CHAPTER 4

METHODOLOGY (q\
4.1 Introduction Q

This part presents the research methodology utilized in this study. This study is
done to fill the gap concerning three application areas of S chld] are researching
the impact of Sukuk announcements on the stock mar action, t of yield

spreads of the new and seasoned Sukuk issuance e stock pri vblg{hjy and

sock’ t Ilgﬁ'ty The

[ Thﬁ ex atlon,@asources data
period, and the sample are also explalkh-]ae metho les @ﬁilized to respond

to this study objectives. The event technlq_h\s_l d ,@\wmplish the target of

N
the stock market reaction tow% Sukﬂk isstiance a@ncement. The GARCH

(1,1) model is utilized for i

investigating the effect of Sukuk liquidity

hypothetical foundation of each activity is

movement with stock

recognize the detms 01@

¢
4.2 Suku nce ent gtoelfjcaarket Reaction

421 otheses De ?ent %\

.@d on the assumpﬂ@ﬂf the pecking order theory of Myers and Majluf

missuing external financing sends a negative signal to the investors. The pecking

theory of Modigliani and Miller (1963) indicates a negative reaction
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from the stock market, which is due to the asymmetric information hypothesis between
managers and investors. The argument for this theory, is that investors considerw
debt by the firms as the second option of financing, which indicates the v@\jhemal
financing of the firm. However, studies, such as (Ahmeti & Prenaj; ; Brusov,
Filatova, Orekhova, & Eskindarov, 2018; Jaros & Bartosova, 2015) fgund a negative
reaction from the stock market due to the financing options av 'IM the firm, which
starts from the retaining profits, debt securities, and equit K,.w en a firm relies
on debt securities as a second option to finance its oper s, thi w firm has
@ \Y‘
e
ry. fifr ' onl;@@e action
om thé?svl:ance. These

izing @ock return of the

[ ttzihhe market reaction to

overcome the first option (i.e., retaining earnings).

From another viewpoint, under the trade

—t

(i.e., issuing new stocks or issuing debt) if

benefits represent the financing its cawaell as ma
firm within the stock market. An irrﬂjﬁsion of t@\eo‘

N
both equity and debt securiti il be pQJsitiv ' asgo the above theoretical

discussion, the conflict b en “the ’) ingYorder @ory and trade-off theory is
ical

accompanied by a conflictsin the empi uo‘ie&.} some of the previous empirical
’ 4 ¢ &
studies found a n%nd sqn\E’M norg.l.return from the stock market towards
Sukuk announcw suc 'rtabi <<l/al. (2019); Mohamed et al. (2017); N
¢
Ahmad and g@( ; GO V\gki('l_;u -Ariss, and Weill (2013).
% N
N% othér.pr S em&cal studies, such as Ashhari (2009); Elian and

Y-
Yomgkaft (2014); Rahin@ﬂ Ahmad (2015), found that Sukuk issuance

annguneements are associated with a positive abnormal return of stock. The positive

N
o
—

6 ion from the stock is explained as the exceeded demand for the Sukuk instrument.
According to Culata and Gunarsih (2012), most of the financing theories

including the trade-off theory, focus on the developed stock market. Within this market
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the investors bear prosperous horizons towards investment, which is due to the strong
economic condition of the stock market, as well as the advanced regulatiovmt
organize the stock market mechanism, and the information transparenc@ﬂrom
firms to the stock market. However, for the case of stock markets in de lng regions,
such as the GCC and Southeast Asia, investors have less confidence in'two things. First,

the overall economic condition, which is due to the successiv eWic and financial

crises over the last two decades, the 1997 Asian financi is anci the 2007-2009

1there the
@

Yw
developed stock market overcome these crises faster pared to t mlerg@stock

markets. Second, the weak corporate gove?g reg@ eithe&ﬁe weak
accounting transparency in Southeast Asia W 17)!3{ the'partial i.@lg;entation of
&

corporate governance code in the GCC¥{Swedan & Ahm 019

Unlike the previous empirical%es that i ?\e' T)*)e of the investigation

N
to the domestic stock market o%gionﬂhis w'@, the scope to cover two
e

e, inthec s@‘f aslowdown in the economy

regions—SoutheastAsiaan% C.1
in Asia (Hong, Lee, Li% eviratne, 20 }b@ Higuchi, & Sonobe, 2017) and

global financial crisis, and the sharp decline in global o

’ &
in the GCC (Dev & Motti \ZSJ. , itgxpected to lead to a negative abnormal

araj
return. The hypathesisito be iS as fo@ﬁ:

¢
Hypothesis .c@.lk announ éﬁts@cgoutheast Asia and GCC stock markets are

N

associa% negﬁtk&ejyorm‘%@um.

N
%d on the market irﬁg‘e)rfections theory, there are three criteria that can be

ished in the imperfect capital market: agency cost, information asymmetries,

01 transaction cost (Koo & Maeng, 2005; Oliner & Rudebusch, 1992). Along with the

imperfection theory assumptions, deciding which stock market (i.e., Southeast Asia or
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GCC) has the lower degree of structure consistency, can be linked to a higher reaction
to global economic shocks. T

According to Goldstein and Pauzner (2004), different countries shar@same
group of investors leads to the transmission of negative shocks fro rt of the
world to another. Thus, the realization of a financial crisis in one couniry can induce a
crisis in other countries as well. This generates a positive correl iMeen the returns
on investments in different countries and thus reduces the m}s‘ of diversifying
investments across countries. Tsaurai (2018) investigate det mw the stock

market structure in emerging markets. For the Southe

* X
ia stock m tlfa&@such
ng fihanci evel@ﬁent, and

T

rkeo\dev pmemémeanwhile, for
the GCC countries, stock market quui@gs and fi ial @mediary were the

three variables that were found to @ﬁ signi |\~p¥it' q@pact on stock market
N

development in the GCC regi%ﬁndﬂgs 0 eaun&‘?ow) confirmed that the

Southeast Asia stock market.is better d pedithan t “éCC stock market. According

to Souza and Aste (2(%?‘:; df‘ ‘!(:J;{od&arket reflects a better structure,

which leads to be wevan‘ \rma ion g}/and provides a higher quality of

financial infor@clo : &

e O,

Inac g@n between the éCEJ‘;r?d Southeast Asia market, the Southeast Asia

market &%}ateﬁ ? of ou&k revisions and credit ratings compared to other

regim&hristopher et al., Z@S'Fhis is because the Asian region contains a larger

%}of and more disparate ‘emerging’ countries than the other geographical regions.
Thus, t

he second hypothesis is:

as macroeconomic stability, stock market liquidi

income growth rate positively influenced

ypothesis 2: Announcements of Sukuk in the Southeast Asia market are associated

with lower negative abnormal returns compared to the GCC Sukuk market.
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Under the efficient capital market hypothesis, Malkiel and Fama (1970) applied
the concept of rational expectations to financial markets and hypothesized that fi fal

prices contained all the available information. At least, it should not be p s\o us

D

past prices to predict future prices, and, at best, there would be no dif between
the market prices and the fair prices of financial assets. The work of Grossman and
Stiglitz (1980) underlines the failure of the efficient capital Mypothesis. The
general argument is as follows: if an investor starts %1:

ssumption that

information is expensive and markets are efficient, t no i ve‘?mkﬂl have an

‘X
incentive to incur the cost of information. It wi@wre profitab nﬂ .@fore,
vai

rational behaviour, to wait for prices to reflect %’ ati@ncluding
information that is expensive. Investors wilkgot have tewaitteng in @:gse, because
the efficient capital market hypothesiwaes that thisyi for@n iS incorporated

in the price instantly. Q) \T \(\

Fung and Rudd (1986) co%\hat tﬂere i 'me&é@rence between receiving
the information by investor. Nir T
a

the ncial information. This time

difference relies on ma s, which are ot limi to the information transparency
{m . L

of the announcer;]gm}:d assitE Hﬁe{ investors take the time difference

between the aw ent ' acttajfdate of debt issuance to utilize related
¢

information Eog@nno ncement, 4’55 nce, and financial position of the issuer. This

N
time-la% amaohg. }torsdu&otheirabilitytoaccessthisinformation, besides
X~

recempdated amendment@f occur on the announcement prospectus. Unlike the

e%% capital market hypothesis, and in agreement with the conclusion of Fung and

d (1986), the under-reaction theory of Stein (1992) assumes that the capital market
not efficient enough to provide all the relevant information to the assets instantly.

