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ABSTRACT

The objective of this research i1s to assess the growth, development and
performance of the Islamic unit trust in Malays:a for almost a decade of its operation
in the market The growth and development of the sector is analysed using several
indicators and compared with the overall unit trust industry It 1s then followed by a
nsk-adjusted performance analysis of the Islamic funds based on three indices.
namely the Adjusted Sharpe Index, Treynor Index and Adjusted Jensen Alpha The
analysis also includes adherence of risk and return characteristics of the funds to
the stated objectives, the degree of risk diversification and the funds’ consistency of
performance over ime The findings of this study show that the Islamic umit trust
sector has experienced tremendous growth for the past decade except during the
Asian financial cnsis in 1997 and in 19989, The superior growth of the islamic unit
lrust sector as compared to the industiry had in turn increased the market share of
the sector in all of the indicators overtime and becoming more significance as an
acceptable investment instrument. However, in term of the Islamic funds'
performance, during the period of January 1993 to June 2002, it is found that the
Islamic funds had performed below expectations and unable to outperform the
market portfolio with RHB Islamic Index being the proxy. Moreover, all of the Islamic
funds as well as the market portfolio returns were substantially lower than the risk
free returns. In addition, the risk-return characteristics of the funds seems to be
significantly inconsistent with the stated objectives and the portfolios were poorly
diversified Nevertheless when compared to the market portfolio, Islamic unit trust is
found to be less risky, hence offering capital security to investors. Finally, there is
considerable growth prospects for the sector in particular and the industry as a

whole since it 1s still far from reaching its critical mass.
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