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ABSTRACT 
Purpose — In the aftermath of the Global Financial Crisis, sustainable investing 

and Islamic finance have become two of the most rapidly growing areas of 

finance. In the literature on Islamic equities, there are relatively few studies that 

have integrated sustainability factors into Islamic finance. To address this 

significant gap in knowledge and evidence, the objective of this paper is to 

contribute to the literature on the integration of sustainable investing into Islamic 

finance. 

Design/Methodology/Approach — This paper first examines the comparative 

performance of investing in the sustainability equity indices from those 

Organisation of Islamic Cooperation (OIC) countries that are partners of the 

Sustainable Stock Exchanges (SSE) initiative. This paper then conducts a case 

study on Borsa Istanbul, which has the best-performing sustainability equity 

index from OIC countries. 

Findings — The findings of this paper reveal the heterogeneity in sustainable 

investment performance, and suggest the potential of obtaining superior risk-

adjusted returns in certain economies. 

Originality/Value — This paper contributes to the literature that links 

sustainable investing with Islamic finance, specifically in the context of OIC 

countries and by focusing on the case of Borsa Istanbul. 

Research Implications — This research draws policy and practical implications 

on how sustainable investing can bridge the gap between Islamic and 

conventional financial markets. 
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INTRODUCTION 
Sustainable investing and Islamic finance have become two of the fastest-growing areas of 

finance (Bennett & Iqbal, 2013), especially in the wake of the Global Financial Crisis (Zeti et al., 

2019). In theory, sustainable investing and Islamic finance are compatible (Williams & Zinkin, 

2010). In practice, sustainable investing and Islamic finance are complementary capital-raising 

and investment approaches, with more similarities than differences (Bennett & Iqbal, 2013; Zeti 

et al., 2019; CFA Institute, 2019; CFA Institute & UN PRI, 2019). On the one hand, sustainable 

investing is an investment approach that considers both financial objectives and environmental, 

social and governance (ESG) factors in portfolio construction and management (Renneboog et 

al., 2008b; Munoz et al., 2014; Miralles-Quiros & Miralles-Quiros, 2017; Zeti et al., 2019; GSIA 

2020; Meira et al., 2023). On the other hand, Islamic finance is a financial system in which 

financial institutions offer financial services that are based on the principles of shared risk and 

reward (Kammer et al., 2015).  

Against the backdrop of the COVID-19 pandemic, sustainable investment is still a major 

force shaping global capital markets (GSIA, 2020). At the same time, the Islamic financial 

services industry has sustained its growth momentum and progressed on a double-digit growth 

trajectory, with significant improvement across different segments of the industry, particularly in 

Islamic capital markets (IFSB, 2021). Across Islamic capital markets, stock exchanges have 

joined the Sustainable Stock Exchanges (SSE) initiative (Halawi, 2021).
 
Sitting at the heart of 

the global investment chain, stock exchanges have a leading role in promoting sustainability in 

finance. Among the 57 OIC countries, 23 countries are SSE partners, of which five stock 

exchanges have sustainability-related indices, as shown in Table 1. 

Table 1: OIC Countries and the Sustainable Stock Exchanges (SSE) Initiative 
OIC 

Country 

Stock 

Exchange 

Number of 

Listed 

Companies 

Market 

Capitalisation 

(USD Million) 

Has Annual 

Sustainability 

Report 

Requires 

ESG 

Report as 

a Listing 

Rule 

Offers 

ESG-

related 

Training 

Has 

Sustainability-

related Index 

Malaysia Bursa 
Malaysia 

947 414,285 Yes Yes Yes Yes 

Indonesia Indonesia 
Stock 

Exchange 

(IDX) 

766 578,631 Yes Yes Yes Yes 

United 

Arab 

Emirates 
(UAE) 

Dubai 

Financial 

Market 
(DFM) 

63 111,605 Yes Yes Yes Yes 

Turkey Borsa 
Istanbul 

(BIST) 

417 174,396 Yes No Yes Yes 

Egypt The 

Egyptian 

Exchange 

(EGX) 

244 48,731 Yes Yes Yes Yes 

Source: Sustainable Stock Exchanges (SSE) – Stock Exchange Database 



Sustainable Investing and Islamic Finance:  
Evidence from the Organisation of Islamic Cooperation (OIC) Countries 

