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Abstract 
 

This paper examines the effects of home bias on Islamic mutual fund (IMF) 

performance and risk measures, testing the Information Advantage versus Diversification Cost 

trade-off in 691 IMFs. Results for the full sample reveal home bias is a risk-shifting strategy: 

managers reduce systematic risk but significantly increase idiosyncratic risk. While this 

generates skill, the benefits fail to translate into consistent net risk-adjusted returns. Critically, 

subsample analysis finds that home bias in mature IMPS markets (Indonesia, Malaysia, 

Pakistan, Saudi Arabia) is not beneficial; it is associated with significant underperformance 

and a higher systematic risk profile. Furthermore, the risks are non-linear: above-median home 

bias adds significant volatility with no additional reward. The findings demonstrate home bias 

is a sub-optimal strategy, especially in core Islamic markets.  

Keywords: Home Bias; Islamic Mutual Funds; Portfolio Diversification; Risk and Performance; 

Market Integration 
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Introduction 

Home bias is the tendency of investors and fund managers to overweight domestic 

assets relative to optimal diversification (French & Poterba, 1991; Tesar & Werner, 1995). It 

remains one of the most persistent puzzles in international finance (Gaar et al., 2022). Despite 

decades of research documenting its prevalence and increasing globalization of capital markets, 

domestic concentration persists across countries and asset classes (Chan et al., 2009; Ke et al., 

2010). Traditional portfolio theory suggests investors should hold the global market portfolio 

to maximize risk-adjusted returns through diversification. Yet empirical evidence consistently 

shows substantial deviations from this prescription, with investors holding disproportionate 

shares of domestic securities (Coval & Moskowitz, 1999; Pool et al., 2012) even when 

diversification benefits are apparent (Covrig et al., 2007). 

Islamic mutual funds (IMFs) represent a particularly compelling context for examining 

home bias. These investment vehicles must comply with Shariah principles that prohibit 

interest-bearing securities, leverage, and investments in proscribed sectors such as alcohol, 

gambling, and pork production (Nainggolan et al., 2013). These religious constraints 

fundamentally alter the investment opportunity set, potentially amplifying or mitigating 

traditional home bias patterns. On one hand, Shariah screens reduce the universe of permissible 

securities, particularly in developed Western markets where fewer companies meet Islamic 

criteria. This constraint may push IMF managers toward markets with deeper Islamic securities 

pools, often their domestic markets (Chen & Nainggolan, 2018; Hoepner et al., 2011). 

The consequences of home bias in IMFs are theoretically ambiguous, a debate that 

hinges on whether informational advantages outweigh diversification costs (Hoepner et al., 

2011; Zouaoui, 2019). Proponents of local information advantage theory argue that domestic 

concentration allows managers to exploit superior knowledge of local firms, regulations, and 

business practices. If these informational advantages are substantial, home-biased IMFs should 

generate positive risk-adjusted returns (Chen & Nainggolan, 2018; Omri et al., 2019). 

Conversely, modern portfolio theory emphasizes diversification benefits. Concentrated 

domestic exposure increases idiosyncratic risk... If diversification benefits dominate 

informational advantages, home-biased IMFs should underperform (Nainggolan et al., 2013). 

This study provides the first comprehensive examination of how home bias affects IMF 

performance, risk characteristics, and market alignment. Analyzing a dataset of 691 active 

equity Islamic mutual funds from 23 countries, this study addresses three key research 

questions: First, how does home bias influence the full spectrum of IMF performance? I move 

beyond a single metric to test its impact on pure performance (Performance), total risk-adjusted 

performance (i.e., Sharpe Ratio, Return/Risk Ratio); and systematic risk-adjusted performance 

and manager skill (i.e., Alpha, Treynor Ratio, Information Ratio). Second, how does home bias 

shape the fund's complete risk profile? This analysis examines its effect on: total volatility and 

downside risk (Annualised Standard Deviation, Max Drawdown); systematic risk and market 

co-movement (Beta, Correlation, R-Squared); and active risk relative to a benchmark (Tracking 

