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“Shariah” means “the correct path” in
Arabic and Shariah-compliant investing
seeks to align equity portfolios with
Islamic principles and values. This
article explores how ethical screening
and sector exclusions naturally lend
themselves to a higher-quality portfolio,
and how our Fundamental Active
Equity Team’s quality-growth approach
complements Shariah frameworks.

In Shariah-compliant portfolios, every security is
screened to ensure it complies with Shariah principles
by both assessing the nature of its business and by
analyzing its financial ratios. Securities which do not
comply are then excluded. A Shariah governance
screen will search for a company’s revenue exposure to
a prohibited industry (for example, gambling), and if the
company does not meet the required criteria, it will be
excluded from the investable universe.
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Shariah-based benchmarks

Equity portfolio managers in fundamental equities are
usually measured against an equity index, which acts as
a benchmark for their performance. An asset allocator
will determine which Shariah-based index they prefer
portfolio managers to use as their benchmark.

Index providers will have their own Islamic law
consultants to help them implement Shariah governance
and this in turn helps define Shariah benchmark
methodology and compilation. As a result, sector and
index weights in Shariah-based indices from different
index providers can vary substantially.

The exclusion of high-debt and interest-based
businesses, such as those in the Financials sector, give
Shariah-indices a higher “quality” style factor. This puts
the focus on investing in firms with lower leverage and
more conservatively managed balance sheets.

Despite Shariah governance exclusions, we find good
depth of coverage across Shariah benchmarks, which
enables portfolio construction with good diversification.

How the indices compare

There are significant sectoral and regional differences
between the standard MSCI All Country World Index
(MSCI ACWI) and the two Shariah-based indices
considered in this paper — the DJ Islamic World and
the MSCI ACWI Islamic M Series.



Where sector weightings are concerned, Shariah Where regional weights are concerned, the US takes the

governance considerations move both Shariah indices lion’s share in all indices due to the outperformance of
towards Information Technology and Healthcare and the US equity markets relative to other markets over the
sharply away from Financials. last decade, and especially in Information Technology.

Figure 1: Sector weights

Index Differences
MSCI ACWI DJ Islamic World MSCI ACWI Islamic MSCI ACWI—DJ MSCI ACWI— MSCI
M Series Islamic World ACWI Islamic M
Communication Services 8.6 7.3 1.3 1.3 7.3
Consumer Discretionary 10.4 12.8 11.5 -2.4 -1.1
Consumer Staples 5.8 5.3 6.5 0.5 -0.7
Energy 3.6 3.3 4.2 0.2 -0.6
Financials 17.8 3.2 0.5 14.6 17.3
Healthcare 8.9 12.1 16.8 -3.2 -7.9
Industrials 10.9 10.7 11.5 0.2 -0.6
Information Technology 25.9 39.2 40.4 -13.3 -14.4
Materials 385! 4.6 5.7 -1.1 -2.2
Real Estate 2.0 1.1 1.2 0.9 0.7
Utilities 2.6 0.4 0.4 2.2 2.2
Total 100.0 100.0 100.0
Number of names 2,528 4,490 972

Sorted according to MSCI GICS for comparability, all data in percent. Sources: Bloomberg, Factset, MSCI and Dow Jones Indices, all data as of
June 30, 2025. MSCI ACWI Islamic M number of names at May 31, 2025. Source: MSCI.

Figure 2: Regional weights

Index Differences

MSCI ACWI DJ Islamic World MSCI ACWI Islamic MSCIACWI—DJ | MSCIACWI—MSCI
M Series Islamic World ACWIl Islamic M
Canada 2.8 1.6 2.4 1.19 0.43
Emerging Markets 10.0 9.7 9.2 0.36 0.83
Europe Ex Uk 10.3 7.0 11.4 3.26 -1.12
Japan 4.9 4.2 3.9 0.70 0.95
Pac Basin Ex-Japan 2.4 1.4 1.6 1.07 0.86
United Kingdom 2.6 1.6 2.5 1.04 0.08
United States 66.1 73.8 68.4 -7.67 -2.32
Middle East 0.9 0.9 0.6 0.01 0.26

