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ABSTRACT 

An Islamic investment process begins by filtering companies for compliance with Shari’ah and other ethical criteria. 

Azzad’s proprietary software tool (the Investment Screening/Filtering Application, or ISFA) has the capacity to screen 

thousands of public companies domestically and abroad to ensure that investment selections are consistent with 

guidelines established by the Accounting and Auditing Organization for Islamic Financial Institutions, the 

industry’s preferred standard-setting body. Using this process, Azzad analysts define the universe from which the 

firm’s multiple investment managers may select securities. Many Shari’ah-sensitive investors wonder how the 

Islamic screening process might affect the performance of their portfolios. As this paper outlines, the answer lies, in 

part, with the sector allocations of traditional portfolios and their Islamically screened counterparts. 

Information contained in this publication is not intended to replace specific advice or recommendations by your investment adviser. 

It is not intended to provide tax, legal, insurance or investment advice, and nothing in this publication should be construed as an 

offer to sell, a solicitation of an offer to buy, or a recommendation for any security. Unless otherwise specified, you alone are solely 

responsible for determining whether any investment, security or strategy, or any other product or service, is appropriate or suitable 

for you based on your investment objectives and personal and financial situation. You should consult an attorney or tax professional 

regarding your specific legal or tax situation. Please check with your adviser for more information: 888.86.AZZAD, www.azzad.net. 

UNDERSTANDING INDICES 

Simply put, an index is a hypothetical portfolio of 

securities representing a particular market or a portion of 

it. Indices (plural of index) are often composed of sectors 

and industries that represent companies with similar lines 

of business. Although no thorough studies have been 

done to compare the sector allocations and performance of 

conventional and Islamic portfolios, one way to begin 

exploring the impact of Islamic screens is by comparing a 

conventional index to its Islamic equivalent, making sure 

both have the same investment objective.  

For the purposes of this analysis, we will use indices, 

instead of actively managed portfolios, because deviations 

in sector allocations and over or underperformance can be 

attributed to the stock selection of the portfolio manager 

with the latter. An index’s sector allocation and 

performance, however, is determined primarily by the 

investment criteria it follows.  

We will take a look at the Dow Jones U.S. Total Return 

Index versus the Dow Jones Islamic Market U.S. Total 

Return Index, in addition to the Dow Jones Global Total 

Return Index versus the Dow Jones Islamic Market World 

Total Return Index. This will allow us to see the sector 

allocations and performance differences both domestically 

and globally. The sector allocations of these indices as of 

June 30, 2014 are listed on the following page. 
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OBSERVATIONS 

The most glaring difference between these domestic and 

global charts is the almost complete lack of financials 

services in the Islamic indices relative to the traditional 

indices. This is to be expected, of course, due to the 

Islamic prohibition against interest, or riba in Arabic. 

This is also a significant observation as financials are the 

top asset class in both the traditional indices, with an 18% 

and 22% allocation on the U.S. and Global levels, 

respectively. Due to the lack of financial services in the 

Islamic indices, other industries are more heavily 

represented. The sectors which stand out the most in the  

Shariah-screened indices are technology, healthcare, 

and oil & gas. When comparing the domestic 

conventional and Islamic indices, technology, 

healthcare, and oil & gas are more heavily 

weighted in the Islamic index by a margin of 10, 6, 

and 5 full percentage points. With respect to global 

indices, those same sectors in the Islamic index are 

overweight by 8, 8, and 5 percentage points, 

respectively.  

US SECTOR ALLOCATIONS 

GLOBAL/WORLD SECTOR ALLOCATIONS 

DOW JONES GLOBAL DOW JONES ISLAMIC MARKET WORLD 

DOW JONES U.S. DOW JONES ISLAMIC MARKET U.S. 
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Based on these initial observations, one would expect 

the Islamic indices to be negatively correlated with the 

performance of financial services. The Islamic indices 

should outperform traditional indices when financial 

services underperform relative to other sectors, and vice 

versa. Additionally, it also stands to reason that the 

performance of Islamic indices should be positively 

correlated with the technology, healthcare, and oil & gas 

sectors.  

