

revealed many failures despite the us\%& conven

period of time (Igbal & Molyneux, @3 \_\_T ,Q\
N
Islamic finance, at prese iPrepresents an aver Q’proportion of the global

financial market, but its g MriI e regent ghes has not gone unnoticed.

Islamic finance no Ion% es in; ch?g“ebgﬁ@ﬂical centres with a limited range
&
dde

of products that are Me\dat pric &VMuslims, but, thanks to the financial
O

innovation dev

as be?}%ﬁ an international expansion that includes
&
anyft ‘pehi@e recent growth in Islamic finance. The first and

an expansio wrod t offering.
mog&j&rtam reason behin @3’ growth is the strong demand from many Muslim
i \bs for Shari’ah-compliant financial services and transactions. The second reason
is the growing oil wealth in Gulf Cooperation Council (GCC) countries that have a

ajority of Muslims, in conjunction with the growing demand for suitable investments

that are spreading globally. The third reason is the competitiveness of many products



that have attracted Muslim and non-Muslim investors. Despite this rapid growth,
Islamic finance remains quite limited compared to the global financial system. Yv

Sukuk as a financing instrument has received attention from sever ties,
issuers, Sukuk holders, potential investors, firm managers, fund ‘H;Qgers and
governmental bodies. All these parties strive to gain an advantage 'from the Sukuk

stage in the primary market to the trading stage in the s

activities. However, these advantages vary over time, starting_from'the announcement
meIket' each stage

represents special importance for the different stock ma articip e tlmelme

aturity d T’us@od is

of Sukuk starts from the announcement of Sukuk to

divided into several stages based on either the

yp% imary %‘ﬁcondary

in\Fig 1.1. I@gt.udy focuses
on three phases based on the ownersh\aer The o ship@%ukuk in the first

market) or the transfer of Sukuk ownership#as sh

>S5

phase belongs to the Sukuk i |ssuer, in the s h @belongs to the Sukuk-
holder in the primary market. T% phas@ représents t nership transfer among
investors within the secon m ket ’:vﬁ){;e behaviour of Sukuk varies,

which is due to severa% ic and“fvzi.r} drl@ over the timeline of Sukuk.
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Figure 1.1: Timeline of Sukuk Activities



Several previous studies have addressed different reactions from the stock market,
which varies due to many economic drivers (e.g., inflation, interest rate, taxation :
and so on) and financial drivers (e.g., corporate governance regulation@‘.ting
rules, bank system). Therefore, stock market participants seek to tand the
behaviour of Sukuk at the announcement stage, which allows them %@ adopt optimal
dynamic strategies for Sukuk issuance assessment. In this Mukuk has very
distinctive characteristics that must be taken into consi ?v?h analysing the
stock market reaction to Sukuk announcement. First, uk u de‘?goqdfcreening
process to ensure their Shari’ah compliance by Sha advisofs. selirliﬁair‘:ents
must notably be free from prohibitive element ri’m\lfk I (im%‘ég), gharar

(uncertainty), maysir (gambling) which are4pohibited . Thi fication is of

much importance to potential buyers‘w , such as ic@ks, to ensure that

they are compliant with Shari’ah. the app\a&%c arl’ audit can influence

N
the stock market reaction to S@es as a be mquiil?f?can favour the ability to
sell the current and future is %&ukr whele, t@ligious certification” granted

by Shari’ah scholars i ement in dif erehtisb’fg between conventional finance
’ 4 $ &

and Islamic fina:a?eecond, \kw ructlgtan take different forms. The first

category includes th ba

; £

Mudaraba. %e define p!rtne_rj Ip contracts in which the investor and the
N

borrow% he retl ?secom&ategory includes the debt-based instruments like

ljar I/lease agreement) WUrabaha (cost-plus sale), in which a predetermined

rofit@ﬂloss sharing, such as Musharaka and

r \eturn is paid to the investors; this category of Sukuk structure is permissible
3 r Shari’ah because it does not contain interest in the strict sense.
Once Sukuk is issued, stock market participants shift their concern towards

gauging the yield spread of Sukuk, which is a key metric of the relative risk. Typically,



stock market participants, such as investors or fund managers, pay more attention to the
yield spread. This is due to the higher risk accompanying the higher yield spw
Sukuk. Investigating the yield spread of Sukuk at this stage is important t@ktand
the extent of the co-movement between the outstanding and new issu kuk. The
shift of Sukuk yield spread, either the outstanding or new issues, may\be explained by
a shock within the stock market (e.g., change in interest rate, exchange rate). The yield
slope reflects the effect of these shocks on the short-term mc will result in a
change in the degree of steepness of the yield curve. The factar tw‘alters the
tions, Which/arg a.f@z; by
era% ve@ﬁort-term