Total 100.0 100.0 100.0

Sources: Bloomberg, Factset, MSCI and Dow Jones Indices, all data as of June 30, 2025; for MSCI ACWI, DJ Islamic World, Country of Risk.
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Tailor-made for Shariah: State Street’s
confidence quotients

Figure 4: Portfolio construction

State Street Investment Management’s Fundamental Stock selection
Equity team’s investment style is defined by our quality- Good
growth philosophy. This is implemented using in-depth (10)
stock analysis and by taking a longer-term, i.e., three-to- ®
five year, investment horizon for our earnings forecasts. o ® °
Our Confidence Quotients (CQs) help test the premises of o9 L Y
our earnings forecasts as well as their robustness. Our CQ () ®
analysis also helps us identify potential stock-specific risk. cQ ®
“Quality” growth is expected to be durable, which
also implies it is underpinned by a high CQ rating.
By “durable”, we mean growth that is maintained and
compounds at the forecast rate over the forecast period.
Bad
Figure 3: Confidence quotients ©
No Yes
Shariah Compliant Investment
CQ Category | Quality Assessment Example
cQ W Owned Not owned
Score*
Management | Conviction in Leadership 8.0 \l/

« Clear, effective strategy & execution
« Effective stewards of capital

« Code of conduct/Anti-corruption

» Governance

Market Durable Competitive Advantage 8.3

Position ]
« Porter five forces

« Durable business model

« Government/regulatory influence
« Fair labor standards

« Environmental track -record

Financial Strength of the Financial Model 7.7

Condition
« Balance sheet strength

» Cash flow generation
« Exposure to environmental/regulatory fines

Transparency | Visibility of Business Model 6.6

« Financial disclosure
« Quality of earnings
« Predictability of business model

Fundamental | Whether Business is Trending Positively 7.0

Momentum . -
« Revenue/earnings revisions

« Catalyst strength
« Industry conditions
« Exposure to environmental/regulatory changes

Composite CQ Score (average) 7.5

Source: State Street Investment Management. *For illustrative purposes only.
» Scores assigned by research analysts on a screened universe
(~ 25% of companies globally excluding small cap stocks)
» Average global company CQ score = 5
» CQ scores are comparable between sectors and regions
« Changes in score signal improvement or deterioration of fundamentals
» Material Sustainability considerations are integrated into the CQ
Quality assessment
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Additional considerations

e Investment risks

e Long term durable earnings growth
e Reasonable valuation

« Diversification

Final Portfolio
Global Shariah Portfolio

Source: State Street Investment Management.
The information contained above is for illustrative purposes only.
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Our analyst team have strong industry expertise which
comes from many years of researching and forecasting
their sectors. Analysts run research portfolios consisting
of the top ten to fifteen names in their respective
sectors. The stocks are all chosen after thorough
analysis and testing of earnings growth forecasts using
the CQs.

Our analysts look for quality, i.e., high CQ, growth at

a reasonable price. The resulting analyst conviction
then enables us, as portfolio managers, to access a
diverse and strong mix of stocks which have reasonable
valuations relative to their forecast growth rates.

CQ scores and their components will change over time
as analysts review companies’ earnings forecasts or
any news which could potentially affect a company’s
future, such as a change in senior management or a
change in the competitive landscape.

Our CQs also integrate sustainability considerations
which align well with Islamic investors’ ethical approach
to investing through Shariah.

Alongside Shariah-compliant stock selection, our
Global Equity Shariah-Compliant Strategy focuses on
companies with strong CQ scores, and which meet our
Fundamental Growth and Core Equity requirements for
quality, durable growth, and reasonable valuation.

Shariah investment and longer-term
investment trends

The implementation of Artificial Intelligence (Al) as
an important corporate productivity tool is adding a
major new dimension to the way we in turn evaluate
our portfolio holdings, our earnings forecasts, and
CQ analysis.

Figure 5: Industries where Al will be at the center as a key driver

Climate change

« Electrification
« Energy efficiency
« Automation

« Data

Digital economy

» De-carbonization
& adaptation

« Infrastructure

« Critical minerals
& resources

Security

« E-commerce

» Cybersecurity

» Supply chain
re-shoring

» Aerospace
& defense

= STATE STREET.