Error). Third, does the home bias-performance relationship differ for IMFs domiciled in 

markets with deep Islamic finance infrastructure (i.e., IMPS countries: Indonesia, Malaysia, 

Pakistan, Saudi Arabia) compared to those domiciled elsewhere? 
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Islamic mutual funds (IMFs) are shaped by Shariah constraints (e.g., no interest, 

proscribed sectors) that alter the investable universe (Hayat & Kraeussl, 2011). These screens, 

and governance factors like local Shariah boards (Billah, 2019), can interact with home bias by 

narrowing the geographic scope of potential investments. IMF performance is state-dependent, 

often showing crisis-resilience (Al-Khazali & Mirzaei, 2017; Ho et al., 2014), such as 

providing safe-haven benefits during COVID-19 (Arif et al., 2022). This suggests their 

constrained universe is not an inherent disadvantage. 

Home bias (French & Poterba, 1991; Tesar & Werner, 1995) is explained by traditional 

information advantages (Coval & Moskowitz, 1999), behavioral factors like familiarity 

(Huberman, 2001), and institutional barriers (Cooper & Kaplanis, 1994). While moderate bias 

can enhance performance, excessive concentration destroys value (Van Nieuwerburgh & 

Veldkamp, 2009; Ong, 2023). The home bias-performance link is contextual. While local 

information advantages can lead to outperformance (Coval & Moskowitz, 1999), excessive 

concentration sacrifices diversification, a cost that is particularly high in emerging markets 

(Bekaert & Harvey, 1995). In IMFs, systematic evidence on whether home bias helps or hinds 

IMF performance remains limited. 

Fund characteristics systematically affect performance and must be controlled. Fund 

age captures organizational learning and survival effects, with older funds benefiting from 

maturity but potentially suffering strategic inertia (Khorana & Servaes, 1999). Fund size 

exhibits trade-offs between economies of scale and liquidity constraints that erode performance 

(Chen et al., 2004). Expense ratios directly reduce net returns and predict underperformance 

(Carhart, 1997). Distribution policies captured by dividend payments affect reported returns 

and attract different investor clienteles (Elton et al., 1996). Therefore, to isolate the true impact 

of home bias, any empirical analysis must control for these confounding fund characteristics 

(Age, Size, Expense Ratio, Distribution) to avoid omitted variable bias. 

Research Gap and Questions 

Despite extensive research on home bias in conventional funds and growing literature 

on Islamic fund performance, systematic evidence on whether home bias enhances or hinders 

IMF performance across dimensions and horizons remains absent. While literature documents 

home bias exists in Islamic funds due to Shariah constraints and social norms, the evidence on 

whether this translates into superior risk-adjusted returns through local information advantages 

or inferior performance through inadequate diversification, is lacking. 

This gap is critical given IMFs' structural differences. Unlike conventional funds, 

binding Shariah screens fundamentally alter the risk-return trade-off of diversification. 

Furthermore, Islamic finance infrastructure concentration in Indonesia, Malaysia, Pakistan, and 

Saudi Arabia (IMPS countries) creates ambiguity about whether patterns reflect genuine home 

expertise or merely regional clustering. 

I pose three research questions: 

 

RQ1: How does home bias influence the performance and risk-adjusted performance 

of Islamic mutual funds i.e. does it impact pure performance (i.e., Performance); does it impact 

total risk-adjusted performance (i.e., Sharpe Ratio, Return/Risk Ratio); does it impact 
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systematic risk-adjusted performance and manager skill (i.e., Alpha, Treynor Ratio, 

Information Ratio)? 

RQ2: How does home bias shape the risk profile of Islamic mutual funds i.e. does it 

affect total volatility and downside risk (i.e., Annualised Standard Deviation, Max Drawdown); 

does it alter systematic risk and market co-movement (i.e., Beta, Correlation, R-Squared); does 

it impact active risk relative to a benchmark (i.e., Tracking Error)? 

RQ3: Does the home bias-performance relationship differ for IMFs domiciled in 

markets with deep Islamic finance infrastructure (i.e., IMPS countries) compared to those 

domiciled elsewhere? 

