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ABSTRACT 

     This paper considers an international sample of conventional and Islamic mutual funds to 

assess whether law, culture, and political risk affect the performance, risk-taking behavior and 

compensation fees of mutual funds. Overall, the results show strongly that legal conditions, 

culture, and political risk have robust differential effects on fees, performance and risk-taking 

behavior of Islamic funds and conventional funds. We find that Islamic mutual funds in 

countries with higher legal conditions receive lower fees, whereas conventional funds receive 

higher carried interest, lower fixed management fees and weaker expense ratio. In such 

conditions, conventional and Islamic fund managers have lower performance and take higher 

specific and systematic risk. Overall, Hoefsted culture’s measures affect significantly the fees 

structure, performance and risk-taking behavior with robust differential effects on Islamic and 

conventional funds. Focusing on political risk effects, we show that, in countries with higher 

political risk, carried interest and performance will be higher, whereas the specific and 

systematic risk will be stronger for Islamic and conventional funds. The components of 

country legality and political risk Index have significant differential effects on Islamic and 

conventional funds’ characteristics. 

        Keywords: Performance, Risk, Managerial Compensation; Incentive Contracts, 
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I. Introduction 

Historically, the majority of Islamic investment funds are concentrated in Muslim countries of 

the Middle East and Asia, but, recently, some Islamic funds are domiciled in Europe and 

United States. For instance, Saudi Arabia accounted for 42.4% of the industry in 2011, 

followed by Malaysia at 25.9%, the United States (US) at 7.9%, Kuwait at 4.9% and Ireland 

at 4.1% (Bloomberg database). Moreover, some European countries such as France are 

working to reform their tax, legal, and international and domestic regulatory frameworks to 

standardize regulations in Islamic finance and attract Islamic investments. The expansion of 

Islamic investment funds is due to that some occidental countries believe that the integration 

of ethics and values into finance provide a positive economic development, particularly in 

light of recent United States business corruption scandals (Shayerah, 2010). Nevertheless, in 

USA, some critics stipulates that Islamic financial institutions support terrorist finance 

networks (Shayerah, 2010), but “there is no reason, in theory, to suspect that Islamic finance 

would be particularly immune or particularly vulnerable to abuse by money launderers or 

terrorist financiers.”(El-Gama, 2007). Such political risk might influence negatively the 

reputation of Islamic funds, and therefore their fees, performance, etc, since portfolio 

investors are more likely to be affected by country-level risks (financial risks, political risks, 

etc.) and country values (legal and cultural dimensions) (Wagner, 2012). 

Usually, “Funds that invest in developed and emerging overseas markets provide 

potential diversification benefits but also have additional risks, such as currency, liquidity, 

and political risks. Political risk has always been a fundamental part of the investment process 

of fund managers”
 1

. Therefore, this paper models a system for an international sample of 

conventional and Islamic mutual funds to assess whether legal settings, culture and political 

risk affect, respectively, their performance, risk-taking behavior and fees. To the best of our 

knowledge, this is the first study in this way across countries. 

Referring to the literature, few researchers have tried to find the determinants of 

compensation fees, performance and risk-taking behavior of mutual funds. For instance, 

Cumming and Dai (2010) analyzes the impact of hedge fund regulation on fund structure and 

performance using a cross-country dataset of 2137 hedge funds from 24 countries and finds 

that regulatory requirements tend to be related to weaker manipulation-proof performance 

measures, lower fund alphas, lower average monthly returns (as well as lower Sharpe ratios), 

                                                             
1
 Source: http://individual.troweprice.com/public/Retail/Planning-&-Research/Tools-&-Resources/Investment-

Planning/Getting-Started-Investing-With-Mutual-Funds#top 

http://individual.troweprice.com/public/Retail/Planning-&-Research/Tools-&-Resources/Investment-Planning/Getting-Started-Investing-With-Mutual-Funds#top
http://individual.troweprice.com/public/Retail/Planning-&-Research/Tools-&-Resources/Investment-Planning/Getting-Started-Investing-With-Mutual-Funds#top
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higher fixed fees and lower performance fees. Most recent studies, in the context of 

conventional venture capital and private equity, show that culture, law and corruption affect 

the compensation fees of fund managers (Johan and Najar, 2011; Cumming and Johan, 2009). 

Many earlier studies, such as Sharpe (1966), Jensen(1968), Friend and Blume (1970), Ippolito 

(1989), Grinblatt and Titman(1989,1992), Hendricks, Patel, and Zeckhauser (1993) and Eton 

et al. (1993), compare mutual funds’ risk-adjusted performance, as well as other endogenous 

variables (risk and fees). Other empirical studies show manager characteristics have an impact 

on fund’s performance, risk (Massa and Patgiri, 2009) and fixed fees (Golec, 1996). Thus, this 

paper contribute to the literature by providing a response to the following question: How 

could legal conditions, cultural dimensions and political risk affect fees, performance and 

risk-taking behavior of, respectively, Islamic and conventional funds? 

The remainder of the chapter is organized as follows. Section 2 develops predictions 

pertaining to the factors that explain performance, risk-taking behavior, and fees of Islamic 

and conventional funds. Section 3 presents the data sample and summary statistics. Section 4 

summarizes the empirical test and results. Concluding remarks are provided in the last 

section. 

II. Predictions 

We briefly outline predictions with regard to the effects of law, culture and political risk on 

the performance, risk-taking behavior and fees of, respectively, Islamic and conventional 

mutual funds. Thereafter, we discuss the role of additional control variables in fees, 

performance and risk-taking to control for market conditions. 

II.1. The effects of law, culture and political risk on fees 

Generally, mutual fund fees vary extensively. For instance, expense ratio that reflects the 

funds’ annual operating expenses vary from 0% to well over 5.65% for our sample, meaning 

that investors pay over five times more per year for some funds than others. This difference 

has enormous financial consequences for investors. In the present analyses, we consider three 

main components of fees, i.e. carried interest (performance fees), fixed management fees and 

expense ratio to examine separately the impact of legal settings, cultural conditions and 

political risk on the setting and bargaining of fees. 

 Consistent with the effects of law on fees cross-country, we adopt the methodology of 

Berkowitz et al. (2003) using the  country legality index as a weighted average of the most 
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used indices of La Porta et al. (1998); efficiency of the judiciary, law and order, risk of 

expropriation, risk of contract repudiation, and shareholder rights. Regarding to compensation 

fees (carried interest and fixed management fees), earlier studies, using a sample of 123 

private equity and venture capital, shows carried interest will be higher in countries with less 

corruption and stronger legal conditions, while fixed management fee will be higher in 

countries with more corruption and weaker legal conditions (Cumming and Johan, 2009; 

Johan, 2010; Johan and Najar, 2011). Their argument is that information asymmetry is more 

pronounced in less-developed countries with lower legal conditions, and therefore these 

countries are less likely to propose incentive contracts to managers (Acemoglu and Zilibotti, 

1999). Moreover, Johan and Najar (2011) pronounce that risk averse fund managers will 

prefer higher fixed fees and lower carried interest in countries with more corruption and lower 

legal settings to garner a more certain income stream, since prior study argues that it is more 

difficult to generate fund returns in such legal conditions (Cumming et al., 2005). But, what 

about investors and neutral fund managers’ preferences? Indeed, this finding can be criticized, 

since agency theory stipulates that investors can alleviate agency problems through proposing 

high incentives, i.e. carried interest that depends on the managers’ performance. Therefore, 

we expect neutral investors accept high carried interest and low fixed fees (fixed management 

fees and expense ratio) in countries with weaker legal conditions to impose a contract more 

suited to their own interests. Simultaneously, we believe that whatever the risk aversion 

profile of the fund manager in countries with lower legal conditions, the manager has interest 

to bargain high carried interest to maximize his payoff from low fund returns. Indeed, we 

expect countries with less important legal conditions, less corruption and lower political risk 

to affect fees in a way that better aligns the interest of fund managers with investors. 

Likewise, the terms of advisory contract are set to take into account the fund’s fees 

that would be, normally, negotiated between fund manager and investors during the 

bargaining process. We expect their respective bargaining powers depend on the culture of 

their domicile. We use the most known cultural dimensions developed by Hofstede as proxies 

to matter in setting fund fees. These cultural measures that may affect the degree of inequality 

among contracting parties, are, most outstandingly, Power Distance, Masculinity, Uncertainty 

Avoidance, Individualism versus collectivism and Indulgence versus Restraint Index. Indeed, 

power distance reflects the degree of bargaining power of those in control who impose terms, 

whereas those without any control are pleased to accept terms. We expect carried interest 

would be higher and fixed fees would be lower in more developed countries with lower power 

distance. Our argument is that managers in countries with low power distance are more able 
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to dominate the bargaining process and negotiate high carried interest and low fixed fees 

(fixed management fees and expense ratio) to maximize their payoffs. We further expect 

Masculinity versus femininity Index would be positively related to carried interest and 

negatively related to fixed management fees and expense ratio, since countries with high 

Masculinity versus femininity Index are more consensus-oriented and less competitive. This 

prediction is consistent with the results of earlier studies about the role of culture in fund 

compensation fees (Cumming and Johan, 2009; Johan and Najar, 2011). Likewise, during 

bargaining process, fund managers and investors in countries with strong uncertainty 

avoidance Index are more likely to choose low carried interest and high fixed fees if they 

desire, respectively, more foreseeable reward and expense. Similarly, given that individualism 

implies a preference for a loosely-knit social framework in which individuals are expected to 

take care of themselves and their immediate families only, this culture measure should be 

negatively related to carried interest and positively related to fixed fees. This prediction could 

be explained by the fact that fund managers in countries with high individualism versus 

collectivism index, are more motivated to work in a way that better aligns their interests with 

investors. We expect asymmetry information is less pronounced in countries with stronger 

individualism versus collectivism index, and therefore investors in such countries are less 

likely to employ incentive contracts with high carried interest. Likewise, Indulgence versus 

Restraint may be negatively related to carried interest and positively related to fixed fees. 

Restraint stands for a society that suppresses gratification of needs and regulates it by means 

of strict social norms. In countries with high Indulgence versus Restraint Index (countries 

with restraint rather than indulgence), we expect investors and fund managers would negotiate 

low carried interest and high fixed fees. Our argument is that, in an environment with 

restraint, the investment universe is more strict, and therefore, in the bargaining process, the 

fund manager and investors are more likely to negotiate lower carried interest and higher 

fixed fees.  

Consistent with the impact of political risk on the fixing of fund fees, we expect 

countries with high political risk are more likely to be associated with higher carried interest 

and higher fixed fees. Typically, the bargaining power will be greater among investors rather 

than fund managers in countries with high political risk that reflects a strong likelihood that 

government or bureaucratic inefficiencies, societal tensions, inadequate legal system or 

international tensions will cause adverse developments for fund managers. Therefore, 

investors may be more inclined to accept incentive contracts with high variable fees, since 

they know that the political conditions of the fund managers’ domiciles are unfavorable for 
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management. Besides, in such countries, with high political risk, we argue that information 

asymmetry between fund managers and investors is more likely, and therefore investors are 

more likely to propose or accept strong incentive contracts with high carried interest to align 

interests of fund managers and investors. 

 PREDICTION1: Carried interest will be higher in countries with less corruption, higher legal 

conditions, higher political risk, less uncertainty Avoidance, Power Distance, Individualism 

versus collectivism, Indulgence versus Restraint, and higher Masculinity versus femininity.  

PREDICTION2: Fixed management fee and expense ratio will be higher in countries with more 

corruption, lower legal conditions, higher political risk, more uncertainty Avoidance, Power 

Distance, Individualism , Indulgence versus Restraint and less Masculinity versus femininity.  in 

II.2. The effects of law, culture and political risk on performance and risk-

taking behavior 

We assess whether differences in legal system, cultural settings and regulations can affect 

fund managers’ behavior. We use the same indices of country legality Index, Hofstede 

cultural dimensions and political risk Index that might have effects on the uncertainty faced 

by fund managers in carrying out their investments in those countries and as such their 

expected performance and risk-taking level. 

II.2.1. Performance 

We focus the analysis on the role of legal settings, cultural values and political conditions in 

Islamic and conventional fund performance to develop our predictions. 

Earlier study shows for domestic funds located in countries with stronger legal 

institutions, better country-level investor protection and more rigorous law enforcement tend 

to perform better (Ferreira et al., 2012). Usually, investors will be reluctant to invest in 

markets where their rights are not properly protected. For instance, La Porta et al. (1997) 

observe that countries with weak investor protection have significantly smaller debt and 

equity markets. They also note that the quality of the legal system is significant for the 

enforcement of contracts and also captures the government’s general attitude toward business. 

Furthermore, in the venture capital context, prior studies show countries with weaker legal 

conditions face more uncertain exit markets whereby it is harder to generate capital gains and 

good performance (Lerner and Schoar, 2005). Then, in addition to the size and fees of the industry 
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(Khorana, Servaes, and Tufano, 2005, 2009), legal conditions could be a critical determinant of the 

performance of Islamic and conventional funds across countries. Nevertheless, we believe that fund 

managers’ performance would be higher in societies with weak legal settings. Our argument is that in 

such countries, fund managers have less strict investment universe. As such, we expect fund 

managers’ performance will be higher in countries with weaker legal settings and less 

corruption. 

The management philosophy prevalent in the organization has an important effect on 

determining whether mangers act as stewards or agents (Singh, 2012). We believe that if the 

management of the fund is based in a society with low power distance, the communications 

will be more entrusted between investors and fund managers, leading to a prevalence of 

investors. Nevertheless, empowered fund managers, who have more flexibility to make 

independent investment decisions, are more likely to become trusted and to perform better in 

countries with stronger power distance. Thus, we expect fund manager performance will be 

higher with larger degree of power distance in societies that accept a hierarchical order in 

which everyone has a specific place. 

Similarly, high uncertainty avoidance reflects a weak level of risk tolerance in 

countries. Societies with low risk tolerance grow disproportionately more slowly in industry 

sectors characterized by high information asymmetries (Huang, 2008) and are consistent with 

lower levels of foreign equity investment (Aggarwal and Goodell, 2009; Beugelsdijk and 

Frijns, 2010). Fund managers, in countries with high uncertainty avoidance, will have less 

discretion. Investors in such societies expect fund managers will have a strict ability to 

embark in new strategic actions and try continuously to hedge against risk. Therefore 

investment universe of the fund will be tight which would, typically, have a negative impact 

on fund manager performance. We expect high uncertainty avoidance might be negatively 

related to fund managers’ performance. Likewise, high individualism versus collectivism 

would be negatively related to fund manager performance. Societies characterized by more 

individualistic values will permit individual initiative and tolerate unilateral decision-making 

and will be associated with greater levels of managerial discretion. (Crossland and Hambrick, 

2011). We believe that such cultures constitute a favorite environment to manage investment 

funds with independence, and then to avoid conflict that might be produced by engaging 

many decision makers. Thus, fund managers’ performance would be negatively related to 

Individualism versus collectivism Index. 

Along with the masculinity versus femininity cultural dimension, we expect a positive 

relationship with fund managers’ performance. Our argument is that in societies more 
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consensus-oriented (with high masculinity versus femininity Index), there is less agency 

problems and fund managers would have a greater performance. Furthermore, in countries 

characterized by high masculinity, fund managers might have a high level of overconfidence 

that think that they possess more information than investors from other countries or that they 

interpret information from a variety of foreign markets better (Anderson et al., 2011). Thus, 

this overconfidence would have a negative effect on their performance.  