 
  

 

 

| 43                                            ISRA International Journal of Islamic Finance • Volume 16 • Number 1 • 2024                                          

   
 

In the literature on Islamic equities, common research themes include the comparative 

performance of Islamic equities versus their conventional counterparts (Hussein & Omran, 2005; 

Girard & Hassan, 2008; Hayat & Kraeussl, 2011; Al-Khazali et al., 2014; Ashraf & Mohammad, 

2014; Ho et al., 2014; Shamsuddin, 2014; Ashraf & Khawaja, 2016); the portfolio diversification 

benefit of investment in Islamic equities (Abbes & Trichilli, 2015; Balcilar et al., 2015; Mensi et 

al., 2015; Paltrinieri et al., 2019; Gok et al., 2020; Ali et al., 2021); the comparative performance 

of Islamic versus sustainable investing strategies (Lyn & Zychowicz, 2010;  

Abdelsalam et al., 2014a, 2014b), among others (Masih et al., 2018). However, there are 

relatively few research studies that have integrated sustainability factors into Islamic finance, 

including Erragragui and Revelli (2015, 2016); Erragragui (2017); Erragragui et al. (2018); Azmi 

et al. (2019); Qoyum et al. (2021).  

To address this significant gap in knowledge and evidence, this paper studies sustainable 

investing and Islamic finance; in particular, the integration of sustainability factors into Islamic 

finance. Due to the nature of global capital markets, investors are always on the search for 

investment strategies that can improve risk-adjusted returns and benefit from portfolio 

diversification. The research objectives of this paper are to examine the performance of investing 

that considers both the themes of sustainability and Islamic finance, and to compare it against the 

global equity market benchmarks. The research questions of this paper address two key issues 

that are of concern to most investors:  

1. Can the investment strategy that targets both sustainability and Islamic finance 

outperform the global sustainability benchmark? 

2. Can this investment strategy outperform the Islamic benchmark?  

 

The answers to these questions contribute to the line of research on the integration of sustainable 

investing into Islamic finance. They also have practical implications for portfolio managers and 

policy implications for regulators and policymakers. 

The remainder of this paper is organised as follows. A literature review is conducted on 

the comparative performance of investing in both themes: sustainability and Islamic finance. An 

empirical study is then performed to examine the comparative performance of investing in the 

sustainability equity indices from those OIC countries that are SSE partners, and compare it with 

the global benchmarks. Building from that, a case study is conducted on the best-performing 

sustainability equity index from OIC countries. This paper concludes with practical and policy 

implications. 

 

LITERATURE REVIEW 
In the literature on the comparative performance of investing in sustainability and Islamic 

finance, the main arguments can be broadly classified into three strands. The first strand is the 

underperformance hypothesis. Grounded in the modern portfolio theory (Markowitz, 1952; 

Sharpe, 1964; Fama, 1971), it argues that the ethical screening process restricts the investment 

universe (Schroder, 2007), imposes an additional set of constraints on the optimisation problem 

that is faced by return-maximising investors, and consequently shifts the mean-variance frontier 

towards less favourable risk-return tradeoffs than those of conventional portfolios (Renneboog et 

al., 2008a, 2008b).  
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Despite this argument from the modern portfolio theory, the second strand is the 

outperformance hypothesis. Grounded in stakeholder theory (Freeman, 1984; Donaldson & 

Preston, 1995; Jones 1995), it argues for the merits of increasing the number of ethical screens in 

portfolio selection and management (Barnett & Salomon, 2006; Kempf & Osthoff, 2007; 

Humphrey & Lee, 2011; Capelle-Blancard & Monjon, 2012), with empirical evidence in favour 

of outperformance (Azmi et al., 2019; Qoyum et al., 2021).  

The third strand is the no difference hypothesis. While the classical efficient capital 

market theory (Fama, 1970) questions whether any abnormal returns can ever be generated by 

using public information, the adaptive efficient capital market theory (Daniel & Titman, 1999) 

suggests that any abnormal returns based on trading strategies via public information will 

dissipate over time (Bebchuk et al., 2013). So, any value proposition—whether in the form of 

ethical and/or religious values—will not affect stock prices. 

