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Introduction: Geopolitical conflicts that have 

occurred since 2023, especially between Israel 

and Palestine, and Israel and Iran, have created 

significant pressure on global financial market 

stability. This study evaluates and compares the 

response and volatility of Islamic stock indices (the 

Dow Jones Islamic Market) and conventional stock 

indices (the MSCI World) to those of two major 

geopolitical events. Research Methods: Using the 

event-based EGARCH(1,1) model and daily data 

for the period from January 2023 to June 2025, 

this study also included macroeconomic control 

variables such as VIX, USDX, gold prices, and oil 

prices in the analysis. Results: The results show 

that DJIM tends to be more responsive to global 

risk indicators (such as VIX and USDX), but 

relatively stable to the direct impact of conflict, 

while the MSCI World shows greater sensitivity to 

oil price fluctuations. Both indices show persistent 

and asymmetric volatilities. However, DJIM 

exhibits a stronger stability in the face of external 

uncertainty. Conclusion: This study makes an 

important contribution to the understanding of 

the resilience of the Sharia market and offers a 

new methodological approach for examining the 

dynamics of global conflict. These findings are 

relevant for investors, regulators, and 

policymakers to build more resilient and ethical 

investment strategies. 
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INTRODUCTION 

Since the beginning of 2023, the global financial system has experienced significant 

shocks triggered by two major geopolitical conflicts: the escalation between Israel and 

Palestine on October 7, 2023, and the outbreak of military conflict between Israel and Iran on 

June 13, 2024. Both crises deepened market uncertainty, causing the flow of funds out of risky 

assets to traditional safe havens, such as gold, the U.S. dollar, and government bonds. Sharp 

spikes in global volatility indices, such as the VIX and OVX, reflect investors' increasing 

sensitivity to conflict-based risks, accompanied by increased demand for hedging instruments 

(Alsadan et al., 2025; Khan, 2025; Tronzano, 2020). At the macroeconomic level, both conflicts 

coincide with declining investments and rising private savings, reflecting a widespread and 

cautious response to geopolitical uncertainty (Ji, 2025; Yu & Wang, 2023). 

Although various academic studies have documented the impact of geopolitical crises 

on stock market volatility, such as 9/11, Brexit, and Russia–Ukraine conflicts, most are still 

fragmentary (Alsadan et al., 2025; Biswas et al., 2024; Khan, 2025). It generally focuses on 

only one conflict in a single region and is limited to conventional stock indices, such as the 

S&P 500 or MSCI World. Meanwhile, global Sharia indices such as the Dow Jones Islamic 

Market (DJIM), which has a financial structure based on Islamic principles such as the 

prohibition of usury, avoidance of unethical sectors, and debt restrictions, are still rarely used 

as the main object of study (Sakinç, 2021; Shamsuddin, 2014). In fact, these features 

theoretically offer structural stability that can protect against systemic shocks. 

Some early studies have partially supported the Sharia market resilience hypothesis. 

For example, Sharia stocks in Indonesia showed relative resilience during the Israeli-

Palestinian conflict (Hasyim, Qomar, et al., 2024), and investors' reactions to geopolitical 

sentiment in Sharia indices were more moderate (Setianingsih et al., 2024). However, in some 

fragile regions, markets remain heavily affected by global tensions even though the market 

structure is based on Islamic norms (Naeem et al., 2024). These inconsistencies highlight the 

need for a more comprehensive and data-driven analysis of the world. 

Methodologically, the Exponential GARCH (EGARCH) model has proven effective in 

measuring asymmetrical volatility dynamics, allowing for differentiation between the 

market's responses to negative and positive shocks (Okpara & Henry, 2025; Tabash et al., 

2024). This model has been applied in various contexts such as commodity prices, equity 

futures contracts, and renewable energy in uncertain policy situations (Appiah-Otoo, 2021; 

Dinku & Gardachw, 2022; Wu et al., 2022). However, EGARCH is still rarely used systematically 

to study Islamic stock indices, especially in the context of geopolitical events, although this 

approach is particularly relevant for understanding the market dynamics against conflict 

escalation. 