Similarly, to our knowledge, the effect of indulgence versus restraint on performance 

has never been exploited because it is a new culture dimension. Indulgence tends to prevail in 

South and North America, in Western Europe and in parts of Sub-Sahara Africa, whereas 

restraint prevails in Eastern Europe, in Asia and in the Muslim world. Mediterranean Europe 

takes a middle position on this dimension (Hofstede, 2011). We expect fund manager 

performance would be higher in societies characterized by high indulgence versus restraint 

Index, i.e. societies with restraint rather than indulgence. Our argument is that fund managers, 

in such countries, would seem supported by a more restrictive legislative system leaving room 

for less self-organization and weaker cooperative entrepreneurship. 

Generally, the risk manager's ultimate challenge when assessing political risk is to 

determine whether a political event poses a threat to a firm's financial performance (Wagner, 

2010, 2012). Investments’ performance may suffer from political risk which could be a result 

of political changes (a change in government, legislative systems, religious tension, internal 

conflict and war) or instability in a particular country. Referring to literature, Barbary and 

Bortolotti (2011) find that political risk is negatively associated with financial performance of 

sovereign wealth funds. Nevertheless, we argue that investors who choose fund managers 

domiciled in countries with high political risk are merely not risk averse and prefer higher 

financial risk (since political risk is a component of their financial risk). Moreover, investors, 

in such countries, believe that increased political risk is not only a source of uncertainty, but it 

can be also a great investment opportunity, since fund managers implemented in countries 

with high political risk may provide higher effort and be good performers to attract investors.  

In addition, effective political risk management requires distinguishing developments that 

pose true risks, a well-defined threat to corporate performance, from political events that are 

merely dramatic (Wagner, 2012). Thus, the effect of a high or low political risk on mutual 

fund performance might be different across countries. Likewise, in countries with high 

political risk, the demand for the fund will be smaller, and therefore its net asset value will be 

higher which implies a higher performance. Thus, we expect political risk would have a 

positive effect on fund manager performance. 
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PREDICTION3: Performance would be higher in countries with less corruption, lower legal 

conditions, more political risk, lower uncertainty Avoidance, Individualism versus 

collectivism and higher Power Distance, Indulgence versus Restraint, Masculinity versus 

Femininity.  

II.2.2. Risk taking 

We investigate the legal conditions, cultural measures and political risk as the determinants of 

the fund return volatility and systematic risk of, respectively, Islamic and conventional 

investment fund managers.  

Consistent with the effect of legal settings on the risk-taking behavior of fund 

managers, we believe that information asymmetry is more pronounced in countries with 

weaker legal settings, and therefore fund managers have a spontaneous incentive to take more 

risk. Earlier study finds that corporations in countries with common law and market-based 

financial systems have less risky financing patterns, and that the better protection of equity 

and creditor rights is also associated with less financial risk (Claessens et al., 2000). In 

countries with weaker quality of legal institutions and investor protection, the investors are, 

naturally, less risk averse. Thus, in terms of the net effect, mutual funds in countries with low 

legal settings might be positively related to, respectively, fund return volatility and systematic 

risk. Likewise, where there is less corruption, there is less uncertainty avoidance and risk of 

misappropriation of financial resources. We expect in countries with less corruption, fund 

managers’ risk-taking will be higher.  

Similarly, we expect that culture has an impact on risk taking of the fund managers. 

Earlier studies show risk taking of managers will be higher for banks and domestic firms in 

countries with low uncertainty avoidance, low tolerance for hierarchical relationships, and 

high individualism (Kanagaretnam et al., 2011; Griffin et al., 2012; Mihet, 2012: Frijns et al., 

2013). However, banks do not control for institutional variables such as corporate governance, 

bankruptcy protection, efficiency of judiciary system, transparency, and corruption, which 

have shown to be affected by national cultural norms and which could at their turn affect 

corporate risk-taking (Kanagaretnam et al., 2011). Better institutional governance has been 

shown to encourage greater firm risk-taking (Laeven et al. 2009; Houston et al. 2010; Li and 

Zahra 2012). Thus, we predict that individualism will positively and uncertainty avoidance 

will negatively affect risk-taking. Likewise, countries with a low power distance, which have 

a weak tolerance for hierarchical relationships, also tend to be more egalitarian. Such cultures 
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have stronger legal systems that entitles all to equal protection under the law. We expect that 

power distance will be negatively associated with corporate risk-taking in the case of mutual 

funds. Similarly, Indulgence versus Restraint might be negatively related to risk taking. Our 

argument is that Restraint stands for a society that suppresses gratification of needs and 

regulates it by means of strict social norms, whereas an environment with Indulgence allows 

relatively free gratification of basic and natural human. The investment universe is larger in 

societies with indulgence (low indulgence versus restraint Index), and therefore fund 

managers have an incentive to take more risk. We further hypothesize that masculinity versus 

femininity Index would be negatively related to risk-taking. Countries with high masculinity 

versus femininity Index are more consensus-oriented. In such culture, there is less asymmetry 

information, and therefore fund managers will perform in a way to align their interests with 

investors and they will not take an excessive risk.  

Similarly, we expect fund managers take less specific and systematic risk in countries 

with strong political risk.  Typically, Political Risk implies the possibility that political unrest, 

i.e. government action, social tension, terrorism or bureaucratic inefficiencies, can have a 

negative effect on investments. Investors can make money in times of discontent and political 

struggle. Nevertheless, in such political conditions, legal system is weak and fund managers 

have to better control the risks they may be taken because the outcome of a political risk could 

drag down investment returns or even go so far as to remove the ability to withdraw capital 

from an investment.  Thus, governments drive policy and policy drives to the risk taking level 

in investment.  

PREDICTION4: Risk taking will be higher in countries with less corruption, higher legal 

conditions, weaker political risk, less Power Distance, Uncertainty Avoidance, Indulgence 

versus Restraint, Masculinity versus femininity, and higher Individualism.  

II.3. Control variables for analyzing fees, risk-taking behavior and 
performance 

We consider three additional control variables to proxy for investor protection and quality of 

legal institutions. These proxies are dummy variables that define the legal origin of countries, 

i.e. common law, civil law and Islamic law. Common and civil law are inspired from La Porta 

et al., (1997), whereas Islamic law is used for the first time in such analysis. La Porta et al., 

(1997) show common law systems provide better legal protection to investors than civil law 

systems. . Indeed, we use specific legal origin of each country might affect the performance, 
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risk taking and bargaining process of managerial compensation. We include Islamic law 

origin in our model to test its impact on fund managers and investors’ behavior (investment, 

bargaining of fees, management, etc). 

Similarly, as investment in funds and bargaining depend on market state of their 

domicile, we may expect GNP per capita, domicile type (offshore or domestic) and 

percentage of Muslim have effects on performance, risk taking and fees of fund managers. 

Generally, in an international context mutual funds can be set up offshore to benefit from an 

important tax advantage. Indeed, we assume performance and offshore have a negative 

relationship, since investors in offshore funds, benefiting from tax-lowering entities, have less 

pronounced concern among the timing of performance. Thus, managers of offshore funds are 

fewer performers and would be less induced to make efforts and take risk. In this context, we 

expect carried interest and fixed fees (management fees and expense ratio) of offshore fund 

managers would be higher. Our argument is that the important tax advantage makes managers 

to be the leader of bargaining process and they would prefer higher fees than those of 

domestic fund managers. Furthermore, with regard to GNP per capita as a proxy of countries’ 

economic conditions, fund managers are more likely to receive higher carried interest, fixed 

management fees and expense ratio when the demand for fund managers exceeds supply. For 

instance, in the boom periods, fund managers are short supply relative to investors who 

contribute in different asset classes (Kanniainen and Keuschnigg, 2004). Similarly, we 

assume that GNP per capita have a positive effect on fund performance and a negative effect 

on risk-taking behavior (risk-adjusted return and systematic risk), since a good economic 

conjuncture implies higher demand of funds and then higher net asset value, i.e. higher 

performance. Moreover, we estimate that strong demand of funds induce managers to be less 

risk taker.  

Likewise, we expect percentage of Muslim would be positively related to 

performance, negatively related to risk-adjusted return and systematic risk, positively related 

to carried interest and negatively related to fixed fees of Islamic funds across countries. We 

argue that the management of Islamic funds in countries with high number of Muslim implies 

a high demand and a relative low supply for Islamic funds, and therefore managers would 

have better incentive contracts with higher carried interest and lower fixed fees. At the same 

time, the high percentage of Muslim would induce managers to be good performers and 

respect the principles of Islamic Law by take less risk to attract more Muslim investors. 

In the empirical analyses of our predictions outlined above, we use these control 

variables. The data and summary statistics are defined in the next sections. 



12 
 

III. Data and Methodology 

In this section, we describe the collect of data and we define the variables used in our 

analysis. Afterwards, we summarize the data for each country and we identify data statistics 

with distinction between Islamic and conventional funds. 

III.1. Sample description 

The data sample spans over the period between January 2010 and March 2012. In this paper, 

the cross-sectional data and short sample period do not take into account the fund changes, 

and then reduce the survivorship bias. The database set is free from survivorship bias since it 

includes data on both active and dead funds. The initial sample includes 767 Islamic funds 

and 970 conventional funds. We check the coverage of Islamic funds by Morningstar Direct 

with Bloomberg, Eurekhedge and IFIS databases. Total numbers of Islamic funds reported by 

Morningstar Direct, Bloomberg, Eurekhedge and IFIS databases are, respectively, 610, 391, 

568 and 767 as of March 2012. As regards with conventional funds, it is selected as funds 

maintained by the same management company as Islamic funds. This conventional funds’ list 

is built, manually, from the Islamic fund managers’ website. Then, after sorting conventional 

funds by type with respect to Islamic funds’ type, we save a final sample of 285 conventional 

funds and 322 Islamic funds (only open funds). 

Then, after checking the data availability, we save a final sample of 607 Islamic and 

conventional mutual funds. We include in our sample all the Islamic and conventional 

investment funds without any distinction between their asset class focus: 382 equity, 83 debt, 

32 money market, 1 real estate, 4 commodities, 7 alternatives, and 97 asset allocation. We 

remove index funds from our sample. 

 To evaluate Islamic and conventional funds’ performance and volatility, we collect 

their daily total net asset value (TNA) from Morningstar Direct database, Bloomberg, 

Datastream, and IFIS (Islamic Finance Information Service) databases. Finally, we choose 

monthly frequency because of a lack of daily TNA for some funds. This lack of daily data is, 

presumably, due to that some funds are quoted weekly or monthly.  

The variables used can be classified into different groups, which are defined in Table 

1. Other aspects of the data, including alternative definitions of variables and other variables 

not used in our empirical analysis, are not explicitly reported for reasons of conciseness. The 

results are quite robust and are available upon request. We begin by defining the endogenous 

variables which are the data related to the fund managers’ compensation fees (carried interest 
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and management fees), performance and risk taking behavior. Thereafter, we identify the 

exogenous variables which are the data related to legal settings, political conditions and 

cultural dimensions. First, we use country legality Index, Law and order, corruption 

perception Index, efficiency of judiciary system and country legal origin as proxies of legal 

settings. Then, political risk Index is chosen as an assessment of country political 

environment. Second, we use the Hofstede’s cultural measures as proxies of country culture. 

Afterward, we define control variables. Indeed, we identify GNP per capita, fund domicile 

type (offshore or domiciled fund) and percentage of Muslim per country as proxies of market 

conditions. The source of data is indicated in Table 1 for each variable. 

Insert Table 1 Here 

III.2. Summary statistics 

Survey data were gathered for a final data sample includes 322 Islamic funds and 285 

conventional funds from eight developed and 15 developing countries, where two Islamic 

funds from France, one conventional and 12 Islamic from Ireland, 34 conventional and 31 

Islamic from Luxembourg, one Islamic from Switzerland, three conventional from South 

Korea, two conventional from U.K, seven from U.S.A, one conventional and two Islamic 

from British Virgin Islands, one Islamic from Cayman Islands, one conventional and four 

Islamic from Guernsey, two conventional and three Islamic from India, 28 conventional and 

31 Islamic from Indonesia, one conventional from Iraq, five conventional and 14 Islamic from 

Kuwait, 142 conventional and 113 Islamic from Malaysia, 18 conventional and three Islamic 

from Pakistan, one Islamic from Qatar, 29 conventional and 72 Islamic from Saudi Arabia, 

nine conventional and 18 Islamic from South Africa, one conventional from Sri Lanka, one 

conventional and five Islamic from U.A.E and three conventional from Singapore (see Table 

2). The collect of data for offshore and domestic funds from both of developed and emerging 

countries and the presence of funds managed in countries not only in common and civil law 

jurisdictions, but also within jurisdictions with Islamic Law, make a survivorship bias even 

less likely.  

Insert Table 2 Here 

Table 2 summarizes the data consistent with legal, political and market conditions for each 

individual country and Table 3 summarizes data for all countries together. As explained above 
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in Table 1, a stronger country legality Index implies better legal conditions for investment and 

likelihood of enforcement (Ding et al., 2011; Knill, 2011; Johan and Najar, 2011). Higher 

political risk Index indicates less political risk and higher cultural dimensions mean better 

cultural environment to investing. Countries with higher score of corruption Index are 

countries with less corruption. 

Insert Table 3 Here 

From the summary statistics of the data, we note that the carried interest of 

conventional fund managers are, on average, greater than the carried interest received by 

Islamic fund managers by 1.75% (carried interest in percentage are equal to 5.02% for 

conventional funds and 3.28% for Islamic funds).Furthermore, the mean difference between 

management fees of conventional funds and Islamic funds, respectively, is significant at 10% 

level of significance and equal to 0.083%. Thus, we note that Islamic fund managers are, on 

average, less compensated than conventional fund managers. This observation let us to expect 

differential effects of legal, political and cultural dimensions. Earlier study, in the context of 

conventional venture capital and private equity finds that the average carried interest is about 

18.01% and the average fixed fee is around 2.32% (Johan and Najar, 2011). This finding 

confirms that Islamic fund managers are less compensated than conventional fund managers. 

Therefore, the difference in compensation fees between conventional and Islamic funds could 

be important to explain the performance and risk taking behavior of Islamic and conventional 

fund managers. Moreover, we note that Islamic funds are, on average, more expensive for 

investors than conventional funds. Indeed, Table 3 exhibits at least 50% of conventional funds 

require an expense ratio higher or equal to 1.78%, whereas, at least 50% of Islamic funds 

require higher or equal to 1.825% as expense ratio. 

Table 3 sees a negative and significant mean difference around 0.0197 between the 

risk-adjusted return of conventional and Islamic funds at a significance level of 5% (for the 

period January 2011-March 2012). Moreover, we note that the average fund return volatility 

of conventional funds is higher than the fund return volatility of Islamic funds by 0.039 

points. This difference is significant at a significance level of 1%.  

Consistent with legal conditions, Table 3 shows countries, in which Islamic funds are 

domiciled, exhibit higher legal settings, lower efficiency of the judiciary system and lower 

corruption than countries in which conventional funds are managed. Thus, we expect that 

their domiciles’ legal settings might explain their different fees, performance and risk- taking 

behavior. Furthermore, we note that, on average, 39% of Islamic funds and 25.26% 
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of conventional funds are classified in countries based on Islamic Law legal origin. We, then, 

control for the effects of legal origin (common, civil or Islamic law) on our endogenous 

variables. Likewise, Table 3 shows conventional funds are located in countries characterized 

by a higher political risk (riskier investor profile, more religion tension, less internal and 

external conflict, lower dependence of bureaucracy from political pressure, weaker 

socioeconomic conditions, lower government stability, whereas Islamic funds are managed in 

countries with lower political risk. We then, test the effects of this differential political risk. 

Regarding to Hofstede’s cultural dimensions, Islamic funds are domiciled in countries with 

higher power distance, more masculinity, more uncertainty avoidance, more Individualism 

and more Indulgence than countries in which their conventional counterparts are managed. 