i of B\lo fumr@gi&cy rate, for
example, will cause the yield curve to@hus reflecting lo <<hort-term interest

rates in the future. Cf) >\97 5\

Besides the relative impo ield spread @ second stage for several

parties, the liquidity of S%oni ejvital %vioural characteristics, and
ity le

deterioration of Sukukfligui ads to an i créa@r the liquidity premium of Sukuk
’ 4 f &
and the level of S;Q@dit ri?k. \f'l'he morgh.e lower liquidity of the current Sukuk
exp

slope of the yield curve is the change in the market e

the domestic monetary policy. As central ba

interest rate, a shift in the market’s exp

(€]

in the market i ed t 'e thtz%rﬁe level of liquidity to the new Sukuk
¢
issuance, W, h turn; m aLge @‘Eaional losses of new issuances. Sukuk has
% N
attracte(% se intér. investors around the world and has prompted intensive

studﬁ&explore the determin&#’of Sukuk liquidity.
N

OE Problem Statement
According to Dugi and Al-Tamimi (2019), most of the Sukuk holders hold their

Sukuk till the maturity date. In this regard, over the timeline of Sukuk activity, Sukuk



holders must possess sufficient knowledge about these activity mechanisms and how
Sukuk value can be affected positively or negatively. But, according to Hosen, ir,
and Foong (2018), “the public awareness of the basics of Sukuk instrum%\:oor,
literature is not available even at the counters of banks” (p17). This lo eness has
affected the liquidity of Sukuk within the secondary market, which'gas extended its

its effect on the

lain d‘%‘boy.dhree sub-

oy
motivations are constructed. They are discussed separ in the followi gﬁu&@ions.
’ b 4§

\ NV
1.2.1 Sukuk Announcement and Stock N{ki Reaﬁtio é\‘?

The body of empirical literaturesdiscusses the s mar@eactions to debt

announcements and has motivated r@sesearch \u‘ve @eories that explain the
ﬁﬁv N

stock market reactions toward nou&eme suNotwithstanding the concern of

effect on the stock market liquidity and the whole economy_due

monetary supply and the life cycle of money within the ec

Based on the main motivation of this thesis, a

o

SO @ stock market reaction, few

scholars about the impact ﬁ%eniij
scholars have investig% pact ySﬁ( an cements on the stock market. In
rical

4 2
this context, most e previ‘)
market, as, globally, itis th

eh, 2016).
N
nited%rab Emirates, Qatar, Turkey, Pakistan, Bahrain,

arke@*éukuk (Archer, Davies, & Karim, 2017;
Naifar & H
issuer c%k suc
Y.

and An, due to the low is@e frequency. This has encouraged scholars to study

mnnouncement impact regionally, for example; the study of Elian and Young Taft

& 4a) on the GCC stock market, or studying the impact of Sukuk announcements on

cluster basis, such as the study of Alam, Hassan, and Haque (2013), which documents

ies focused on the Malaysian stock

! L’I
eafwfe’_l;, ittle concern has been given to other Sukuk




its results for seven stock markets (Malaysia, Indonesia, Singapore, Pakistan, UAE,
Bahrain, and Qatar). Y'

This study differs from previous studies that investigated the s@arket
reaction toward the Sukuk announcement, as it focuses on two regiAGCC and
Southeast Asia. Both these regions are considered as main marketNVS'ukuk, as the
majority within these two regions follow Islamic Shari’ah. Th th capital market
structure of these two regions has motivated this study to i Y

te vxf1ether there is a

substantial difference between these two regions. The cal companies.stfucture of the

N _ \y
GCC region is heavily skewed towards bank assets, h, as of 20 f‘)rqfcb bout
58.8% of the total capital market structure, th’ qu% ed.@nd 34%,

for tb@gatheast Asia
our@%.Zl% were bank

and debt securities around 7.2% (Azzam, 6)

assets, 38.07% for equities, and 23%for deb \u:wie Ke%an, 2017). According

N
to Brugler, Comerton-Forde, dersﬂott ), <t§)capital market structure
reforms reduce the interme@nd lo r the costs«af raising capital. To the extent
that the stock market% from excess!intermefliation and illiquidity, carefully

£
crafted market S'Ke reforf; impr {e/investment and risk-sharing in the
economy. | (ﬁo