Considering all the arguments above, the set of hypotheses is formulated as follows, 

which will be tested in the next section on empirical study: 

H1a. Sustainability equity indices from OIC countries that are SSE partner exchanges deliver 

superior risk-adjusted returns than the global equity market benchmarks. 

H1b. Sustainability equity indices from OIC countries that are SSE partner exchanges yield 

lower risk-adjusted returns than the global equity market benchmarks. 

H1c. Sustainability equity indices from OIC countries that are SSE partner exchanges have 

non-significant difference in risk-adjusted returns compared with the global equity 

market benchmarks. 

 

EMPIRICAL STUDY 
In this study, the focus is on those OIC countries that are SSE partners with sustainability-related 

indices, as listed in Table 1. Table 2 summarises the information on the sustainability indices 

from those four OIC countries with available data. These sustainability indices from OIC 

countries have two themes: sustainability and Islamic. The FTSE4Good Global Benchmark 

(FT4GDBGL) is chosen as the global sustainability benchmark, and the FTSE Shariah All World 

(FTSWORLDS) is chosen as the global Islamic benchmark, as indicated in Table 3. 

 

Table 2: Sustainability-related Indices in OIC Countries 
OIC 

Country 

Stock Exchange Index Name Ticker Release Date 

Malaysia Bursa Malaysia FTSE4Good Bursa Malaysia FTF4GBM 23 December 2014  

Indonesia Indonesian Stock Exchange IDX SRI-KEHATI JKSRI 8 June 2009  

Turkey Borsa Istanbul BIST Sustainability  XUSRD 1 October 2021  

Egypt The Egyptian Exchange S&P/EGX ESG  SPESEGUP  28 June 2007 

Source: Sustainable Stock Exchanges (SSE) – Stock Exchange Database 

 

Table 3: Global Equity Market Benchmarks 
Index Name   Ticker Index Theme 

FTSE4Good Global Benchmark FT4GDBGL Global sustainability benchmark 

FTSE Shariah All World FTSWORLDS Global Islamic benchmark 

Source: Author’s own 
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Figure 1 presents a graphical overview of the relative performance of the four sustainability 

equity indices under study (from Table 2, in blue) versus the global sustainability benchmark (in 

orange), and the global Islamic benchmark (in green), from a common start date of 1 October 

2021 to 23 February 2024. Among all the sustainability indices under study, the IDX SRI-

KEHATI and the BIST Sustainability outperformed the two global benchmarks during the entire 

sample period; the FTSE4Good Bursa Malaysia and the EGX ESG outperformed the two global 

benchmarks in more recent periods. Between the two global equity market benchmarks, they 

tracked the performance of each other closely.  

 

Figure 1: Relative Performance of OIC Countries’ Sustainability Equity Indices vis-à-vis 

Global Benchmarks 

    

Note: The price data on 1 October 2021 are indexed to 100 

Source: Author’s computation in Python 

 

Table 4 provides a statistical overview of the performance metrics of the sustainability equity 

indices from OIC countries versus their two global market benchmarks. In the calculation, the 

annualised mean return is computed as the first difference of the daily time series in logarithm, 

multiplied by 252 trading days; and the annualised standard deviation is computed by 

multiplying the daily volatility by the positive square root of 252. Among all the analysed 

indices, the BIST Sustainability from Turkey has the highest annualised mean but also the 

highest annualised volatility. Hence, a higher mean return could be due to a higher risk exposure. 

 

Table 4: Performance Metrics of OIC Countries’ Sustainability Equity Indices vis-à-vis 

Global Benchmarks 
 Malaysia Indonesia Turkey Egypt FTSE4Good FTSE Shariah 

Number of observations 585 585 604 586 625 688 

Annualised mean return 0.0294 0.1281 0.8242 0.5228 0.0478 0.0407 

Annualised volatility 0.0986 0.1372 0.3368 0.2353 0.1556 0.1446 

Source: Author’s computation in Python 

 

Next, the risk-adjusted returns are examined, including those of the sustainability equity indices 

from OIC countries and their two global benchmarks. In Table 5, the first row follows Sauer 

