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A B S T R A C T  
Shariah-compliant indices have been used widely by investors, governments and individuals to manage their portfolio 

investments. Therefore, this study will be carrying out the performance and portfolio diversification benefit of Shariah-compliant 

listed construction companies in a Shariah-compliant portfolio. Efficient frontiers of mixed-asset portfolios have been constructed 

to evaluate the diversification benefits of Bursa Malaysia’s Shariah-compliant Construction sector in a mixed-asset portfolio.  In 

order to estimate the diversification benefits of Bursa Malaysia’s Shariah-compliant Construction sector in a mixed asset portfolio, 

efficient portfolios and  optimal asset allocations are constructed applying data generated from Solver using the risk, returns and 

correlation data calculated from DataStream over 2005 till 2014. Performance and benchmarking for construction sector is 

important in order to deliver information and status, especially in this case, the listed construction companies. Besides that, it also 

helps many parties to gain information about the construction industry before investing in this sector. 
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INTRODUCTION 
 

Since the mindfulness and interest for putting resources into Islamic standard is expanding, the quantity of 
Shariah-compliant companies in Malaysia has expanded considerably throughout the years. There are more 
companies keen to adopt the Shariah principles to their organizations. Organizations should delineate the 
genuine Islamic identity of corporate system, structure, correspondence and society grasping both substantial 
and immaterial components. 

According to Sharia Advisory Council (SAC) of the Securities Commission Malaysia [1]; November 2014, 
there are 673 of Shariah-compliant securities out of 905 total securities. Twenty-eight securities, newly 
classified by the SAC as Shariah-compliant securities have been added to the list and nine securities have been 
exclude from the previous list in November 2013. This study aims to analyse the performance and portfolio 
diversification benefit of Shariah-compliant listed construction companies in a Shariah-compliant portfolio. 

 
Methodology: 

To calculate the various mixed-asset portfolios, the general formula for expected return and standard 
deviation is indicated below: 
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n = the sample size; 

iw  = the weight of the funds invested in security i; 

,i Pr r  = the return on ith security and portfolio p; and 

( )E  = the expectation of the variable in the bracket. 
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where: 
 
n = the sample size; 
xi = represents each data value from i=1 to i=N 
x  = the sample mean 
 
Efficient frontiers of mixed-asset portfolios have been constructed to evaluate the diversification benefits of 

Bursa Malaysia’s Shariah-compliant Construction sector in a mixed-asset portfolio.  In order to estimate the 
diversification benefits of Bursa Malaysia’s Shariah-compliant Construction sector in a mixed asset portfolio, 
efficient portfolios and  optimal asset allocations are constructed applying data generated from Solver using the 
risk, returns and correlation data calculated from DataStream over 2005 till 2014.   

 
RESULTS AND DISCUSSION 

 
Efficient Portfolio and Optimal Mixed Asset Allocation: 

In order to evaluate the diversification benefits of Bursa Malaysia’s Shariah-compliant Construction sector 
and other Bursa Malaysia’s Shariah-compliant sectors, efficient frontier of mixed-asset portfolio needs to be 
constructed [2]. These efficient portfolios and optimal asset allocations were constructed by applying data that 
generated from Solver using the risk, return and correlation data calculated from DataStream over 2005-2014, to 
get the estimated diversification benefits of Bursa Malaysia’s Shariah-compliant Construction sector and other 
Shariah-compliant sectors. Table 1 shows the optimal mixed asset allocation of the selected Bursa Malaysia’s 
Shariah-compliant sectors from 2005-2014. 

 
Table 1: Optimal Mixed Asset Allocation: 2005-2014 

Risk Return KLSEPLN KLSEFIN 
25.00% 19.80% 61.17% 38.83% 
25.97% 19.97% 67.81% 32.19% 
26.94% 20.11% 72.86% 27.14% 
27.91% 20.22% 77.18% 22.82% 
28.88% 20.33% 81.05% 18.95% 
29.85% 20.42% 84.62% 15.38% 
30.82% 20.51% 87.98% 12.02% 
31.79% 20.60% 91.16% 8.84% 
32.76% 20.68% 94.21% 5.79% 
33.73% 20.76% 97.16% 2.84% 
34.70% 20.83% 100.00% 0.00% 

 
Efficient Frontier: 2005-2014: 

Harry Markowitz was the first to define the efficient frontier in his ground breaking paper that launched 
portfolio theory in 1952. His theory considered a universe of risky investment and explores what might be an 
optimal portfolio based upon those possible investment [3]. Figure 1 presents the efficient frontier of a mixed 
asset portfolio consisting of Bursa Malaysia’s Shariah-compliant Plantation sector (KLSEPLN), and Bursa 
Malaysia’s Shariah-compliant Finance sector (KLSEFIN) for the period of 2005 to 2014.  