Then, consistent with market conditions, Table 3 exhibits lower GNP per capita and lower 

percentage of muslim in countries where conventional funds are domiciled. Our data sample 

contains 13% of offshore conventional funds and 16.5% of offshore Islamic funds. As 

explained in Table I, an offshore fund is a collective investment scheme domiciled in an 

Offshore Financial Center such as the British Virgin Islands, Luxembourg, and the Cayman 

Islands. It is typically sold exclusively to 'foreign' investors. A domestic fund is a commingled 

investment fund which only invests in securities originating from typically the country in 

which the fund is domiciled. As this distinction seems to be relevant in practice for mutual 

funds management in an international setting, we choose to control these variables in our 

empirical analyses. 

Insert Table 4 Here 

 

Table 4 presents two correlation matrices for Islamic and conventional funds 

separately. Consistent with Prediction 1, we note from the correlation matrices that the 

performance of Islamic and conventional funds are, respectively, significantly negatively 

correlated (at 5% level of significance) with corruption (-0.18 for Islamic funds and -0.17 for 

conventional funds), negatively correlated with political risk (-0.26 for Islamic funds and -

0.15 for conventional funds) and negatively correlated with legal conditions (-0.24 for Islamic 

funds and -0.23 for conventional funds). Consistent with hypotheses 3 and 4, Table 4 shows 

that corruption  is significantly positively correlated with the fund return volatility of Islamic 

funds (0.05) and conventional funds (0.28) and positively correlated with the systematic risk 

of, respectively, Islamic funds (0.17) and conventional funds (0.25). Likewise, Table 4 shows 

a negative correlation between, respectively, fixed management fees of Islamic (-0.13) and 

http://en.wikipedia.org/wiki/Collective_investment_scheme
http://en.wikipedia.org/wiki/Domicile_(law)
http://en.wikipedia.org/wiki/Offshore_Financial_Centre
http://en.wikipedia.org/wiki/British_Virgin_Islands
http://en.wikipedia.org/wiki/Luxembourg
http://en.wikipedia.org/wiki/Cayman_Islands
http://en.wikipedia.org/wiki/Cayman_Islands
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conventional funds (-0.09) and corruption, a negative correlation between fixed management 

fees and political risk (-0.14 for Islamic and -0.09 for conventional) and a negative correlation 

between legality Index (-0.18 for Islamic and -0.18 for conventional) and fixed fees. We note, 

also, that carried interest is positively significantly correlated with corruption (0.17 for 

Islamic funds and 0.48 for conventional funds), political risk (0.003 for Islamic funds and 

0.31 for conventional funds) and legality Index (0.01 Islamic funds and for 0.35 for 

conventional funds) (at 5% level of significance). Similarly, we note a positive correlation 

between the fund return volatility of Islamic funds and legal settings (0.01) and a positive 

correlation (0.26) between the fund return volatility of conventional funds and legality Index. 

Likewise, political risk is significantly positively correlated with the fund return volatility of 

conventional funds (0.27) and is positively correlated with fund return volatility of Islamic 

funds (0.05). Finally, Table 4 shows many variables are correlated at a significant level of 5%, 

and as such, in our multivariate econometric analysis below, we consider collinearity by 

presenting various specifications. 

VI. Main findings 

As explained above, we analyze six different endogenous variables carried interest (Table 5), 

fixed management fee (Table 6), expense ratio (Table7), performance (alpha’s Jensen) (Table 

8), fund return volatility (Table 9) and systematic risk (Table 10). The various exogenous and 

endogenous variables are defined in Table 1. Then, for each endogenous variable we make 

five alternative sets of regressions to look at the robustness of our results. For the present 

empirical analysis we use the standard OLS regression methods with heteroscedasticity and 

autocorrelation robust standard error (HAC standard errors). The results are robust to 

inclusion or exclusion of most of the countries in the data and potential outliers. In this 

empirical analysis, we have excluded some variables that have not a negative effect on models 

and are not employed for reason of reliability and colinearity. These results are available upon 

request. 

VI.1. Law, culture, political risk and fees 

We begin by using OLS robust regression to estimate the impact of legal conditions, 

cultural dimensions and political risk on the fees that will be borne by investors. The 
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endogenous variables (carried interest
2
, management fees and expense ratio) in Table 5, 6 and 

7 are considered in percentage (bounded below by zero and above by one). We test this effect 

by regressing the fees, separately, on law, culture and political risk while controlling for other 

factors that might influence fees. We estimate 
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 ,
 (1) 

Where, for the ith fund at time 2011, i is the annual fee of the ith fund, fee is the intercept 

, dummy is a dummy variable that takes the value of 1 for Islamic mutual fund and 0 for 

conventional mutual fund, iC  is a vector of variables used as proxies of legal conditions as 

defined in Table1, iY is a vector of variables used as proxies of Political risk, iU is a vector of 

variables used as proxies of cultural dimensions ns, iX is a vector of control variables 

including GNP per capita, domicile type and Muslim percentage per country as proxies of 

market conditions. 

Insert Table 5 Here 

Insert Table 6 Here 

Insert Table 7 Here 

Then, in Table 5, we note from Model 1 that legality Index has a robust positive 

relationship with the carried interest of conventional funds (at the level of 10%), consistent 

with Prediction 1. Nevertheless, Model 1 shows a strong negative and significant differential 

effect of legality Index on the carried interest of Islamic funds which means a negative net
3
  

impact of legality Index on the carried interest of Islamic funds. This result explains that 

investors pay more carried interest to Islamic fund managers when there is poor legal 

conditions (consistent with agency theory), whereas they pay less carried interest to 

conventional fund managers in such conditions (consistent with Acemoglu and Zilibotti, 

1999; Cumming et al., 2005; Johan and Najar, 2011). 

                                                             
2
 We used other estimating methods, i.e. probit and logit models considering carried interest as dummy 

variable (1 if the fund manager receives carried interest and 0 if he/she does not receive carried interest), but 

we have not find any relevant differences to the inferences drawn. 
3
 In Model 1, the coefficient (6.375) gives the effect of country legality Index on the carried interest of 

conventional funds, whereas (-12.06) indicates the differential effect of country legality Index on the carried 

interest of Islamic funds versus conventional funds. Thus, the coefficient that reflects the net impact of country 

legality Index on the carried interest of Islamic funds is computed as follows: 6.375 + (-12.06)= (-5.685) 
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Likewise, the data indicated in Models 6 and 11are shown in Table 6 and 7 that 

legality Index has significant negative relations with, respectively, management fees and 

expense ratio received by Islamic and conventional funds, consistent with Prediction 2 and 3. 

For instance, the economic significance of this result is such Models 1, 6 and 11 predict that a 

move from a developing country Pakistan (Legality Index: 11.61 in Table 2) to a developed 

country Ireland (Legality Index: 18.42), the carried interest of conventional (Islamic) funds 

increases (decreases) by 43.41%
4
 (38.72%) , fixed management fees of conventional (Islamic) 

funds decreases (decreases) by 6.71% (1.81%) and expense ratio of conventional (Islamic) 

funds decreases (decreases) by 4.15% (8.81%) (For example, the actual difference between 

carried interest in Pakistan and Ireland, from Table 2, is, respectively, de 4.44%
5
 for 

conventional funds and de -10% for Islamic funds). It could be explained, then, by two 

reasons.  

Moreover, we consider three of five components of the aggregated country legality 

Index. The objective is to test whether these components matters separately on fees, using 

other control variables which are equal. We find in Models 4 and 5 that efficiency of judiciary 

system has a negative significant differential effect on the carried interest received by Islamic 

fund managers. This result implies that investors prefer to pay less carried interest to Islamic 

fund managers in countries with high legal settings, i.e. less agency problems (consistent with 

the above result). Besides, we note from Model 4 that, considering the net impact of law and 

order (without taking into account the efficiency of judiciary, corruption, risk of expropriation 

and risk of repudiation), conventional fund managers prefer lower carried interest, higher 

fixed management fees and reduce their expense ratio in countries with higher law and order 

Index, whereas Islamic fund managers prefer higher carried interest, lower fixed management 

fees and increase their expense ratio in such legal conditions. This result could be explained 

by the fact that, on average, Islamic funds of our data are managed in countries with stronger 

law and order than conventional funds (7.36 vs 7.03. see Table2). This finding could be, also, 

explained by the difference between Islamic and conventional fund managers’ risk aversion 

levels. Naturally, Islamic fund managers are more risk averse than conventional fund 

managers, and therefore in countries with weaker law and order Index Islamic fund managers 

will be more risk-averse. This high risk aversion degree would have negative effects on their 

performance, and therefore investors will prefer paying higher carried interest and lower fixed 

                                                             
4 This value is calculated as follows: (11.61 – 18.41) x 6.375 x 1% x 100 = 43.41%. 
5 This value is computed as follows: 10 (the average carried interest of conventional funds in Ireland) – 5.56 

(the average carried interest of conventional funds in Pakistan) =4.44% 
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fees to induce them to diversify their portfolios. Furthermore, we argue that Islamic funds 

increases their expense ratio in countries with high law and order Index in order that investors 

pay for the application of Islamic law in their investment and to signal that there is not agency 

problems. Nevertheless, conventional funds require less expense ratio in such countries to 

attract investors to invest in countries with less risk-aversion. 

Similarly, Models 5, 9 and 14 that carried interest, fixed management fees and expense 

ratio will be lower in countries with less corruption, consistent with Prediction 2. The 

economic significance of this result implies that a move from a developing country Pakistan 

(corruption Index is 2.5) to a developed country Ireland (corruption Index is 7.5) gives rise to 

higher carried interest (19.01%), higher management fees (1%) and higher expense ratio 

(0.82%) of conventional funds. 

Likewise, Model 14 show a significant positive differential effect of corruption on 

expense ratio of Islamic funds versus conventional funds which means that expense ratio of 

Islamic funds will be higher in countries with less corruption 

Models 5 shows in countries with civil law origin, Islamic fund managers receive 

higher carried interest (the differential effect is significant at a level of 1%) since civil law 

origin offer weaker investor protection (La Porta et al., 1998). Moreover, Model 15 shows in 

countries with Islamic law origin, Islamic and conventional fund managers require higher 

expense ratio with a significant higher differential effect of Islamic law on expense ratio of 

Islamic versus conventional funds. Thus, Islamic funds are more expensive in countries with a 

strong application of Islamic principles. 

Moreover, we assess, empirically, the effect of political risk on fees. Overall, Model 3 

shows Islamic and conventional fund managers receive higher carried interest in countries 

characterized by a high political risk. This result is consistent with Prediction 1. Similarly, 

Model 7 and 12 show, respectively, fixed fees and expense ratio of Islamic and conventional 

funds are higher in countries with higher political risk. Then, for Islamic funds, a move from 

India (developed country with a political Index of 5.85) to Luxembourg (developing country 

with a political risk of 9.15) give rise to lower carried interest by 11.55%, lower fixed fees by 

0.93%% and weaker expense ratio by 1.81%, all else being equal.  

Furthermore, we test the effect of the components of Political risk to consider whether 

Investor profile, Religious tension, internal conflict, Bureaucracy quality, socioeconomic 

conditions and Government stability matter separately on its own. Overall, Models 2and 7 

show Religious tension is significantly positively related to the carried interest and negatively 

related to fixed fees of conventional funds, whereas Islamic fund managers receive lower 
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carried interest and fixed fees in countries with weaker religious tension. This result could be 

explained by the fact that when the governance is dominated by a single religious group that 

seeks to replace civil law by religious law and to exclude other religions from the political, 

investors tend to accept higher carried interest to incite conventional fund managers to 

perform better in such political conditions. Regarding to Islamic fund managers, when there is 

a strong religious tension (Islamic law dominates the politic for instance), investors find that it 

is not necessary to pay a high carried interest since Islamic fund managers have to respect, 

naturally, the principles of Islamic law and will be more risk-averse.  

Likewise, overall, Models 2 and 7 show carried interest and fixed fees will be higher 

in countries with weaker bureaucracy quality since a worse quality tends to maximize 

revisions of policy when governments change (less stability), and therefore this poor political 

situation invites investors to pay lower fees. Similarly, Model 7 shows that investor profile 

has a significant positive effect on fixed management fees of conventional funds, while 

Models 7 and 12 show a significant negative differential impact of investor profile on fixed 

management fees of Islamic funds versus conventional funds. This differential effect implies 

lower fixed fees and expense ratio of Islamic funds in countries with higher investor profile. 

For instance, when there is less investment risk (less contract Viability/Expropriation, Profits 

Repatriation and Payment Delays), the fixed fees received by Islamic fund managers are 

higher since in such environment, investors and managers are more likely to be risk averse 

and will prefer higher certain fees.  

Furthermore, Model 7 shows a significant positive impact of socioeconomic 

conditions on fixed management fees of conventional fund managers. Likewise, Model 7 

shows a negative robust differential effect of socioeconomic conditions on fixed management 

fees of Islamic funds versus conventional funds. Thus, when socioeconomic settings present a 

high risk for political conditions, Islamic fund managers which are more risk-averse than 

conventional fund managers will prefer higher fixed fees. Similarly, Model 12 shows 

government stability is positively significantly related to expense ratio of conventional funds 

at a level 1% of significance (there is not significant differential effect of government stability 

on expense ratio of Islamic funds versus conventional). This regression result implies that the 

government’s ability to carry out its declared programs incite funds to be more expensive and 

incite risk averse investors to accept higher expenses in funds domiciled in a stable country. 

In addition to legal and political conditions, we test whether cultural dimensions have 

an impact on fees of Islamic and conventional fund managers. Overall, the data support 

strongly Prediction 1 and 2 that culture affects statistically significantly the structure of fees. 
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Indeed, the regression results found in Table 5 (Models 1 to 5), Table 6 (Models 7 to 10) and 

Table7 (Models 11 to 15) show culture have statistically robust significant effects on carried 

interest, fixed management fees and expense ratio. The most of cultural dimensions (Power 

Distance, Uncertainty Avoidance, Masculinity, Individualism and Indulgence) are statistically 

significantly related to fees. Indeed, Models 2, 4 and 5 show, respectively, that the carried 

interest of conventional and Islamic funds will be higher in countries with lower uncertainty 

avoidance (consistent with Prediction 1). The data indicated in Models 7, 8 and 10 in Table 6 

and Models 11, 12 and 13 in Table 7 are shown that uncertainty avoidance have a negative 

effect on fixed management fees and expense ratio of conventional funds, whereas fixed fees 

and expense ratio received by Islamic fund managers have a significant positive relationship 

with uncertainty avoidance which is consistent with Prediction 2. This difference may be 

explained by the different risk-aversion levels of Islamic and conventional fund managers, 

especially in such countries. At the same time, on average, Islamic funds are domiciled in 

countries with higher uncertainty avoidance than countries in which conventional funds are 

located (Uncertainty avoidance is 53.74 vs 49.64. see Table 2). For instance, we consider, for 

conventional funds, that a move of Uncertainty Avoidance from Pakistan (Uncertainty 

Avoidance is 70) to Ireland (Uncertainty Avoidance is 35) implies an increase of carried 

interest by 6.37% (see Model 2 in Table 5), an increase of fixed management fees by 0.35% 

(see Model 7 in Table 6) and an increase of expense ratio by 0.27% (see Model 12 in Table 

7), all else being equal. 

Furthermore, we use other control variables which have robust and significant 

statistical effects on fees by inclusion and/or exclusion some proxies of market conditions. 

Indeed, Models 1, 3, 4 and 5 in Table 5 show that, for all data (conventional and Islamic 

funds), in countries characterized by high GNP per capita, carried interest will be higher. 

