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ABSTRACT 

Over the past two decades, the Islamic unit trust industry in Malaysia has experienced 

rapid growth and continues to grow at a fast pace. This high growth highlights the 

uniqueness of the Islamic unit trust investment which diversifies Sharī`ah compliant 

asset investments and provides several advantages. Even though the unit trust industry 

has witnessed high growth in portfolio size, performances, and regulations, various 

aspects of the industry remain poorly understood due to a general lack of information 

on the funds’ unit price behaviours and mechanisms. Forecasting the price movements 

in the equity unit trust industry has been a major challenge for various investors, 

management funds, brokers, and policy makers. This research investigates the effects 

of microeconomic and macroeconomic variables and the 2007-2008 Global Financial 

Crisis on the NAV of the Islamic equity unit trust funds. This research utilised the 

Autoregressive Distributed Lag (ARDL) model and the Vector Autoregression (VAR) 

model to analyse this relationship over the January 2006 to December 2012 period 

using monthly data. The results showed a significant long-run equilibrium relationship 

between the Fund Dividends, Fund Historical Performance, Fund Size, Hedge Funds, 

Industrial Production Index, Money Supply (M3), Foreign Exchange Rate, Crude Oil 

Price, Corruption Index, and the NAV of the Islamic equity unit trust funds in the 

Malaysian capital market. In addition, the causality tests results showed that the 

Industrial Production Index, National Political Election, and 2007/2008 Global 

Financial Crisis have significant unidirectional causal effects on the NAV of Islamic 

equity unit trust funds, while Crude Oil Price has bidirectional causal effect with the 

NAV of the Islamic equity unit trust funds. The findings of this research will assist 

investors, fund managers, industry players, and policy makers to estimate and predict 

the future trend direction of the NAV of Islamic equity unit funds and accordingly 

make sufficient investment decisions.  

 

Key words: Net Asset Value, Islamic Unit Trust, Micro and Macroeconomic 
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 ملخص البحث

 

 

،  الماضيين العقدين مدى على سريعا   ا  نمو  ماليزيا فيسلامي الإ أسواق أسهم وحدات الائتمان شهدت
أسهم وحدة على قدرة  المتزايد النمو هذا يدل و .الراهن الوقت في عالية بوتيرة ا  هذا النمو مستمر لايزال و 

 التيأصولها الاستثمارية  تنوع عن يضلا  للمستثمرين   يريدةستثمارية ئتمان الإسلامي في تويير مزايا االا
 ماليزيا في سلاميالإ الائتمان وحداتأسهم  أسواق أن من لرممباالإسلامية. و  الشريعة مبادئ مع تتوايق

 ضاية الي بالإ هذا , دائهافي أ ا  كبير   ا  تحسن ,ستثمارية حقائبها الإ معدلات حجمفي  ا  كبير  ا  نمو  شهدت
العديد   يهم في قصورالكثير من ال هناك أنه لايزال  لاإ ،  والتشريعية في جوانبها التنظيمية الكبير التطور

 والآلياتات يستراتيجكايية عن الا معلومات يرتو  عدم المختلفة لها، على سبيل المثال  الجوانبمن 
 كبير عتبر بمثابة تحد  وهذا يأسهم وحدات الائتمان الإسلامي.  سلوك سعرلفهم التغير في  السعرية المتبعة

 هذايهدف  صناع القرار. لذا يضا  , وأالسماسرة  ,المستثمرين  :المهتمين على سبيل المثالللكثير من 
 المالية الأزمة تأثيردراسة   يضا  وأ الكليالإقتصاد و  الجزئي قتصادالإ  عوامل تأثير دراسة إلى البحث
نموذج  البحث هذا ستخدما .سلاميسهم وحدات الائتمان الإأسعار أ على 2008\2007 العالمية

 Auto-Regressive Distributed Lagوايضا   Autoregression (VAR) model الإنحدار الذاتي

(ARDL) model   حتى  2006لفترة من يناير ل بيانات شهرية ستخدام با ةالعلاقهذه تحليل في
على المدى طويل الأجل  إحصائية دلالة ذات علاقة هناك أن البحث نتائج أظهرت. م2012ديسمبر 

 صناديقستثمارت في الإ حجم , صولالأحجم  , للصناديق التاريخي الأداء ,رباح الموزعة الأمن  كل   بين
سعار النفط الخام أ , ةسعر صرف العملة الاجنبيى , عرض النقود , نتاح الصناعيمؤشر الإ , التحوط
ة الماليزيسلامي في سوق الأوراق المالية أسعار أسهم وحدات الائتمان الإو ومؤشر معدل الفساد  , العالمية