Based on competing theories and prior evidence, I develop testable hypotheses: 

 

H1: Higher levels of home bias are positively associated with manager skill and 

superior risk-adjusted performance. 

H2: Higher levels of home bias are positively associated with increased portfolio risk 

and volatility, reflecting costly domestic concentration. 

H3: H1 will be stronger for IMFs in IMPS countries. Their home market provides a 

richer, more diversified set of Shariah-compliant assets and a more robust local information 

environment, making home bias less costly and more profitable compared to IMFs in countries 

with a thin Islamic finance infrastructure. 

Research Methodology 

This study uses cross-sectional OLS regression to link home bias and fund performance 

over 1, 3, 5, and 10-year horizons, applying Heckman's (1979) two-step correction for 

survivorship bias. The following description explains data and sample used, variables and 

econometric identification.  

Data and Sample 

I analyze 691 active equity Islamic mutual funds (as of Oct. 2024) from Morningstar 

Direct, using Lipper's global equity fund taxonomy. The sample requires explicit Shariah-

compliance, >70% equity, active management, and >12 months history. Monthly return data 

spans Oct. 2014–Oct. 2024. The 23-country/jurisdiction1 sample is 60% concentrated in IMPS 

countries (Indonesia 11%, Malaysia 30%, Pakistan 4%, Saudi Arabia 15%), the top-scoring 

markets on the Islamic Finance Country Index. This concentration motivates robustness tests 

to distinguish home bias from regional clustering effects. Benchmark-relative metrics (Alpha, 

Beta, Tracking Error) are calculated against each fund's Lipper-defined prospectus benchmark 

(e.g., MSCI EM Islamic, MSCI World Islamic) for fair comparison. The 3-month US T-Bill 

serves as the risk-free rate. Missing data (8%) are handled via Multiple Imputation (MICE, 5 

iterations) (van Buuren & Groothuis-Oudshoorn, 2011). All metrics are in USD and follow 

Lipper's methodology. 

 
1 See appendix for further detail by country / jurisdiction 
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Variable Definitions 

I use two primary independent variables for home bias: Home, a binary indicator (1 = 

explicit domestic mandate, 0 = otherwise) from prospectus analysis, and Home Alloc, the 

percentage of assets (0-100%) in the domicile country / jurisdiction, capturing allocation 

intensity. 

The 12 dependent variables, each measured over 1, 3, 5, and 10-year horizons (48 

outcomes total), are grouped to directly address the research questions: 

RQ1 (Performance) is tested using: (a) pure performance (Performance); (b) total risk-

adjusted metrics (Sharpe Ratio, Return/Risk Ratio); and (c) manager skill metrics (Alpha, 

Treynor Ratio, Information Ratio). 

RQ2 (Risk) is tested using: (a) total/downside risk (Annualised Standard Deviation, 

Max Drawdown); (b) market risk (Beta, Correlation, R-Squared); and (c) active risk (Tracking 

Error). 

An identification challenge arises as 60.7% of funds are domiciled in IMPS countries 

(Indonesia, Malaysia, Pakistan, Saudi Arabia), the largest Islamic equity markets. This creates 

a moderate mechanical correlation between Home Alloc and investment in these high-quality 

markets, confounding home bias with rational regional concentration. To address this and 

isolate the pure home bias effect (for H1/H2), all regressions include “IMPS Alloc” (percentage 

in all four IMPS countries) as a control. The Home Alloc coefficient thus represents the impact 

of domestic investment, holding constant the fund's total exposure to the broader IMPS region. 

Econometric Model 

To correct for survivorship bias, this study employs Heckman's (1979) two-step 

procedure. First, a probit model estimates the probability of a fund surviving to October 2024, 

using the full sample of all funds that existed during the sample window (including liquidated 

or merged funds). The resulting Inverse Mills Ratio (IMR) is then included as an additional 

regressor in the second-stage OLS models to control for this self-selection bias. The baseline 

second-stage OLS specifications, run cross-sectionally for each of the 48 Outcome variables 

(12 measures x 4 horizons), are: 

