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The research aims to analyze the influence of the gold price, oil price and 
financial risk on Islamic and conventional securities on comparative as 
well as on individual bases. Monthly prices of oil and gold are extracted 
from the websites of West Texas Intermediate and World Gold Council, 
whereas time series data for financial risk is derived from the Volatility 
Index of S&P 500. All these variables are found to be cointegrated at the 
first difference with both the Dow Jones indices, which means that gold, 
oil and financial risk have long term association with Islamic and 
conventional stocks. In order to find the direction and magnitude, this 
study applied the Newey-West HAC test, which also handles 
autocorrelation and heteroscedasticity issues in the time series data. The 
findings of the study suggest that gold prices are positively associated 
whereas oil prices and financial risk are negatively associated with both 
types of securities. Though the direction of the nexus is similar for 
Islamic and conventional stocks, but the magnitude differs especially in 
case of oil and financial risk. Nevertheless, it can be concluded that there 
is no diversification prospect between conventional and Islamic stocks 
under the influence of oil prices, financial risk, and gold prices. 
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1. Introduction 
The chief objective of this research endeavor is to determine the effects of oil prices, financial risk and 
gold prices, on two of the Dow Jones indices i.e. Dow Jones Islamic Market Index (DJIMI), and Dow Jones 
Global Indexes (DJGI); which would be helpful in performing the comparative study of the influence of 
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aforementioned factors on Islamic stocks and conventional stocks. Oil and gold are the commonly traded 
commodities, they are not only considered as good investment avenues by the investors but safe havens 
as well. Besides their importance in the real economy for their usufruct, they also serve as an alternate 
asset class for the capital market. The capital market is interlinked with economic conditions, especially 
the price fluctuation of vital commodities such oil and gold, but Ghosh et al., (2016) have stated that the 
influence of the oil and gold prices may vary for the conventional stocks vis à vis to the Islamic stocks. 

 

Gaur and Bansal (2010) have presented an inverse nexus between the prices of stock and gold. 
Haque et al., 2015) explained financial risk as a major risk resulting in economic losses caused by 
securities trading. Financial risk affects the decisions of certain investors to invest in the capital markets 
for the short term as well as for the long term. In the global context, investors make a tradeoff between 
investment in capital markets or commodity markets. Gold has long been considered as a good hedge 
against inflation, but oil and gold have not only been traded for hedging but speculatively as well. 
Speculative trade is a risk-taking activity, it yields gains through price fluctuation, which is referred to as 
financial risk in this study. Primary means of speculative trading are derivatives, and derivatives trading 
is over-dominating the spot dealing of gold and oil. In this regard, causality analysis was performed by 
Sarwat et al. (2019) and concluded that the market forces are primarily driven by speculation rather than 
fundamentals in the presence of commodity derivatives to the extent that crude oil is related. 

 

As the real economy phenomenon, oil is considered to be the most important source of energy for 
a country and it plays a dynamic part in the growth of GDP and for the development of the economy. Oil 
is thought to be different as well as important from the other commodities due to its features and usage. 
Many factors affect the pricing of the oil such as the economic growth rate, the requirement of the raw 
materials for the manufacturing, consumption of the oil with respect to the increasing numbers of 
populations and transportation. Gold has a unique position in the contemporary financial system, it 
serves not only as a commodity but for the determination of the value of the currency as well. Importing 
gold will cause the devaluation of the currency as there is a very significant connection between gold and 
exchange rate. In the historical perspective gold has remained as a medium of exchange for a very long 
period of time. Gold’s significance is primarily derived from its chemical properties and esthetic value, 
which makes it the most preferred metal for jewelry and ornaments. 