Hence, investors take time to reach the optimal level of information; this time enables
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investors to make decisions. In this case, the insignificant reaction is a temporary
situation, and investors will seek to extract the related information to the bon
data as soon as possible, which will lead to a significant reaction from the @rket.
The empirical evidence of Ashhari et al. (2009) tested a time peﬂéﬂ -30 days
prior to the announcement date and +30 days post the announcemerw Ashhari et
al. (2009) found significantly positive abnormal returns one d M the issuance of
Sukuk at window (-1, +1), (-7,0), and (-7, +7). This co mr reted under the
assumption of the under-reaction theory, which consi pos ti\wi reaction
idering/that the hziﬁej\vt;kes
% furth@zgmpirical

support, within a time period of -30 days prier to the aru\oun ent @Ed +30 days

post the announcement date, Alam e@) noted er@“a better abnormal
return from the stock market wh@s the m\ﬁ%ts mor time to extract the
¢ o
m e (2

announcement information. T of Ala shows a less significant

and positive impact in Win%}-l)
t

window (-1, 1). Hence%
o~ 1 &
(1992), and the pr \ﬁ%empm nce Q&Ashhan et al. (2009) and Alam et al.
(2013), the thirdyhypothesis i WS: &
it Mo

Hypothesis_3:"Anpounceément féulel; at have a longer time-lapse are associated
N

with higher,abhormalft é

£ X
A S’
N .

whenever it is away from the announcement day. In

time to extract the relevant information of th

o

he under-

s
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4.2.2 Data Selection
4.2.2.1 Sukuk Announcement YV
The announcement dates were sourced from the Thomson Reuter@ 4.0,
from Q1/2001 to Q3/2016; selecting this range of data is to balance be he period
prior and post the global financial crisis, which helps to reduce tmatlon effect
resulted from the economic recession over the global financial crisi
The announcement dates were obtained from the s Wel For estimating

market beta, the estimation period for the market model 1 da ,Wt day 180
L

until day ten before the announcement date (-180, -1

Yw
he estimati p}ri.&él?br the
y % e ao&ncement
radl days, that a.ébrobably equal

to a minimum of 48 days during six hs. )ne estlma peri <%tween 150 to 30

days earlier than the announcementﬁaylves si uI @dlewskl et al., 2013).

The test period is assigned fror%ys bg}oret anngi}@ment until 15 days after

the announcement date (- 5 ive r WS have been assigned over
urk- r|§s

market model is 171 days, starting at day 180

date (-180, -10), taking into con3|derat|on of

this period. FoIIowm @em (2013), and Maskara and

Mullineaux (2011 QQQ sym ent ows (0,0), (-1,1), (-2,2), and two

asymmetric ev: WI 1) @ore time is needed by the investors to be
more famili % he |ss anee 61‘ U rity (Anderson, 2017), seven more event
WlndOW ar, ked to’c ow

(- 5, 1,+14) 0,3), (-1 +@8 +12), (0,+7). The packaged announcements will be

Iater from the date of issuance, which is (-5,+4),
r from the issuance announcements; the main purpose behind that is to avoid

& ide effects of the associated announcements, such as dividends, earnings, acquiring,
n

d merging.
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The thesis sample will focus on the corporate Sukuk issuance announcements
during the period (Q1/2001 to Q3/2016). The list of corporate Sukuk |w
announcements will be downloaded from the Thomson Reuters Eikon 4. {%&dmg
to Student (1992) and De Winter (2013) a sample size can be substant all if the
assumptions hold. T

Furthermore, announcement dates will be verified thr publlshed base
from Eikon and the security market indexes, and the s Qta criteria will be

subjected to the following conditions: .\d

1. The corporate issuer must be listed in th urity mar tcl _@‘e the

et
T
va\ccu ly. é\
3. Debt maturity must be above %a(to avoid ort@ﬂ debt issuances).

4. Sukuk issuance must be at%non-maﬁ\tﬁg % q@the matured issuances

o . [} )
noisy information. ‘% Q-
\h " &
5. For the perpetuals% en' all date |‘s§§ ned to determine the Sukuk
tenor. ' Q’
's ¢ &
N O

4222 Stock Mar &
I e\
The dE;&DtOCk ark et!:rnc/\zl? be retrieved from Thomson Reuters Eikon
0

N
4.0. Ta% wsth flve&Bck market indices that used by this study to test
WN &

the jective, that stock @ét reaction toward Sukuk announcement. The stock

company stock calculation during the

2. Announcement date is identifiabl

D

e eturn retrieved is based on daily data, for computing the actual return of stock

@ et index; the natural log of stock market index close and open price is computed.
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N4

Table 4.1: List of Indexes Covered by This Study
A\

No Stock Market Scope Index Syrﬂﬁ’\

Malaysian stock market KLCI Y.
i i JKS

Indonesian security market
Saudi security market TAY.
Qatar security market l

United Arab Emirates security market DSI\'II ‘\d
| ]

4.2.2.3 Dependent variable
| . NN
The five-day cumulative abnormal r w the indo y +2) are used
or @mcement date is

o A W N P

in this study as the dependent variable. he event

C

em:\t date allows for any

defined as t=0, taking two days befﬁjd after t

N,

possibility of a news leakage o% 0 QC-0
N ‘o

4224 Explanatory%; ’vj [ 0’
o

42241 Time- ;a{\ '
Time-lapseyrefers to t nce e between the issuance announcement
N TS D
of Sukuk a e actual dat ! sémQJSukuk The time-lapse is calculated based on
a daily is. e-Iaﬁsw’;Zplo@y this study to fill the gap resulted from ignoring

the thls variable in the@ﬂk market. The nomination of this variable is based

on? arket timing theory that considers the time factor as one of the crucial factors
capital structure decision. Hypothetically, this factor is expected to be found with

ngnlflcant positive impact on the cumulative abnormal return of the stock market.
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4.2.2.4.2 Amount of issuance

Amount of issuance is used as a proxy for the size of Sukuk issuance valwl'we
amount of issuance is retrieved based on the value announced within the Su@%\ance
prospective. The unit of measurement for this variable is the monetar where all

the amount of issuance converted to USD dollar from the main curreney of issuance.

4.2.2.4.3 Coupon rate z

The coupon rate is employed by this study as a proxyfor the yi by Sukuk
'YX

issuer to the Sukuk holder. The coupon rate type that

inated in S kﬁa_l‘\lﬁe}isthe

consider the @ﬁest type
of fixed income instrument yield. The unit W mem\for i varia,@t'z's,~ percentage.