=" INVESTMENT MANAGEMENT

Global Shariah equities: Quality investment for the future



Al tools for business have been improving dramatically
and quickly, and one key new development is Agentic
Al, which can be tailored to accomplish specific

tasks. These new Al tools have the potential to unlock
vast improvements in productivity and efficiency.
Competition in this new era will require firms to work
harder to maintain market position. Smarter automation
and a new era in robotics will also complement
investment in Al.

Those firms which use Al effectively will win. And
those which don’t, or can’t, will be at risk of losing
market share or margin or perhaps fail altogether.
New companies will emerge, including from faster
growing segments in a firm, which are then IPO-ed.
Overall, firms will succeed faster or fail faster.

In addition, geopolitical competition is propelling
the race towards Artificial General Intelligence (AGI)
or superintelligence.

Figure 6: Top Ten Index Stocks

The defense sector is leaning towards sophisticated
cyber and space technologies, many of which will
rely on Al.

Climate resilience and dealing with climate-related
events increasingly rely on Al.

The electric grid is faced with increasingly numerous
sources of energy supply and this, coupled with
fluctuations in demand, is more easily handled

using Al.

Healthcare is set to be transformed by Al as are the
Logistics and Auto Sectors.

Where Industrials are concerned, re-shoring and tariffs
under President Trump may disrupt traditional trade
flows in the short term. However, they will promote
critical infrastructure build in the United States where
a vast build-out of data centers for Al is very much
part of the current Administration’s plans.

MSCI ACWI % | DJ Islamic World % | MSCI ACWI Islamic M %
1 NVIDIA Corporation 4.58 | NVIDIA Corporation 7.18 | NVIDIA Corporation 9.47
2 Microsoft Corporation 4.18 | Microsoft Corporation 6.89 | Microsoft Corporation 5.36
3 Apple Inc. 3.67 | Apple Inc. 5.71 | Broadcom Inc. 3.35
4 Amazon.com Inc. 2.49 | Amazon.com Inc. 3.86 | Tesla Inc. 2.48
5 Alphabet Inc. 2.66 | Alphabet Inc. 3.46 | TSMC 2.44
6 Meta Platforms Inc. 1.92 | Meta Platforms Inc. 2.99 | Eli Lilly and Company 1.72
7 Broadcom Inc. 1.46 | Broadcom Inc. 2.41 | Exxon Mobil Corporation 1.18
8 Tesla Inc. 1.09 | Tesla Inc. 1.66 | Procter & Gamble Company 1.03
9 TSMC 1.06 | TSMC 1.63 | Johnson & Johnson 1.01
10 JPMorgan Chase & Co. 0.96 | Eli Lilly and Company 1.14 | Home Depot, Inc. 1.00
Total Totals 24.08 36.93 29.04

Sources: Factset, MSCI and Dow Jones Indices, all data as of June 30, 2025. This information should not be considered a recommendation to
invest in a particular sector or to buy or sell any security shown.
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Conclusion Endnote

A prime focus on technology and innovation in . B o .
R X 1 Michael Dell; “From In Good Company with Nicolai Tangen”:
the Shariah indices suggests that global Shariah Michael Dell: Building a Tech Empire, Bold Business Moves and

investment is in line with future growth trends in The Key To Winning, 11 Dec 2024. Source: State Street.
the global economy.

Furthermore, our Fundamental Equity team’s investment
style aligns well with Islamic investors’ ethical approach
to investing and Shariah governance. Our Confidence
Quotients help to assess quality and the durability of
future earnings growth. We believe we can deliver for
our Shariah-based investors going forward.
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https://podcasts.apple.com/gb/podcast/in-good-company-with-nicolai-tangen/id1614211565?i=1000679964337&r=656
https://podcasts.apple.com/gb/podcast/in-good-company-with-nicolai-tangen/id1614211565?i=1000679964337&r=656
https://podcasts.apple.com/gb/podcast/in-good-company-with-nicolai-tangen/id1614211565?i=1000679964337&r=656

About State Street Investment
Management

At State Street Investment Management, we draw from
our global scale and market-tested expertise to help
create original solutions and better outcomes for our
clients and the world’s investors.

statestreet.com/investment-management

Marketing Communication

State Street Global Advisors (SSGA) is now State Street Investment Management.
Please click here for more information.