Nevertheless, Models 6 and 9 in Table 6 show that GNP per capita has a positive effect on 

fixed management fees of conventional funds and a negative effect on fixed management fees 

of conventional funds. This difference could be due to the fact that, on average, Islamic funds 

are domiciled in countries with higher GNP per capita (22008 for Islamic funds vs 17159 for 

conventional funds. See Table 2) and at the same time, fixed management fees, on average, 

are lower for Islamic fund managers (1.37% for Islamic vs 1.45% for conventional. see Table 

2). Moreover, Models 2-5 in Table 5, Models 7, 9 and 10 in Table 6 and Models 12-15 in 

Table 7 show, respectively, that offshore Islamic and conventional funds require higher 

carried interest, fixed management fees and expense ratio since in such countries the 

information asymmetry is more likely. Thus, risk-averse investors accept to pay higher fees to 
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induce managers to align their interest with those of investors. Similarly, Model 5, 8, 10, 13 

and 14 show that all fees of conventional funds will be higher in countries with high Muslim 

percentage, the carried interest will be higher and the fixe fees will be lower in countries with 

high Muslims percentage for Islamic funds. This result means that conventional funds are less 

expensive in Muslim-countries to attract investors, whereas Islamic funds require higher fees 

for the application of Islamic law. 

Overall, these findings support our working predictions that legal conditions, political 

risk and culture have significant effects on the structure of fees with, sometimes, different 

impact on Islamic and conventional fund managers’ fees. 

IV.2. Law, culture, political risk, performance and risj-taking behavior 

We next test whether legal conditions, cultural dimensions and political risk affect the 

performance and risk-taking behavior of fund managers by using OLS robust regression. We 

analyze these effects by regressing, separately, the annual risk-adjusted return of funds as 

proxy of fund managers’ performance, the calendar year volatility of monthly fund returns 

(which is the common proxy used of fund manager risk behavior) and the annual systematic 

risk on law, political risk and culture measures while controlling for other market condition 

factors. The regression results of endogenous variables (risk-adjusted return, fund return 

volatility and systematic risk) are indicated in Table 8, 9 and 10. We estimate 
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Where, for the ith fund at time 2011, iR is the Alpha’s Jensen calculated individually 

with respect to the CAPM model using the Dow Jones World Index return as the market 

portfolio and US T-bill sec market 3 months as the risk free rate of the ith fund, i is the 

annual volatility of monthly returns, i is the systematic risk computed, individually, with 
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respect to the CAPM model using the Dow Jones World Index return as the market portfolio 

and US T-bill sec market 3 months as the risk free rate of the ith fund. 

Insert Table 8 Here 

Insert Table 9 Here 

Insert Table 10 Here 

In Table 8, 9 and 10, we note from Models 1, 6 and 11, respectively, that for both 

Islamic and conventional funds, the legal environment h as robust and significant negative 

effect on the fund managers’ performance (at the level of 1%), positive significant effects on 

the fund return volatility and systematic risk (at the level of 1%) across countries, strongly 

support Predictions 3 and 4. There are no significant differential effects of legality Index on 

performance and risk-taking behavior between Islamic and conventional funds. Regarding to 

the economic significance, an increase of the quality of legal conditions by, on average, 1% 

implies a reduction of conventional fund manager performance by 26.07%
6
, an increase of the 

volatility by 0.73% and an increase of systematic risk by 1.04%. Then, for instance, a move 

from Pakistan to Ireland would be the cause of a reduction of the fund managers’ performance 

by 1.49%, an increase of fund return volatility by 0.96% and a n increase of systematic risk by 

5.45%, all else being equal. Then, we note that Islamic and conventional fund managers tend 

to take excessive risk in countries with stronger legal environment and investors’ protection, 

and then this high risk could imply less fund performance.  

Furthermore, we break out efficiency of judiciary system, law and order and 

corruption from other components of the country legality Index to assess its effects on 

performance and risk-taking behavior. Considering only law and order in Model 19 we find 

that law has a significant positive effect on performance, but when we consider only Islamic 

funds, we find that law has a robust negative differential impact on manager’s performance.  

Similarly, Models 24 and 29 show that law and order Index has a positive significant effect on 

specific and systematic risk of conventional funds and a negative impact on specific and 

systematic risk of Islamic funds. This different effect could be explained by the fact that 

Islamic fund managers which have a strict investment universe (according to Islamic law) will 

be less risk averse 

                                                             
6 This value is calculate as follows: the mean risk-adjusted return of conventional funds (see Table 2) is (-

0.0084), while the coefficient of country legality Index in Model 16 is (-0.219). Thus, the economic effect is (-

0.219x 1%)/(-0.0084) x 100 = 26.07%. 



24 
 

in countries with strict and high legal environment to enhance their performance by 

diversifying their portfolios.  

Likewise, Models 19 and 20 show that both Islamic and conventional fund managers’ 

performance will be higher in countries with less corruption, strongly supporting Prediction 3. 

Moreover, Models 25 show that the conventional fund return volatility will be higher in 

countries with less corruption (consistent with Prediction 4), whereas when we consider only 

data from Islamic funds, we find that volatility will be higher in countries with more 

corruption (a significant differential effect at 1% level). Model 30 shows a significant 

negative differential effect of corruption on systematic risk of Islamic funds versus 

conventional funds. This result implies that, in countries with strong corruption level, Islamic 

fund managers will take more systematic risk. To summarize, a move from Pakistan with 

corruption score of 2.5 to Ireland with corruption of 7.5 implies an increase of risk-adjusted 

return of Islamic funds by 0.34% (see Model 20 Table 8), a reduction of Islamic fund return 

volatility by 0.11%(see Model 25 Table 9) and a reduction of Islamic funds’ systematic risk 

by 0.49% (see Model 30 Table 10). Similarly, Models 19, 24 and 29 show that efficiency of 

judiciary system has a robust negative effect on performance, volatility and systematic risk of 

conventional funds, whereas it has a significant positive differential impact on performance 

and systematic risk of Islamic funds. This different effect might be due to that investors in 

Islamic funds are, naturally, more risk averse, and thus they prefer passive managers who 

invest in market portfolio (high systematic risk) to have a certain high performance. Similarly, 

Models 25 and 30 show a robust negative differential effect of Islamic legal origin on fund 

return volatility and systematic risk of Islamic funds. This effect is due to the application of 

Islamic law principles that impose lower management risk. 

Likewise, Models 18, 23 and 28 show, respectively, that political risk is significantly 

negatively related to risk-adjusted return of Islamic and conventional funds, significantly 

positively related to their specific and systematic risks, supporting strongly Predictions 3 and 

4. Thus, for conventional funds, a move from Pakistan to Ireland give rise to a decrease of 

fund managers’ risk-adjusted return by 0.15%, an increase of volatility by 0.09% and an 

increase of systematic risk by 0.864%. 

Furthermore, we consider in other models the components of Political risk Index to 

test whether investor profile, religious tension, etc matter in influencing the risk-adjusted 

return, volatility and systematic risk of Islamic and conventional funds. 

Models 17, 22 and 27 show that most of the components of Political risk are 

statistically significantly related to the performance, specific and systematic risk of
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funds and there is, especially, significant differential effects between Islamic and conventional 

funds. Indeed, from Model 17, we find that the performance of conventional funds will be 

higher in countries with lower internal conflict, whereas there are robust differential effects 

that stipulates that the performance of Islamic funds will be higher in countries with higher 

Religious tension, lower Investment profile of risk, higher Internal conflict, weaker external 

conflict, stronger Bureaucracy quality, higher socioeconomic conditions and higher 

Government stability. Besides, from Model 22, we note that Islamic and conventional fund 

managers will take more specific risk in countries with weaker Investment profile of risk, 

higher Religious tension and Internal conflict, lower External conflict and stronger 

Bureaucracy quality and socioeconomic conditions. Similarly, we find that systematic risk 

(see Model 27 in Table 10) of conventional funds will be higher in countries with higher 

Investment profile of risk, lower internal conflict and External conflict, whereas significant 

differential effects imply that the systematic risk of Islamic funds will be higher in countries 

with lower Investment profile, lower Religious tension and External conflict, weaker 

socioeconomic conditions and higher Government stability. For instance, in terms of 

economic significance, a move from Pakistan with Religion tensions Index of  1 to Ireland 

with Religious tension Index of 5 gives rise to higher risk-adjusted return, on average, by 

2.24% and higher volatility by about 1.57%, and  lower systematic risk by 2.82%.  

Consistent with effects of culture on performance and risk-taking behavior of Islamic 

and conventional funds, Models in Tables 8, 9 and 10 show that Hofsted’s cultural measures 

have statistical significant effects on the endogenous variables and results support strongly 

Predictions 3 and 4. For instance, when we consider all data, Models 17 and 19 show that in 

countries with higher Uncertainty Avoidance, the risk-adjusted return of conventional funds 

will be lower (consistent with Prediction 3), whereas Islamic funds will have higher 

performance in countries with high uncertainty avoidance. This significant different effect 

could be due to that the most of investors and managers of Islamic funds have higher risk 

aversion attitude. Similarly, the systematic risk of Islamic and conventional funds will be 

higher (see Models 26 and 27 in Table 10) in countries with lower uncertainty avoidance. 

Model 22 in Table 9 shows a positive significant effect of uncertainty avoidance Index on the 

specific risk of Islamic funds versus conventional funds. The economic significant effect of 

this result is such that a move from Pakistan with Uncertainty Avoidance score of 70 to 

Ireland with Uncertainty Avoidance score of 35 implies a decrease of risk-adjusted return by 

0.72% (see Model 17 in Table 8), an increase of volatility by 0.55% (see Model 22 in Table 

9)and a decrease of systematic risk by 0.28% (see Model 26 in Table 10).  
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Furthermore, controlling the effects of law, cultural and political risk by using market 

condition proxies, we note that offshore conventional funds will have lower risk-adjusted 

return (see Models 16-19 in Table 8), higher volatility (see Models 21-24) and higher 

systematic risk (see Models 26 to 29). Nevertheless, considering only Islamic funds, Model 

17 shows that offshore Islamic funds have higher performance and Models 26 and 27 show a 

weaker systematic risk. This result implies that offshore Islamic funds enhance their 

performance through the tax benefits.  

Moreover, the regression results in Tables 9 and 10 indicate that, for conventional 

funds, the specific (see Models 21, 22, 24 and 25) and systematic risk (see Models 26, 28, 29 

and 30) will be lower in countries with higher GNP per capital. There is not a robust 

significant effect of GNP per capita on the performance and risk-taking behavior of Islamic 

funds versus conventional funds. Likewise, Models 17 and 19 show that the performance of 

conventional funds will be better and the performance of Islamic funds will be  weaker in 

countries with high Muslims percentage (consistent with our predictions). Moreover, Model 

29 shows a significant negative effect of Muslims percentage on the systematic risk of 

conventional funds. 

Therefore, overall, the data is consistent with the most of our predictions and indicates 

differential effects of legal settings, political risk and cultural dimensions on the performance 

and risk-taking behavior of Islamic and conventional funds. 

VI. Conclusion 

Many researchers have tried to compare the performance and risk-taking behavior of 

Islamic and conventional equity funds (Zaher and Hassan, 2001; Abdullah et al., 2007; 

Merded, Hassan and Ahenwi, 2010; Hoepner, Rammal and Rezec, 2011; Hayat and Kraeussl, 

2011). Nevertheless, there are no studies that attempt to explain the differences between fund 

risk-adjusted return, risk-taking behavior and fees of Islamic and conventional funds.  

The present cross-sectional analysis, based on 607 Islamic and conventional funds in 

23 countries around the world over the period January 2010 and March 2012, assesses 

whether law, culture and political risk influence Islamic and conventional funds’ 

characteristics (fees, performance and risk-taking behavior). Indeed, we find that legal 

settings have a positive effect on conventional fund carried interest, but a negative effect on 

the carried interest of Islamic funds. Moreover, the fixed management fees, expense ratio and 

the performance of Islamic and conventional funds will be lower in countries with better legal 
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conditions. Furthermore, Islamic and conventional fund managers will take more specific and 

systematic risk in countries with better legal settings.  

Likewise, we assess the impact of political risk on fees, performance and risk-taking 

behavior of Islamic and conventional fund managers. The findings show that in countries 

characterized by a high political risk, carried interest and expense ratio of Islamic and 

conventional funds will be higher. Moreover, we find a robust negative differential impact of 

political risk on the fixed management fees of Islamic funds and conventional funds. 

We, then, extent our analyses and assess whether the components of legal and political 

Index have significant differential effects on fees, performance and risk-taking behavior of 

funds. Indeed, the most relevant result is that in countries with less corruption, the carried 

interest received by Islamic and conventional funds will be lower. Moreover, fixed 

management fees and expense ratio of conventional funds will be higher (lower) in countries 

with more (less) corruption. 

Furthermore, we note that, for conventional (Islamic) funds, the carried interest will be 

higher in countries with higher (lower) religious tension and lower (lower) bureaucracy 

quality, whereas their fixed management fees will be lower in countries with higher (lower) 

investment profile, lower (lower) Religion tensions, lower (lower) bureaucracy quality and 

better (weaker) socioeconomic conditions. We find, also, that expense ratio of conventional 

fund managers will be lower in countries with higher Government stability. Our findings 

show significant negative differential effects of investment profile and Internal conflicts on 

the expense ratio of Islamic funds versus conventional funds. This significant difference 

implies that the riskier the investment profile of Islamic funds and the higher the Internal 

conflict, the higher the expense ratio. 

Likewise, our analyses show robust positive differential effects of Investment profile, 

Religion tensions, external conflicts, Bureaucracy quality, socioeconomic conditions, 

Government stability and a negative differential effect of internal conflict on the risk-adjusted 

return of Islamic funds versus conventional funds. We find, also, a significant positive impact 

of Internal conflict on the risk-adjusted return of conventional funds. We note, also, that 

Islamic and conventional fund managers will take more specific risk in countries with weaker 

Investment profile of risk, higher Religion tension and Internal conflict, lower External 

conflict and stronger Bureaucracy quality and socioeconomic conditions. Similarly, we find 

that systematic risk of conventional funds will be higher in countries with higher Investment 

profile of risk, lower internal conflict and External conflict, whereas significant differential 

effects imply that the systematic risk of Islamic funds will be higher in countries with lower 
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Investment profile, lower Religious tension and External conflict, weaker socioeconomic 

conditions and higher Government stability. 

Overall, the data show strong and significant effects of law, political risk and culture 

on fees, performance and risk-taking behavior of funds. The importance of the differential 

effects of political risk, law and culture on Islamic and conventional funds would be a fruitful 

way for future research. Studies in this way enables investors to understand the opportunities 

and risks related to Islamic and conventional investments to consider it into their decision-

making processes. 
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Table 1. Variable definitions 

Variable Explanation and Sources 

Endogenous Variables: 

Compensation variables 

  Fixed management fee % 
  

 

  Carried interest % 

 

 

Performance 

Alpha’s Jensen 

 

 

 

 

 

 

 

 

 

 

 

 

Risk taking behavior 

 Risk-Adjusted return 
  
 
 

 

 

 

Systematic risk 
 

 

 

Management fee structures vary from fund to fund, but it is typically based on a 

percentage of assets under management (the funds raised from the investors). 

Source: Morningstar Direct, Bloomberg and fund factsheets. 

The fund managers’ carried interest as a percentage of the investment profits. 

Source: Fund factsheets, fund financial reports, Bloomberg and Zawya 

databases. 

