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ABSTRACT

The paper is the first attempt at analyzing the Islamic-effect in a cross-sectional stock return framework
by applying relatively advanced appropriate statistical techniques to pure technical efficiency estimates
of individual 141 Islamic and non-Islamic Malaysian firms for the period of 1997 to 2016 using the
dynamic GMM and Quantile regression techniques. The results reveal that there is no significant
relationship between Malaysian Islamic firms and average stock returns. For robustness, Quantile
regression approach has been applied and found that the non-significant Islamic effect, in fact, are
changing at different percentiles that affect the cross-sectional expected returns of Malaysian common
stocks. Furthermore, results show that some focus variables like market value and book to market and
control variable, oil price are not significant at different percentiles, and this result has important
implications for the growing Islamic finance industry around the world.
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