\ p
Besid ggiffer t RJ ﬂla@t structures between the GCC and Southeast
;hl

"
Asia, the'r on ah Visi the Sukuk issuance process are different (e.g.,

Sauﬂ&)ia). Saudi Arabia is{%ﬂargest Sukuk issuer within the GCC capital market
( Xi & Saad, 2019), but there is a lack of differentiation between Sukuk and
onventional bonds by the authority body (Alshamrani, 2014). Despite the similarity of

e Sukuk structure between the GCC and Southeast Asia countries, which are limited

to seven structures of Sukuk —Wakala, Hybrid, ljara, Mudaraba, Musharaka, Murabaha,



and Islamic exchangeable (Kamaluddin, Manan, Khadijah, Sufian, & Nu Nu Htay,
2015) — the absence of a Shari’ah committee to approve the Sukuk issuarw
regulated forms is the main drawback (Alshamrani, 2014). (’}
Therefore, investigating the impact of Sukuk announcements on HAQ;k market
within two different emerging markets with different regulations, institutions, and
market structure, the stock market effects associated with the Wments of Sukuk
announcements in the GCC stock market could be differ aX.thise in Southeast
Asia countries. Moreover, implications are expected from,inves rw%”y those
with a religious orientation, as they prefer to go for pliant iInstr erits Yr:ave
been approved by a Shari’ah committee. AlsOwi tio@ S wj,@génefit by
X,

taking into consideration avoiding investifg, th hasd\eav negative“stock market

reaction upon Sukuk announcement, %\ be con vi@?ﬂing to the stock

market that has less negative reacti@?m the s r t@ecifically, when they
N
face a temporary shock in the s%(ket r‘e‘lated Suk c?mouncement.
A notable negative st kﬁ(et r d hi h\%latility were reported among

Wy

the Malaysia stock ma mpanya et al., 2’02@DGCC stock market (Algahtani et
’ 4 ¢ &
al., 2020), and Ir@ StOCIt \kst (Susgo/et al., 2021). The stability of stock
ce Iya

market perform& SS 'Ith sﬁdl determinants. The announcements of
¢
Sukuk are g@

ed as one tIfe etefminants of stock market reaction (Qizam,

"
2021). % g to el etQ(ZOZO), there is increased demand for Sukuk,

speﬁﬁy, post the global financial crisis. Hence, investigating the potential effect of
g

nouncement on the stock market reaction may help in mitigating the negative

6 ion from the stock market.
Predicting the stock market reaction towards debt announcement is initially based

on two primary theoretical perspectives — trade-off theory and pecking order theory —



which are the most common financial principles for structuring the capital of a firm. In
light of the trade-off theory, the capital structure of a firm is determined base

balance between the cost and benefit of the external finance, while@\%g into
consideration that the firm management is able to decide to what exten ies on debt
financing. Hence, when a firm expects more cash flow, it moves towa&agbt financing

to benefit from the tax shield, which is positively interpreted Mblic. In contrast

to the trade-off theory, the pecking order theory interpret istons Eibout the capital

structure based on three ascending levels of finance, hich feach~financing level

ly, althou frrlkc%z; its
co% e fi%‘gource of

decision is interpreted by the public differently. B
retained profit to finance its capital structure
financing, it relies on debt financing in the w
firm position. This action by the firm Wi asanmetric I ati@@ads to a negative
public reaction as the cost of capﬁLSnancing %t i @ses with asymmetric
N o S

information.

These two theories h %ys [ used to r?\éfct the stock market reaction
towards debt issuanc%a;ceme“n j‘gi‘te\b ignorance of the asymmetric
&

information role i thrade-? , theéezking order theory is not a suitable

alternative to the, tradesoff t 'I'[ alsel'%ﬁores the issue of so much accumulated
¢
financial sl g@ong irm rJge&c&iesz, 2005). The gap from the role of
% N
asymmetric, i rmatl)noa_‘)ye presﬁted by highlighting the role of a time-lapse for

_ X

inte g information abou ﬁ.c\biﬁcing decisions.

e

espective of the limitations of the studies that investigated the impact of Sukuk

1%

nneuncements on stock market reaction, the most relevant issue is represented by the

(4

onflicting findings of previous studies in terms of identifying a unified reaction

towards the Sukuk announcement. Based on the reviewed literature, the stock market



reaction towards the announcement of Sukuk is still in debate. For instance, Ashhari
(2009) and Ibrahim & Minai (2009) found a significant and positive reaction fw
stock market towards the Sukuk announcement, while Godlewski, Tur&s ; and
Weill (2013) revealed a significant and negative reaction from the stockﬂ;@t towards
the Sukuk announcement. Meanwhile, the study of ModirzadehbamWMansourfar
(2011) revealed a non-significant influence on the stock market reaction. This conflict
is due to the different periods tested in earlier studies as th i invrlves a period of
more stable growth during which the average impact te tob aw‘ositively,
ituation will fave &@Eive
g{ endi%Yt-Fle tested

\ X .
ide a b@'er explanation
ann@%ement of Sukuk.

while extending the tested period to include an unsta
or almost slightly positive impact. Therefore, filli i
event in five emerging markets instead of p@t ]
about the behaviour of the stock mar %n towar

It is also expected to show the influ@SfactorS h_g\ma?e [

The influence of regiona% on ﬁ1e fo atiorlgs.?he financial structure is
analyzed by comparing sam Xomr es ong@diﬁerent geographical areas,

mainly between diﬁer% ries. ‘I # ‘-s{ud@'in this regard focused on listed
&

companies. The st WRa'w alesga%) considered one of the pioneering

studies on this v@tudi 'el of@ébtedness of companies belonging to the

¢

G7 countriei:%oncl es.t aI{hO@CFPcompany factors have a similar behavior in

N
all countries, there ar€ dif ?mes @may have their origin in these regional factors.