S A S

4.2.2.4.4 Tenor C,) \ A

N,

The Sukuk tenor defines %riodﬂurin ich('Q ukuk holder will receive

profit payments from the S Nherlt ukuk r?; maturity, the Sukuk holder

is repaid its principal unit‘. pa%‘p‘sn@ this variable is years. The tenor
&
uanc 6:‘5

is calculated in ter %ars fr? \e~ts % ukuk to the maturity date of Sukuk.
K &
¢ ! C.)(J
42245 23‘@%@ lization ¢ O
t I

N
N% italiza ers tosthe total assets of the issuer as reported within the

Sukuk issuance prospectus. T ec%?frket capitalization is calculated based on a monetary

plain vanilla-fixed coupon. This type of coupo

-9
r

u XI the amount of market capitalization converted to the USD from the main

3 ncy of Sukuk issuer.
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4.2.3 Methodology

Two methodologies are used for this thesis section. First, the evenw
methodology is applied for the first and third hypotheses; the event study r@logy
IS used to examine the stock return behaviour around a financial, accom& political,
social, or economic event. This methodology was introduced by FamayFisher, Jensen,
and Roll (1969) and is still widely used. This methodology i eNed in this thesis
for the first hypothesis to investigate the stock return SXPTO rds the Sukuk
issuance announcements in Southeast Asia and GCC s mar ts’,\angdr‘the third
e Southea s‘a‘@;t is
e % mar,@ Second,

r explé;nz;n about the
ellé/renor, amount of

hypothesis to investigate if a Sukuk announcement

associated with better abnormal returns compa

(o

'sed tilé‘dmlne the first hypothesis, as follows:

eﬁts@ outheast Asia and GCC stock markets are

4231 Market@n Mo
The mark% jon
Hypothesis %Jk annhoun
N
associa% negétive Porma‘k&urn.
4
Q termining the assinge:Devent windows of the Sukuk announcement, previous
% were divided into two categories. The first category preferred to investigate the

Qck market reaction in the short term horizon, which extends from 0 to 7 days around

the announcement date; these studies, such as (Ahmad & Rusgianto, 2013a; Alam et al.,
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2013; Ashhari, 2009; Godlewski et al., 2013; Modirzadehbami & Mansourfar, 2011),

attribute this to avoid the effect of other announcements on stock market reactio
as dividends, CEO turnover, equity issuance, conventional bond announce@\bhm S0
on (Godlewski et al., 2013). Meanwhile, the second category stu ferred to
investigate the stock market reaction in the long-term horizon, whichd from 0O to
60 days around the announcement date; these studies, such as % & Rahim, 2014;

Ibrahim & Minai, 2009; Mohamed et al., 2017), attribute t capture the information

leakage by investors. ‘\d
@

T
The market reaction model, as defined belc@ze used to fi 'ne_\éx}ected
return of each issue; as given in Equation (4.1)Y. \4' \,T

(4.1)

where:

a;= alpha or the i:QRtof th«i
Bi=beta or the % the \db
e; = the err %f bond (i) i
& f
.A[he market index be@ﬁark, five market index benchmarks will be used to

m?\ the abnormal return from each country securities market. Hence, the Bursa

& ysia FBMKLCI index will be used as an indicator of the market return, JKSE index
0

r the Indonesian security market, TASI index for Saudi security market, DSM Index

*
4

for the Qatar security market, and the ADSMI index for the United Arab Emirates
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security market. Calculating the abnormal return is straightforward. Initially, the return
on a security is regressed against the market index to get the beta as well as th?ﬂu.
For computing the actual return of the stock market index; the natural log o@close

and open price is computed as given in Equation (4.2):

log Pe—Pes V:

Pty

(4.2) i '
where: \d,
N4

P;= the daily closing stock price at time t é l _f)
p:—1=the daily opening stock price at time t-1 Yv \’ \/‘T
t—1— -
_ (Q &
Then, to find the abnormal or e turn, the eren@etween the actual
. \g =\ .
return on the security (as comput he n f ték close and open price)
e,

and expected return from the

% Rit

(4.3)

N
where: $ 0

AR;; = average refurn f a" (i 1 i

R;= ack%%;s fof afi ﬂ) a&ﬂg\time period (t)
aFArstant average retum@' a stock (i)

R \turn of the market

G— estimated beta value for bond (i)
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The average abnormal return is computed by dividing the abnormal return by the

number of announcements; as given in Equation (4.4):

(4.4)

As
<&

The AARt is an estimated average deviation percentage Kk return samples

(4.5): Y'

#5) &, 0>y

where:
S Y ¢
AAR = represents aver(ge :b rmal return ross@ in the sample

~ d .
' \NQ veral normal return for all bonds in the

a(AAR) = is the standard devi

sample calculat@g th
( / ¢

The t- stic fer‘thedcu
r 4
e

differ ﬁfro the above. It is @)-.E-ated by dividing CAAR by the square root of the
\
f days in the event window multiplied by the estimated standard deviation.
~

ula@e\ average abnormal return (CAAR) is slightly

0 observe the cumulative effects, the cumulative abnormal returns (Kocaarslan,

Qytas, Sari, & Ugurlu, 2019) will be computed by summing up the AARt over various

time periods of interest about the event period; as given in Equation (4.6):
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tl

CAARy ¢, = Z AAR

t2

_§'

CAAR; is a more precise representation of the longer-term eff share prices

from bond offering announcements. The t-value for the CAAR, iw as in Equation

(4.7): Y.
A

|8
(4.7) Y_ \f \/‘Z‘

a(CAAR); = a(
&, %‘ &
(4.8) ? ) )
where N is the number of d \e CAA
'S
's ¢ &
42311 HypothgsidwConfi Sy
2.3.1. ypotR onfl'ma Q\,%
The alte Mhyp th‘es AARIis confirmed statistically in the case of the t-
% '
test value@" her than'$.9 Wh.@yindicates that the significant abnormal return
from t marl(gt rdthe @1 period was impacted by the Sukuk issuance

an ent. \Q}’

0.:.2 Variance Analysis Tests (Hypotheses 2)

For the purpose of investigating the second hypothesis, which assumes better

abnormal returns of the Southeast Asia stock market to Sukuk announcements
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compared to the GCC stock market, the independent sample t-test and one-way
ANOVA are used to examine the second hypothesis as follows: Y‘l
Hypothesis 2: Announcements of Sukuk in the Southeast Asia market a@iated

with lower negative abnormal returns compared to the GCC Sukuk maﬂ&

4.2.3.2.1 Independent Sample t-test \,
ere

The independent sample t-test is constructed to test'the,d r]ce between two

groups; applying this test for the second hypotheses is ¢ ucte to\e&@ther there

"AX
ained By t oljtt@Asia
st% . To {@eed with
conducting the independent sample t-tes i

stepﬁ ar equire@g}inahze the
procedures, as follows: \)
Define the null and alterr@;shypothe\oy%

Determine the alpha valu [ 4 Q(?
Calculation of the d&{ ffre%j A%
Testing the norm sum1|ion _%\

. Testing pro%

Defining the n@ll and alt

is a significant difference between the abnormal retu

stock market and abnormal returns gained by t

—

A A

stock markets (ie€.,

E\he null hypothesis assumes no significant difference between the abnormal
ettrns gained from the Sukuk announcement for both stock markets (i.e., Southeast

sia and GCC), while the alternative hypothesis assumes a significant difference
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between the abnormal returns gained from the Sukuk announcements for both stock

markets (i.e., Southeast Asia and GCC). YV
To ensure the statistical validity of the t-test, computing the degree @)m IS

calculated as in Equation (4.9): ‘\
df = (nsa— 1) + (Necc-1) Vt

(4.9) Yv
!
here:
where \d‘ -

nsa = total observations of Southeast Asia é ' _\(_.}
Ncce = total observations of GCC
Before proceeding to examine

conducted to confirm the data are n |
test the normality (Groeneveld

in Equation (4.10):

N = ob%;s 4

% 4
X; :.L of the observation@fue

X = de of the observations’ value

bz standard deviation
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Hri-7)’

Kurtosis = n * o~
Z?(Yi_? )

(4.11)

Yv
N
\,T

n = observations

Y; = variable of the distribution Y_

Y = mean of the observations’ value

42322 One-way ANOVA é

One-way ANOVA tests are designed to t?!difw

e Y
1<
2 K.

s A

groups in terms of mean. Applying this tcwe secﬁpd othes‘@ms to test the

difference in the abnormal returns am
Saudi Arabia, the United Arab

numerical formula used to co he test:

MST 3he an square due é a@ents/groups (between groups)

2whe mean square due t(ﬁ'ror (within groups, residual mean square)

Q Retrieving MST and MSE calculations are based on Equation (4.13) and Equation

(4.14), respectively, as follows:
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L (T3/m) — G*/n

: . g
MST = p— \
S
Y-

(4.13)

L XL Y = (T /)

n—k V
(4.14)