𝑂𝑢𝑡𝑐𝑜𝑚𝑒𝑖   = 𝛽0 + 𝛽1𝐻𝑜𝑚𝑒𝑖 + 𝛽2𝐹𝑢𝑛𝑑𝐴𝑔𝑒𝑖 + 𝛽3𝐿𝑁𝑆𝑖𝑧𝑒𝑖 + 𝛽4𝐸𝑥𝑝𝑅𝑎𝑡𝑖𝑜𝑖 +
                           𝛽5𝐷𝑖𝑣𝑖𝑑𝑒𝑛𝑑𝑃𝑎𝑖𝑑𝑖 + 𝛽6𝐼𝑀𝑃𝑆 𝐴𝑙𝑙𝑜𝑐𝑖 + 𝜖𝑖                                 (1) 

𝑂𝑢𝑡𝑐𝑜𝑚𝑒𝑖   = 𝛽0 + 𝛽1𝐻𝑜𝑚𝑒 𝐴𝑙𝑙𝑜𝑐𝑖 + 𝛽2𝐹𝑢𝑛𝑑𝐴𝑔𝑒𝑖 + 𝛽3𝐿𝑁𝑆𝑖𝑧𝑒𝑖 + 𝛽4𝐸𝑥𝑝𝑅𝑎𝑡𝑖𝑜𝑖 +
                           𝛽5𝐷𝑖𝑣𝑖𝑑𝑒𝑛𝑑𝑃𝑎𝑖𝑑𝑖 + 𝛽6𝐼𝑀𝑃𝑆 𝐴𝑙𝑙𝑜𝑐𝑖 + 𝜖𝑖                                 (2) 

 

where i indexes each fund. Standard errors are clustered by fund management company to 

account for unobserved correlations within the same firm (Petersen, 2009).  

 

I conduct two subsample analyses. First, to test for non-linear effects, models (1) and 

(2) are run on samples split by the median Home Alloc, and I analyze the statistical differences 

between the coefficients for the above- and below-median groups. Second, to test H3 and 

answer RQ3, I split the sample into IMPS-domiciled funds (n=482) and non-IMPS domiciles 

(n=264). Models (1) and (2) are run separately on each group and present the coefficient 

differences and their significance levels, allowing for a direct statistical test of whether the 

home bias-performance relationship is contingent on the local market's infrastructure. 
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Research Results 

Table 1 presents the descriptive statistics for the full sample of 691 funds, summarizing 
the home bias measures, control variables, and various performance and risk metrics evaluated 
over 1, 3, 5, and 10-year horizons. Notably, the declining sample size (N) for longer horizons, 
from 691 at 1-year to 272 at 10-years, highlights the presence of survivorship bias, which is 
formally addressed in the econometric model via the Heckman (1979) correction. 

Panel A details the primary variables of interest. Home is a binary dummy variable, 
indicating that 41.2% of the funds in the sample are classified with a "Home" bias. The Home 
Alloc variable, a continuous measure of domestic allocation, has a mean of 32.47% and a large 
standard deviation (21.84), indicating significant heterogeneity in domestic allocation across 
the sample, which ranges from 0% to 100%. 

Panel B outlines the fund-level control variables. The average FundAge is 
approximately 10 years, and the ExpRatio (Expense Ratio) has a mean of 1.985%. IMPS Alloc, 
representing allocation to the four key Islamic finance countries (Indonesia, Malaysia, 
Pakistan, and Saudi Arabia), averages 27.71% but also exhibits a very wide dispersion (SD = 
39.65). This large, heterogeneous allocation to the IMPS region, which mirrors the Home Alloc 
statistics, provides clear statistical justification for its inclusion as a key control variable to 
solve the identification challenge raised in the methodology. 

Based on the data in Table 1 Panel C, the distribution of pure performance reveals 
significant dispersion and extreme outliers, particularly in the short term. For the 1-year 
horizon, while the mean is 20.45%, the returns range drastically from a minimum of -90.80% 
to a maximum of 139.45%, with a standard deviation of 20.42% that underscores this volatility. 
The interquartile range shows that the central 50% of funds sit between 8.54% and 30.60%. 
Over the longer 10-year horizon, the distribution tightens but remains varied; the standard 
deviation is 5.23%, with returns ranging from a significant loss of -30.89% to a gain of 15.66%. 
The median 10-year return of 2.34% is very close to the mean, suggesting a more symmetric 
distribution over the long run compared to the short-term skew. 