Subﬁtly, studies such @ose by Demirgiic-Kunt and Maksimovic (1999)

C%N%! the existence of differences in the form of financing, shown by companies as
ult of differences, both in the degree of development of financial markets, and in
e development the legal system of each country; Booth, Aivazian, Demirguc-Kunt,

and Maksimovic (2001) establish these differences based on the characteristics of the



different countries, such as GDP, the level of inflation, the fiscal environment and the
level of development of the different financial systems, how the legal system?me
different countries play a fundamental role in the development of financial \s and
in the ease of access to credit available to companies; Psillaki and DA@S (2009)
establish how legal systems not only directly influence the level of\indebtedness of

companies, but also condition the behavior of company factqrm respect to said
NY.

! _@
iv% stud@Gbout this
creazﬂes affec@:z;tock return.

This implies that both the conditional ns_and the conditional @ﬁ!riance of a stock

the shocks Wv a,h‘l\?ﬁes of the bond/Sukuk
N

ultm/ariat R(Gg%?nodel that estimates the

rnational f@]cial markets; parameterizes

formation.

1.2.2 Sukuk Yield Spread and Stock Market Vol

<

The interaction between bonds and stocks

interrelation, in which the level of bond volatility

4,

market change over time are influen

markets. Carvalho (2007) pro

4%

interdependence and contagion a ongjl

the conditional varian entifies the tru‘ct@changes when it undergoes the
’ 4 ¢ &
transition from r&w of \s‘t:}y\ pegy of disorder. Subsequent advances
include studies‘Kd t th 'ln WED%/the responses of volatility to negative
disorder diff g@ thosg caus by'a @J‘;i?ive disorder, which has given rise to several
"
extensions e off odels& conditional autoregressive heteroscedasticity
(A%nd heteroscedastici dels generalized autoregressive conditional (Rist,
\;rena, Ngonghala, Gillespie, & Bonds); among them are the EGARCH or

6 CH exponential of Nelson (1991) and the TARCH or ARCH threshold of Glosten,
a

gannathan, and Runkle (1993), and Zakoian (1994). These models are applied for

10



conventional instruments, either bonds or stocks, and are used to estimate the
interdependence between conventional bonds and stock over a specific time.

The need to estimate the interdependence and contagion among @ncial
assets becomes a necessity during times of high market unc (Aloui,
Hammoudeh, & Hamida, 2015). The necessity of this estimation is dérived from the
need for asset adjustment, which provides predictable results of thefinterdependence
and contagion among the financial assets that helps portf sY:ge[s and investors
maintain a tolerable risk level. The time period 2014- Witnesse le market

ecling in e*cb@}z:ate

e % sia %‘%T( market

imation heint@b%;ndence and
contagion among the financial assewae Malays nd @Onesian financial

markets are dominated by the Isla inancial 1 n (@cher et al., 2017), the

N
need to estimate the interdepe d c&ﬂagi etvziQ:fa?Sukuk and stock market

volatility in the Malaysian Mnesr arket has @ivated this study.
all

uncertainty within the Southeast Asia market. The s
over the period 2014-2017 caused a shock

(Mensi, 2017). Hence, there is a need to ma

Several previou% (Lir}j , g‘l?,@rensen, 1982; Wasserfallen &
&
Wydler, 1988) rmthat r'e
matched benchmarks, which
¢ I (.-)
raé be_njd under-priced. The situation of under-priced
N

credit r% empaof example, Fung and Rudd (1986) concluded their study

issu s displayed higher yields than the

e baEej&%'f maturity, call-ability, and credit rating.