 

Alpha’s Jensen is calculated, individually, for each fund with monthly return 

data over January 2011-March 2012 using the CAPM Model with US T-BILL 

SEC MARKET 3 MONTH as the risk free rate and the Dow Jones World Index 

return as the market portfolio. Our choice of CAPM model is justified by the 

fact that Investors are not interested in the returns of a mutual fund in isolation 

but in comparison to some alternative investment. To be considered, a fund 

should meet some minimum hurdle, such as a return on a completely safe, 

liquid investment available at the time. Such a return is referred to as the “risk-

free rate” and is usually taken to be the rate on 90-day Treasury bills. A 

comparison with this benchmark would show whether or not investing in XYZ 

Fund would have been better than investing in small cap stocks through the 

index fund. Source: Total net asset values are collected from Morningstar 

Direct, Bloomberg and Datastream databases. 

 

The standard deviation of monthly fund returns for the 12 months in a calendar 

year is calculated and used as a proxy of fund volatility. Investors are interested 

not only in funds’ returns but also in risks taken to achieve those returns. We 

consider the risk as the uncertainty of the expected return, and uncertainty is 

generally equated with variability (Fama, 1976). Investors demand and receive 

higher returns with increased variability, suggesting that variability and risk are 

related (Simons, 1998). 

This variable is beta which is calculated, individually, for each fund with 

monthly return over January 2011- March 2012 using CAPM model  with US 

T-BILL SEC MARKET 3 MONTH as risk free rate and Dow Jones World as 

market portfolio. 

Exogenous Variables:  

Legal and political conditions 

   Country legality Index 
 

 

 

 

 

 

 

 

 

    

 

The legality proxies are ranked on a scale from zero to 10, where a higher 

number means that legal institutions are more executive. The average 

correlation between a pair of the legality proxies (Efficiency of Judiciary and 

Legality) is 0.801 (Berkowitz et al., 2003). This high correlation creates 

multicollinearity problems when log GNP per capita is regressed on the legality 

proxies. Therefore, following standard practice, Berkowitz et al. (2003) 

aggregate the individual legality proxies into a single country legality index 

using principal components analysis. The First component accounts for 84.6 

percent of the total variance, and is given by Legality = 0.381*(Efficiency of 

Judiciary) + 0.578*(Law and Order) + 0.503*(Absence of Corruption) + 

0.347*(Risk of Expropriation) + 0.384*(Risk of Contract Repudiation). Scale 
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  Law and order 

 

 

 

 

 

 

 

    

 

 

 

   Legal origin 

 

 

 

 

Efficiency of judiciary 

system 

 

   Corruption perception    

Index 

 

 

 

 

Political risk Index 

 

 

 

 

 

 
  
 
 

 

 

 

 

 

 

 

 

 

 

 

ranges from 10.17 (Indonesia) to 30.42 ( British Virgin Islands). Scale ranges 

from 9.39 (Indonesia) to 30.43 ( British Virgin Islands). The log of this variable 

is used. Source:  An Extract from International Country Risk Guide, Copyright, 

1984-January 2011, The PRS Group, Inc.  http://www.prsgroup.com/ICRG. 

Scales from 0 to 10 are assessed separately, with each sub-component 

comprising zero to three points. Lower score reflects weaker conditions of law 

and order. The Law sub-component is an assessment of the strength and 

impartiality of the legal system, while the Order sub-component is an 

assessment of popular observance of the law. Thus, a country can enjoy a high 

rating 10 in terms of its judicial system, but a low rating 0 if it suffers from a 

very high crime rate and the law is routinely ignored without effective sanction 

(for example, widespread illegal strikes). An Extract from International Country 

Risk Guide, Copyright, 1984-January 2011, The PRS Group, Inc. Source: 

http://www.prsgroup.com/ICRG_TableDef.aspx. For south Korea (concerning 

conventional funds) we have extracted data from 

https://opennet.net/research/profiles/south-korea 

This variable is inspired form La Porta et al., (2008) and was too used by earlier 

studies (Schleifer et al., 1999; Cumming and Johan, 2009; Johan and Najar, 

2011). In our analysis, we include Islamic Law origin to control the effect of 

this variable on endogenous variables. We use it as dummy variables equal to 1 

if the fund is implemented in county of Islamic, civil or common legal origin. 

Assessment by investors of efficiency of the legal environment as it affects 

business. We use scale from zero to 10 with lower scores imply weaker legal 

conditions of investment. Source http://www.prsgroup.com/ICRG. 

This index ranks countries based on how corrupt their public sector is perceived 

to be. A country’s score indicates the perceived level of public sector corruption 

on a scale of 0 to 10, where 0 means that a country is perceived as highly 

corrupt and 10 means that a country is perceived as very clean. A country's rank 

indicates its position relative to the other countries included in the index. 

Source: http://www.prsgroup.com/ICRG_TableDef.aspx 

The likelihood that government or bureaucratic inefficiencies, societal tensions, 

inadequate legal system or international tensions will cause adverse 

developments for an insurer. Scale from zero to 10, with the lower the political 

risk Index point total, the higher the risk. There are six components of political 

risk Index that will be used in this study (corruption and Law and order which  

are defined above are, also, components of political risk): Investment Profile is 

an assessment of factors affecting the risk to investment. The risk rating 

assigned is the sum of three subcomponents:Contract Viability or 

Expropriation, Profits Repatriation and Payment Delays. A score of 10 points 

equates to very low profile risk and a score of 0 points to too high risk. 

Religious Tensions may stem from the domination of society and/or governance 

by a single religious group that seeks to replace civil law by religious law and to 

exclude other religions from the political and/or social process; the desire of a 

single religious group to dominate governance; the suppression of religious 

freedom; the desire of a religious group to express its own identity, separate 

from the country as a whole. The risk involved in these situations range from 

inexperienced people imposing inappropriate policies through civil dissent to 

civil war. The higher the score, the higher the religious tension. Internal 

Conflict: The highest rating is given to those countries where there is no armed 

or civil opposition to the government and the government does not indulge in 

http://www.prsgroup.com/ICRG_TableDef.aspx
https://opennet.net/research/profiles/south-korea
http://www.prsgroup.com/ICRG_TableDef.aspx
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arbitrary violence, direct or indirect, against its own people. The risk rating 

assigned is the sum of three subcomponents: Civil war, Terrorism and civil 

Disorder. A score of 10 points equates to very low risk and a score of 0 points 

to very high risk. External Conflict is an assessment both of the risk to the 

incumbent government from foreign action, ranging from non-violent external 

pressure (diplomatic pressures, withholding of aid, trade restrictions, territorial 

disputes, sanctions, etc) to violent external pressure (cross-border conflicts to 

all-out war). The risk rating assigned is the sum of three subcomponents:War, 

Cross-Border Conflict and Foreign Pressures. A score of 10 points equates to 

very low risk and a score of 0 points to very high risk. Bureaucracy Quality is 

another shock absorber that tends to minimize revisions of policy when 

governments change. Therefore, high points (10) are given to countries where 

the bureaucracy has the strength and expertise to govern without drastic 

changes in policy or interruptions in government services. Socioeconomic 

Conditions is an assessment of the socioeconomic pressures at work in society 

that could constrain government action or fuel social dissatisfaction. The risk 

rating assigned is the sum of three subcomponents: Unemployment, Consumer 

Confidence and Poverty. A score of 10 points equates to very low risk and a 

score of 0 points to very high risk. Government Stability is an assessment both 

of the government’s ability to carry out its declared program(s), and its ability 

to stay in office. The risk rating assigned is the sum of three subcomponents: 

Government Unity, Legislative Strength and Popular Support. A score of 10 

points equates to very low risk and a score of 0 points to very high risk. Source:  

http://www.prsgroup.com/ICRG_Methodology.aspx 
Cultural conditions 

 

     

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Hofstede’s six dimensions of culture are used as cultural conditions proxies.  

Source: http://www.geerthofstede.nl/research--vsm. We use the following five 

cultural dimensions: Uncertainty avoidance Index: expresses the degree to 

which the members of a society feel uncomfortable with uncertainty and 

ambiguity. The fundamental issue here is how a society deals with the fact that 

the future can never be known. Countries exhibiting strong UAI maintain rigid 

codes of belief and behaviour and are intolerant of unorthodox behavior and 

ideas. Weak UAI societies maintain a more relaxed attitude in which practice 

counts more than principles. Masculinity versus feminity Index: The masculinity 

side of this dimension represents a preference in society for achievement, 

heroism, assertiveness and material reward for success. Society at large is more 

competitive. Its opposite, femininity, stands for a preference for cooperation, 

modesty, caring for the weak and quality of life. Society at large is more 

consensus-oriented. Power Distance Index: This dimension expresses the 

degree to which the less powerful members of a society accept and expect that 

power is distributed unequally. The fundamental issue here is how a society 

handles inequalities among people. People in societies exhibiting a large degree 

of power distance accept a hierarchical order in which everybody has a place 

and which needs no further justification. In societies with low power distance, 

people strive to equalize the distribution of power and demand justification for 

inequalities of power. Individualism(IDV): The high side of this dimension, 

called Individualism, can be defined as a preference for a loosely-knit social 

framework in which individuals are expected to take care of themselves and 

their immediate families only. Its opposite, Collectivism, represents a 

preference for a tightly-knit framework in society in which individuals can 

expect their relatives or members of a particular in-group to look after them in 

http://www.prsgroup.com/ICRG_Methodology.aspx
http://www.geerthofstede.nl/research--vsm
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This Table defines the variables used in our regression analyses. Summary statistics are indicated in Table2 and 3 

exchange for unquestioning loyalty. Indulgence versus Restraint (IR) Index: 

Indulgence stands for a society that allows relatively free gratification of basic 

and natural human drives related to enjoying life and having fun.  Restraint 

stands for a society that suppresses gratification of needs and regulates it by 

means of strict social norms. 

Market conditions 

GNP per capita 

 

Domicile type 

 

 

 

 

 

   Percentage of Muslims 

The GNP per capita of the country in which the fund is domiciled. We use the 

logarithm of this variable. Source: https://opennet.net/research/profiles. 

A dummy variable equal to 1 for a fund located offshore. An offshore fund is a 

collective investment scheme domiciled in an Offshore Financial Center. It is 

typically sold exclusively to 'foreign' investors (those not of the domestic fund 

sponsor's country of origin). This dummy variable is equal to 0 for a domestic 

fund. A domestic fund means a commingled investment fund which only 

invests in securities originating from a single country. 

The number of Muslims in percentage per country in which the fund is 

managed. Source: http://www.nationmaster.com/graph/rel_isl_sun_to_mus-

religion-islam-sunni-to-muslim and 

https://www.cia.gov/library/publications/the-world-factbook/geos/iz.html 

http://en.wikipedia.org/wiki/Collective_investment_scheme
http://en.wikipedia.org/wiki/Domicile_(law)
http://en.wikipedia.org/wiki/Offshore_Financial_Centre
http://www.nationmaster.com/graph/rel_isl_sun_to_mus-religion-islam-sunni-to-muslim
http://www.nationmaster.com/graph/rel_isl_sun_to_mus-religion-islam-sunni-to-muslim
https://www.cia.gov/library/publications/the-world-factbook/geos/iz.html
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Table 2. Summary of the data 

Domicile (Developed 

countries) 

Total       Bahrain British Virgin I Cayma

n 

Islands 

France Guernsey India     Indonesia Iraq Ireland Kuwait 

 Conv
a
 Isl

b
 Conv Isl Conv Isl Isl Isl Co

nv 

Isl Conv Isl Conv Isl Conv Conv Isl Conv Isl 

Number of     

  Funds 

Compensation  

fees 

285 322 4 2 1 2 1 2 1 4 2 3 28 31 1 1 12 5 14 

Carried interest % 5.02 3.28 8.75 17.50 20 20 0 0 20 18.75 0 10 1.07 3.71 20 10 6.67 10 15.7

1 

Management fees % 1.45 1.37 1.63 1.25 1.50 1.50 1 1.50 1.50 0.98 1.25 1.25 1.87 1.71 0.80 1.71 1.42 1.50 1.21 

Expense ratio % 1.79 2.04 1.80 1.83 1.66 1.70 1 3z 1.77 2.88 2.50 2.50 2.31 2.45 3.10 1.18 1.79 1.99 2.74 

Risk-Adjusted return -0.01 0.01 0.03 0.08 -0.04 . . -0.16 0.04 -0.0005 -0.14 -0.13 0.10 0.11 -0.26 0.026 -0.09 -0.04 -

0.08 

Fund return volatility 0.19 0.16 0.19 0.14 0.20 . 0.0034 0.28 0.09 0.11 0.30 0.23 0.17 0.14 0.13 0.17 0.22 0.14 0.12 

Systematic risk 0.77 0.60 0.28 -0.01 0.88 . . 1.46 0.23 0.45 1.12 0.86 0.66 0.49 -0.26 0.83 0.88 0.26 0.30 

Domicile type 0.13 0.17 0 0 1 1 1 0 1 1 0 0 0.0357 0 1 1 1 0 0 

Legality and political 

conditions 

                   

Legality Index 15.34 15.52 17.08 17.08 14.66 14.66 20.41 19.67 14.49 14.49 13.89 13.89 9.39 9.39 10.24 18.42 18.42 15.45 15.45 

Efficiency of  the judiciary 7.67 7.35 6.29 6.29 9.50 9.50 6.75 8 10 10 8 8 2.50 2.50 6.25 8.75 8.75 6.29 6.29 

Law and order 7.03 7.36 8.33  7.32 7.32 8.52 8.33 9.16 9.16 6.67 6.67 5 5 2.50 10 10 8.33 8.33 

Corruption perception Index 4.67 4.91 5.10 5.10 7.1 7.1 5.82 7 7.80 7.80 3.10 3.10 3 3 2.50 7.50 7.50 4.60 4.60 

Political risk Index 7.14 7.25 7.25 7.25 . . . 7.75 . . 5.85 5.85 5.90 5.90 4.35 7.75 7.75 7.20 7.20 

Investor profile 9.52 9.83 11.50 11.50 . . . 9 . . 8.50 8.50 7.50 7.50 8 9.50 9.50 10.50 10.50 

Religion tensions 3.74 3.98 3.50 3.50 . . . 7 . . 2.50 2.50 1 1 1 5 5 4 4 

Internal conflict 9.54 9.42 10 10 . . . 10 . . 6 6 8.50 8.50 6 8.50 8.50 8.50 8.50 

External conflict 10.11 10.00 11 11 . . . 8 . . 9.50 9.50 10.50 10.50 8.50 11.50 11.50 11 11 

Bureaucracy Quality 2.80 2.89 2 2 . . . 8 . . 3 3 2 2 1.5 4 4 2 2 

Socioeconomic Conditions 8.64 8.40 7 7 . . . 7 . . 4.50 4.50 6.50 6.50 0.5 7.5 7.5 9 9 

Government Stability 7.39 7.72 8 8 . . . 6.25 . . 6 6 7.5 7.5 8 4.5 4.5 6 6 

Cultural dimensions             

Power Distance Index 84.89 81.80 80 80 40 40 45 68 35 35 77 77 78 78 95 28 282 80 80 
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Masculinity Index 59.81 59.58 52 52 62 62 68 43 66 66 56 56 46 46 70 52 52 56 56 

Uncertainty Avoidance Index 49.64 53.74 68 68 46 46 13 86 35      35 4 4 48 48 85 35 35 68 68 

Individualism Index 30.74 35.67 38 38 91 91 . 71 89 89 48 48 14 14 30 70 70 38 38 

Indulgence Index 49.87 52.72 40.07 40.07 68 68 . 47.77 69.42 69.42 26.12 26.12 37.72 37.72 17 65 65 34 34 

GNP per capita 17159 22008 36587 36587 43366 43366 18060 42420 44600 44600 1125 1125 2427.62 2427.62 4589 51898 51898 57899 57899 