Manager skill metrics, such as Alpha and the Information Ratio, exhibit a distribution 
heavily centered around or below zero, though tails exist on both sides. For 1-year Alpha, the 
values range from a deep underperformance of -10.97 to a significant outperformance of 6.37, 
with a standard deviation of 1.31. However, the quartiles indicate that 75% of funds (Q3) 
achieve an Alpha of only 0.56 or lower, confirming that positive skill is rare. Similarly, the 10-
year Information Ratio distribution is tight but negative, ranging from -0.39 to 0.45 with a 
median of -0.048. The standard deviation of 0.15 at this horizon suggests that while most 
managers hover near the benchmark, very few consistently demonstrate the distinct value-add 
required to break away from the pack. 

Risk profiles display a wide spread in absolute volatility and downside exposure, 
despite the defensive average. The Annualised Standard Deviation over 10 years ranges from 
a low of 8.68% to a high of 40.63%, with a standard deviation of 4.47%, indicating that while 
the median fund sits at 16.72%, there is a subset of highly volatile funds. Downside risk is 
particularly pronounced; the 10-year Max Drawdown distribution reveals catastrophic outliers, 
with the worst fund losing 97.86% of its value. Even the “safest” fund in the sample 
experienced a drawdown of -17.31%, and the bottom quartile (Q1) suffered losses exceeding 
47%. Systematic risk (Beta) over 10 years is relatively concentrated, with a standard deviation 
of just 0.17 and an interquartile range of 0.73 to 0.92, though outliers exist with Betas as low 
as 0.16. 
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Active risk and risk-adjusted return distributions highlight the heterogeneity in fund 

management styles. Tracking Error over 10 years shows a minimum of 1.03% while the 

maximum of 22.27% identifies highly active managers taking large bets. The standard 

deviation of 1.69% for this metric points to distinct clusters of active versus passive-like 

management. Finally, the Sharpe Ratio distribution over 10 years remains compressed and 

generally poor; it ranges from -0.23 to 0.28 with a standard deviation of 0.085. The upper 

quartile (Q3) is only 0.07, reinforcing that even the better-performing funds in the distribution 

struggle to provide substantial risk-adjusted compensation to investors. 

Table 2 presents the Pearson correlations to diagnose multicollinearity. Home Alloc 

and IMPS Alloc show a moderate-to-strong positive correlation (r = 0.568). This confirms the 

significant overlap between home bias and regional IMPS concentration, validating the 

inclusion of IMPS Alloc as a control variable to isolate the pure home bias effect. Other 

correlations, such as LNSize with ExpRatio (-0.413) and Home Alloc (-0.211), are weak to 

moderate and well within acceptable limits. A full Variance Inflation Factor (VIF) test confirms 

that all VIFs are below the critical threshold, indicating multicollinearity does not threaten the 

stability of the regression models. 

Table 3 presents the primary regression results for the full sample, allowing for a direct 

test of the Information Advantage (H1) and Diversification Cost (H2) hypotheses. Full table 

with covariates can be found in the appendix. The findings reveal a clear and significant trade-

off, with strong support for H2 and more nuanced support for H1. First, the results provide 

strong, consistent support for H2 (Diversification Cost). Answering RQ2 (Risk Profile), both 

Home and Home Alloc are associated with significantly higher idiosyncratic risk. This is 

evidenced by the positive and significant coefficients on Annualised Standard Deviation (5 and 

10-year horizons) and the negative, significant coefficients on Max Drawdown (3, 5, and 10-

year), indicating deeper portfolio losses. The mechanism for this risk profile is clear i.e. home 

bias is strongly and negatively related to all benchmark co-movement measures (Beta, 

Correlation, and R-Squared) while being positively and significantly related to Tracking Error 

across all horizons. This confirms that home-biased funds systematically reduce systematic risk 

in favor of taking on more active, non-market risk. 

Second, the evidence for H1 (Information Advantage) is partial and nuanced. 