State Street Investment Management Global Entities

Important Risk Information

The whole or any part of this work may not be reproduced, copied or transmitted or any
of its contents disclosed to third parties without State Street’s express written consent.

The trademarks and service marks referenced herein are the property of their
respective owners. Third party data providers make no warranties or representations of
any kind relating to the accuracy, completeness or timeliness of the data and have no
liability for damages of any kind relating to the use of such data.

The information provided does not constitute investment advice and it should not
be relied on as such. It should not be considered a solicitation to buy or an offer to
sell a security. It does not take into account any investor’s particular investment
objectives, strategies, tax status or investment horizon. You should consult your tax
and financial advisor.

The information contained in this communication is not a research recommendation
or ‘investment research’ and is classified as a ‘Marketing Communication’ in
accordance with the applicable regional regulation. This means that this marketing
communication (a) has not been prepared in accordance with legal requirements
designed to promote the independence of investment research (b) is not subject to
any prohibition on dealing ahead of the dissemination of investment research.

This communication is directed at professional clients (this includes eligible counterparties
as defined by appropriate EU regulator who are deemed both knowledgeable and
experienced in matters relating to investments. The products and services to which
this communication relates are only available to such persons and persons of any other
description (including retail clients) should not rely on this communication.

Past performance is not a reliable indicator of future performance.
Investing involves risk including the risk of loss of principal.

Index returns are unmanaged and do not reflect the deduction of any fees or expenses.
Index returns reflect all items of income, gain and loss and the reinvestment of
dividends and other income as applicable.

Diversification does not ensure a profit or guarantee against loss. It is not possible to
invest directly in an index. Index performance does not reflect charges and expenses
associated with the fund or brokerage commissions associated with buying and selling
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a fund. Index performance is not meant to represent that of any particular fund.

The views expressed in this material are the views of State Street Investment
Management through the period ended July 1, 2025 and are subject to change based
on market and other conditions.

This document may contain certain statements deemed to be forward-looking
statements. All statements, other than historical facts, contained within this document
that address activities, events or developments that State Street expects, believes

or anticipates will or may occur in the future are forward-looking statements. These
statements are based on certain assumptions and analyses made by State Street in
light of its experience and perception of historical trends, current conditions, expected
future developments and other factors it believes are appropriate in the circumstances,
many of which are detailed herein. Such statements are subject to a number of
assumptions, risks, uncertainties, many of which are beyond State Street’s control.
Please note that any such statements are not guarantees of any future performance
and that actual results or developments may differ materially from those projected in
the forward-looking statements.

Allinformation is from State Street unless otherwise noted and has been obtained
from sources believed to be reliable, but its accuracy is not guaranteed. There is no
representation or warranty as to the current accuracy, reliability or completeness of,
nor liability for, decisions based on such information and it should not be relied on
as such.

Equity securities may fluctuate in value in response to the activities of individual
companies and general market and economic conditions.

Bonds generally present less short-term risk and volatility than stocks, but contain
interest rate risk (as interest rates raise, bond prices usually fall); issuer default risk;
issuer credit risk; liquidity risk; and inflation risk. These effects are usually pronounced
for longer-term securities. Any fixed income security sold or redeemed prior to maturity
may be subject to a substantial gain or loss.

Investing in foreign domiciled securities may involve risk of capital loss from
unfavorable fluctuation in currency values, withholding taxes, from differences in
generally accepted accounting principles or from economic or political instability in
other nations. Investments in emerging or developing markets may be more volatile
and less liquid than investing in developed markets and may involve exposure to
economic structures that are generally less diverse and mature and to political systems
which have less stability than those of more developed countries.

© 2025 State Street Corporation. All Rights Reserved.
ID3002200-8160502.2.2.GBL.INST 07/25 Exp. Date: 07/31/2026
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