 

There are several contexts of financial risk in finance. Usually, it refers to the risk of insolvency of 
the company, which means that the company is unable to pay its debts. Thus, highly leveraged companies 
carry high financial risk and have more chances of default. The investors, prior to making investments in 
the companies, should check the financial position of that company whether it can pay its debts or not, 
and the company has enough cash flows to cover its debt servicing. Financial risk, in the context of 
investment, has a different meaning; it refers to the expected volatility in the value of the stock. Expected 
volatility is caused by two main factors, i.e. systematic risk and unsystematic risk. Systematic risk is an 
external risk, which may be caused by market factors, industry factors, and economic factors; whereas 
unsystematic risk is company-specific, which is dependent upon the financial position and financial 
related performance of the business. Financial position is a crucial link that merges both the contexts of 
financial risk. 

 

The investor can use different tools to measure the financial risk of the company, such as solvency 
and leverage ratio analysis, whereas the financial risk of the market can be measure through indices, such 
as Volatility Index of S&P 500, which shows 30-days ahead forecasted fluctuation in the prices of options. 
This index is maintained by the Chicago Board Options Exchange. In this study, the same index is used to 
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proximate financial risk. As far as, other variables are concerned, DJIMI and DJGI have already mentioned 
being used for Dow jones Islamic stock prices (DJIS) and Dow jones conventional stock prices (DJCS) 
respectively; whereas West Texas Intermediate spot prices are used for oil, and dollar-dominated one- 
ounce spot prices of World Gold Council are used for gold. 
2. Literature Review 

There are several researches, which discuss the influence of oil prices, gold prices, and the 
financial risk on the prices of Islamic and conventional equities. Oil is among the commonly traded 
commodities in the world, it is considered as one of the most influential commodities for almost every 
segment of the economy including the financial sector. Huang et al. (1996) have studied the nexus 
between oil rates and equity prices and concluded that fluctuation of oil prices influence the prices of 
stock. Henriques et al., (2008) examined the relationship between oil prices and stock returns of different 
energy firms. Weekly data from 3rd Jan 2001 to 30th May 2007 has been used in the research, they found 
no significant nexus between the stocks and oil. 

 

Anyalechi et al. (2018) have discussed that the oil rate fluctuations affect the conventional stock 
market in Nigeria. Monthly data from Jan 1994 to Dec 2016 has been used in this study, results suggest a 
positive nexus between prices of oil and stock returns. Badeeb et al., (2018) have examined the effect of 
oil price on Islamic shares from a sectorial outlook. They have studied the non-linearity in the relationship 
between Islamic stocks and prices of oil at the sectoral level by using lag co-integration techniques. 
Monthly data is used in the paper, which ranges from 1996 to 2016. They have also used DJIMI, results 
suggest that out of 10 sectors, only three sectors, namely health care, financial services, and 
telecommunications are not associated with oil prices in the long run. But, overall there is a weak link 
between oil price and Islamic Composite Index. Narayan et al. (2019) examined the sensitivity of Islamic 
stock to oil prices. Monthly data of the DJIMI from Jan 1986 to Dec 2014 is used in this study. They 
concluded that the changes in prices of oil affect Islamic stock returns. 

 

Abdullah et al. (2016) have also studied the time-scale varying volatility of Islamic equities in the 
different Southeast Asian countries as a function of crude oil price changes, they used Vector Error 
Correction Model with Wavelet technique. They concluded that Philippine Islamic equities are not 
correlated to crude oil as such in the short run, whereas oil could be used as a diversification tool for 
Malaysian Islamic equities. Therefore, it can be concluded that Islamic equities are good diversification 
tools for conventional securities’ portfolios under the aforementioned market conditions. Similarly, in 
bullish market trends and under the effect of oil rates fluctuation conventional and Islamic stocks can 
hedge the risk; this hedging opportunity is also available in the bearish trend in case of economic policy 
uncertainty shock. 