Furthermore, the DJIM index has proven to be sensitive to global volatility indicators 

such as VIX, commodity prices, and long-term premiums (Ozcelebi & Pérez-Montiel, 2023; 

Sakinç, 2021). The use of the Geopolitical Risk index (GPR) as a real-time sentiment gauge is 

also growing. Nevertheless, no study has explicitly applied the event-based EGARCH model to 

compare the return and volatility responses between the DJIM and MSCI World to two real 
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and sequential geopolitical conflicts, an important gap in the current literature, given the 

increasing relevance of Islamic financial markets. 

This study positions itself amid this need, by asking the research question, how do the 

returns and volatility of Islamic stock indices (DJIM) and conventional indices (MSCI World) 

respond to the two global geopolitical shocks (Israel–Palestine 2023, and Israel–Iran 2024)? 

To answer this, the study used daily data from January 2023 to June 2025, applied an event-

based EGARCH(1,1) model, and integrated various macroeconomic control variables, such as 

oil and gold prices, VIX, and USDX. 

The main contribution of this study lies in a cross-index approach that combines the 

normative framework of Islamic finance with quantitative analysis in real geopolitical 

situations. This study introduces the event-based EGARCH model as an innovative approach 

to analyze the volatility of Sharia indices globally, as well as offering a new framework for 

assessing the structural resilience of Sharia markets. In addition, the results of this study 

provide an important empirical basis for institutional investors, ESG portfolio managers, and 

financial market regulators in designing risk-mitigation strategies that respond to the 

dynamics of modern geopolitical crises. 

 

RESEARCH METHOD 

This study adopts a quantitative approach based on the Exponential GARCH (EGARCH) 

model of Nelson (1991) to evaluate and compare the sensitivity of market volatility between 

the two main global indices, the MSCI World Index as a representative of the conventional 

market and the Dow Jones Islamic Market (DJIM) as a representation of the Islamic market. 

The focus of the analysis is directed at the response of the two indices to the two major 

geopolitical escalations, namely the Israeli-Palestinian (IP) conflict that broke out on October 

7, 2023, and the Israeli-Iran conflict (II), which began on June 13, 2024. These two events were 

chosen because of the cross-sectoral and cross-regional impacts they generate as well as their 

characteristics that can trigger flight-to-safety globally. 

The data used include the daily closing prices of the MSCI World and DJIM for the 

period January 2, 2023, to June 30, 2025, with data sources coming from Bloomberg and 

Refinitiv Eikon to ensure accuracy. The daily return was calculated as the log return of each 

index. As a control variable, this study included the four most relevant macroeconomic 

variables in the geopolitical context: Oil Return (Crude Oil WTI Futures), Gold Return (Gold 

Spot US Dollar), VIX (CBOE Volatility Index), and USDX (U.S. Dollar Index Futures). These four 

variables are widely known as the main triggers of global market volatility during periods of 

crisis (Hapau, 2023; Ozcelebi & Pérez-Montiel, 2023; Peng et al., 2019; Sahadudheen & 

Kumar, 2023). In addition, two dummy variables are arranged to mark the period of each 

conflict, 𝐶ݐ݈݂ܿ݅݊݋ூ௉,௧ and 𝐶ݐ݈݂ܿ݅݊݋ூ௉,௧, which is worth one since the beginning of the 

escalation of the conflict and zero otherwise. 

The return model (mean equation) was used to measure the simultaneous influence 

of macro variables and conflicts on index returns. The mean equation is as follows:  
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௧ெௌ஼ூݎ = ߤ  + .1ߜ  ௧݊ݎݑݐܴ݈ܱ݁݅ + .2ߜ ௧݊ݎݑݐܴ݈݁݀݋ܩ ௧ܺܫ3ܸߜ + .4ߜ + ௧ݔ݁݀݊ܫܦܷܵ + .5ߜ  𝐶ݐ݈݂ܿ݅݊݋ூ௉,௧+ .6ߜ  𝐶ݐ݈݂ܿ݅݊݋ூூ,௧ + ௧ெௌ஼ூߝ  ௧஽௃ூெݎ  = ߤ  .1ߜ + ௧݊ݎݑݐܴ݈ܱ݁݅ + .2ߜ ௧݊ݎݑݐܴ݈݁݀݋ܩ + .3ߜ  ௧ܺܫܸ .4ߜ + ௧ݔ݁݀݊ܫܦܷܵ .5ߜ + 𝐶ݐ݈݂ܿ݅݊݋ூ௉,௧+ 6ߜ. 𝐶ݐ݈݂ܿ݅݊݋ூூ,௧ ௧஽௃ூெߝ +
 