(1997), Statman (2000), Schroder (2007), Collison et al. (2008), Consolandi et al. (2009), Cunha 

and Samanez (2013), Belghitar et al. (2014), Lean and Nguyen (2014), Ang (2015), Ur Rehman 

et al. (2016), Sherwood and Pollard (2018), Cunha et al. (2019), and Dai (2021, 2022, 2024), and 

assesses the risk-adjusted performance by using the Sharpe ratio (Sharpe 1966), which measures 

the performance of an investment compared to a risk-free asset, after adjusting for its risk. It is 



Sustainable Investing and Islamic Finance:  
Evidence from the Organisation of Islamic Cooperation (OIC) Countries 

 
  

 

 

| 46                                            ISRA International Journal of Islamic Finance • Volume 16 • Number 1 • 2024                                          

   
 

defined as the difference between the returns of the investment and the risk-free return, divided 

by the standard deviation of the investment returns.  

In Table 5, the second row follows Cunha and Samanez (2013), Sherwood and Pollard 

(2018), Cunha et al. (2019), and Dai (2021, 2022, 2024), and assesses the risk-adjusted 

performance by the Sortino ratio (Sortino & Price, 1994). As a modification of the Sharpe ratio, 

the Sortino ratio penalises only those returns that fall below the required rate of return, while the 

Sharpe ratio penalises both upside and downside volatility. The third row of Table 5 follows 

Cunha and Samanez (2013), Cunha et al. (2019), and Dai (2021, 2022, 2024) to assess the risk-

adjusted performance by the Omega ratio (Keating & Shadwick, 2002). Based on the 

information discarded by the Sharpe ratio, the Omega ratio is calculated as the probability-

weighted ratio of gains versus losses for some threshold return target.   

In assessing risk-adjusted performance, this study follows Meira et al. (2022), and 

collects the daily US Treasury Bill Rates (4-week) as the global benchmark for the risk-free rate 

of return in calculating the Sharpe ratio, as a global proxy for the required rate of return in 

calculating the Sortino ratio, and as a proxy for the threshold return target in calculating the 

Omega ratio. 

Based on these three portfolio performance measures, it is found that the sustainability 

equity indices from Indonesia, Turkey and Egypt outperformed the two global benchmarks, with 

the sustainability index from Malaysia being the exception. Among all the analysed indices, the 

BIST Sustainability from Borsa Istanbul delivered the highest risk-adjusted return, which is 

consistent with the findings in Figure 1 and Table 4. 

 

Table 5: Risk-Adjusted Returns of OIC Countries’ Sustainability Equity Indices vis-à-vis 

Global Benchmarks 
 Malaysia Indonesia Turkey Egypt FTSE4Good FTSE Shariah 

Sharpe ratio -1.3902 -1.3043 -0.9041 -0.9899 -1.3273 -1.3523 

Sortino ratio  -0.8127 -0.7971 -0.6845 -0.7390 -0.8023 -0.8069 

Omega ratio 0.0190 0.0351 0.0907 0.0544 0.0329 0.0277 

Source: Author’s computation in Excel 
 

CASE STUDY: BORSA ISTANBUL 
In this section, a case study is conducted on Borsa Istanbul, which has the best-performing 

sustainability equity index. Among all the SSE partner exchanges from OIC countries (as 

mentioned in Table 1), Borsa Istanbul was one of the five founding exchanges that signed the 

foundation document of the SSE initiative at the RIO+20 Summit, joint with Nasdaq, Egyptian 

Exchange, Johannesburg Stock Exchange, and Brazil Stock Exchange. As a transcontinental 

country, Turkey has a strategic geopolitical location in the region, and it is referred to as a 

satellite market (Saygili et al., 2022). With its proximity to Europe, the European Union serves 

as an anchor for Turkey’s sustainability standards and institutional evolution, and aligns its 

economic and political options with those of Europe (Ararat et al., 2011). This leads to local and 

international (predominantly from Europe) demand for sustainability performance in Turkey 

among different stakeholders, as depicted in Figure 2. As a response, Borsa Istanbul (BIST) 

launched the BIST Sustainability in November 2014, where constituents are shares of companies 

with high performance on corporate sustainability. 
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Figure 2: Demand for Sustainability Performance in Turkey 