:'g ich will lead to price equilibrium. In this context, according to other researchers
ard

, 1966; Conard & Frankena, 1969; Frankena, 1971; Jen & Wert, 1966), this was
und to result in a non-perfect substitute between the new and the existing bond in

terms of pricing (Ederington, 1974). Fung and Rudd (1986) provided three different

11



explanations behind the different price of the new and existing bond. The first
explanation is that this is attributed to the different features of the contract betw?m
existing and new bonds, while the second explanation points to the hi@el of
liquidity of the new issuance. The third explanation is related to the m;gnt cost of
issuance as a result of a new financial and economic situation. Here,?e.explanations
of the differences between the new and existing bonds by Fu Mdd (1986) have
been a topic of argument for many other scholars and re r&s.(lihagat, Marr, &
Thompson, 1985; Kessel, 1971; Kidwell, Marr, & Tho n, 1984;"Sar e‘n, 1979).
Their argument is closer to the third explanation in ew issues ybe_@‘g to
yield a differential from the equilibrium value iV@ o reflaCt nsa@-ﬁ costs in
delivering the issue to the marketplace. \, Q\ Q\T
Ederington (1974) provided thr@eses toe th éﬂd spread on new

issues of the bond. First, there i@jon-per e\u%tit tg{%etween the new and
N

outstanding bond issues that ha%ame ﬂ1dust takiclassification and quality rating.
m'!'a rﬁ}

This attributes to the simila&~ ons[ sua@n this regard, differentiating
between the new and % Sukuk

the market is cons'th{das sela M,\ hile second issue is considered as new,

lies {ha&e outstanding Sukuk issuance in

e §
NS

taking into consideration th i 'uancaﬁdve the same industrial classification and
quality ratin %e an Su‘ku h£ h@iﬁa second issuance were excluded.
T %esifiw as ﬂ®\4eterogeneity Hypothesis. Secondly, secondary
bon et yields tend to I@’nind new issue offering yields, thus resulting in a
p \@d, though non-permanent, yield spread. Although the reasons for this
thesized lag have not been clearly stated, clearly such a lag is expounded because

ere is no free substitution between new and outstanding issues in the bond holder’s



portfolio. Thirdly, the uncertainty hypothesis supposes that the yield spread resulted
from the uncertainty of the new bond issues.

In respect of the Sukuk yield spreads, with the exception of two pre@dies
in the Sukuk field, which were conducted by Rahman et al. (2013) and Mseddi
(2013), most previous studies were conducted based upon conventional bonds.
Nevertheless, these two studies did not differentiate be eN and seasoned
issuances of Sukuk. Hence, there is a lack of understandin ing \1/hether new and
seasoned issuances can be affected by the same factors whethe ‘it has the

same co-movement to the stock price volatility. l .\C}
4 \/‘Z‘
\ é\‘r
The main objective of the firms@dmize its e, v@‘h induced several

previous studies to seek those charﬁﬂjhat lin Tfir )@‘ue. In this regard, the
N

liquidity effect is one of the ch%ﬂat Iiﬂk to (firnzéme. Investigating the link
between bonds and the st Metl
I

as @ed much attention recently.

Despite the high conc thisr i !uﬂ&lained areas remain that need to

!
iﬁpzﬁt‘;gf liquidity among different financial asset

[
Su, 2016) &jesti te

be explained (Ander$en, 2017).. aral.

Wang, 2015; Ej% othe; e 20(1‘-Sj$f-|uang, Huang, & Oxman, 2015; Shih &
t

N
classes, % studié ‘tocuse&n the linkage between bond liquidity and stock
marhg&uidity. The study of, A@derson (2017) is considered to be the first study that
fi \e gap in the understanding concerning the liquidity link between conventional
onds and the stock market liquidity. Anderson (2017) employed the Seemingly

nrelated Regression (SUR) event study methodology of Schipper and Thompson

13



(1983), which motivates this study to provide an understanding of the link between
Sukuk liquidity and stock market liquidity. Y~

The low frequency of bond (either Islamic or conventional)(t;s tion
information is an obstacle for investigating and interpreting the lin een bond
liquidity and other financial assets’ liquidity. However, the latent ligdidity model of
Mahanti et al. (2008) offers a new approach to overcome this qbstaclefas it depends on
the monthly basis of transaction information instead o a bz'sis. Hence, the

application of this approach required the availability o nthly data-fréquency. For

Ay
this reason, the Malaysian market is targeted by this as it is co eleg@e the

largest market of Sukuk trading in the secondar?[g t, b% vail%my of this
market data, which would strengthen the fead,@ esuh? 0 stud;é;T
Although defining liquidity in twaterms is qui easy@fining an accurate

empirical measurement is quite dif%(Mahan\‘ 2 O,S,ﬁ\This IS because most
% P intoc

liquidity measurements depend igh-frequeneysinf ion of bonds, which can

be relatively tied to trading }%ndr[ me. Theregé bonds with a low frequency
of transaction informa% ot be

measuring bonds;@e a Io“v
(2008) proposew metri
¢
closes the E;E%/een
\
previou% (Dick-Ni ?1 Fe@tter, & Lando, 2012; Gissler, 2017; Nashikkar,

Subﬁhmyam, & Mahanti, ZO\Wemployed the latent liquidity, but these studies only

f XOn the conventional bonds. The only study that focused on the Sukuk, and is

d' ed to the Malaysian stock market, was conducted by Said, Suhaimi, Nurhanan, &
a

ris (2013); it examined four liquidity determinants: issuance amount, maturity,

easufed' 'H%’gap has formed an obstacle for

cy oﬁﬁsactional information. Mahanti et al.

uidit@ﬂled Latent liquidity. This measurement

a&j Ie\ghransactional information of bonds. Several

14



coupon rate, and age. The gap between Sukuk liquidity and stock market liquidity is

This study is constructed to answer three questions as follows: ?