\ 4
where: é '\d‘
Yij = is an observation é l ' _\(,}Y.
Ti = is the group total 0 4 \'Y'
G =is the grand total of all observations Y- o\ \ é‘r
ni = is the number in the group \% O<§
i and n = is the total number of obse@%)ns \Y

R O
e &

The differences betw nNs, -hoc Tul@HSD test is used in Equation
(4.15): c i‘
(4.15) & j
where: Qv
’ 3./:. S
HSD 30 y significance dif@ﬁce
C—)
wan value 1 N
@— ean value 2

W = mean square width

MSE =

n = number per mean
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4.2.3.2.3 Hypothesis 2 Confirmation

The alternative hypothesis will be confirmed by a comparison of the deswm
statistics, the cumulative average abnormal return for both stock marketsé%\bheast
Asia and GCC — as discussed within the hypothesis development. Aymulative

average abnormal return of the Southeast Asia stock market IS ‘@igher than the

4.2.3.3 Regression Test (Hypothesis 3) ‘\d

The multivariate regression method is used to ine the thir h‘/p@ls as
follows: \

Hypothesis 3: Announcements of Sukuk t a Inge ime- Iapé\re associated

with higher abnormal returns. ) «

Multivariate regression W. se

cumulative average abnormal return of the GCC stock market

'<l

o
[{
estimation of each factor (t| capl arket, aﬁ(&s well as tenor, amount of

issuance, and coupon r e) I th 'nstr 5 umulative abnormal return of
[
0

the stock market. Thls a it| al inteip ' clarifies the factors that contribute most

he abnormal i \ (J
to the abnorma r I‘n
ﬁ"

Each issman f nds, Whet Her entional or Islamic, can be differentiated

‘T —\
a bet{g’?xplanatlon about the

from oth ase th ernal and external characteristics; internal

4‘
chara: are mos vanYto the issuer decision for designing the issuance
tur

str\ hese characterlstlcs\an be determined, such as tenor, coupon rate, maturity,

pose of issuing, announcement and issuing date, issuance amount, issuance

Qde, and Sukuk price. While the external characteristics are mostly relevant in terms

of ungoverned decisions from the issuer, such as issuance rating and risk classification
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of the region, or characteristics that are related to the economic condition, such as
inflation, tax, government constraints, investment opportunities, economic groxw
debt market development. Most of these characteristics have been hi@ by
several studies that strived to interpret the guided characteristi roup of
characteristics that can impact the stock prices within the assigned eveat windows.

For the purpose of predicting the leading stock reaction rMnear regression

CAAR.1 4, = C + lapse; + Capy, + Tenog; it ¥ Cp; it ® \Y'
| &
(4.16)
where: \, Q v
C = model intercept \%

CAAR = cumulative abnormal retu@ser the e \hn.d&io y‘\'}nd to
N
Lapse = the interval time betws%unceﬂment Lthe | date of issuance

&
Cap = market value for all relevantriss are té@
Tenor = accrual issuan%z LL} S
Am = amount of issuance \
ARY
Cp = coupon ra A
N 5%
e =error term% ’
- v
&) 7 o) S

4.2.3.3.3, Hypothesis 3 Confi ion

N
g\'@e alternative hypothesis of the ordinary least squares test is confirmed
S t

is performed using the model defined in Equation (4.16):

ically in the case of t-test values higher than 1.96 and a significance level less than

Q, which indicates a significant predicting of the independent factors to the cumulative

average abnormal return of the stock market.
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This study employs the Generalized Method of Moments (GMM) to assure the
result obtained. Regarding the absence of causal effects in the previous literatu
as Khartabiel, Abu-Alkheil, Ahmad, and Khan (2019), Mohamed, Yahy@shak
(2017), and Godlewski, Turk-Ariss, and Weill (2013), it is estiﬁ;@ with an
econometric technique of dynamic panels, as is the case of GMM, witWe.objective of
obtain consistent and efficient estimators. Because GMM xl\ovthe time series
variation of the data, controls for country-specific unob %:ﬁfcts, allows the
inclusion of lags of the dependent variable as reg rs, dWs for the

endogeneity of the explanatory variables. Generalize

thod of Morgenfs @nged
d% z-E%Rf Newey,

Htilno Bov@i 95). Taking
advantage of the nature of the panel da%astimators ase@%t, on regressions

in differences and / or instruments Q@trol for\bsgv I&e ects and, second, on
;DSZ N

the use of previous observation%anat&y varjables Q/@f the variable dependent

lagged as instruments, whic %Iedlfw

on these conditions is the difference 'es@tor. Despite its advantages over
’ 4 f &
simpler panel data Wtors,lt \a( sigrgunt statistical shortcomings with the

0 anﬂ}%fellano (1999) and Blundell and Bond

for dynamic panel data models is used, which

and Rosen (1988), Arellano and Bond (19

stru . The GMM estimator based

difference estimator.“Alon
¢

(1998) sho hen the ex nftorézgriables are persistent over time, the lagged

N
levels o% ariabl yeak i':?truments for the difference regression equation.

The@ness of the instr t influences the asymptotic and small-sample
S
p \hance of the difference estimator. Asymptotically, the variance of the

oefficients increases. In small samples, Monte Carlo experiments show that weak
struments can produce skewed coefficients. To reduce the potential biases and

imprecision associated with the usual difference estimator, the GMM-system estimator
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is used, which combines in a system the regression in differences with the regression in
levels. The instruments for the regression in differences are the same as the p?!s

ones. The instruments for regression in levels are the lagged differe@bf the

corresponding variables. A

4.3 New Sukuk Issuance Yield Spread and Stock Price Volati
4.3.1 Hypotheses Development ‘%- '

Elton, Gruber, Agrawal, and Mann (2001) define orate b Ifj spreads
as “the difference between the yield to maturity %porate 0 orlar.l\%ex of
corporate bonds) and the yield to maturity o ern@ (or\a) index of
government bonds) of the same maturity.”‘gw eu\d inetz@'i 11) defined

corporate bond yield spreads as the differencg’in yields 0 b@% that vary in risk

structure and have the same maturicag coupon\'e.?he i,x@‘ess structure of bonds
for Simkovic and Kaminetzky‘(% >
defined Sukuk vyield spre %ed

government yield, Mi@*n'(zml

’ 4 ¢ &
conventional government bondf; \fh& tudyéﬁMinxia Chen (2017), the Sukuk yield

reign ds. Minxia Chen (2017)

&

nce" between Sukuk yield and

A2

d@yield spread between Sukuk and

spread was cong’teQ hig 'e co %ftional bond yield spread.
¢
Issuin %Jond is_as ci{tett_‘\ﬁh several costs to the firm. These can be
% "
categorized,inte two gt e co@ debt and the cost of the issuing transaction. The

trana&w cost of issuing nevK is inherently different to the previous issuances, as

t XDer gains experience from the first issuance, which enables them to adopt an

& ative strategy for delivering debt to the market (Fung & Rudd, 1986). In this case,
Vi

estors have earned a better understanding from the seasoned issuances, which leads

to an increase in the yield spreads of the new issuances (Goldstein & Hotchkiss, 2007).
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Conard and Frankena (1969) attribute the yield spreads to the different determinants of
the new and seasoned bond issuance. The spread on individual new issues t?wo
disappear within two or three months after the issue is released from synﬁﬁ}rice-
maintenance agreements, thereby indicating that the spread remainin orrection
for coupon rate differences is not due to systematic differences other yield-

determining characteristics. According to the assumption o( M and Frankena

(1969), if underwriters anticipate a rise in yields and a fal 0 pri[es, they will be
reluctant to hold new issues for fear of suffering capita es. | o‘r‘d!a(#nsure that

oy
new issues would sell quickly, underwriters could be ted to Increase ﬁe'@’eld of

the new issues, thus increasing the new-seaso?{g d s@ ing@as in the
ri

recent past generate fear on the part of und it sthat\yie will v§Tue to rise in

pre <<to increase. This
O

the near future, the expectation ma se )ew-seaso
@r\mbles with the spread.

would explain the positive correlatiﬁ%the change- -giel
N

It follows that the explanaton%r of"the ange-ilxyield variables might be

interpreted as support for h thIi

correction for couponfdi es is due td thé p@lng policies of the underwriters
’ 4 ¢ &
distributing new is N\The @ |ssuzge1takes time to be corrected according
to the investor”\lgctati 'rds @S’uture profit of this issuance, thereby
¢
indicating t g@pre inkn{inéf?a correction unless the information conflict
NN
become% er. THeref ‘,the fcth hypothesis is as follows:
T

Hy is 4: New Sukuk yi{.@*’ls associated with higher spread compared to the
s N&d Sukuk yield spread.