 
Source: Ararat et al. (2011, p. 11) 

 

With Turkey’s position in the international financial markets in the field of Islamic finance 

(known as participation finance in the context of Turkey), Borsa Istanbul launched participation 

indices by evaluating the companies whose shares are traded in accordance with participation 

principles. In November 2021, Borsa Istanbul launched the BIST Sustainability Participation, 

which was formed for investors who want to invest in both the themes of sustainability and 

participation finance (BIST, 2021). The scope of the BIST Sustainability Participation consists of 

shares of companies that meet the selection criteria of the BIST Sustainability and the BIST 

Participation All Shares. Table 6 summarises the information on the BIST Sustainability 

Participation and its themed benchmarks. 

 

Table 6: Borsa Istanbul (BIST) Sustainability Participation and Its Themed Benchmarks 
Index Name Ticker Index Type Release Date 

BIST Sustainability Participation XSRDK Sustainability & participation-themed 12 November 2021 

BIST Sustainability XUSRD Domestic sustainability benchmark 1 October 2021 

BIST Participation All Shares XKTUM Domestic participation benchmark  

FTSE4Good Global Benchmark FT4GDBGL Global sustainability benchmark  

FTSE Shariah All World FTSWORLDS Global Islamic benchmark  

Source: Borsa Istanbul 

 

This case study focuses on Borsa Istanbul and examines the performance of investing in the 

themes of sustainability and participation finance. Due to the nature of global capital markets, 

investors are always on the search for investment strategies that can improve risk-adjusted 

returns. In this study, there are two key issues that are addressed, which are of particular concern 

to most international investors:  

1. Can the BIST Sustainability Participation outperform its domestic and global 

sustainability-themed benchmark indices?  

2. Can the BIST Sustainability Participation outperform its participation-themed 

benchmarks? 
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Among all the equity indices under study (as reflected in Table 6), the BIST Sustainability 

(XUSRD) had its calculation methodology revised on 1 October 2021; and the BIST 

Sustainability Participation (XSRDK) had its release date on 12 November 2021. Thus, the date 

of 16 November 2021 is used, which was the first trading day of the BIST Sustainability 

Participation (XSRDK), as a common start date for all the equity indices in this case study. The 

coverage period of the sample is from 16 November 2021 to 23 February 2024.  

 Figure 3 presents a graphical overview of the performance of the BIST Sustainability 

Participation (in blue) relative to its domestic (in orange) and global (in green) sustainability-

themed benchmarks (left panel) and its participation-themed benchmarks (right panel), with the 

data on 16 November 2021 indexed to 100. The BIST Sustainability Participation outperformed 

its domestic and global themed benchmarks over the entire time period under study, and its 

performance was tracked closely by its two domestic themed benchmarks. 

 

Figure 3: Relative Performance of the BIST Sustainability Participation (XSRDK) vis-à-vis 

the Themed Benchmarks 

Sustainability-themed Benchmarks   Participation-themed Benchmarks 

  
Source: Author’s computation in Python 

 

Table 7 provides a statistical overview of the comparison of the main risk-return characteristics 

of the BIST Sustainability Participation (XSRDK) and its sustainability-themed and 

participation-themed benchmarks. It is found that the BIST Sustainability Participation 

(XSRDK) has a higher annualised mean return than its domestic and global themed benchmarks. 

The BIST Sustainability (XUSRD) has the highest annualised volatility during the time period 

under study. 

 

Table 7: Performance Metrics of the BIST Sustainability Participation (XSRDK) vis-à-vis 

the Themed Benchmarks 
 Sustainability-themed  

Benchmarks 

Participation-themed 

Benchmarks 

 XSRDK XUSRD FTSE4Good XKTUM FTSE Shariah 

Number of observations 573 573 592 573 651 

Annualised mean return 0.8254 0.7796 0.0220 0.8004 -0.0188 

Annualised volatility 0.3431 0.3434 0.1585 0.3218 0.1474 

Source: Author’s computation in Python 
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In Table 8, the Sharpe ratio, the Sortino ratio, and the Omega ratio are applied to measure the 

risk-adjusted performance of the BIST Sustainability Participation (XSRDK) and its domestic 

and global sustainability-themed and participation-themed benchmarks. Same as in the previous 

section, the daily US Treasury Bill Rates (4-week) as the global benchmark for the risk-free rate 

of return is used in calculating the Sharpe ratio, as a global proxy for the required rate of return 

in calculating the Sortino ratio, and as a proxy for the threshold return target in calculating the 

Omega ratio. Based on these three portfolio performance measures, the XSRDK has relatively 

higher risk-adjusted returns than its themed benchmarks. This is consistent with the findings that 

are based on annualised mean returns in Table 7.  