Muslim % 58.91 59.16 85 85 0 0 0 7.50 0 0 13.40 13.40 88.22 88.22 97 0.49 0.49 85 85 

domicile (Developing 

countries) 

Luxembourg Malaysia Pakistan Qatar Saudi Arabia South Africa Switzerl

and 

South 

Korea 

Sri 

Lanka 

      UAE U.K USA singap

ore 
 

Conv Isl Conv Isl Conv Isl Isl Conv Isl Conv Isl Isl Conv Conv Conv Isl Conv Isl Conv 

Number of     

  Funds 

Compensation  

fees 

34 31 142 113 18 3 1 29 72 9 18 1 3 1 1  5 2 7 3 

Carried interest % 15.29 2.90 2.26 0.84 5.56 0 15 4.66 2.27 8.89 1.11 12 0 0 10 7 20 4.29 13.33 

Management fees % 1.41 1.26 1.38 1.42 1.55 1.67 1 1.47 1.25 1.37 1.44 1.5 0.70 1.5 1.5 1.5 1.85 0.95 1.42 

Expense ratio % 1.95 2.16 1.56 1.59 2.24 1.97 3.50 1.85 2.40 1.64 1.81 2.40 1.86 2.30 1.85 2.68 1.88 1.44 1.76 

Risk-Adjusted return -0.05 -0.02 -0.02 -0.09 -0.03 0.16 -0.02 0.06 0.06 -0.03 -0.04 0.03 -0.01 -0.33 -0.01 0.15 -0.03 0.05 -0.06 

Fund return volatility 0.24 0.17 0.20 0.17 0.12 0.26 0.15 0.18 0.11 0.22 0.20 0.18 0.31 0.15 0.23 0.18 0.23 0.13 0.25 

Systematic risk 0.96 0.84 0.89 0.76 0.09 0.38 0.78 0.56 0.28 0.96 0.96 0.83 1.41 -0.41 0.30 0.18 1.17 0.55 0.78 

                    

Legality and political 

conditions 

              

Legality Index 20.83 20.83 15.64 15.64 11.61 11.61 17.23 15.78 15.78 11.91 11.9 20.35 16 12.60 15.48 15.48 19.77 19.11 19.71 

Efficiency of  the judiciary 10 10 9 9 5 5 6.29 5.71 5.71 6 6 10 6 7 6 6 10 10 10 

Law and order 10 10 6.67 6.67 5.83 5.83 8.33 8.33 8.33 4.17 4.17 8.33 7 4.17 6.67 6.67 9.17 8.33 8.33 

Corruption perception Index 8.50 8.50 4.30 4.30 2.50 2.50 7.20 4.40 4.40 4.10 4.10 8.80 5.40 4.17 6.80 6.80 6.67 7.1 7.5 

Political risk Index 9.15 9.15 7.35 7.35 4.55 4.55 7.30 6.95 6.95 6.65 6.65 . 4.70 5.80 7.85 7.85 8.1 8.15 8.5 

Investor profile 11 11 9.50 9.50 7.50 7.50 8 11 11 9.50 9.50 . 4 8.50 10 10 11.5 10 12 

Religion tensions 6 6 4 4 1 1 7 3.50 3.50 5 5 . 6 2 4 4 6 9 4.5 

Internal conflict 12 12 10 10 5.50 5.50 8 8.50 8.50 9.50 9.50 . 9 9 10 10 8.5 8 10.5 
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External conflict 10.50 10.50 10.50 10.50 8.50 8.50 7 8.50 8.50 10.50 10.5

0 

. 5.50 11 11 11 8.50 8 10.50 

Bureaucracy Quality 4 4 3 3 2 2 5 2 2 2 2 . . 2 3 3 4 10 4 

Socioeconomic Conditions 10 10 10 10 5 5 7 7.50 7.50 4.50 4.50 . 1.50 4.50 9.50 9.50 8.50 7 10 

Government Stability 10 10 6.50 6.50 5 5 9.58 10 10 6.50 6.50 . 8 9.50 11 11 8.50 6.67 11 

Cultural dimensions              

Power Distance Index 40 40 104 104 55 55 80 95 95 49 49 34 60 72 80 80 35 40 74 

Masculinity Index 46 46 68 68 50 50 53 60 60 63 63 70 39 35 53 53 66 62 48 

Uncertainty Avoidance Index 70 70 36 36 70 70 68 80 80 49 49 58 85 53 68 68 35 46 8 

Individualism Index 60 60 26 26 14 14 38 25 25 65 65 68 18 28 38 38 89 91 20 

Indulgence Index 56.03 56.03 57.10 57.10 0 0 34 52.23 52.33 63 63 66 29 64 34 34 69 68 46 

GNP per capita 65361 65361 8161 8161 997 997 80440 15714 15714 5845 5845 76380 1014.28 2256 89895 89895 41594 48450 5135

2 

Domicile type 0.77 1 0 0 0 0 0 0.10 0.04 0.11 0 0 0 0 0 0 1 0 0 

Muslim % 2 2 60.40 60.40 96.35 96.35 95 100 100 1.50 1.50 4.40 0.04 7 76 76 2.7 1.4 16 

This table summarizes the variables used as proxies of legal settings, political risk and cultural measures. Islamic and conventional funds are ranked by country in which 

are managed. At the same time, countries are classified as developed or developing countries. 
a
 The symbole “Conv” is for conventional funds 

b
 The symbol “Isl”is for Islamic funds 
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Table3. Summary statistics 

             Conventional funds              Islamic funds Conventional funds vs Islamic 

funds 

 N Mean Median N Mean Median Mean Diffa Median Diffb 

Endogenous variables         

Carried interest % 285 5.022807 0 322 3.278012 0 1.744795*** 0** 

Management fees  % 285 1.451158   1.5       322 1.368984   1.5     0.0821734* 0* 

Expense ratio % 285 1.791849 1.78 322 2.037873  1.825 -0,2460232*** -0.045* 

Risk-Adjusted return 276 -0.008435 -0.00328 294 0.0112093 0.001045 -0.0196446** -0.004325 

Fund return volatility     278 0.1941965    0.1937536            300 0.1550663      0.1678619       0.0391301*** 0.0258917*** 

Systematic risk 276 0.7704634 0.802 294 0.6040032 0.6345 0.1664602*** 0.1675*** 

Legal and political conditions         

Legality Index 285 15.33997  15.64106 322 15.52412  15.64106 -0.1841466 0* 

Efficiency of judiciary 285 7.669424 9 322 7.34949  8.75 0.3199337* 0.25** 

Rule of law 285 7.030316 6.67 322 7.357422 6.67 -0.3271066 0*** 

Corruption perception Index 285 4.668772 4.3 322 4.904721 4.3 -0.2359485* 0*** 

Common Law 285 0.7614035 1 322 0.7515528 1 0.0098507 0 

Civil Law 285 0.2491228 0 322 0.2484472 0 0.0006756 0 

Islamic Law 285 0.2526316 0 322 0.3881988 0 -0.1355672*** 0*** 

Political risk Index 283 7.143286 7.35 314 7.247771 7.35 -0.1044845 0 

Investor profile 283 9.522968 9.5 314 9.834395 9.5 -0.3114267*** 0*** 

Religion tensions 283 3.742049 4 314 3.976115 4 -0.2340652* 0 

Internal conflict 283 9.542403 10 314 9.420382 9.5 0.1220207 0.5*** 

External conflict 283 10.10954 10.5 314 10.00159 10.5 0.1079483 0 

Bureaucracy Quality 280 2.801786 3 314 2.88535 3 -0.0835646 0 

Socioeconomic Conditions 283 8.641343 10 314 8.402866 9 0.2384765 1*** 

Government Stability 283 7.393993 6.5 314 7.722134 6.5 -0.3281408 0** 

Cultural dimensions         

Power Distance Index 285 84.89123 95 322 81.79814 95 3.093091 0** 

Masculinity Index 285 59.81053 68 322 59.57764 60 0.2328866 8 

Uncertainty Avoidance Index 285 49.64211 36 322 53.73602 48 -4.09392*** -12** 

Individualism Index 285 30.74386 26 321 35.66667 26 -4.922807*** 0* 

Indulgence Index 285 49.87365 57.1 321 52.7191 56.03 -2.845448*** 1.07 

GNP per capita 285 17159 8160.667 322 22008.12 8160.667 -4849.122*** 0*** 

Domicile type 285 0.1298246 0 322 0.1645963 0 -0.0347717 0 

Muslim % 285 58.90726 60.4 322 59.15637 60.4 -0.2491032 0 

a
Test in Mean difference uses Satterthwaite method two-sample t test with unequal variances. The symbols 

***, **, and * denote significance levels of 1%, 5%, and 10%, respectively. 
b
Test in Median difference test uses two-sample Wilcoxon rank-sum (Mann-Whitney) test assuming 

variances are unequal. The symbols ***, **, and * denote significance levels of 1%, 5%, and 10%, 

respectively. 
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Table 4. Correlations 

Conventional 

funds 

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) (17) (18) (19) (20) (21) (22) (23) 

(1)Cariied 

Interest(%) 

1,00                       

(2)Managem

ent fees(%) 

-0,03 1,00                      

(3)Expense 

ratio(%) 

0,10 0,65* 1,00                     

(4)Risk-

Adjusted 

return 

-0,13* 0,07 0,05 1,00                    

(5)Fund 

return 

volatility 

0,12* 0,42* 0,29* -0,41* 1,00                   

(6)Systemati

c Risk 

0,00 0,19 * 0,06 -0,40* 0,76* 1,00                  

(7)Country 

legality 

Index 

0,35* -0,18* -0,16* -0,23* 0,26* 0,27* 1,00                 

(8)Efficiency 

of the 

judiciary 

0,17* -0,23* -0,27* -0,35* 0,22* 0,35* 0,82* 1,00                

(9)Law and 

order 

0,40* -0,08 -0,04 -0,08 0,18* 0,12* 0,89* 0,51* 1,00               

(10)Corrupti

on 

Perception 

0,48* -0,09 -0,05 -0,17* 0,28* 0,25* 0,88* 0,60* 0,85* 1,00              

(11)Political 

Risk Index 

0,31* -0,09 -0,18* -0,15* 0,27* 0,36* 0,87* 0,76* 0,74* 0,86* 1,00             

(12) 

Investment 

Profile 

0,32* -0,06 -0,14* -0,10 0,13* 0,09 0,76* 0,54* 0,74* 0,65* 0,79* 1,00            

(13) 

Religious 

Tensions 

0,31* -0,21* -0,22* -0,24* 0,32* 0,41* 0,89* 0,81* 0,69* 0,83* 0,85* 0,65* 1,00           

(14) Internal 

Conflict 

0,21* -0,11 -0,20* -0,14* 0,30* 0,44* 0,74* 0,71* 0,53* 0,77* 0,92* 0,56* 0,82* 1,00          

(15) External 

Conflict 

0,01 0,06 -0,13* -0,10 0,07 0,19* 0,13* 0,37* -0,06 0,20* 0,51* 0,22* 0,21* 0,59* 1,00         

(16) 

Bureaucracy 

Quality 

0,27* -0,14* -0,16* -0,26* 0,30* 0,41* 0,83* 0,86* 0,62* 0,81* 0,85* 0,49* 0,79* 0,80* 0,48* 1,00        

(17) 

Socioeconom

ic Conditions 

0,02 -0,08 -0,26* -0,12* 0,13* 0,31* 0,62* 0,78* 0,43* 0,43* 0,78* 0,56* 0,55* 0,74* 0,61* 0,76* 1,00       

(18) 

Government 

0,34* 0,02 0,09 0,08 0,18* 0,05 0,51* 0,02 0,68* 0,67* 0,52* 0,59* 0,39* 0,41* -0,19* 0,24* 0,05 1,,00      
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Stability 

(19)Power 

Distance 

-0,47* -0,07 -0,22* 0,06 -0,08 0,06 -0,19* 0,13* -0,36* -0,54* -0,10 -0,04 -0,17* -0,02 0,16* -0,20* 0,41

* 

-

0,38

* 

1,00     

(20)Masculin

ity  

-0,27* -0,15* -0,31* -0,10 -0,03 0,17* 0,05 0,48* -0,23* -0,31* 0,11 0,18* 0,18* 0,12* 0,23* 0,06 0,50

* 

-

0,47

* 

0,79

* 

1,00    

(21)Uncertai

nty 

0,28* 0,03 0,20* 0,10 -0,05 -0,27* 0,13* -0,37* 0,43* 0,25* -0,09 0,16* 0,01 -0,20* -0,61* -0,27* -

0,46

* 

0,57

* 

-

0,54

* 

-

0,60

* 

1,00   

(22)Individu

alism 

0,49* -0,07 -0,04 -0,19* 0,22* 0,21* 0,61* 0,47* 0,57* 0,79* 0,67* 0,57* 0,76* 0,56* 0,22* 0,58* 0,17

* 

0,42

* 

-

0,64

* 

-

0,17

* 

0,18

* 

1,00  

(23)Indulgen

ce 

0,03 -0,10 -0,28* -0,06 0,22* 0,43* 0,51* 0,61* 0,29* 0,44* 0,75* 0,58* 0,70* 0,80* 0,49* 0,51* 0,68

* 

0,26

* 

0,32

* 

0,51

* 

-

0,38

* 

0,42

* 

1,00 

 
Islamic 

funds 

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) (17) (18) (19) (20) (21) (22) (23) 

(1)Cariied 

Interest(%) 

1,00                       

(2)Manage

ment 

fees(%) 

-0,05 1,00                      

(3)Expense 

ratio(%) 

0,09 0,43* 1,00                     

(4)Risk-

Adjusted 

return 

-0,08 0,04 -0,02 1,00                    

(5)Fund 

return 

volatility 

-0,06 0,38* 0,12* -0,05 1,00                   

(6)Systemati

c Risk 

-0.14* 0,28* 0,06 -0,43* 0,72* 1,00                  
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 (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) (17) (18) (19) (20) (21) (22) (23) 

(7)Country 

legality 

Index 

0,01 -0,18* -0,07 -0,24* 0,01 0,13* 1,00                 

(8)Efficien

cy of the 

judiciary 

-0,05 -0,11* -0,25* -0,38* 0,18* 0,38* 0,76* 1,00                

(9)Law 

and order 

0,18* -0,19* 0,1 -0,10 -0,13* -0,12* 0,85* 0,42* 1,00               

(10)Corru

ption 

Perception 

Index 

0,17* -0,13* 0,02 -0,18* 0,05 0,17* 0,82* 0,59* 0,76* 1,00              

(11)Politic

al Risk 

Index 

0,00 -0,14* -0,09 -0,26* 0,05 0,23* 0,91* 0,78* 0,70* 0,90* 1,00             

(12) 

Investment 

Profile 

0,05 -0,22* 0,07 -0,06 -0,20* -0,21* 0,72* 0,33* 0,75* 0,50* 0,58* 1,00            

(13) 

Religious 

Tensions 

0,00 -0,18* -0,13* -0,30* 0,10 0,27* 0,80* 0,74* 0,51* 0,78* 0,81* 0,52

* 

1,00           

(14) 

Internal 

Conflict 

-0,16* -0,01 -0,15* -0,22* 0,11 0,36* 0,54* 0,65* 0,23* 0,58* 0,79* 0,24

* 

0,48* 1,00          

(15) 

External 

Conflict 

0,10 0,13* -0,15* -0,27* 0,24* 0,34* -0,07 0,28* -0,24* 0,12* 0,20* -

0,42

* 

-0,02 0,47* 1,00         

(16) 

Bureaucra

cy Quality 

-0,01 -0,10 -0,13* -0,16* 0,13* 0,26* 0,55* 0,57* 0,32* 0,60* 0,55* 0,04 0,76* 0,23* -0,04 1,00        

(17) 

Socioecono

mic 

Conditions 

-0,08 -0,04 -0,17* -0,20* 0,03 0,17* 0,55* 0,72* 0,33* 0,31* 0,63* 0,22

* 

0,27* 0,67* 0,36* 0,21* 1,00       

(18) 

Governme

nt Stability 

-0,04 -0,10 0,23* 0,32* -0,29* -0,35* 0,26* -0,24* 0,44* 0,27* 0,23* 0,61

* 

0,01 0,12* -0,59* -0,18* -0,06 1,00      

(19)Power 

Distance 

-0,23* 0,04 -0,08 0,08 -0,10 -0,15* -0,27* -0,09 -0,34* -0,70* -0,36* -0,05 -0,46* -0,14* -0,18* -0,40* 0,37* -0,03 1,00     

(20)Mascul

inity  

-0,18* -0,05 -0,25* -0,16* 0,02 0,11 0,01 0,42* -0,26* -0,35* -0,07 0,10 0,12* 0,02 -0,04 -0,04 0,35* -

0,35

* 

0,62* 1,00    

(21)Uncert

ainty 

0,07 -0,10 0,28* 0,25* -0,25* -0,40* 0,22* -0,38* 0,48* 0,19* 0,09 0,65

* 

0,04 -0,13* -0,64* -0,20* -0,26* 0,82

* 

-0,12* -0,44* 1,00   

(22)Individ

ualism 

0,23* -0,12* -0,02 -0,26* 0,13* 0,25* 0,49* 0,46* 0,39* 0,77* 0,59* 0,28

* 

0,83* 0,27* 0,13* 0,66* -0,15* -0,09 -0,84* -0,19* -0,02 1,00  

(23)Indulg -0,17* -0,09 -0,23* -0,23* 0,03 0,30* 0,45* 0,62* 0,20* 0,40* 0,54* 0,35 0,63* 0,47* 0,06 0,38* 0,28* -0,08 -0,12* 0,49* - 0,48 1,00 
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ence * 0,25

* 

* 

This table presents two correlation matrices of the select variables. The first matrix is developed for conventional funds and the second is developed for Islamic funds. 