While Bursa Malaysia’s Shariah-compliant Plantation sector (KLSEPLN) added to the portfolio, the 
addition of another asset class to the mixed-asset portfolio has resulted in significant diversification 
improvement. In overall, Bursa Malaysia’s Shariah-compliant Plantation sector (KLSEPLN) has a significant 
allocation at almost all risk-return levels. It is apparent that as the Bursa Malaysia’s Shariah-compliant 
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Plantation sector (KLSEPLN) allocations increased at the expense of reductions in Bursa Malaysia’s Shariah-
compliant Finance sector (KLSEFIN), portfolio return increased significantly 

 

 
 

Fig. 1: Efficient Frontier of a Mixed Asset Portfolio 
 

Asset Allocation Diagram: 2005 – 2014: 
Figure 2 presents the asset allocation diagram of a mixed asset portfolio consisting of Bursa Malaysia’s 

Shariah-compliant Plantation sector (KLSEPLN) and Bursa Malaysia’s Shariah-compliant Finance sector 
(KLSEFIN) for the period of 2005 to 2014. Bursa Malaysia’s Shariah-compliant Finance sector (KLSEFIN) 
companies dominated the upper risk region of the portfolio and are substituted by Bursa Malaysia’s Shariah-
compliant Plantation sector (KLSEPLN), companies when moving down the portfolio risk spectrum. The lesser 
returns and higher risk for other Bursa Malaysia sectors sees they are not contributing to the efficient frontier 
across the full risk spectrum especially Bursa Malaysia’s Shariah-compliant Construction sector (KLSECON).  

The lesser performance of Bursa Malaysia’s Shariah-compliant Finance sector (KLSEFIN) sees them only 
contributing to the mixed-assed portfolio at the lower portfolio risk levels, with Bursa Malaysia’s Shariah-
compliant Plantation sector (KLSEPLN) companies contributing to the portfolio at both low risk and higher risk 
level. At higher portfolio risk levels, the portfolio is dominated by Bursa Malaysia’s Shariah-compliant 
Plantation sector (KLSEPLN); reflecting its strong performance for the period of 2005 to 2014 years. The 
robustness of Bursa Malaysia’s Shariah-compliant Plantation sector (KLSEPLN) is clearly shown with its 
increasing contribution to the mixed-asset portfolio across the full risk spectrum. Overall, by Bursa Malaysia’s 
Shariah-compliant Plantation sector (KLSEPLN) companies have shown a high degree of robustness with 
enhanced portfolio diversification benefits, where these enhanced portfolio diversification benefits were not 
evident for Shariah-compliant listed construction companies. This further reinforces the separation of Bursa 
Malaysia’s Shariah-compliant Construction sector (KLSECON) companies and other Shariah-compliant sectors 
as different types of investment vehicles in Malaysia. 

This empirical analysis has also highlighted a number of significant investment issues regarding the future 
development of Bursa Malaysia’s Shariah-compliant Construction sector (KLSECON).  In  particular,  the  
robust  performance  and  improved  portfolio  diversification  benefits  may  indicate  that  Bursa Malaysia’s 
Shariah-compliant Plantation sector (KLSEPLN) companies  are  a  separate  listed  companies,  reflecting  the  
benefits  of  their  nature in comparison to Shariah-compliant Construction sector. This demonstrated that 
performance by Shariah-compliant listed construction companies under-performed by other selected Shariah-
compliant selected stocks from 2005-2014; as well as some evidence of under-performance by Shariah-
compliant listed construction companies in a depressed market. 

 
Conclusion: 

Although results vary, the results clearly demonstrate the importance of Bursa Malaysia’s Shariah-
compliant construction companies in achieving an efficient portfolio and the significant contribution of Bursa 
Malaysia’s Shariah-compliant construction companies in a mixed-asset portfolio in gaining diversification 
benefits. However, one should be cautious before concluding that Bursa Malaysia’s Shariah-compliant 
construction companies has no place in the efficient portfolio as factors such as the study period (2005 to 2014) 
should be taken into consideration. A more rigorous study is important to see the performance of Bursa 
Malaysia’s Shariah-compliant construction companies in the future. 
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Fig. 2: Asset Allocation Diagram of a Mixed Asset Portfolio 
 
There is limitation in this study which is due to time constraint, cost and materials. Therefore, this study is 

limited to only focus on Bursa Malaysia’s Shariah-compliant construction companies. The period of time for 
this study is only 9 years because of time constraint. It is acceptable to choose this duration because it 
considered in long term capital [4]. In addition, for this study, only five sectors selected out of 13 sectors since 
not all sectors are related with construction companies.  

Overall, performance and benchmarking for construction sector is important in order to deliver information 
and status of the construction index. Besides that, it also helps many parties to gain information about the 
construction sectors before invest in that sector. 
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