الوطنية  نتخاباتالأ , الصناعي الإنتاج مؤشرأن  الاختبارات نتائج أظهرت ذلك، إلى بالإضاية، 
  أحادي إتجاه وذو إحصائة دلالة ذات سببية علاقة لها 2008\2007العالمية  المالية الأزمةو  السياسية

 النفط أسعار بين تجاهالإ ثنائيةسببية   علاقةهناك  حين فيسلامي، سعر أسهم وحدات الائتمان الإ على
 اهذ نتائج يإن  وبالتاليدات الائتمان الاسلامي في ماليزيا . سهم وحوالتغير في أسعار أ العالمية  الخام

على   ماليزياار في القر  صناعو مدراء الصناديق والحقائب الاستثمارية  , نالمستثمري ساعدست البحث
             .إستثمارية كفؤة راتقرا تخاذا وبالتالير هذه الوحدات اسعللتغير في أتجاه المستقبلي معرية  الإ و التنبؤ
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Fatwa A legal opinion or ruling issued by Islamic scholar 

Murabahah 

 

 

 

 

Mudarabah 

 

 

It is an Arabic term refers to a contract of sale, in 

which a financial institution purchases the item upon 

the request of customer who makes payment that 

covers cost and profit margin and specified the time of 

payment in an initial contract (Isa et al., 2012). 

It is an Arabic term refers to partnership (with pre-

agreement on Profit-sharing ratio) contract between 

two parties, one is called Rabb al-mal (Financier) and 

another is the Mudarib (financee) (Anwar, 1987).  

Ijarah It is an Arabic word refers to leasing, it defines as a 

long term contract of rental that is subject to specified 

conditions as approved by the Sharī`ah guideline 

(Rahman, 2007). 

Musharakah 

 

 

Ijtihad 

It is an Arabic term refers to partnership or joint 

venture, in which the partners share the capital and 

profit (Saripudin et al., 2012).  

It is an Arabic term, which means “independent 

reasoning” or “the utmost effort an individual can put 

forth in an activity. 

FZ Fund Size as measured by (Total Asset) of the fund 

M EX Fund Management Experience 

HP                                    Fund Historical Performance 

S                                       Fund Risks 

DIV                                      Fund Dividends 

HF                                   Hedge Funds Index 

CPI                                  Consumer Price Index 

IPI                                  Industrial Price Index 

TBR                                   Three-Month Treasury Bill Rate in Malaysia 

M3                                   Broad Money Supply  

FER                                 Foreign Exchange Rate 

OP                                   Crude Oil Price 

NPE                               National Political  Elections 

CI                               Corruption Index 

FC                               The 2007/ 2008 Global Financial Crisis  

KLSI                 Kuala Lumpur Sharī`ah Index 

FTSE  Financial Times Stock Exchange   

S&P 

FBMES 

DJIM 

MSCI  

Standard & Poor index 

FTSE Bursa Malaysia Emas Sharī`ah Index 

Dow Jones Islamic Market Index  

Morgan Stanley Capital International Index 

IDB                   Islamic Development Bank 

IFSB                Islamic Financial Services Board  
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MIFC  Malaysia International Islamic Financial Centre  

SCM                 Securities Commission of Malaysia 

FMUTM        Federation of Malaysia Unit Trust Managers 

BNM               Bank Negara Malaysia 

SAC SC          Sharī`ah Advisory Council of the Securities 

Commission. It is established in 1996 under the 

Securities Commission Act 1993 for the screening 

process of the products and the primary objective of 

this organization is to advise Securities Commission 

on Sharī`ah matters and Sharī`ah guidance for Islamic 

capital market in Malaysia (Jamal et al., 2010).  

CAPM              Capital Assets Pricing Model Theory  

APT                Arbitrage Pricing Theory 

PT              Portfolio Theory 

GRT 

VAR              

Granger’s Representation Theorem 

Vector autoregressive  

VECM                Vector Error Correction Terms 

IRF Impulse Response Function  

FEVD Vector Error Variance Decompensation  
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CHAPTER ONE 

 INTRODUCTION 

 
 
 

1.0 BACKGROUND OF THE STUDY 

The overriding concept of the Unit Trust Funds (UTFs) is to pool the capital of 

numerous investors, who share the financial objectives, investment schemes and risk 

tolerance with the subsequent full use of the experiences of the fund managers to trade 

in the securities (Choong, 2001 and Othman, 2011). The pooled money is then 

invested by the fund managers in various investment instruments such as stock 

market, bonds, money market investments and other securities as well as diversified 

portfolio of authorized investments, which must be approved by the Malaysian 

Securities Commission (Keng, 2000 and Choong, 2001). The unit trust investment 

plays a very significant role in the Malaysian capital market and it has witnessed a 

substantial sustainable growth during the last few decades.  