Answering RQ1 (Performance), I find significant support for the manager skill component of 

H1. Both Home and Home Alloc are positively and significantly linked to the Information 

Ratio across most horizons and to Alpha at the 1 and 10-year horizons. This suggests that 

managers are successfully using home bias to generate benchmark-adjusted excess returns. 

However, the net benefit to the investor is ambiguous. When evaluating total risk-adjusted 

returns, the Sharpe Ratio is only positive and significant at the 10-year horizon for the Home 

measure. The Treynor Ratio is never statistically significant. 

In summary, the full sample results confirm a clear trade-off. H2 is fully supported i.e. home 

bias is a strategy that increases idiosyncratic risk and drawdown exposure. H1 is partially 

supported i.e. this active risk does appear to generate manager alpha, but this skill does not 

consistently translate into superior total risk-adjusted returns for the investor, except over the 

longest (10-year) investment horizon. 
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Table 4 tests for non-linear relationships by comparing the effect of home bias in funds 

with above-median versus below-median allocations. The results provide no support for the 

Information Advantage (H1), as the coefficient differences for Alpha, Sharpe Ratio, and 

Performance are statistically insignificant across all horizons. Conversely, the table provides 

strong evidence of a non-linear Diversification Cost (H2). For the Home Alloc specification, 

the coefficient differences are positive and significant for Annualised Standard Deviation (at 

1, 3, and 10-year horizons) and Tracking Error (at 1 and 3-year horizons). This suggests that 

while performance benefits (H1) are negligible at all levels, the risk costs (H2), specifically 

higher volatility and active risk, accelerate for funds that engage in excessive (above-median) 

home bias. 

Table 5 directly tests RQ3 and the H3 by comparing the home bias coefficients for 

funds domiciled inside IMPS countries (n=482) versus those outside (n=264). The results lead 

to a clear rejection of H3 in which the data shows the exact opposite. The coefficient differences 

for Alpha and Information Ratio are negative and highly significant, particularly at the 3 and 

5-year horizons. This indicates that home bias has a statistically weaker (more negative) impact 

on manager skill for funds domiciled within the IMPS region. These findings portray a sub-

optimal strategy that is contrary to H3. Far from providing a superior information environment, 

home bias in IMPS countries is associated with a more aggressive systematic risk profile (Beta) 

that is subsequently penalized with significantly negative, benchmark-adjusted returns (Alpha). 

Discussion 

This study's findings have direct, actionable implications for investors, particularly for 

fund screening. The results show that home bias is an active, risk-shifting strategy, not a passive 

one. For an investor, the key takeaway from the full-sample analysis (Table 3) is that home 

bias involves an explicit trade-off: managers reduce market co-movement (lower Beta) but 

significantly increase idiosyncratic risk, particularly downside exposure (deeper Max 

Drawdown). This is rarely a good trade-off. While managers do demonstrate skill (positive 

Alpha), consistent with local information theories (Coval & Moskowitz, 1999), this benefit is 

often consumed by the risk it creates, leading to insignificant net risk-adjusted returns (Sharpe 

Ratios). Thus, the first screening rule is clear: investors should be skeptical of the local 

expertise narrative and view a high home bias as a major risk factor, not a clear benefit. 

The results also provide a red flag for managers and a second screening rule for 

investors regarding excessive concentration. The test for non-linear effects (Table 4) 

demonstrates an asymmetry i.e. the performance benefits of home bias do not increase for funds 

with above-median domestic allocations, but the risk costs do. This aligns with theory 

suggesting that while moderate bias may be justifiable (Van Nieuwerburgh & Veldkamp, 

2009), excessive concentration destroys value (Ong, 2023). For an investor, this provides a 

clear, quantitative screening rule i.e. funds with an excessive (e.g., above-median) domestic 

allocation should be filtered out, as they add uncompensated risk. 