 

The EGARCH(1,1) model is used to measure return volatility dynamically because of 

its ability to capture asymmetric volatility, where the impact of negative shocks tends to be 

greater than that of positive shocks and it efficiently handles volatility persistence (Okpara & 

Henry, 2025; Wu et al., 2022). The variance equation was formulated as follows: 

 ݈݊ (ℎ௧ெௌ஼ூ) =  ߱ + .ߚ  ݈ ݊(ℎ௧−1ெௌ஼ூ) + ߙ  |௧−1ெௌ஼ூℎ௧−1ெௌ஼ூߝ| + ௧−1ெௌ஼ூℎ௧−1ெௌ஼ூߝ ߛ  ூ௉,௧ݐ݈݂ܿ݅݊݋1𝐶ߠ + ூூ,௧ݐ݈݂ܿ݅݊݋2𝐶ߠ +   
݈݊ (ℎ௧஽௃ூெ) =  ߶ +  ߰. ݈ ݊(ℎ௧−1஽௃ூெ) + ߨ  |௧−1஽௃ூெℎ௧−1஽௃ூெߝ| + ௧−1஽௃ூெℎ௧−1஽௃ூெߝ ߟ + ூ௉,௧ݐ݈݂ܿ݅݊݋1𝐶ߞ  +  ூூ,௧ݐ݈݂ܿ݅݊݋2𝐶ߞ 

 

Before estimating, all data series are tested for stationarity using the Augmented 

Dickey–Fuller (ADF) test. Post-estimation diagnostics include ARCH–LM assays for 

heteroscedasticity and the Durbin Watson test for autocorrelation. The Akaike (AIC) and 

Bayesian (BIC) information criteria were used to select the best model. This method is 

designed not only to measure the impact of conflict directly on returns and volatility but also 

to test whether DJIM exhibits structurally different characteristics of resilience than the MSCI 

World during periods of extreme global uncertainty. 

 

RESULT AND DISCUSSION 

Result 

Based on the results of the Augmented Dickey-Fuller (ADF) test in Table 1, all variables 

at level show a probability value (p-value) > 0.05, except for VIX, which has a p-value of 

0.0000, indicating that only VIX is stationary at level. For other variables, such as DJIM, MSCI, 

Oil Return, Gold Return, and USDX, the p-value at the level is well above the 5% threshold, so 

the zero (non-stationary) hypothesis cannot be ruled out. However, after the first difference, 

all variables show a negative t-statistic and p-value = 0.0000, which means that all series 

become stationary after the first differential transformation. Thus, all variables are used in 

the form of first differentiation to ensure the validity of the estimates in the EGARCH model 

and to avoid spurious regression results. 

Table 1. Augmented Dickey-Fuller test statistic 
 

Level 
 

1st Difference 
 

t-Statistic Prob.* t-Statistic Prob.* 

DJIM -1.3871 0.5896 -22.7981 0.0000 

MSCI -0.9576 0.7695 -22.3558 0.0000 

Oil_Return -2.7302 0.0695 -24.4143 0.0000 

Gold_Return 0.4714 0.9857 -26.5021 0.0000 

VIX -5.2369 0.0000 -28.0597 0.0000 
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USDX -1.4582 0.5544 -25.4627 0.0000 

 

The results of the heteroscedasticity test using the ARCH-LM test in both models (DJIM 

and MSCI) showed no significant residual heteroscedasticity problems. For the DJIM model, 

the value of Prob. F(1.647) was 0.2748 and Prob. The Chi-Square of 0.2741 is well above the 

significance threshold of 0.05, so the zero hypothesis that there is no ARCH effect cannot be 

rejected. The same is true for the MSCI model, where the value of Prob. F(1.647) reached 

0.8113 and Prob. The Chi-Square is 0.8109, which also indicates that the residual variance is 

quite stable and does not show a pattern of heteroscedasticity that has not been captured by 

the model. Thus, it can be concluded that the implemented EGARCH(1,1) model effectively 

accommodates the data volatility structure, and the results can be considered statistically 

robust. 