Q The efficient market theory of Malkiel and Fama (1970) stated that all bond prices

should fully reflect the available information, and thus identical bonds should sell at the

QD
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same yield. This does not appear to be the case during periods of rising yields, when

future changes in seasoned yields can, in part, be predicted by past changes in n

yields. The cause of this imperfection appears to be the nominal (as opp@ real)

prices of seasoned bonds. A

Based on the conclusion of Kozhanov and Ogden (2012) thmented a
negative yield spread between the new investment-grade bon M seasoned yield
benchmark, attributing the lower yield from the new bon k.the' liquidity issues
suggests that new bond issues have higher liquidity than the seas eW)/olatility

Yw
ility of the kln@hurts

efa.% %Wponding

weld@both new and

seasoned corporate bonds. Merton (1 F]} ated the ern @%/Sls of corporate
debt by pointing out that the hold risky C\Osa$ b

has the opposite effect on stock and bond prices. The

bondholders because it increases the probabili

positive effect on equity holders. The volatiti

s can be thought of as

”5

owners of riskless bonds who ed plﬂ optignsito t c?)lders of the firm equity.

When volatility increases, %\he ofithe pu ptlo creases in return, benefiting
bondholders. T‘neﬂbatlllty that is relevant for option

& iy
al flrgua atility, including both idiosyncratic

value, and thus for orate df \s\tq

volatility and ste tic \w'et -Wi oIatiIity This is important because
|d|osyncr ati a I|ty any:?e’ve “afferently from market-wide volatility. In
partlcul bell.' Mal , and Xu (2001) pointed out that idiosyncratic

voI ityhhas undergone tempo fluctuatlons but no trend increase. The finding of

% Il et al. (2001) suggests that increasing idiosyncratic volatility could depress
ra

equity holders at the e

6 te bond prices and support corporate equity prices.
In the case of Sukuk, Naifar and Mseddi (2013) identified two sources that affect

the yield spread of Sukuk, first, the stock market conditions that are represented by the
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stock return volatility and stock index return, and second, the macroeconomic variables
that are represented by the yield curve slope of Sukuk and the inflation rate. In r
study, Naifar (2016) found a symmetric dependence between Sukuk yiel@ and
stock market volatility, which confirms a co-movement between theﬁ;d,spread of
Sukuk and the stock market volatility in the Saudi stock market. Aloui, Hammoudeh,
and ben Hamida (2015) investigated the volatility spill-ov Men three global
Sukuk indexes: Dubai GCC Global Sukuk index (GSKI) bai'GCC corporate

Sukuk index (GSKC), the Dubai GCC financial services uk inde ), and the
oy

GCC Shari’ah stock index. Their study found a %&mt and ne iv} i.&@ctive
linkage between the global Sukuk volatility and?g‘, h % ity. Q/K(')rdingly,
the fifth and sixth hypotheses are as follow: 0\ é\‘r

Hypothesis 5: New Sukuk yield spreaw;&iated witfhigher @%tive influence on

the stock market volatility. (,) T ,<\
N
Hypothesis 6: Seasoned Sukukayi ead% assogiated Xf}iaower negative influence

on the stock market volatili \ Q\
Z N
’ 4 ¢ &
432 Data Sele,c'{OMS Q %(J
As a reminder, pu his fézy/section is to identify the impact of the
5 R
yield spread e Seasofed an e{/ Seb issuance on the stock market volatility; the
\
a

A

b

issuanc the $ uancs&'rom two markets (Malaysia and Indonesia). The
| /o Ly
yiel d is the daily data f@dune 2014 to December 2016.

% e documented results of Pedrosa (1998) estimated the affected changes in the
redit spreads by economic variables, such as changing business climate, inflation,
terest rate, and so forth. In line with the economic determinants, the significant co-

movement of the exchange rate in Asian countries (Hussain, Zebende, Bashir, &
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Donghong, 2017) designates the exchange rate as the sole economic factor within the
model. The exchange rate has been tested as a macroeconomic factor in several

such as Mutuku and Ng’eny (2014), and Kibria et al. (2014), who found @icant
and positive impact from the exchange rate on the stock marker'éw'lity. The
Malaysian ringgit and Indonesian rupiah depreciated significantly against the USD
starting from late 2014 (Chow, Muhammad, Noordin, & Ch N; Sankarkumar,
Selvam, Maniam, & Sigo, 2017). In this study, the US Q%

as 'a proxy for the

exchange rate, as the USD is the most dominant currenc lob tWee, 2
L

014),
o | Y
and the local currency changes (Malaysian ringgit a onesian r h] w&ﬁm t the

s b 4§

USD dollar. Y_ \ N

To overcome the unsuitableness of\@ of k co ctions to be

2/

%

measured by the established model t%e )onventi ond Qe suitable Sukuk

structures that are able to be meas@bare t%?av x@d curves close to the
% 2
. O ...

[e]

conventional bond yield curve.

e sample i mnitegzg ree structures of Sukuk
— Al-ljarah, Murabaha, and i!marar - ca@timated by using the applied

estimating of the con%\ bon:j‘ The data \@'e retrieved from the Thomson

. F &
database Eikon Ob ® O
!

«,
A,

.

testing the fourth hy, sis that aims to identify that the new Sukuk yield is

asseciated with higher spread compared to the seasoned Sukuk yield spread, the Levene

G Homogeneity of variances) is used to test the variance equality for both the new
nds

easoned Sukuk yield spreads. To confirm, the Levene test is performed to compare
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means of Homogeneity of variances states, the null and alternative hypotheses are

constructed as follows: Yv

HO: There are no significant differences between the variances of new @oned

Sukuk yield spreads. A

H1: There are significant differences between the variances of new andigeasoned Sukuk

yield spreads. V

The Levene formula is used as shown in the Equation(4.17):
Y.

wo (VO BN,
(K—1) Tk, 2

(4.17) \, . Q\T
where: \% \?_\é
Zij=|v;; — Yy C—) 0%? ’\\

q

AsY;; the subgroup and Y; théwmedn of the S up &
j & ' \A
N = sample size i [ 0
K = subgroups ) "Dj" &
N O
NI
C

4332 Fiftl‘%\xt Hyp%?g )
V@Kan‘i‘n rent'c ra@stic of financial time series. In general, it is not
a

4
consta consequently traditignal time series models that assume homoscedastic

v, M are not suitable for rrheling financial time series. Engle (1982) introduces a

class of stochastic processes called ARCH models, in which the variance
leditional on past information is not constant, and depends on the square of past
innovations. Engle and Bollerslev (1986) generalize the ARCH models by proposing
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the GARCH models in which the conditional variance depends not only on the squares
of the disturbances, as in Engle (1982) model, but also on the conditional variaw
previous periods. Nelson (1991) introduced the EGARCH models, iu\shh he
formulates a model for the conditional variance that does not behave smically for
positive and negative disturbances, as happens in GARCH models; expressing another
feature of volatility: its asymmetric behavior in the face of rig@!ﬁlls in the prices

of a financial asset.

case of financial time series, the volatility of returns is lled. It sh tje @ that,
although the series is stationary and has, ther ns% lance, it_can present
short-term oscillations, which is what the conditi ollec ‘rthe study of

volatility, the knowledge of which i\%rest, i
predictions. As volatility varies ove@ﬁ, classw\mni S

€8 dels are not suitable
N

for modelling it since one of thei ptIOﬂS is that«the variance is constant.