 

Table 8: Risk-adjusted Performance of the BIST Sustainability Participation (XSRDK) vis-

à-vis the Themed Benchmarks 
 Sustainability-themed Benchmarks Participation-themed Benchmarks 

 XSRDK XUSRD FTSE4Good XKTUM FTSE Shariah 

Sharpe ratio -0.9540 -0.9735 -1.4418 -0.9918 -1.4709 

Sortino ratio -0.7049 -0.7105 -0.8258 -0.7159 -0.8296 

Omega ratio 0.0849 0.0784 0.0284 0.0733 0.0237 

Source: Author’s calculation in Excel 

 

Next, spanning tests (Huberman & Kandel, 1987) are applied to evaluate whether the BIST 

Sustainability Participation (XSRDK) can be spanned by its domestic and global themed 

benchmarks, in order to further examine the performance of investing in the themes of 

sustainability and participation. In the regression-based test, the dependent variable is the 

difference between the BIST Sustainability Participation (XSRDK) and the global risk-free rate 

of return as in the calculation of the risk-adjusted returns, and the independent variable is the 

difference between the relevant benchmark (BM) and the risk-free rate of return. 

 

𝑟𝑖,𝑡
𝑋𝑆𝑅𝐷𝐾 = 𝛼𝑖 + 𝛽𝑖𝑟𝑖,𝑡

𝐵𝑀 + 𝜀𝑖,𝑡         (1) 

 

where the (intercept) parameter 𝛼𝑖 is Jensen’s (1968) alpha, and the (slope) parameter 𝛽𝑖 is the 

estimated correlation coefficient between the dependent variable 𝑟𝑖,𝑡
𝑋𝑆𝑅𝐷𝐾 and the independent 

variable 𝑟𝑖,𝑡
𝐵𝑀.  

Following Sauer (1997), Collison et al. (2008), Ur Rehman et al. (2016), Cunha et al. 

(2019), and Dai (2021, 2022, 2024), Jensen’s alpha is estimated, which measures the extra return 

of the BIST Sustainability Participation (XSRDK) that is not explained by its risk exposure with 

respect to its reference benchmark index. In Table 9, the ‘const’ rows are the estimated values of 

Jensen’s alpha. It is positive for the case of the BIST Sustainability Participation (XSRDK) 

versus its domestic participation-themed benchmark (XKTUM, Case III) at the 5 per cent 

significance level. 

As in the Capital Asset Pricing Model (CAPM), the correlation coefficient 𝛽𝑖 measures 
the relative risk of the BIST Sustainability Participation (XSRDK) with respect to its reference 

benchmark index. If 𝛽𝑖 > = < 1, it indicates that the risk of the analysed index is higher than / at 
par with / lower than that of the benchmark. From the regression results in Table 9, it is found 
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that the BIST Sustainability Participation has a lower risk than its two sustainability-themed 

benchmarks (Cases I, II) and its global participation-themed benchmark (Case IV); and it has a 

higher risk than its domestic participation-themed benchmark (Case III).  

In the spanning test, the joint null hypothesis is 𝐻0: (𝛼𝑖 = 0, 𝛽𝑖 = 1). If the null 

hypothesis 𝐻0 is not rejected, the BIST Sustainability Participation (XSRDK) can be replicated 

by the relevant benchmark, in which case investing in the benchmark is equivalent to investing in 

the BIST Sustainability Participation on average, without differences in return or risk. The 

regression results show that spanning can be rejected for Cases III. In this case, an investor who 

is primarily interested in sustainable investment from OIC countries can expect a slightly higher 

return (as proxied by Jensen’s alpha), but a relatively higher risk (as proxied by the beta 

coefficient) than its domestic participation-themed benchmark. In other cases, an investor, who is 

only interested in the financial outcome of the investment, could equally invest in the BIST 

Sustainability Participation and its domestic sustainability-themed benchmark and its two global 

themed benchmarks. 