 

Although, we have cited studies where Islamic equities have also taken into consideration, but, the 
bulk of contemporary literature is devoted to the nexus between oil and stock prices generally without 
bifurcating equities into Islamic or conventional. For instance, Kang et al. (2015) have surveyed the 
structural shock of oil prices on the risk and return nexus of US equities. They took daily data of risk and 
return but calculated monthly covariance to test its association with oil price stock. They found a 
statistically significant nexus between the structural shock of oil price and risk and return nexus. Dutta 
et al. (2017) analyzed the influence of forecasted oil price fluctuation by applying the GARCH technique 
with times varying jump model on S&P 500 volatility index, commonly known as VIX. The results of the 
study propose that the expected uncertainty of oil prices is positively associated with stock price volatility 
in African and Middle East capital markets. 

Salisu and Isah (2017) have investigated the influence of oil prices on equities of oil-importing and 
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exporting nations through the Panel ARDL model, which handles non-stationary heterogynous cross- 
sections of panel data. This method also predicts asymmetries in the relationship. Outcomes propose that 
the prices of oil affect the equities of both oil-importing as well as oil-exporting countries but the impact 
is stronger in the farmer than the latter. Secondly, predictability through oil price changes is higher for 
oil-importing countries. In the context of China, Caporale et al. (2015) have presented a paper examining 
10 sectoral equity indices’ response to the oil price volatility through VAR with GARCH in mean approach. 
They found a favorable nexus between the volatility of oil price and several sectors except for the service 
sector, whereas negative association does exist with the financial and oil & gas sector. 

 

Policymakers have called two commodities as strategic commodities; first is oil and the other is 
gold. Both commodities have their own significance in their own way. Oil is the most important factor as 
an input cost for industry whereas gold has prime importance as a backing commodity for the financing 
system. Researchers have performed studies taking both commodities together to find their impact on 
the capital market. Raza et al. (2016) have studied the asymmetric effect of oil and gold prices on 
emerging capital markets. They utilized the ARDL model on the monthly data from Jan. 2008 to June 2015 
and found that both the strategic commodities are negatively influencing the emerging capital market in 
both the short run and long run. Hussin et al. (2013) have examined the behavior of Islamic stocks under 
the influence of oil and gold price changes. They have applied Variance Decomposition (VDC), Co- 
integration, Impulse Response Function (IRF), and Granger Causality Analysis on Malaysian Islamic 
Capital Market. According to their findings, there is bidirectional causality between prices of oil and 
Islamic securities, whereas there is no causality on either of gold prices on Islamic securities or of Islamic 
securities on gold prices. They have concluded that oil can be a predictor for Islamic securities in the short 
run but gold is not a suitable variable for this purpose. 

 

Gold has a unique place in the contemporary economic and financial setup; it can be counted both 
as a physical asset or financial asset. Hedgers, as well as speculators, consider gold as one of the important 
components of their portfolio. Bhunia et al., (2012) concluded that there is a significant relationship 
between gold prices and stock returns. Beckmann et al. (2015) stated that gold confirms the safe haven 
hypothesis, thus investor can perform hedging of their capital market exposure. Gaur and Bansal (2010) 
have presented an inverse relationship between stock prices and gold prices. Bredin et al. (2015) have 
concluded that the gold performs well to minimize the risk in the international markets over a different 
period. There are some regional studies on the relationship between gold prices and stock prices, such as 
Bhunia et al., (2013). They have performed the causality analysis on Indian securities and found that there 
is bidirectional causality between the prices of gold and Sensex. 