Correlation coefficients greater than 0.15, 0.18 and 0.23 in absolute value are significant at the 10, 5 and 1% levels respectively 
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Table5. Regression analyses of carried interest 

 Model1 Model2 Model3 Model4 Model5 

Coefficient p-
value 

Coefficient p-
value 

Coefficient p-
value 

Coefficient p-
value 

Coefficient p-
value 

Intercept -12.39** 0.025 20.19 0.259 -8.223* 0.075 -13.65*** 0.005 -11.54* 0.053 
Dummy(Islamic versus 
conventional) 

18.72** 0.026 -18.54 0.500 7.001 0.403 -12.79 0.127 -19.21** 0.033 

Legal and political 

conditions 

          

Ln(Legality Index) 6.375* 0.083         

dummy  Ln(Legality Index) 
-12.06** 0.011         

Efficiency of  judiciary 
system 

      0.273 0.573   

dummy  Efficiency of  

judiciary system 

      -1.890** 0.018   

Law and order       -1.227* 0.089   

dummy  Law and order 
      1.620* 0.091   

Corruption       -0.687 0.609 -3.802** 0.020 

dummy  Corruption 
      -0.617 0.759 3.090 0.117 

Civil Law         -2.477 0.131 

dummy  Civil Law 
        7.229*** 0.003 

Islamic Law         1.932 0.490 

dummy  Islamic Law 
        5.929 0.103 

Political risk Index     -3.537* 0.091     

dummy  Political risk Index 
    0.0375 0.990     

Investor profile   0.811 0.652       

dummy  Investor profile 
  -0.937 0.768       

Religion tensions   4.145* 0.086       

dummy  Religion tensions 
  -6.208* 0.098       

Internal conflict   0.621 0.555       

dummy  Internal conflict 
  -2.105 0.243       

External conflict           

dummy  External conflict 
          

Bureaucracy Quality   -7.565*** 0.006       

dummy  Bureaucracy 

Quality 

  6.777** 0.027       

Socioeconomic Conditions   0.329 0.702       

dummy  Socioeconomic 

Conditions 

  1.308 0.403       

Government Stability   0.529 0.544       

dummy  Government 

Stability 

  -0.756 0.526       

Cultural dimensions           
Power Distance Index -0.172** 0.037 -0.0615 0.289 -0.0960 0.334 -0.0416 0.359 -0.121 0.214 

dummy  Power Distance 

Index 

0.208** 0.037 0.168 0.170 0.188 0.146 -0.0340 0.535 0.152 0.157 

Masculinity Index 0.199* 0.054   0.213* 0.077 0.0803 0.411 0.172 0.463 

dummy  Masculinity Index 
-0.0751 0.598   -0.353* 0.058 0.317* 0.086 0.307 0.282 

Uncertainty Avoidance 
Index 

-0.00198 0.963 -0.182** 0.016 -0.0502 0.324 0.00473 0.913 0.0221 0.527 

dummy  Uncertainty 
-0.0643 0.190 0.243** 0.022 -0.0734 0.257 -0.167*** 0.007 -0.173*** 0.001 
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Avoidance Index 
Individualism Index 0.000289 0.998 -0.112 0.387 -0.115 0.396   -0.240* 0.071 

dummy  Individualism 

Index 

0.101 0.410 0.534* 0.062 0.295* 0.086   0.537*** 0.001 

Indulgence Index -0.0854 0.177 -0.292*** 0.000 -0.0639 0.429 -0.147** 0.023 -0.144** 0.015 

dummy  Indulgence Index 
-0.171** 0.040 0.0652 0.592 -0.120 0.259  0.147 -0.158* 0.061 

Market conditions           
Ln(GNP per capita) 3.197*** 0.000   4.718** 0.030 3.533*** 0.001 6.008*** 0.001 

dummy  Ln(GNP per 

capita)0 

2.045* 0.097   -0.801 0.775 1.774 0.277 -4.869** 0.032 

Domicile type   18.31*** 0.000 15.48*** 0.000 15.27*** 0.000 17.14*** 0.000 

dummy  Domicile type 
  -17.18*** 0.000 -12.50*** 0.000 -9.711*** 0.002 -8.400*** 0.002 

Muslim %     -0.0323 0.193   -0.157*** 0.005 

dummy  Muslim % 
    0.0802 0.259   0.215*** 0.005 

Observations 606  594  597  606  606  

R-squared 0.324  0.402  0.409  0.427  0.464  

This Table reports the robust OLS regressions of the carried interest (in percentage) for the Islamic and 

conventional investment fund managers. The international  sample includes 607 Investment funds, where 322 are 

Islamic funds and 285 are conventional funds from 23 countries in Asia, Europe, South Africa, Middle-East 

region and United States. The p-value are reported for each coefficient. The symbols ***, **, * denote 

significance levels of 1%, 5% and 10%, respectively, for the two-tailed hypothesis test that the coefficient equals 

0. 

Table6. Regression analyses of fixed management fees 

 Model1 Model2 Model3 Model4 Model5 

 Coefficient p-
value 

Coefficient p-
value 

Coefficient p-
value 

Coefficient p-
value 

Coefficient p-
value 

Intercept 3.220*** 0.000 2.056*** 0.003 2.392*** 0.000 2.157*** 0.000 2.483*** 0.000 
Dummy(Islamic versus 
conventional) 

-0.164 0.812 -0.208 0.821 1.117* 0.079 0.214 0.729 0.353 0.547 

Legal and political 

conditions 

          

Ln(Legality Index) -0.985*** 0.000         

dummy  Ln(Legality Index) 
0.718* 0.053         

Efficiency of  judiciary 
system 

      -0.0429 0.189     

dummy  Efficiency of  

judiciary system 

      0.0278 0.664   

Law and order       0.0727 0.150   

dummy  Law and order 
      -0.171** 0.013   

Corruption       -0.201** 0.012 -0.136 0.117 

dummy  Corruption 
      0.212 0.119 0.0543 0.674 

Common Law           

dummy  Common Law 
          

Civil Law         -0.0515 0.563 

dummy  Civil Law 
        0.0166 0.921 

Islamic Law         -0.202 0.199 

dummy  Islamic Law 
        0.189 0.544 

Political risk Index     0.0254 0.793     

dummy  Political risk Index 
    -0.306* 0.081     

Investor profile   0.0829* 0.097       

dummy  Investor profile 
  -0.257** 0.016       
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Religion tensions   -0.273** 0.017       

dummy  Religion tensions 
  0.170 0.250       

Internal conflict   -0.0223 0.698       

dummy  Internal conflict 
  0.0759 0.378       

External conflict           

dummy  External conflict 
          

Bureaucracy Quality   -0.320** 0.014       

dummy  Bureaucracy 

Quality 

  0.309** 0.027       

Socioeconomic Conditions   0.152*** 0.001       

dummy  Socioeconomic 

Conditions 

  -0.162** 0.037       

Government Stability   0.000397 0.990       

dummy  Government 

Stability 

  -0.0177 0.722       

Cultural dimensions           
Power Distance Index -0.00523 0.292 -

0.0105*** 
0.000 -0.00871* 0.071 -0.00224 0.454 -0.00774* 0.071 

dummy  Power Distance 

Index 

0.00194 0.775 0.0180*** 0.005 0.0102 0.177 0.00659* 0.080 0.00437 0.510 

Masculinity Index 0.00118 0.885   -0.0125 0.145 -0.0130** 0.031 -0.0267*** 0.004 

dummy  Masculinity Index 
-0.00644 0.600   0.00273 0.829 0.00523 0.737 0.0184 0.349 

Uncertainty Avoidance Index -0.00232 0.297 -0.00506 0.175 -
0.00996*** 

0.000 -
0.00763*** 

0.004 -
0.00900*** 

0.000 

dummy  Uncertainty 

Avoidance Index 

-0.00181 0.592 0.0102* 0.073 0.00909** 0.027 0.00566 0.172 0.00631* 0.099 

Individualism Index -0.00822 0.142 0.00425 0.603 0.00363 0.523   0.000393 0.945 

dummy  Individualism Index 
0.00119 0.879 0.00596 0.691 -0.0211** 0.025   -0.0108 0.308 

Indulgence Index 0.00126 0.711 0.00788* 0.052 0.00957** 0.027 0.00300 0.437 0.0124*** 0.000 

dummy  Indulgence Index 
0.00142 0.755 -0.00607 0.298 -0.00543 0.374 -0.00423 0.501 -0.0110* 0.078 

Market conditions           
Ln(GNP per capita) 0.173*** 0.000   -0.0468 0.579 0.132** 0.012 0.125 0.174 

dummy  Ln(GNP per 

capita)0 

-0.178** 0.021   0.189 0.160 -0.133 0.152 -0.0887 0.546 

Domicile type   0.242* 0.082 0.196 0.112 0.278** 0.025 0.235* 0.079 

dummy  Domicile type 
  0.0149 0.942 -0.160 0.479 0.0782 0.652 -0.175 0.414 

Muslim %     0.0114*** 0.000   0.00965*** 0.001 

dummy  Muslim % 
    -0.0208*** 0.000   -0.0129** 0.041 

Observations 606  594  597  606  606  

R-squared 0.069  0.086  0.088  0.083  0.086  

This Table reports the robust OLS regressions of the fixed management fees (in percentage) for the Islamic and 

conventional investment fund managers. The international  sample includes 607 Investment funds, where 322 are 

Islamic funds and 285 are conventional funds from 23 countries in Asia, Europe, South Africa, Middle-East 

region and United States. The p-value are reported for each coefficient. The symbols ***, **, * denote 

significance levels of 1%, 5% and 10%, respectively, for the two-tailed hypothesis test that the coefficient equals 

0. 

Table7. Regression analyses of expense ratio 

 Model1 Model2 Model3 Model4 Model5 

 Coefficient p-value Coefficient p-value Coefficient p-
value 

Coefficient p-
value 

Coefficient p-
value 

Intercept 4.154*** 0.000 3.008*** 0.001 3.822*** 0.000 3.228*** 0.000 3.200*** 0.000 
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Dummy(Islamic versus 
conventional) 

-0.424 0.746 -0.991 0.448 0.118 0.914 -3.104** 0.011 -1.964 0.102 

Legal and political 

conditions 

          

Ln(Legality Index) -0.610* 0.093         

dummy  Ln(Legality 

Index) 

-0.683 0.314         

Efficiency of  judiciary 
system 

      -0.0248 0.627   

dummy  Efficiency of  

judiciary system 

      -0.495*** 0.000   

Law and order       -0.00842 0.880   

dummy  Law and order 
      0.220** 0.023     

Corruption       -0.163* 0.092 -0.0593 0.645 

dummy  Corruption 
      0.494* 0.050 0.206 0.327 

Civil Law         0.110 0.414 

dummy  Civil Law 
        0.214 0.452 

Islamic Law         0.241 0.105 

dummy  Islamic Law 
        1.112** 0.012 

Political risk Index     -0.0661 0.631     

dummy  Political risk 

Index 

    -0.483* 0.066       

Investor profile   -0.134 0.109       

dummy  Investor 

profile 

  -0.411** 0.035       

Religion tensions   -0.0461 0.762       

dummy  Religion 

tensions 

  -0.181 0.423       

Internal conflict   0.0286 0.577       

dummy  Internal 

conflict 

  -0.199* 0.094       

External conflict           

dummy  External 

conflict 

          

Bureaucracy Quality   -0.345 0.110       

dummy  Bureaucracy 

Quality 

  0.192 0.411       

Socioeconomic 
Conditions 

  0.0531 0.368       

dummy  

Socioeconomic 
Conditions 

  0.0727 0.624       

Government Stability   0.147*** 0.010       

dummy  Government 

Stability 

  -0.0213 0.833       

Cultural dimensions           
Power Distance Index 0.00978* 0.082 0.00367 0.261 0.0124** 0.028 0.00601 0.201 0.00720 0.139 

dummy  Power 

Distance Index 

0.000547 0.943 0.0331*** 0.001 0.0180* 0.067 0.0204*** 0.009 0.00627 0.438 

Masculinity Index -0.0269*** 0.007   -
0.0350*** 

0.002 -
0.0234*** 

0.002 -0.0136 0.140 

dummy  Masculinity 

Index 

0.00639 0.701   -0.0149 0.430 0.0865*** 0.001 0.0523** 0.027 
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Uncertainty Avoidance 
Index 

0.00152 0.512 -0.00762* 0.077 -0.00333 0.353 -0.000238 0.939 -0.000935 0.761 

dummy  Uncertainty 

Avoidance Index 

0.00868* 0.078 0.0362*** 0.000 0.0136** 0.025 0.00304 0.609 0.00668 0.261 

Individualism Index 0.0129** 0.034 0.0117 0.164 0.0169*** 0.005   0.00711 0.235 

dummy  Individualism 

Index 

-0.00217 0.807 0.0561** 0.037 0.00372 0.786   0.00869 0.560 

Indulgence Index -0.0111** 0.017 -

0.0198*** 

0.002 -0.00774 0.203 -

0.00891** 

0.044 -

0.0118*** 

0.005 

dummy  Indulgence 

Index 

-0.000554 0.952 0.00498 0.611 -2.99e-06 1.000 -
0.0334*** 

0.003 -0.0170* 0.095 

Market conditions           
Ln(GNP per capita) 0.0167 0.751   -0.0921 0.400 0.109 0.177 -0.0683 0.620 

dummy  Ln(GNP per 

capita)0 

0.183 0.201   0.284 0.216 -0.117 0.566 -0.237 0.322 

Domicile type   0.664*** 0.001 0.651*** 0.000 0.726*** 0.000 0.663*** 0.001 

dummy  Domicile type 
  0.252 0.523 0.000644 0.999 -0.0853 0.791 0.131 0.709 

Muslim %     0.00460* 0.094 -0.00297 0.493 -0.00108 0.801 

dummy  Muslim % 
    -0.00886 0.237 -

0.0192*** 
0.002 -0.00757 0.442 

Observations 606  594  597  606  606  

R-squared 0.143  0.171  0.166  0.170  0.173  

This Table reports the robust OLS regressions of the expense ratio (in percentage) for the Islamic and 

conventional investment fund managers. The international  sample includes 607 Investment funds, where 

322 are Islamic funds and 285 are conventional funds from 23 countries in Asia, Europe, South Africa, 

Middle-East region and United States. The p-value are reported for each coefficient. The symbols ***, **, * 

denote significance levels of 1%, 5% and 10%, respectively, for the two-tailed hypothesis test that the 

coefficient equals 0. 