 

Table 9: Spanning Tests of the BIST Sustainability Participation (XSRDK) vis-à-vis the 

Themed Benchmarks 

Dependent Variable: BIST Sustainability Participation (XSRDK) 

  Case I   Case II   Case III   Case IV   

const -0.0270   0.0123   0.0677 ** -0.1138   

    p-value 0.5150   0.9400   0.0250   0.5050   

BIST Sustainability 0.9649 ***             

    p-value 0.0000               

FTSE4Good Global Benchmark     0.8812 ***         

    p-value     0.0000           

BIST Participation All Shares         1.0194 ***     

    p-value         0.0000       

FTSE Shariah All World             0.8452 *** 

    p-value             0.0000   

Spanning Tests not rejected   not rejected   rejected   not rejected   

Number of observations 574   574   574   574   

*,**,*** indicate statistical significance at the 10, 5, and 1 per cent levels, respectively. 

Source: Author’s computation in Python 

 

CONCLUSION AND IMPLICATIONS 
This paper first examines the performance of investing in the sustainability indices from those 

OIC countries that are SSE partners, and compared against the global equity market benchmarks. 

Overall, the findings of this paper reveal the heterogeneity in sustainable investment 

performance, and suggest the potential of obtaining superior risk-adjusted returns in certain 

economies from OIC countries. 

This paper next conducts a case study of Borsa Istanbul, which has the best-performing 

sustainability index from OIC countries. It examines the comparative performance of investing 

together in the themes of sustainability and participation finance in the case of Borsa Istanbul. In 

terms of annualised mean returns (Table 7) and risk-adjusted returns (Table 8), it is found that 

the BIST Sustainability Participation (XSRDK) can outperform its domestic and global themed 
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benchmarks. From the spanning tests, the results indicate that the BIST Sustainability 

Participation (XSRDK) can outperform its domestic participation-themed benchmark, by 

integrating the sustainability factor into Islamic investing. In theory, sustainable investing and 

Islamic finance are compatible (Williams & Zinkin, 2010). For OIC countries, it is found that the 

Islamic factor can decrease portfolio risk (Cases I, II) and the sustainability factor may increase 

portfolio risk (Case III). Table 10 summarises the results.  

 

Table 10: Summary of the Results 
 Sustainability-themed Benchmarks Participation-themed Benchmarks 

 XSRDK XUSRD FTSE4Good XKTUM FTSE Shariah 

Annualised mean return  √ √ √ √ 

Risk-adjusted return  √ √ √ √ 

Spanning test    √  

Note: ‘√’ indicates an outperformance of the BIST Sustainability Participation over its respective themed 

benchmark 

Source: Author’s own 

 

Sustainability issues and Islamic finance are of interest to practitioners, regulators, and 

policymakers (WFE, 2021). For practitioners, this study serves as a basis to develop investment 

products that have both Islamic and sustainability mandates. For regulators, this research proves 

the merits of sustainability-themed and Islamic-themed products, which may provide arguments 

for the promotion of sustainability guidelines by Islamic finance regulatory institutions. 

Companies in the Middle East that share the values of Islamic finance, demonstrate their 

commitment to sustainability as well as compliance with reporting requirements will gain 

facilitated access to capital as well as greater attention from international investors. For 

policymakers, the findings of this paper have implications for stock exchanges regarding their 

role in creating sustainability-themed and Islamic-themed products. Sitting at the heart of the 

global investment chain, stock exchanges should offer advanced sustainability equity indices on 

a range of ESG metrics, and they should strengthen listing requirements for companies. With 

sustainability factors embedded through the global investment chain, policymakers in OIC 

countries will be more inclined to support regulatory initiatives to reinforce responsible 

investment practices. The sustainability factor may be incorporated into the existing centralised 

governance framework for Islamic finance, which in turn could bridge the gap between Islamic 

and conventional financial markets. 
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