\ &
Volatility is not direc§b~ rva1| “for ane d@r example, there is only one
observation. In the fin% ies, th‘e‘: j‘gb p@ds of high volatility followed by

&

periods of low vola Whmhr\?ﬁtes the [gehce of heteroscedasticity. The means

and variances Q ional ' inf&%ﬁtion (short-term forecasts) are more
¢

interesting t uncanditional ﬁee&gj?nd variances (long-term forecasts). A good
"

model % ility must ye the*%lity to forecast it; therefore, it must model its

char, istics. In general, this?piass of models is used to make projections and

~

EXS for example, forecasting the absolute value of the magnitude of the returns
e

prices of an asset, estimating quintiles or even the entire probability density

D

nction of the returns. A good model for return volatility should reflect the five

following characteristics (Engle & Patton, 2001):
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1. Clustering of volatility
Volatility tends to appear grouped by periods, that is, volatility can
during one period and low during another. Big changes in \@/
followed by big changes; small changes follow small volatili ges. This
behavior has been reported in numerous studies, such as Baillie, Bollerslev,
and Mikkelsen (1996), Chou (1988), and Schwert ( QNhe clustering of
volatility is due to the fact that today's shocks in cejthe erpected value of

volatility several periods in the future.

q

2. Reversion to the mean 4 \T
The clustering of volatility imphigs that a '\of hi@vc;atility will
eventually be followed by f norma ilit % a period of low

volatility will be followe perlod latility. Volatility tends to
\

revert to the mean Wor&, there s a&?‘?nal level of volatility to

which it eventu ns Leng-tarm fo ts will all converge to the

normal leve I|ty, regard| s df m@n they were made.

Ny
3. Volati ’ty%\sym\') 40%

O

E&@ beh ve d eént% against positive and negative innovations. It

\

ot redct i sa ay to a large rise in the price of an asset as to a

A%op in its price. @'Yal. of the models impose the assumption that the
‘%\ conditional variance is affected symmetrically by positive and negative
Q innovations, for example, in an ARCH model, the variance depends on the
square of the lagged innovations, ignoring this asymmetry effect. This

asymmetry is called the leverage effect and has been modeled, among others,
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by the EGARCHs. Evidence of this effect has been found by Nelson (1991),

Glosten, Jagannathan, and Runkle (1993), and Engle and Ng (1993).

4. Influence of exogenous variables Aj

Obviously, no one considers that the prices of finaneial, assets evolve

independently of the markets around them and, therefore; it would be

Ie&ﬂﬂformation for the
erslev @?in (1994),
t eX us

Engle, Joseph (1996), and Engle, Ito, and lin (1990), findin

| .S
variables can influence volatility. P Y
Furthermore, it is possible that detech N 0 ha e:e\ﬂ"impact on
the volatility of the series. E@of
reports of a company, th(m

Maeroeco

expected that there are variables that contain

volatility of the series. This has been treated

ts can be the periodic
ic &Qes. For example,

tr&)mﬂnty of the dollar

Andersen and Bollers %38%!!\%71a
“« Q-

exchange rate, agai& erma rk, increased notably at the time when
N

new macroe n@nforr‘aﬁo f'o United States, such as the

Employment Reaat, wa% i dﬂ){(jgp Production Price Index.

' l

¢

dist uﬂ’on(?}‘ he returns has heavy tails and, in general,
N

3"
¥

.SZ’ | N o
ral theoretical and@plrlcal pieces of research that investigate the bond
@ehaviour have employed various methodologies. The study of Longstaff and

Ohwartz (1995) is from the initial studies that investigated the debt spread by adopting

the ordinary least squares (OLS), which shows the effect of the interest rate and firm

value on the bond spread changes. Later on, the proposed simple approach of Longstaff
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& Schwartz (1995) was expanded to include the macroeconomic factors that inflation
and interest rate tested by Collin-Dufresne, Goldstein, & Martin (2001). To o

the heteroscedasticity that resulted from the unequal variance of the error te@zom
(2002) applied the generalized autoregressive conditional heteroscedaﬁé&(Rahm
Omar, & Kassim, 2015). Hence, this study will adopt the GARCH ( methodology
of Bollerslev (1986) is used to improve the computed pre N the error term
variance, and also to correct the least squares deficiencies. d?

R(}H (1, 1) used to

explain whether or not there is a difference in the co-m ent etw seasoned
L

Yw
and new Sukuk yield spread with stock market volatility? l _\‘-}
The comparison of the ARCH family m they ar estedx' done by

means of the sum of squares of the errors, W In a Crlt&C) > ee,

where e is the vector of errors or resid selecting the I w@%e lowest SIC.

The examination model will %nducte \w& t géh!ges. Firstly, the unit
3&7 N

root test based on Augmented I%!ullern will Be used to-ensure that the data are fit
to be applied to the selecte \ehas S to nsu@ the nominated variables are

stationary in the IeveI d that {j?lalﬂles}e stationary in a different form.
uky

Second, to model t thlltyr)
volatility in th as ukuk L%I spread in the Malaysia and Indonesia
m ve e

spread and factors that influence the

Sukuk ma bé'hab test will be applied by using GARCH (1,1);

below quatw ea? (ARCH term) and the variance (GARCH); as

showg&quatlons (4.18) ancK(A\j,l’g)
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SPI/I:,t == C1 + CzSYSVi,t + e

(4.18)

where:

SPV = stock price volatility

N~
\
O
N\~

SYSV = Sukuk yield spread volatility with i structure at t period re i = Al-ljarah,
Murabaha, and Al-Musharakah) z l
C1= constant \d

ay
C. = coefficient of the stock price volatility é | _\(..}
e = residual b 4 T

(4.19) \

where:

17}
H: = volatility of stock price \ Aj \AQ/
Cs = constant Z ’ ( 0,
. L s $ “5 . .
Ht.1 = previous period’s r of sto@ rice volatility

o

al Vau@pe of stock price volatility (ARCH)

LER = &Kang?r te ) 4\
: e ' <
COP ="erude oil price $’

! Data Description
A total of 99 issuances from 9 companies listed on Bursa Malaysia and 36

issuances from 6 companies listed on the Indonesian stock exchange were retrieved
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from the Thomson database. The sample from the Malaysian market is divided into two
categories; the seasoned Sukuk issuances are 51 from July 2007 to November Zow
48 new Sukuk issuances from January 2008 to May 2016; as shown in T@ The
sample from the Indonesian market is also divided into two categorléAgseasoned
Sukuk are 19 from July 2007 to December 2015, and 17 new Sukuk issuances from July
2013 to November 2016 (the different dates is due to the time en the seasoned
and new sukuk issuance): as shown in Table 4.3. This stu L%e:tl tes between the

new and seasoned Sukuk criteria based on industrial classtfication nw ratmg for

both issuances (i.e., the new and seasoned Sukuk) a by the st of B@ugton

(1974). \/‘T
( s‘f
Table 4.2: New and Seasorewk I anC Mal

Sukuk struct i Amo YTM
Malavsia No of ount
y issuances ljara Muraba usharaka illio SD Mean SD
gi ts

Seasoned

Sukuk 51 8 1&{, 3219 45160 0.57223
issuance

New N

Sukuk 48 33 ' 0805 2168  4.9662 1.10274
Issuance

Grand 99 13 3 14\\" 1f 19395 5,387

total N A
SR

N
l O
% ed I ﬁe dfSeasoned Sukuk Issuances - Indonesia

% ukuk s@etu re Amount YTM
Indon % :‘g-lf\'/l in Amount
ances a ura&ﬁa Musharaka billion inUSD  Mean SD
. % rupiah
Seaso \’
N 19 16 3 0 2,818 216 8.8063 0.7406
is e
ew
\ kuk 17 13 4 0 3,507 269 8.8963 0.9343
uance
S Grand 36 29 7 0 6325 485
total
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4.4 Corporate Sukuk Liquidity and Stock Market Liquidity Y.