T

1. How of the stock market reaction to the corY@

still incomprehensible, which will be investigated in this study.

1.3 Research Questions

kuk issuance

announcement?

2. How is the co-movement between the new and¥seaso ewa;e %Jkuk

. . . | &
issuance Yyield spreads and the stock m olatility? =\
ma liquic

3. What is the effect of corporate Sukukvidity o&g{
1.4 Research Objectives \

“« Q-
1. To investigate the M 'rket ion to&‘?corporate Sukuk issuance

N

announcemec. i i §

2. To detern%h 0- m bé{\@n the new and seasoned corporate
Sukuk&c yield spreads and@tock market volatility.

o To ey
&

§ J
N
N
14 ignificance of the Study
; Sukuk Announcement and Stock Market Reaction
A significant contribution of this thesis is that the current study attempts to

illustrate that even a simple characterization of issuance motives can provide new and

(?'cofpgrate Sukuk liquidity on the stock market

7
e



improved insights into stock market reactions to the Sukuk issuance. Exploring the
market reactions towards the issuance of Sukuk will help current sharehold?!d
potential investors to make their decisions about the financial situation of @pany
and assist them in realizing the optimal Sukuk structure that acts y on the

company stock price in the financial market. ?

In addition, the present study provides useful information about'the impact of debt
izlar.

securities issuance, in general, and Islamic bond issuance, i il'his would pave

he a rWsuing and
L
9

announcing the time of Sukuk. Furthermore, the ulti arget of fir mﬁn?@ IS to

achieve a high return to the business, which CY/W es % ing thdfm value.
h ignifieant ar@%;tive impact
ve @%rstanding of the

b@h\formation, which, if
N

the path for firm managers to make the right decision ab

For this purpose, previous related research has shgwn a

resulting from the issuance announcw} compre
announcement influence on the sto@srket provi ga

used properly by firm manag aIIO\(/"v the d @ine the optimal timing,

issuance size, and rating. \ \A

Clearly, the lack &edge o’ the nnbuﬂ@‘nent issuance effect may lead to
’ 4 $ &
issuance failure, Wh&&ln be r) \COm by %i.ug into account the affecting factors.
Investors are Iet@bﬂo

¢

this inform '&@imit due tiéir@mal knowledge about it. Thus, the avoidance
N

of inves% ativgreacti ? of th!&lkuk issuance announcement requires a specific

timﬁ the identification %\’uch time relies on the many factors mentioned

previously. Sukuk structure, rating, reasons for issuing, size of the firm, Shari’ah audit
& ity, and timing are those factors that impact the required different time from
vestors to have significant and positive reactions towards or to continue their negative

reaction to the issuance announcement.



1.5.2 Sukuk Yield Spread and Stock Market Volatility
Taking the right decision by firm managers about the optimal financing i

order to maximize the shareholders’ value must be based on many @ions.
Moreover, releasing sufficient information to the external environmen business
may indicate that management should ensure the strong financial positfon of the firm.
Furthermore, potential investors have different levels of risk tolerance, which affects
their response towards the related risks of several investme Yii-e, ane, & Marcus,
2012; Van Horne & Wachowicz, 2008). These respo wer tw‘of many
scholars’ attention and estimating the market respon wards festr u#ng\‘{%‘z;irm
capital remains a mystery. Different yield spre nd% noted for the last
two decades. Precisely, various conditions mx ined Y;ce from the
financial market. The second objecti@ thesis W

market reactions towards the yielc@sads of a\v\:ﬁe nd

N
taking into consideration the ir%othepecon ic fac;t@?, such as local exchange
N ,}}m Koy

rate and oil price. l %\
For portfolio m%;he stock a éuk@‘yield spread co-movement and

’ &
correlation play a wl rolﬁ \IBS. -mar edging, asset allocations, and risk
diversification.% he [
¢
2 :

correlation e

N

(D. Bau% y, 200 Spike, 3&7 ; Martin & Zhang, 2014), there are no previous
r

stu voted to such issues,i Islamic capital market literature.

|scu®<ﬁe different stock

e@ned Sukuk issuance,

%

rese Q‘ﬁas investigated the co-movement and

!
| Joc@?d bonds in the empirical finance literature

N
\rthermore, the emerging unified Sukuk market initiative, which was initially
u ssed at the 'Regional Forum on the Role of Islamic Financial Institutions in
inancing for Development' in 2007, and re-launching the initiative by the Saudi