 The UTFs represent 20.12 percent of Net Asset Value (NAV) of the Bursa 

Malaysia market capitalization (Securities Commissions (SC) Report, 2012). The 

UTFs are believed to have an overriding influence that attracts the small investors to 

prudently invest in the capital market. The UTF provides low income group of the 

population to participate in a professionally managed portfolio of investment without 

being exposed to the risk of a large sum of money through direct investment in 

securities. Thus, the sustainability of this vital part of the financial market institution 

is very important to inculcate the investment culture among the low-income group as 

well as the corporate organizations. It serves as a source of diversification for a 

lucrative wealth management. 
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Furthermore, in the dual capital market system, typical of the Malaysian 

capital market, where the conventional and the Islamic equity markets are traded side 

by side. This brings in the impetus for the Muslim investors with a choice or 

alternatives to invest their funds in line with the Sharī`ah rules or principles that are 

consistent with their faith. Hence, the Islamic unit trust investment is considered as an 

alternative investment window through which Muslim investors can participate in the 

stock market with a clear Islamic conscience. Thus, it is imperative to have a 

comprehensive and in-depth understanding of the rational investment mechanism on 

the lucrative but intricate working of the Islamic equity unit trust investment, 

specifically, understanding the funds unit pricing mechanism.  

There are groups of investors such as individual investors, institutional 

investors, fund managers of companies, portfolio managers, financial analysts, 

government agencies and brokers that are all interested in fully understanding the 

nature of price movement patterns of financial assets and what events can change or 

determine the persistence of the price movement over time (Malik and Hassan, 2004). 

This type of information is important to establish an accurate model of asset price 

trend and volatility that may assist them to analyze the risk of holding an asset in the 

investment portfolios, and to provide indicators for the investors to diversify their 

portfolio investments. For example, investors would adjust their equity holding assets 

within their portfolios to either enhance their portfolio returns or at least mitigate the 

portfolio risks as a consequence of the potential implications of the micro and the 

macroeconomic information available that may have an influence on the equity prices 

in different sectors.  

Price movement also plays a central role in determining the investment 

decision and spending in which excessive movement and high volatility of equity 
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share prices may cause investors in the financial markets to shift their funds 

investments towards risk-free assets rather than investing in equity market that has a 

high risk factor.  A high fluctuation of the equity prices may also be interpreted by 

investors as indicators of unstable financial markets. This may cause them to shift 

their investments to other equity markets overseas that are more stable than the local 

equity markets. As a result, the local capital markets will shrink and cause 

deterioration to the performance of the local equity markets.  

In addition, from the policy makers' point of view, understanding of the 

relationship between the macroeconomic variables and the equity market price 

behaviour are useful inputs in formulating economic policies for promoting a 

sustainable economic growth (Junkin, 2011). This is due to the fact that much 

empirical researches have found that equity markets development is increasingly 

dominant in promoting an economic growth in both the developing and the emerging 

investment markets (Levine and Zervos, 1996; Kose, Prasad, Rogoff and Wei, 2006; 

Deb and Mukherjee, 2008). 

According to the efficient market hypothesis (EMH), price efficiency refers to 

asset prices that fully incorporate all the relevant information relating to their 

fundamental values (Fama, 1965). For instance, the efficient market share prices of a 

company should be equal to the present values of the company’s expected future cash 

flows. This means that the past information is useless in forecasting future asset price 

behaviours and only new relevant information can be applied to explain the current 

trend of the market share price movements to a certain extent of the time frame (Fama, 

1965). However, there are at least two difficulties encountered in empirically testing 

the EMH validity. Firstly, it may be difficult to build or obtain a truly reliable proxy of 

the relevant fundamental factors, (Andersona, Beardb and Kimb, 2012). For example, 
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Miller and Modigliani (1961) found that it was misleading to interpret the share 

market price as the present value of expected earnings per share when some earnings 

of the companies are logically retained. Secondly, it is difficult to create the right 

method for modeling the expected formation mechanisms of equity market 

participants, most probably due to different participants having different market 

perceptions, intuitions and sentiments.  