4.4.1 Hypotheses Development

The liquidity and asset prices theory of Amihud and Mendg@%) 5
considered to be the initial work that conceptualizes the relationship n liquidity
and asset price (Friewald et al., 2012). As argued by the theory, iMs have different
horizons of trading on assets; each horizon has a different ¥d.return, taking into
consideration the paid premium that resulted from the t ion COSWI’L 2017).
The interpretation of this phenomenon is that illig ssets have le t,ati%%g- and

transaction costs, which lead to higher expected rettgns, whye or quuidza-ssets are

N
costly due to the higher related transaction %2 N4
According to Tarun Chordia, sacf,r ar, WA nidgg Subrahmanyam
b a

/.

(2005a), there is a cross-market dynamic etmraeh\ ,8@ liquidity and stock

market liquidity; the shock in eithe d ofystock market @idity will lead to affect

N
t of Cah[%fia et al. (2005a) found that

ets li uidi@is result was confirmed by the

there are common drivc for'both ma
study of Goyenko, wv, n ha,& Zoﬁ‘i)_i%hich found bidirectional causality

f -

-— O

between bond Ii@ and ‘stock market idity. This two directions relationship

O

provides evid% phasiZed tye! Ii&n‘Nity and asset prices theory of Amihud and

O
Mendels % cap dering i qu@ty as a systematic risk factor for bond and stock
' adf 4

markeﬁ'qu y, where a shockc_) ash flow in one market will affect the liquidity of

/;

0 Narkets. This is attributed to the stock market dynamic that shares the same
ivers with bonds. Also, the wealth allocation strategies between bond and stock
arket liquidity, as these strategies adopted by fund managers to mitigate market risk.

These strategies rely on market conditions; for example, in economic distress, portfolio
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managers and investors prefer to rebalance their investment toward fewer risk assets
and high liquidity aspects. This phenomenon is documented by the study of ,
Huang, and Oxman (2015) that include stock liquidity to the endogenous-déef odel
used to calculate the bond value; the result revealed that a decrease if;sk liquidity
leads to an increase the bond credit risk, then occurs a drop in bond liquidity. Based on
the above discussion, the spillover of the liquidity between both markets gives a reason
to expect a relationship between both bond and stock marketuli ity.‘

This study focuses on corporate Sukuk, which emphasizes We channel

.
uk can influente _ﬁ}stock
\% I% I the\r‘&-étionship

dua\to low f@b?ncy of bond
transactions within the secondary marl\ ioaercome thi sta@his study uses the

model of that suitable for measurﬁq.jquidity %ts hﬁ\f\have low transaction
N

0 fiﬂd a 'gniﬂ%gﬁinkage between Sukuk
liquidity and stock market li . Heré,%\in othesis for the Sukuk market
is as follows: ' Q’

’ 4 ¢ &
a2 signifi

Hypothesis 7: SKiqUidity'\h> [ 'g.vand positive influence on the stock
market liquidit N
| y\ p ) O
C—z g o
Link@g ond\yty 0~t$(st'ock market liquidity helps in determining the
u en

through funding conditions, in which the liquidity

market liquidity. The prior literature of Suku

between Sukuk liquidity and stock market 4iguidi

frequency. Therefore, it is e

4

4
the bend return and stock value. Based on the study of

conce tion bet
N 2
Hub{ and Halka (2001), Who employed the stock portfolio volatility, volatility of
%v notes yield, and yield spread between corporate bond and one-year treasury

Oes to clarify their correlation to four liquidity proxies, they found a significantly

positive correlation between the stock portfolio volatility and the volatility of treasury
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notes yield to the liquidity proxies, but non-significant yield spread between corporate
bond and one-year treasury notes. The literature on stock and bond market liqui

developed in separate strands. There is good reason, however, to believe @idity
in the stock and bond markets co-varies. Although the unconditidﬂ&orrelation
between stock and bond returns is low (Campbell & Ammer, 1993)\there are strong
volatility linkages between the two markets (Fleming, Kirby, Mk, 1998), which
can affect liquidity in both markets by altering the inve %s:t'ome by market

making agents (Ho & Stoll, 1983; O'Hara & Oldfield, 1 Mor vw and bond

market liquidity may interact via trading activity. | _f)\
In practice, a number of asset allocation s i68 shift W etw@;tock and

bond markets. A negative information shocw ks oﬁ\en ses a flight to quality as
esu

investors substitute safe assets for ris sets. The r out from stocks into

Treasury bonds may cause price p es and also™ %ac $@k and bond liquidity.

N
Overall, the preceding discussi%‘s thaﬁ liquidity ca@bit Co-movement across

asset classes and can also b m

volatility, returns, ng i
a , 4 2
deftee of a

Subrahmanyam (j{g)und T
An

financial marke\ son
¢
liquidity an %@

eturns in 'chﬂh@ d spread of bonds is used as a measurement

N
of bon(Qu/ ity. ? (ZO@used the imputed round-trip cost (IRC) for

meagm the bond liquidity ich estimates the transaction cost of trading by the
Sk

@Me between the ask and bid price over the maximum price of the imputed round-

& rades. His study findings revealed a significant relationship between bond liquidity

nd stock return, where improving the bond liquidity leads to improving the

profitability, which can be gained by lowering the related transaction costs of higher
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bond liquidity, as well as higher expected cash flow. In the context of Sukuk, Raei and

Cakir (2007) found an impact from including Sukuk into the portfolio, whic
reducing the value at risk, thus confirming that Sukuk has lower relative ri@:ared
to bonds. A

Based on Chen et al. (2007), liquidity is essentially different across the asset credit

risk, in that they attribute the bond price declining within the globalNfinancial crisis to
s;por

the decrease of liquidity. Acharya, Amihud, and Bharath (2 'ed the argument

: he‘?NlLiﬂdity rises,

X
there is a flight from low-rated bonds that are gener ss liquid elm_&ﬁ%ﬁquid

that flight-to-quality influences the asset liquidity neg

higher-quality bonds. Consequently, the prices igh-rated“c e onB; rise and

the prices of low-rated bonds fall; both eff&&bﬁ g miasu relati@B;the average

bond market return. Huang, Huang, ama (2015) tested the @‘age between bond

grade and stock market liquidity pre ost the g &wa i(l%risis in the USA stock

market; the findings revealed th%rad
pre-crisis, and at 9.9% po }b
idiosyncratically in ac mith } w‘s}lﬂc si@tion of its issuer in the broader
context of security, aviours' i e cgﬁp%te Sukuk market. Most corporate
Sukuk market i \'/éhents mvefg&ﬁt institutions, while the rest of Sukuk

!

¢

market inve %hold y in idGaI '{rb‘;?stors, those bear very little knowledge about
% N

how the% orks§. Pd by@mﬁ et al. (2018), this results in a series of Sukuk

issu in the market tha@ﬁibit greater liquidity simply, because individual

N
e%xpla s«thezﬁ/@ market liquidity at 0.5%

he li Q}ty of a Sukuk may behave

i x do not know investment institutions or do not have access to them.
Q In respect of Sukuk grade, the higher grade of Sukuk represents the higher
robability of repayment by the issuers, as well as the higher demand from the potential
buyers in the secondary market. Hence, it is expected that Sukuk liquidity has a higher
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association with the stock price. Therefore, the eighth hypothesis for the Sukuk market

X"

Hypothesis 8: Higher Sukuk grade has a higher impact on stock mar@idity

compared to low Sukuk grade. A

4.4.2 Data Description
Due to the lack of the Sukuk market in providing t c;dar)' market trading

data, the sample of this study is limited to the Malaysi rpor tethere the

required data to measure the latent liquidity of Malays kuk isavail I{ at ﬂa}Bond

Info Hub database operated by Bank Negara M h ag'g tra activities
of the corporate Sukuk are 108 observatlo n omlsly IS ove@!‘rpenod from
2008 to 2016. The reason behind sel t period 1 e@the Sukuk latent
liquidity during and post the glob nC|aI c 20 ad*able 4.4 exhibits the
aggregate trading activities duri erloﬂ fromp2 08 . It can be seen that the
Sukuk market liquidity red Ie &2 013, which attributed to the

high outstanding of Su%t n the T;j:ylm@t
&

N | e
\&/ ’l(j’géQ
K
\c.}’

(—)
&
N
S
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Table 4.4: Sukuk Market Liquidity

Annual turnover in RM *Average outstanding

Year million in RM million

2008 42,683.60 153,557.30

2009 70.774.82 165,127.53 36%
2010 124,876.93 176,658.55 %59 %
2011 208,360.04 193,859.13 91%
2012 419.340.43 235291.07 178.22%
2013 471,127.61 276,514.23 \, 170.38%
2014 315314.16 307,422.64 102.57%
2015 96,764.25 2 28.08%
2016 127,440.06 :

*Average outstanding: sum of outstanding amount o

100.