Capital Market Authority (CMA) and the World Bank (WB) in 2016, which was held



at "The second Sukuk Conference for the Role of Debt Markets in Economic Growth',
emphasized the need for clarifying an integrated Sukuk structure and document i
order to pave the way for the establishment of a unified Sukuk market. \

In order to achieve this initiative, this study focuses on clarifyin&fferences
and similarities of the two regions, namely Southeast Asia and Gcmh dominate
over 85% of the total outstanding Sukuk issuances. Hopefully, the results of the present
study will provide a regional perspective on the corporate mlc‘mcement, yield
spread, and liquidity determinants, as well as its influen the hwi' wealth.
objective, the t_@zﬁcm
dy filld't byJQYé'stigating
b}l on .@S;ock market,

St@(market volatility.
a(\he optimal portfolio

N
diversification, based on the fea%( the’PesuIt ut mé:?nterdependence between
&
iy

Besides the practical significance of the s

significance will be achieved in two ways; first;

1.5.3 Sukuk Liguidi andit

Every cow ; of i éﬁérformance since to obtain internal and
external fin &@unds itis i er!steeii:r? its margins so that they are given adequate

N
i P/ of tﬂ&nanagement to efficiently reach the more liquid

c%t ; since it must seek an appropriate combination of the internal and external
Q cing sources to maximize the profits of the company, as well as to provide a higher
vel of liquidity. The need to properly select liquid funding sources arises from

recognizing that the resources are limited and expensive.



Liquidity can be defined as the ability to trade an asset in the market easily, that

is, expeditiously, with low transaction costs and little impact on stock prices.

‘?

glance, this seems to be well established, and liquidity is a concept wi I\d by

investors around the world. But what is not so evident is whether Ilqm&s valued,

that is if there are variations in asset returns that are explained by Ws in market

liquidity. This thesis will seek to answer this question in the contextof the Malaysian
N

corporate Sukuk market. Liquidity is a factor that could b 'he market since

liquidity is a risk that the investor must face when tra a Sukuk™ secondary
market. Illiquid assets are likely to be more difficult y andsell, i CL]r .@ﬁ’lgher
transaction costs and possibly suffering a lag b he t| deri aced and
the transaction itself. In conclusion, liquid |t as ce |sk, Y;vould affect

the prices, spreads and returns of th& This the cu@w the Malaysian
corporate Sukuk market because t ve orde?_sg\M%g e*of less liquidity than

t
f S

the conventional bonds. %
Liquidity is a diffic on ptlﬂﬁe{r@ally, for two reasons. First,

because liquidity cons% eral ‘c‘ cep }ﬂ'a ion frequency, transaction cost,

impact on pnces&%ﬂweer] r, a é(r.he execution thereof) and finding a
measure that res& thes S is d(téﬁ:ﬁlt Second, because more illiquid assets

are less trad market, th g(ne@pess information that can be used to calculate
some m sure of liquidi Prder nalyse and measure liquidity in the best possible

wa stud is considered t the first to adopt a new measurement of liquidity,
Y, y

~

@HS not been previously applied for Islamic bonds.
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1.6 Operational Definition of Terms

1. Sukuk: Sukuk term within this study refers to the Islamic certificate hw
an investor, either this investor, an individual or a corpora@}h this
certificate complies with Islamic financial law. *

2. Sukuk announcement: Refers to the official declaration of ay¢orporation that
intends to issue Sukuk on a determined date at the fiMclaration.

3. Sukuk yield spread: Refers to the difference OY:Sleuk yield and
treasury bills issued by the government. ‘\d‘

4. Seasoned Sukuk issuance: A seasoned SukuKissue is an a icha.@mnce

of Sukuk from an established compa e sec\ufit' ead;@'de in the

i ered,é{‘e;soned if it
shares the same quality, cowa and matugi as@*Sukuk issuances

already trade in the secor@gjnarket. \ =

&
5. Sukuk liquidity: Re he fgque uof Q‘;ﬂwg a determined Sukuk
within the secon@ ereja higfrequency of Sukuk trading
liquidity.

indicates hi%
6. Stock r'ngﬁ;{Referi ici e organized by the government for
the pw f tradi ever es of financial assets such as shares and

¢

!
C—)
b : 4 (_/

3
7% marke ion: S1$k market reaction within this study refers to an
L 9

abnormal return th @Urs by the stock market index, either this return in a

(¢]

secondary market. The seasonew c

\ negative or positive direction.

0 8. Stock market volatility: Refers to the dispersion of stock market index returns

over a specified period.