Table 2. Heteroskedasticity Test: ARCH 

Model 1 (DJIM) Model 2 (MSCI) 

F-statistic 1.1945 F-statistic 0.0571 

Obs*R-squared 1.1960 Obs*R-squared 0.0572 

Prob. F(1,647) 0.2748 Prob. F(1,647) 0.8113 

Prob. Chi-Square(1) 0.2741 Prob. Chi-Square(1) 0.8109 

 

The results of the EGARCH model's estimation (1,1) in Table 3 of the daily returns of 

the Dow Jones Islamic Market (DJIM) and the MSCI World Index reveal an important 

difference in the sensitivity of the two indices to external macroeconomic and geopolitical 

factors. For DJIM, the variables that proved to have the most significant effect on returns 

were the global volatility index (VIX) with a coefficient of –2.3794 (p = 0.000), gold return of 

0.2737 (p = 0.0001), and the US dollar index (USDX) of -1.8348 (p = 0.0121). All three show 

that the Sharia market has a high sensitivity to global uncertainty and a tendency for investors 

to seek safe haven assets. In contrast, the dummies for geopolitical conflicts, such as the 

Israeli–Palestinian (IP) and Israeli–Iran (II) conflicts, were insignificant (p > 0.85), indicating 

that DJIM responded more to systemic risk signals than to direct conflict events. The oil price 

variable (Oil Return) showed marginal significance (p = 0.0956), indicating that its influence 

on DJIM was relatively weak. 

Meanwhile, the MSCI World model reflects a similar sensitivity to VIX (-1.1017; p = 

0.000), gold (0.1490; p = 0.000), and USDX (-0.8516; p = 0.0072) but has a significant additional 

response to oil prices with a coefficient of 1.2339 (p = 0.0174), suggesting that conventional 

markets are more affected by global energy dynamics. Both models exhibit high volatility 

persistence characteristics, with a GARCH coefficient close to 1 (DJIM = 0.9828; MSCI = 

0.9855) as well as a significant asymmetric effect in capturing the negative impact of previous 

shocks. The Akaike Information Criterion (AIC) values are at 10.59 (DJIM) and 9.10 (MSCI), 

respectively, while the Durbin–Watson value of close to 2 indicates the absence of a serious 

autocorrelation. These findings confirm that although the Sharia market shows stability to 
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direct geopolitical shocks, its sensitivity to global risk proxies remains significant and that 

MSCI tends to be more reactive to energy market fluctuations. 

 

Table 3. EGARCH (1,1) 
 

Model 1 (DJIM) Model 2 (MSCI) 

Variable Coeff Std. Error z-Stat Prob. Coeff Std. Error z-Stat Prob. 

C 230.22 75.6411 3.0436 0.0023 105.75 33.0032 3.2043 0.0014 

D(OIL) 1.7789 1.0675 1.6664 0.0956 1.2339 0.5186 2.3791 0.0174 

D(GOLD) 0.2737 0.0691 3.9636 0.0001 0.1490 0.0321 4.6416 0.0000 

VIX -2.3794 0.3904 -6.0952 0.0000 -1.1017 0.1815 -6.0707 0.0000 

USDX -1.8348 0.7311 -2.5096 0.0121 -0.8516 0.3169 -2.6874 0.0072 

IP 0.5887 3.3003 0.1784 0.8584 1.3361 1.3740 0.9724 0.3308 

II 0.6899 10.7449 0.0642 0.9488 1.0681 4.8574 0.2199 0.8260 

Variance Equation Variance Equation 

C(8) 0.0331 0.0554 0.5973 0.5503 -0.0102 0.0468 -0.2188 0.8268 

C(9) 0.1347 0.0341 3.9499 0.0001 0.1379 0.0360 3.8343 0.0001 

C(10) -0.1090 0.0158 -6.9154 0.0000 -0.1381 0.0189 -7.2908 0.0000 

C(11) 0.9828 0.0079 123.65 0.0000 0.9855 0.0082 120.70 0.0000 

DW 1.8098 
   

DW 1.7801 
  

AIC 10.593 
   

AIC 9.0990 
  

 