Index/Sector Performance (US) 

Index/Sector Performance (World) 

The Islamic indices should outperform traditional 

indices when those industries outperform financial 

services, and vice versa. 

INDEX AND SECTOR PERFORMANCE 

To test our assumptions, let us look at index and 

sector performance over the last two decades: 
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FIRST IMPRESSIONS 

As expected, the Islamic indices significantly 

outperformed conventional indices in the time period 

before the Dot-Com Bubble burst, when technology and 

healthcare significantly outperformed financials. The 

opposite was true after the bubble. During the Great 

Recession, when financial services were the hardest-hit 

sector, the Islamic indices once again outperformed. 

However, for the 2012 calendar year, financial services 

significantly outperformed all three of the other 

industries, leading to underperformance of the Islamic 

indices. 

THE TAKEAWAY 

Perhaps the most interesting observation is that when 

comparing the long-term performance of the indices 

(Both the 10-year and since earliest common date 

periods), the Islamic indices outperform. Why? One can 

reasonably conclude this behavior is due mostly to the 

long-term lagging performance of Islamically prohibited 

industries, specifically financial services, combined with 

the long-term outperformance of permissible and 

overweight industries like technology, heath care, and 

oil & gas. This is evident from the long-term 

performance results of these sectors.  

However, only time will tell if this trend will continue. 

As the investment advisory industry disclaimer goes: 

Past performance is not indicative of future results. 

Performance charts are copyright © 2017 by S&P Dow 

Jones Indices LLC, a subsidiary of The McGraw-Hill 

Companies, Inc., and/or its affiliates. All rights reserved. 

Standard & Poor’s, and S&P are registered trademarks 

of Standard & Poor’s Financial Services LLC (“S&P”), a 

subsidiary of The McGraw-Hill Companies, Inc. Dow 

Jones is a registered trademark of Dow Jones Trademark 

Holdings LLC (“Dow Jones”). 

The Dow Jones U.S. Total Stock Market Index measures 

all U.S. equity securities with readily available prices. 

The Dow Jones Global Total Stock Market Index 

measures more than 12,000 equity securities from 77 

countries. The Dow Jones Islamic Market US Total 

Return Index tracks equity securities traded in the U.S. 

that pass rules-based screens for compliance with Islamic 

investment guidelines. The Dow Jones Islamic Market 

World Total Return Index tracks equity securities traded 

in 70 countries that pass rules-based screens for 

compliance with Islamic investment guidelines. 



Page 3 1111 5 Impact of Islamic Investment Criteria Page 5 

ABOUT AZZAD ASSET MANAGEMENT 

Since 1997, the mission of Azzad Asset Management, 

advisor to the Azzad Mutual Funds and sponsor of the 

Ethical Wrap Program, has been to provide investment 

performance without compromising their values. 

Azzad is proud to serve as investment advisor to the 

Azzad Wise Capital Fund, the first halal, socially 

responsible fixed-income fund investing in:  

• Sukuk

• Islamic Bank Deposits

• Ethical Dividend-Paying Stocks

Investments are not FDIC insured, nor are they deposits of or guaranteed by a bank or any other entity, so you may lose money. 

Azzad does not guarantee that your investment objectives will be achieved. Past performance cannot guarantee future results. 

Azzad only transacts business where it is properly registered or notice filed, or excluded or exempted from registration 

requirements. The Ethical Wrap Program is made available through an Investment Advisory Agreement and the firm’s ADV 

Part II brochure. The Azzad mutual funds are available by prospectus only. To request a free copy including other important 

disclosure information, please call 888-862-9923, 3/2017©. 

INVEST TODAY 

 To purchase the Funds directly, call our transfer agent, Mutual Shareholder Services,

at 888.350.3369.

 To purchase the Funds through your financial intermediary, such as TD Ameritrade,

Charles Schwab, or Fidelity, give them a call and get started today.

 To add to an existing 401(k) plan or set up a retirement plan for yourself or for a

business, call 888.86.AZZAD.

 If you are a financial professional and would like to obtain a selling agreement

with the Azzad Funds, please call 888.86.AZZAD.