This phenomenon of price inefficiency is popular in financial market as prior 

empirical studies show that, somehow, there often exists a large and persistent 

deviation of asset prices from the fundamentals (Shiller, 1981; Campbell and Shiller, 

2001; and Boswijk et al., 2007). These deviations may be due to the irrational 

behaviour or incorrect decision made by market participants or unexpected adverse 

events occurring either locally in other parts of the globe (Shiller, 1981; Daniel, Kent, 

Hirshleifer and Subrahmanyam 1998; and Barberis and Thaler, 2003). Thus, it can be 

quite prudent for decision makers in modeling equity market prices to have more 

knowledge and information from both the microeconomic and the macroeconomic 

levels to timely capture this deviation. 

The theoretical groundwork of the relationships between the equity market 

prices and the microeconomic as well as the macroeconomic variables is illustrated 

and explained by many earlier models, such as the original capital asset pricing 

models (CAPM) (Sharpe (1964), Lintner (1965) and Black, Jensen and Scholes 

(1972)), the Intertemporal CAPM model (Merton, (1973), the arbitrage pricing theory 

of Ross (1976) and the version of consumption based on the CAPM Breeden model 

(1979), as well as the EMH (Fama, 1965). These models offer the theoretical 

foundation for the asset pricing mechanism which provides an explanation of how 
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changes in the micro and macroeconomic variables are transmitted into the equity 

share price unpredictable variations.   

The existing empirical financial literatures in the developed and developing or 

emerging markets show the movement of the equity price as a direct consequence of 

the movement of the micro and macroeconomic variables (Castanias, 1979; 

Hardouvelis, 1988; Ross, 1989; Aug and Chiona, 2010; Shubiri, 2010; Nazir, Nawaz, 

Anwar and Ahmed, 2010; Buyuksalvarci, 2010; and Pilinkus, 2010, Govindarajan, 

Balachandran, Anand and Vijesh, 2012, Sirucek (2012)). Microeconomic variables 

fall directly under the company or funds management control that directly reflect the 

perception of the weaknesses or strengths of the business itself. An analysis of the 

microeconomic level helps to investigate how individual asset prices are established 

through understanding the variables that have an influencing effect on the decisions 

made by the individuals and the groups of investors that ultimately may reflect on the 

fund unit price level. The macroeconomic variables represent the factors or events that 

a company or fund has no control over.  

According to the stock valuation model, the macroeconomic variables may 

have systematic influences on the equity share prices through their influences on the 

expected discounted future cash flows that consequently affect the NAV of the Islamic 

equity UTFs invested in the stock market (Othman, 2011).  These variables include 

the gross domestic products, the industrial production index, the consumer price 

index, the inflation, the interest rates, the exchange rate, the money supply and such 

global events like crude oil price erratic fluctuations and financial crisis (Fama, 1981; 

Chen, Roll and Ross, 1986; Sirucek, 2012; Maysami, Howe and Hamzah, 2004; Dash 

and Kumar, 2008; Acikalin,  Aktas and Unal, 2008; Mahmood and Dinniah, 2009; 

Kuwornu, 2011; and Rasool,  Fayyaz and Mumtaz, 2012). In the Malaysian equity 
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market, financial literature also shows that a lot of studies have been conducted to 

examine the variables that influence equity share price fluctuation in the short or long-

term scenarios. For instance, Ibrahim and Aziz (2003); Majid and Yusof (2009); 

Hussin et a., (2012); Thaker et al. (2009); Rahman, Sidek and Tafri (2009); and 

Bekhet and Mugableh (2012) found that there were significant short-run (causes and 

effects) and long-run relationships existed between the equity prices or returns and the 

micro and macroeconomic variables in the Malaysian capital market. 

In addition, the financial market stability, especially, the market share prices 

can be extremely affected by the situation of local instability of the country, such as, 

political conflicts and unmitigated corruption levels. Local stability factor is usually 

referred to as the absence of excessive fluctuations in the country political risks and 

corruption levels (Durnev, 2010). According to the EMH, new information that affects 

companies’ returns will quickly be capitalized into their share prices. Thus, the degree 

of political surprise will affect the level of the response in the share prices of affected 

firms (Milyo, 2012). Several political incidents can influence the equity market 

fluctuations such as revolutions, death of powerful politicians, political conflict and 

political election uncertainty (Asiedu, 2006 and Milyo, 2012).  

Political election can be very dominant in influencing the share price of 

companies because different investors generally have different sentiments and 

different understanding of the expected newly elected government that can probably 

fare better under one party administration than another in leading the country's 

economy (Milyo, 2012). Additionally, an increase in uncertainty before and during the 

election year may negatively impact the decision makers to invest in the Malaysian 

equity market or at least for a rational decision they may discreetly delay their 

investments. This in turn, may affect the current equity market performance and 