20



9. Stock market liquidity: Refers to the difference between the bid and asked

prices of financial assets such as shares and derivatives at the sew

ket _\(,}

1.7 Organization of the Thesis ?
This thesis contains six chapters. It is structured in a wﬁwver three issues

relevant to the Sukuk activities. The first chapter focuses urjareas, the motivation

of the study, research gap, research objectives, and signi ce of eWhe second
| ]

chapter provides a background of Sukuk market de ent, a co ri}o[\‘a;t\/veen

ku% ., Su urissuance
ket, S@D‘{ rating, and,

finally, the background of the GCC. Eirachapte i ded@’fcur main areas;

the first three areas discuss related ti@'ﬁs and pr\busgtu es'j)r each Sukuk activity
N
—announcement, yield spread, %

i s — while the fourth area
is assigned for the concl ar!s. e ffourthschapter describes the research

methodology used for uk issue dis ss‘edﬁhhe study. Also, the third chapter
's f &

clarifies the hypo;@zvelori \f\)( i

and empirical modelSwThe i

process, Sukuk issuance announcement, Sukuk secon

)
oS
=
@
wn
23
&
@
Y

is st used methodology, data description,
m\ :

stigated ha r&/ittg;?n separate section. The sixth chapter is the

3
final ch% includ ‘summn&of findings, contribution, and limitation of the
L 9

ter Qr§§'fdes empirical result of the study, each
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CHAPTER 2

SUKUK BACKGROUND (,}
2.1 Introduction q

Sukuk is the Arabic name for a financial certificate. It is essentially a certificate
of the ownership of assets that can be used on a large Cr in[rastructure and

investing finance. The Islamic Financial Services Boa FSB4#2) defines Sukuk as
| ]

nership in urhl:@ part
ri% |iga@€s' to such

. NX :
ganlz@h for Islamic
equ@%lue representing

“Certificates that represent the holder’s proportiona
of the underlying asset, where the holder ass

asset.” This concurs with the Accountiw

Financial Institutions (AAOIFI) defim‘) ertificate
c@nd services or (in the

undivided shares in the ownership %gible as\,ugfr
;'S‘% N

ownership of) the assets of parti ojec% or special i ment activity. ”

ragted @ttention during the last three

Sukuk, as a financial i Mnt,r,
decades, prompted by% dem; d fo zilt%rn@/e financing instruments. Sukuk
&

provides a new con of debt,' sent;éd(able debt characteristics that comply

with Islamic lawg,.as well as i 'a in@broach that is tied to existing assets. The
¢
Sukuk market lopment ha be€n @ mpanied by a notable development in their
N
regulat egislation” Thi ;ﬁpid d@elopment has contributed to the spread of the

Suk@ket globally. \c.}/

is chapter is organized to provide an overview of Sukuk as follows. Section 2.2

@ ines the rapid growth stage of the Sukuk market over the last three decades. Section

.3 clarifies the major differences between Sukuk and conventional bonds. Section 2.4

illustrates the popular Sukuk structure. Section 2.5 details the Sukuk issuance
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regulation. Section 2.6 provides information concerning the Sukuk issuance process.
Section 2.7 provides a background of the Sukuk issuance announcement. SectYZ‘.B
explores the secondary market emergence, supervisory, and development @}ysia.
Section 2.9 gives information about the Sukuk rating procedures. Secti *40 provides

a background of stock market index. Section 2.11 explores the stock market liquidity.

2.2 Sukuk Market Development ‘\d
L
. _ 9
The beginning of the Sukuk market dates back late eighties. "hg{@ng of
Sukuk by the figh academy of the OrganisathL sla% ratio@{élC) has
formed the main point of Sukuk market e ence (Ha\ssa ~Kayed seni, 2013).

The legislative base taken on the basi ling has

Finally, the chapter’s concluding remarks are in section 2.12.

dt <<S‘ential ground for
O

Sukuk issuers to penetrate the finanCial.market. \SSCWtiv Ixéeveral types of Sukuk
N

have been issued and offered on%ket, \ﬁhich paesen(gae second phase of Sukuk

market development. =
X S

2.2.1 Sukuk Marl%mergf %
The Suku %t haﬁﬂ? penan-}%éd the financial market. The emergence
¢

!
ighte thgu

of the Suku hig r@cr;?necessity to create a safe market for Islamic
N
)s con&a'ered to be the pioneer in establishing Sukuk

debt tra@u} s. Mal
| w& X

inst s. The credit for is@the first Sukuk goes to the Malaysian market. The
%\ﬁ\/as issued by Shell MDS Malaysia in 1990, with an amount of RM125 million

30 million), which was classified as a corporate Sukuk and structured as Al Bai’
ithaman Ajil Sukuk (Bassens, Engelen, Derudder, & Witlox, 2013). Meanwhile, the

first sovereign Sukuk issuance was by the government of Bahrain in 2001; the issued
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