Discussion 

Key Findings 

The results of the analysis based on EGARCH(1,1), which compares the volatility 

response between the Islamic stock market (represented by DJIM) and the conventional stock 

market (represented by the MSCI World) to global geopolitical shocks, show significantly and 

profoundly different dynamics. Islamic stocks show high sensitivity to global systemic risk 

indicators such as the VIX (CBOE Volatility Index), gold returns, and the US dollar index (USDX) 

(Hapau, 2023; Peng et al., 2019; Sahadudheen & Kumar, 2023). This is in line with the findings 

Naeem et al. (2024) and Aziz et al. (2020) which states that the Islamic market could face 

substantial volatility pressures amid high exposure. Nonetheless, the results show that direct 

conflicts, such as the 2023 Israeli–Palestinian escalation and the 2024 Israeli–Iran escalation, 

do not significantly affect the response of the Sharia market. 

Visualization of the conditional variance (Figure 1) obtained from EGARCH(1,1) for 

both indices reinforces these findings. The chart shows that the volatility of DJIM and MSCI 

will increase sharply in early 2025, reflecting a surge in systemic uncertainty. However, no 

specific spike coincides directly with the start of the Israeli–Palestinian (October 2023) and 

Israeli-Iranian (June 2024) conflicts, which are marked in the graph by green and red vertical 

lines. This means that both DJIM and MSCI respond more to the accumulation of global 

pressure than to the occurrence of individual conflicts. Although DJIM nominally recorded 

higher variance values, the pattern was more restrained and tended to be consistent, 

indicating a more stable market structure in the face of complex global tensions. 
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Figure 1. Conditional Variance 

 

 

 

 

 

 

This response can be explained by the basic principles of Islamic finance that reject 

usury, gharar, and maysir, which encourages conservative and selective investment 

characteristics (Güney, 2024; Harjito et al., 2021; Labidi et al., 2022; Ozcelebi & Pérez-Montiel, 

2023; Rakhmanov et al., 2024). Consequently, Islamic stocks are more sensitive to macro and 

systemic conditions than to temporary or local conflict shocks, as these risk elements have 

been internalized through global market signals (Ebrahimi Salari et al., 2025; Sakinç, 2021; 

Shamsuddin, 2014; Widarjono et al., 2021). 

In contrast, the conventional stock market, in addition to showing sensitivity to the 

VIX, gold, and USDX, is also significantly affected by oil price movements. This reflects the 

large exposure of conventional indices to the energy sector and poverty-based industries, 

which are directly affected by global oil price volatility. Within this framework, geopolitical 

conflicts, particularly in oil-producing regions, have the potential to create supply shocks that 

affect production costs, cash flows, and profit expectations of companies that are members 

of conventional indices (Hapau, 2023; Peng et al., 2019; Sahadudheen & Kumar, 2023). 

Therefore, the significant reaction of conventional stocks to oil prices reflects the close linkage 

between the real sector and conventional capital markets and natural-resource-based 

geopolitical risks. 

Both models show high volatility persistence and an asymmetric effect, with negative 

shocks having a greater impact than positive shocks. An EGARCH coefficient close to one 

indicates that the memory of volatility is very strong and long-lasting, while the asymmetric 

effect indicates that the market is very responsive to bad news, especially in crisis conditions. 

However, Islamic stocks show a more moderate response rate than conventional stocks, 

suggesting that the structure of the Islamic market tends to be more stable and not easily 

swayed by short-term sentiment (Okpara & Henry, 2025; Setianingsih et al., 2024; Tabash et 

al., 2024). 

Islamic stocks tend to show higher resilience than conventional stocks in the face of 

geopolitical shocks, because they focus on global systemic risks and not solely on individual 

conflict events. This resilience does not mean total immunity but reflects an investment 

structure that is more adaptive to macroeconomic dynamics and global volatility (Abdelkaoui 

& Sidaoui, 2025; Al-Qahtani & Darussalam, 2025; Setianingsih et al., 2024). 