4.4.3 Empirical Methodology
4.4.3.1 Sukuk Liquidity Measure

\X e
Providing an optimal mea;g 0 boﬂn rquidi isé;thl in debate, especially

q
those that trade irregularly or rade he conﬁm arket, such as in the case

provided a new and simple

of Sukuk. To overcome thi ; Mfanti t al.
(
measurement of quuidmonds tha of* regularly. Hence, due to the daily

trading data Iimi@Suk@quidit
N
latent liquidit Meu ed,to asdreégkﬂ

'
th

)~

~—+

G

asure of Mahanti et al. (2008), called

=~

liquidity. Opposite to the measurement
of Amihu s&ﬁes on a daily basis trading, the latent liquidity

ndelson (198
’ f : o
measu: ocuses ondagg gate:;radlng volume on a monthly basis, which proposes
V
t

th\

§n (4.20):

nover of Sukuk trading is negatively related to illiquidity cost; as shown in

173



s = L rore piv, VOLSUKy:
T D, 0 T PP NsUKO,,

(4.20) \Y.’
A0
Ny

where:

Amihud Sukuk liquidity = Sukuk liquidity using Amihud (ZOOZ)w n

VOLSUK = trading volume in Sukuk Y'
NSUKO = number of Sukuk outstanding .l\d
o . . . \Y'

iyt = Sukuk i on month t in year y
’ X
adin

Amihud (2002) liquidity measures on absoite ret \and\ o

\)Ql-ume also it
IS a robust measure of price impact (Ha% , 20
its

IS g{n ly the average
ratio of the absolute return in a bond

m&gmy given period.

(@) defines the fractional

holding of bond i (as a perce the to andl ount of the bond issue in
our database) by fund 4. at end of'mon as \Also we define the average
portfolio turnover of ﬁhom tbjj t — 12 as Tj;, where the portfolio
turnover is definN} ratl@/alue nd j at the end of month t to the dollar

trading Volu d Jlrom ?'t t&gonth t—12.

Tf@ﬂqm ity, as defined ahantl et al. (2008), is the aggregate-weighted

averaale of turnover of'the\jm:hwdual bond holding in the market. Therefore,
\

Meanwhile, the latent I|qU|d|ty pr yb(l nti

g this measurement to the Sukuk liquidity in this study will be defined as the
e o0 which the turnover of individual Sukuk is a fraction of the total Sukuk market.
thermore the latent liquidity measurement in this study is defined based on Mahanti

et al. (2008); as shown in Equation (4.21):
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LLS = Z e T
j

(4.21) \Yv
O

where 7! j at time t

¢ 1s the latent liquidity of individual Sukuk i issued b

calculated as the aggregate weighted average of outstanding Sukutltorthe total Sukuk

market outstanding on a monthly basis; and T; ; is the avelage Zkuk'market turnover
it tr

by issuer j at the end of month t, which represents th ing volume ratio of

@
the issuer to the total Sukuk market outstanding at th of month t. l “}Y'
=\
4
NY'

4.4.3.2 Stock Market Liquidity Measure\,z 0\ \ g

The primary measure of stock \ uidity, ativ ective spread, is
e best |

generally considered to be amonge S % as %{Fang, Tian, & Tice,

2014). It is constructed using‘r@ N

ueney trading d nd is often used as the
benchmark for liquidity measur onslr g Io@%quency data. It is the ratio

Metﬁn th@ price and the midpoint of the

'3
bid-ask quote over the trad rllc HN"Q ed in @ation (4.22):

(|eIaLi§e,effective spread) = —— a

of the absolute value he erence

\

= the midpoint of the prevailing bid and ask quotes at time t
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4.4.3.3 Control Variables Measures

For the purpose of investigating the linkage between Sukuk liquidity an

market liquidity, three types of Sukuk grades are used — AAA, AA, A — W@ated

For the purpose of testing the seventh hypothesis tha is S'lkuk liquidity as

by the Rating Agency Malaysia (RAM).
4.4.3.4 Seventh Hypothesis Testing

a determinant of stock market liquidity, multivariate regression is sWstudy uses
| ]

T

(1986) that relies on a daily basis trading

measurement developed by Mahanti et al.w as s iony(4.21), which

relies on aggregate trading volume Mat

model is defined as Equation (4.23)(,)

(4.23)

¥ L
where: \
SThL = stock ma@jit O b

: This study employs the Generalized Method of Moments (GMM) as a robust
S

t to assure the result obtained. Regarding the absence of causal effects in the previous

literature, such as Said et al. (2013), Kondor & Vayanos (2019), and Naifar and Mseddi
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(2013), it is estimated with an econometric technique of dynamic panels, as is the case

of GMM, with the objective of obtain consistent and efficient estimators. YV

4.43.5 Eighth Hypothesis Testing A

The purpose of the eighth hypothesis of this study is to examine If the higher
Sukuk grade (i.e., rating) has a higher impact on the stock _market liquidity. Three
models are constructed; these three models are construct C ing'to the rating of

the sample, which is categorized into three grade rates ted by t g Agency
Malaysia (RAM). The grade rating is divided into categarie A,_\QB!, A),
below are the Equations (4.24), (4.25), and (4. e t% : \/‘T
SZ'
STL = (14 ‘@AA 'n? <§
(4.24) \ N _\O
ISP

STL % (‘}
(4.25) \é : A(?;'

4
t liquidity‘of Suk&‘ﬁeate AA

sﬁlatent liquidity of Sukk— Rate A

S
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4.5 Concluding Remarks

45.1 Sukuk Announcement and Stock Market Reaction Yv
The event study methodology is employed to examine the stock ma@ctlon

towards the Sukuk issuance announcement. This methodology is strufk to assess

the financial instruments around an event, irrespective of whether this'gvent is relevant

to an internal or external action by the firm. The sample is structuredffom two regions;

South-East Asia will be represented by two countries (Mal wn

1onesia) and the

GCC region will be represented by three countries (Sau AE, ndw
L

Y
| S
4.5.2 Sukuk Yield Spread and Stock Mark iIiK \/‘T

Identifying the interaction between the,ne uk yi sprea@g stock price

volatility was examined by using the m,l) model;which @hsmered as being

the optimal model to measure the |I|t tre A@?H (1,1) was used to
N

explain whether or not there is %nce In co-movem tween the seasoned and
RS

new Sukuk yield spread with stoc T

155
&
453 Sukuk Lwandm ketl\ﬁ,mdity
For the purposeef ac e th@’bjectlve of the study, which focuses on

identifying EE ge b tW e eﬁlq(j?/ of corporate Sukuk and stock return in the
Malays% et, the mwdﬂ? introduced by Mahanti et al. (2008) is used to
mqu&he latent liquidity Q{%)\‘porate Sukuk. Also, the liquidity measurement of

Amlhud (2002) is used to test against latent liquidity, as recommended by

e

[ab)

anti et al. (2008). The latent liquidity measure is appropriate for bonds that have

mited trading activities within the secondary market. Unlike the previous measures of
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a daily basis,

liquidity that rely on the daily trading, latent liquidity relies on

enables it to deal with a bond that has less trading.
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