 

Table8. Regression analyses of Risk-Adjusted return 
 Model16 Model17 Model18 Model19 Model20 

 Coefficient p-
value 

Coefficient p-
value 

Coefficient p-
value 

Coefficient p-
value 

Coefficient p-
value 

Intercept 0.317*** 0.006 0.0301 0.898 0.159 0.274 -0.0198 0.840 -0.0174 0.944 
Dummy(Islamic versus 
conventional) 

0.0344 0.823 -3.474*** 0.007 0.148 0.400 0.238 0.255 0.370 0.196 

Legal and political 

conditions 

          

Ln(Legality Index) -0.219*** 0.000           

dummy  Ln(Legality Index) 
0.0810 0.505         

Efficiency of  judiciary system       -0.0489*** 0.000   

dummy  Efficiency of  

judiciary system 

      0.0570** 0.024   

Law and order       0.0178** 0.025   

dummy  Law and order 
      -0.0563*** 0.000   

Corruption       0.101*** 0.000 -0.0114 0.747 

dummy  Corruption 
      -0.0284 0.459 0.0791** 0.042 

Civil Law         0.0317 0.597 

dummy  Civil Law 
        -0.0585 0.383 

Islamic Law         0.0724 0.313 

dummy  Islamic Law 
        0.0704 0.390 

Political risk Index     -0.0469** 0.026     

dummy  Political risk Index 
    0.0264 0.538     
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Investor profile   -0.0402 0.117       

dummy  Investor profile 
  0.245*** 0.002       

Religion tensions   0.0538 0.264       

dummy  Religion tensions 
  0.505** 0.030       

Internal conflict   0.0389* 0.089       

dummy  Internal conflict 
  -0.497** 0.010       

External conflict   -0.0168 0.450       

dummy  External conflict 
  0.788*** 0.009       

Bureaucracy Quality   0.0323 0.479       

dummy  Bureaucracy Quality 
  0.267** 0.020       

Socioeconomic Conditions   -0.0208 0.223       

dummy  Socioeconomic 

Conditions 

  -0.297** 0.015       

Government Stability   0.0157 0.232       

dummy  Government 

Stability 

  0.112** 0.013       

Cultural dimensions           
Power Distance Index -0.00207 0.160 -

0.00538*** 
0.000 -0.00239* 0.076 -

0.00138*** 
0.008 -

0.00355** 
0.049 

dummy  Power Distance 

Index 

0.00108 0.646 0.00884** 0.019 0.000313 0.908 -0.00112 0.552 0.00221 0.310 

Masculinity Index 0.000989 0.739   -0.00107 0.720 0.00708** 0.017 0.00454 0.601 

dummy  Masculinity Index 
0.000341 0.936   -0.00112 0.802 -0.00552 0.205 0.000616 0.945 

Uncertainty Avoidance Index 0.00110*** 0.007 -
0.00400*** 

0.002   -
0.00171*** 

0.000 0.000340 0.427 

dummy  Uncertainty 

Avoidance Index 

0.000698 0.386 0.0245*** 0.008   0.00247*** 0.005 0.000206 0.812 

Individualism Index -0.00346** 0.047 0.000711 0.670 -
0.00428*** 

0.009   -
0.00444** 

0.015 

dummy  Individualism Index 
0.00136 0.572 -0.0989*** 0.009 5.72e-05 0.983   0.00245 0.292 

Indulgence Index 0.00274*** 0.005 0.00328** 0.012 0.00402*** 0.000 0.00170 0.117 0.00302* 0.095 

dummy  Indulgence Index 
-0.00224 0.270 -0.000518 0.755 -0.00194 0.356 -0.000565 0.782 -0.00429* 0.092 

Market conditions           

Ln(GNP per capita) 0.0339* 0.062   0.0412*** 0.004 -0.0682*** 0.000 0.00384 0.916 

dummy  Ln(GNP per capita)0 
-0.0356 0.188   -0.0199 0.279 0.00817 0.763 -0.0895** 0.035 

Domicile type -0.0777** 0.029 -0.100** 0.012 -0.0775** 0.026 -0.0954*** 0.003   

dummy  Domicile type 
0.101 0.220 0.242* 0.087 0.0194 0.859 0.119 0.161   

Muslim %   0.00676*** 0.000   0.00204*** 0.000   

dummy  Muslim % 
  -0.0319*** 0.004   0.00197 0.127   

Observations 570  560  563  570  570  

R-squared 0.190  0.308  0.162  0.282  0.208  

This Table reports the robust estimates of the following equation:
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where is the risk-adjusted return of the fund for a calendar year (calculated as the intercept from the 

regressions of monthly excess fund return of the CAPM Model). The international  sample includes 607 

Investment funds, where 322 are Islamic funds and 285 are conventional funds from 23 countries in Asia, 

Europe, South Africa, Middle-East region and United States. The p-value are reported for each coefficient. The 
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symbols ***, **, * denote significance levels of 1%, 5% and 10%, respectively, for the two-tailed hypothesis test 

that the coefficient equals 0. 

Table9. Regression analyses of Fund return volatility 

 Model21 Model22 Model23          Model24 Model25 

 Coefficient p-
value 

Coefficient p-
value 

Coefficient p-
value 

Coefficient p-
value 

Coefficient p-
value 

Intercept 0.118 0.135 -0.316 0.218 0.230*** 0.001 0.163** 0.011 0.285*** 0.000 
Dummy(Islamic versus 
conventional) 

0.0697 0.517 -1.471 0.114 0.0118 0.904 0.120 0.310 0.134 0.215 

Legal and political 

conditions 

          

Ln(Legality Index) 0.141*** 0.000         

dummy  Ln(Legality 

Index) 

-0.0288 0.681         

Efficiency of  judiciary 
system 

      -0.0208** 0.017   

dummy  Efficiency of  

judiciary system 

      0.0201 0.188   

Law and order       0.0148** 0.011   

dummy  Law and order 
      -0.0202* 0.050   

Corruption       0.0122 0.524 0.0382** 0.034 

dummy  Corruption 
      -0.0113 0.661 -0.0604*** 0.007 

Civil Law         0.000194 0.992 

dummy  Civil Law 
        -0.0422 0.152 

Islamic Law         0.0158 0.669 

dummy  Islamic Law 
        -0.115** 0.013 

Political risk Index     0.0263** 0.027     

dummy  Political risk 

Index 

    -0.0186 0.333     

Investor profile   0.0139 0.396       

dummy  Investor 

profile 

  0.134** 0.035       

Religion tensions   0.0737** 0.032       

dummy  Religion 

tensions 

  0.318** 0.044       

Internal conflict   -0.0240* 0.097       

dummy  Internal 

conflict 

  -0.325** 0.022       

External conflict   0.0727** 0.012       

dummy  External 

conflict 

  0.452** 0.034       

Bureaucracy Quality   0.0239 0.411       

dummy  Bureaucracy 

Quality 

  0.185** 0.031       

Socioeconomic 
Conditions 

  -0.000889 0.910       

dummy  

Socioeconomic 

Conditions 

  -0.263*** 0.006       

Government Stability   0.0407*** 0.000       

dummy  Government 

Stability 

  0.0170 0.608       
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Cultural dimensions           
Power Distance Index 0.00174** 0.039 -5.01e-05 0.922 0.00182** 0.037 0.00266*** 0.000   0.00228** 0.023 

dummy  Power 

Distance Index 

-0.00221* 0.100 0.00532*** 0.004 -0.00108 0.471 -0.00193* 0.075 -0.00238* 0.055 

Masculinity Index -
0.00438**
* 

0.006   -0.00302** 0.040 0.00126 0.514 -0.00189 0.566 

dummy  Masculinity 

Index 

0.00477** 0.047   0.00546** 0.028 8.46e-05 0.977 -0.00237 0.567 

Uncertainty Avoidance 
Index 

-0.000433 0.171 -0.00120 0.145   7.46e-05 0.866 -0.000104 0.777 

dummy  Uncertainty 

Avoidance Index 

-0.000506 0.307 0.0170*** 0.005   1.94e-05 0.977 -0.000118 0.839 

Individualism Index 0.00202** 0.038 0.00159 0.189 0.00245** 0.023   0.00249** 0.010 

dummy  Individualism 

Index 

-0.00154 0.317 -0.0832*** 0.007 -9.34e-05 0.957   -0.00258** 0.038 

Indulgence Index 0.000733 0.146 -0.00156*** 0.001 -9.47e-05 0.895 -0.00159** 0.015 -0.000255 0.721 

dummy  Indulgence 

Index 

-0.00201** 0.031 0.00239** 0.016 -0.00229** 0.036 -0.000524 0.674 -0.000437 0.691 

Market conditions           
Ln(GNP per capita) -0.0298*** 0.003 -0.0884*** 0.002 -0.0299*** 0.001 -0.00714 0.574 -0.0451** 0.012 

dummy  Ln(GNP per 

capita)0 

0.00647 0.676 0.214*** 0.000   -0.00357 0.773 0.00139 0.933 0.0671*** 0.004 

Domicile type 0.0371** 0.029 0.0586** 0.013 0.0393** 0.024 0.0469** 0.013   

dummy  Domicile type 
-0.0257 0.479 0.0179 0.715 0.0457 0.217 -0.00868 0.803   

Muslim %   0.00210** 0.027   -0.00231*** 0.000   

dummy  Muslim % 
  -0.0280*** 0.003   0.00113 0.176   

Observations 577  567  570  577  577  

R-squared 0.181  0.226  0.177  0.201  0.196  

This Table reports the robust estimates pf the following equation: 
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, where  is the volatility of monthly return of the fund over the 12 months in a calendar year. The international 

sample includes 607 Investment funds, where 322 are Islamic funds and 285 are conventional funds from 23 

countries in Asia, Europe, South Africa, Middle-East region and United States. The p-value are reported for each 

coefficient. The symbols ***, **, * denote significance levels of 1%, 5% and 10%, respectively, for the two-tailed 

hypothesis test that the coefficient equals 0. 

Table10. Regression analyses of Systematic risk 

 Model26 Model27 Model28 Model29 Model30 

 Coefficient p-
value 

Coefficient p-
value 

Coefficient p-
value 

Coefficient p-
value 

Coefficient p-
value 

Intercept 0.440 0.342 3.327*** 0.000   0.996** 0.050 0.779 0.183 0.876 0.276 
Dummy(Islamic versus 
conventional) 

0.152 0.787 3.870** 0.041 -0.163 0.781 0.968 0.154 0.391 0.647 

Legal and political 

conditions 

          

Ln(Legality Index) 0.800*** 0.001         

dummy  Ln(Legality 

Index) 

0.0761 0.821         

Efficiency of  judiciary 
system 

      -0.166* 0.074   

dummy  Efficiency of  
      0.211** 0.048   
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judiciary system 
Law and order       0.120*** 0.005   

dummy  Law and order 
      -0.146*** 0.009   

Corruption       0.237 0.206 0.199 0.117 

dummy  Corruption 
      -0.280 0.171 -0.296** 0.035 

Civil Law         0.228 0.223 

dummy  Civil Law 
        -0.110 0.589 

Islamic Law         0.0122 0.962 

dummy  Islamic Law 
        -0.607** 0.033 

Political risk Index     0.270*** 0.000     

dummy  Political risk 

Index 

    0.00840 0.930     

Investor profile   -0.201** 0.023       

dummy  Investor profile 
  -0.243** 0.041       

Religion tensions   0.173 0.382       

dummy  Religion 

tensions 

  -0.877*** 0.006       

Internal conflict   0.217*** 0.005       

dummy  Internal conflict 
  0.380 0.138       

External conflict   -0.260*** 0.007       

dummy  External conflict 
  -0.802** 0.032       

Bureaucracy Quality   -0.261 0.159       

dummy  Bureaucracy 

Quality 

  -0.165 0.458       

Socioeconomic 
Conditions 

  0.0366 0.627       

dummy  Socioeconomic 

Conditions 

  0.396*** 0.006       

Government Stability   0.0506 0.264       

dummy  Government 

Stability 

  -0.228*** 0.006       

Cultural dimensions           
Power Distance Index 0.00102 0.852 -0.00452 0.334 0.00324 0.442 0.0116*** 0.000 0.00367 0.584 

dummy  Power Distance 

Index 

-0.00191 0.788 0.00472 0.456 -0.000473 0.949 -0.00478 0.284 0.00102 0.887 

Masculinity Index -0.0124 0.342   -0.00543 0.576 0.0239 0.291 0.00991 0.735 

dummy  Masculinity 

Index 

-0.00319 0.836   0.00723 0.595 -0.0409* 0.097 -0.0315 0.308 

Uncertainty Avoidance 

Index 

-0.00449*** 0.005 -0.0201*** 0.001   -0.00428 0.216 -0.00172 0.337 

dummy  Uncertainty 

Avoidance Index 

-0.00363* 0.091 0.000156 0.990   0.00521 0.181 0.00222 0.352 

Individualism Index 0.00194 0.755 0.0103 0.196 0.00626 0.220   0.00297 0.659 

dummy  Individualism 

Index 

0.00135 0.873 0.112*** 0.008 0.00541 0.528   0.00174 0.814 

Indulgence Index 0.0153*** 0.000 -0.00184 0.748 0.00763** 0.041 -0.00133 0.846 0.00906 0.119 

dummy  Indulgence 

Index 

-0.00688* 0.071 0.00270 0.664 -0.00990** 0.032 0.00522 0.528 -4.37e-05 0.995 

Market conditions           
Ln(GNP per capita) -0.198** 0.022   -0.295*** 0.000 -0.245*** 0.006 -0.269** 0.041 

dummy  Ln(GNP per 
0.0430 0.662   -0.00892 0.883 0.207** 0.042 0.296** 0.046 
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capita)0 
Domicile type 0.167* 0.060 0.192* 0.074 0.148* 0.092 0.171* 0.078   

dummy  Domicile type 
-0.298* 0.056 -0.317** 0.013 -0.0389 0.824 -0.211 0.171   

Muslim %   0.00765 0.279   -
0.0103*** 

0.000   

dummy  Muslim % 
  0.0150 0.308   0.00188 0.599   

Observations 570  560  563  570  570  

R-squared 0.310  0.388  0.316  0.361  0.352  

This Table reports robust estimates pf the following equation: 
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, where   represents the systematic risk of the fund for a calendar year  (calculated from the regression of 

monthly excess return on the CAPM Model). The international  sample includes 607 Investment funds, where 322 

are Islamic funds and 285 are conventional funds from 23 countries in Asia, Europe, South Africa, Middle-East 

region and United States. The p-value are reported for each coefficient. The symbols ***, **, * denote 

significance levels of 1%, 5% and 10%, respectively, for the two-tailed hypothesis test that the coefficient equals 

0. 

 