These findings expand the academic contributions in three main dimensions. First, it 

proves that the event-based EGARCH model can reveal the dynamic response of Islamic stocks 

in contemporary conflicts. Second, comparing the structural resilience between stock indices 

provides a deeper understanding of the fundamental strengths of value-based financial 
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approaches. Third, these results provide an empirical basis for regulators and investors, 

particularly in formulating investment strategies that consider the dominant types of risk 

(systemic versus specific) in an increasingly uncertain global geopolitical landscape. 

 

Future Research Direction and Limitations 

This study offers an initial contribution to the comparison of the volatility responses 

of Islamic and conventional stocks to global geopolitical conflicts using an event-based 

EGARCH model. However, methodological and conceptual limitations must be observed to 

become a foothold for further research. One of the main limitations of this study was the 

dummy event approach used to capture geopolitical conflicts. While effective in isolating 

temporal impacts, this approach simplifies geopolitical complexities that are 

multidimensional and take place gradually. Therefore, future research may integrate text- or 

media-based geopolitical risk indices (such as GPR indices or media-based conflict indices) to 

capture subtle and real-time dynamics of conflict escalation (Caldara & Lacoviello, 2022). 

The second limitation is the choice of the macroeconomic control variables. This 

research focuses on VIX, USDX, gold and oil returns, and conflict dummy. However, stock 

market dynamics are also influenced by fundamental factors that have not been included, 

such as real interest rates, unemployment rates, inflation expectations, and market liquidity 

conditions. Future research could expand the model by using more comprehensive macro 

fundamental variables, including ESG components, to explore how ethical sentiment interacts 

with geopolitical risk in Islamic stocks. 

In addition, the limited time coverage of two major conflict events (Israel–Palestine 

2023 and Israel–Iran 2024) provides an opportunity for the expansion of cross-conflict and 

cross-decade studies to determine whether the resilience response of sharia stocks is 

consistent or contextual. Multicountry panel analysis, high-frequency data integration, and 

machine learning approaches to volatility prediction have great potential for future 

exploration. 

Geographically, although the DJIM and MSCI World are global, the study did not 

differentiate responses between regions (e.g., Asia, Europe, and the Middle East). With 

increasing market linkages and regional dominance of certain sectors (e.g., energy in the 

Middle East, technology in the US), future studies may utilize a geographic or network-based 

volatility spillover approach to detect risk transmission between Sharia and conventional 

markets across regions. By opening this space, it is hoped that future research directions will 

strengthen the understanding of the role of Islamic finance in the architecture of global 

market stability and bridge the integration between ethical values and efficiency in modern 

financial theory. 

 

CONCLUSION 

This study reveals that Sharia stock indices (DJIM) and conventional indices (MSCI 

World) show different dynamics in response to global geopolitical pressures. Although both 

are sensitive to systemic risk indicators such as the VIX, gold prices, and the US dollar index, 
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DJIM shows a more stable response to the escalation of direct conflicts, such as the Israeli–
Palestinian and Israeli-Iranian cases. In contrast, the MSCI World showed a significant 

additional response to oil price movements, reflecting close linkages with the global energy 

sector. These results show that the structure of the Sharia indices based on values, ethics, and 

prudential principles provides relatively higher resilience in the face of global uncertainty, 

especially those originating from short-term external shocks. 

However, this study had some methodological limitations that need to be considered. 

The use of dummy variables to mark conflict periods has the disadvantage of capturing the 

dynamics of gradual and multidimensional escalation. In addition, the focus of the control 

variables is still limited to key macro indicators, not yet including fundamental variables such 

as real interest rates, inflation expectations, and liquidity indicators. The time span that only 

covers two major conflicts also leaves room for further research to examine across decades, 

across regions, and use textual or big data approaches, such as the GPR Index or media-based 

conflict signals. Using this approach, further research can capture the nuances of market 

changes in a real-time and contextual manner. 

Conceptually, this study makes an important contribution to the Islamic financial 

literature and global market risk management. Through the application of the event-based 

EGARCH model, this study shows that the Islamic financial system is not only based on moral 

values but also has strong adaptability to systemic pressures. This finding provides strategic 

implications for regulators, portfolio managers, and institutional investors who want portfolio 

stability in a dynamic geopolitical landscape. Moreover, the results of this study reinforce the 

argument that value-based finance does not have to sacrifice efficiency, but can instead be 

an alternative foundation in designing a more sustainable, resilient, and equitable investment 

system. 
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