I hypothesized (H3) that the deep, mature IMPS markets would enhance the 

Information Advantage (Billah, 2019); however, the data shows the opposite. I find that home 

bias in IMPS countries leads to statistically significant negative Alpha (Table 5). This suggests 
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the drivers of home bias in IMFs may have less to do with informational advantages and more 

to do with structural constraints (Hayat & Kraeussl, 2011) that force a sub-optimal, 

concentrated strategy. For investors, this is the strongest finding: a fund's domicile is a critical 

risk factor, and a home-biased fund domiciled in an IMPS market is a statistically sub-optimal 

investment. This finding provides the evidence that managers should promote regional 

diversification and strengthening the infrastructure for cross-border investment is necessary to 

allow managers to escape this domestic performance trap. 

Conclusion 

This study provides the first comprehensive, multi-horizon examination of the home 

bias trade-off in Islamic mutual funds. Analyzing 691 IMFs, I find that home bias is a high-

risk strategy where managers successfully generate skill by taking on significant 

uncompensated idiosyncratic risk, offering a poor trade-off for investors. The most critical 

findings are that the risks of home bias are non-linear: excessive (above-median) domestic 

allocation adds significant risk with no additional performance benefit. Additionally, rather 

than enhancing performance, home bias in the core IMPS markets is associated with significant 

underperformance and a higher-risk profile. 

Limitation and Directions of Future Research 

These findings lead to several critical avenues for future research. The primary puzzle 

is why home bias in IMPS markets leads to a higher-beta, negative-alpha outcome. Is this due 

to herding or structural flaws in the local Shariah-compliant universe? Answering this requires 

new research designs. A holdings-based dynamic analysis is needed to decompose home bias 

into its sector bias, while a matched-sample analysis of conventional funds in IMPS markets 

could isolate whether this is a Shariah-specific or a broader market-structure problem. 

Furthermore, behavioral studies on investor flows and governance studies on Shariah board 

composition could reveal if managers are pushed into this sub-optimal strategy by local client 

demand. Finally, to address questions of market segmentation, future work should explore 

barriers to entry for international investors, as our sample may reflect institutional availability 

rather than full retail access, clarifying who can access these funds and what barriers remain. 

Use of Artificial Intelligence 

AI as Writing Assistant: Generative AI tools were used to assist with limited portions 

of manuscript preparation, including drafting assistance for select sections, language 

refinement and editing suggestions, and literature synthesis support. 

All substantive intellectual contributions - including research design, econometric 

modeling, hypothesis formulation, data analysis, interpretation of empirical results, theoretical 
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Appendix 
Appendix 1: Distribution and Mean Home Bias Statistics by Domicile Country/Jurisdiction 

DomicileCountry N %N Home %Home 
Mean 

Home Alloc 

Mean IMPS 

Alloc 

IMPS Countries       

Malaysia 210 30.39 82 39.05 27.77 28.57 

Saudi Arabia 115 16.64 74 64.35 50.96 55.48 

Indonesia 77 11.14 47 61.04 42.73 47.62 

Pakistan 26 3.76 26 100.00 56.71 70.88 

Non-IMPS Countries       

Luxembourg 76 11.00 0 0.00 1.82 7.73 

Ireland 66 9.55 0 0.00 0.51 4.16 

South Africa 45 6.51 24 53.33 33.94 0.00 

Guernsey 11 1.59 0 0.00 0.41 4.31 

Kuwait 11 1.59 5 45.45 45.38 46.77 

India 10 1.45 10 100.00 93.73 0.00 

Egypt 9 1.30 9 100.00 77.24 25.68 

USA 8 1.16 0 0.00 0.00 1.68 

Cayman Islands 5 0.72 0 0.00 7.51 9.16 

Thailand 5 0.72 5 100.00 96.19 2.15 

Canada 4 0.58 0 0.00 3.11 0.00 

Bahrain 2 0.29 0 0.00 0.00 34.22 

Mauritius 2 0.29 0 0.00 0.00 0.00 

Oman 2 0.29 0 0.00 0.54 70.56 

Turkey 2 0.29 2 100.00 67.91 36.25 

UK 2 0.29 0 0.00 0.00 0.00 

Japan 1 0.14 0 0.00 0.00 47.79 

Tunisia 1 0.14 1 100.00 83.64 0.00 

United Arab Emirates 1 0.14 0 0.00 36.82 58.95 
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