 

Ghosh et al., (2016) have stated that the influence of the oil and gold prices may vary for the 
conventional stocks vis à vis to the Islamic stocks. Gülfen Tuna (2018) examined the relations between 
valuable metals and Islamic Stocks. The monthly dataset of MS capital index for developed and 
undeveloped countries from May 2002 to Dec 2015 is utilized in the research, the results show that the 
valuable metals such as gold, palladium, and silver can diversify the risk of developed Islamic markets. 
Thus, it is recommended in the study that Islamic mutual funds should introduce precious metals in their 
portfolios. Al-Ameer et al. (2018) have gauged the nexus between gold and equity prices of the Frankfurt 
stock exchange. Monthly data from Jan 2004 to Dec 2016 from the Bloomberg dataset stream was used 
in the study. They discovered long term association between the commodity of gold and shares, which is 
affected by financial shocks. Maghyereh et al (2019) examined the association between gold prices and 
Islamic securities with high-frequency data. They used daily data from 30th Sep 2005 to 5th Feb 2018 in 
the study, they found a strong long-run nexus between gold and Sukuk, but the relationship gets week in 
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the short run. 
 

The financial position of a company is of fundamental importance in investment decision making, 
although portfolio theory ignores unsystematic risk, which is specific to the company’s financial 
performance, but in practice, analysts simply cannot ignore the company’s fundamentals. There are 
several aspects through which the financial position of a company can be gauged, but solvency ratios are 
vital. The solvency of a company is the direct indicator of financial risk. The collective financial risk of 
the firms can be reflected in the financial risk of the market, which can be measured through the Volatility 
Index (VIX). Mwaurah (2017) examined the effect of financial risk on Kenyan stock returns, the study 
took the sample period from 2006 to 2015 and concluded that financial risk can negatively distress the 
stock yields, which in turn decrease the growth of the firms. Basher and Sadorsky (2016) have performed 
analysis on daily frequency data of S&P 500 indices from 4th Jan 2000 to 31st July 2014, they examined 
the relationship between oil, gold, financial risk, and securities. Bonds and stocks both are taken in the 
analysis. Result suggests that gold and oil can be utilized as effective tools for hedging. 

 

Mehri (2015) studied the influence of financial risk on the earnings and prices of Iranian stocks. 
In this research, the data sample from 2008 to 2013 was extracted from the Tehran Stock Exchange and 
financial statements of Iranian companies; the result shows that financial risk has a significant 
association with the earnings and the stock prices. Musiega (2016) also investigated the impact of 
financial risk on Kenyan stock returns of nonfinancial sectors, the sample period was from 2010 to 2015. 
The sectors included in the study are automobile, agriculture, energy and petroleum, 
telecommunications, and technology. The results show that financial risk has a significant impact on stock 
yields of non-financial organizations. Kassim (2013) performed a comparative study between advanced 
and emerging economies and examined the impact of economic crises on Islamic stocks. In this research, 
weekly data from 9th Jan 2005 to 10th Jan 2010 was collected from Bloomberg. The findings of the study 
suggest that Islamic stocks performed well in the economic crises, thus they can be used to hedge the 
risk. The study of Mensi et al. (2014) discusses the relationship of financial risk, as measured by VIX of 
CBOE, with the stock prices of BRICS economies, and found a dependence structure between them. 

 

3. Methodology and Data 

3.1 The Objectives of Research 
With the help of this research, the researchers have attempted to ascertain a model through which 

the causal nexus between oil prices, financial risk, gold prices, and stocks can be determined. Stocks are 
bifurcated into Islamic and conventional securities by taking DJIS and DJCS. This bifurcation is made to 
perform a comparative analysis of the influence of controlled variables on both securities. The selection 
of controlled variables has already been explained and justified in the literature review section. In the 
nutshell, the importance of oil and gold can be reflected through the term “strategic commodities”. 
Besides their importance, there is also a link between the stock market and strategic commodities; viz. 
oil price increase caused inflation as well as higher input cost for industry, gold is pegged with currency 
value. A collection of information was carried out and in this whole context, the following research 
question has been addressed in this study: 

“How conventional securities behave vis-à-vis to Islamic securities in the presence of oil price, gold 
price, and financial risk.” 

3.2 Data and Sample Size 
The selection of sample size is a vital aspect that concludes the number of observations for 

analysis. The monthly data has been collected from secondary sources from Jan. 2003 to Sep. 2019. As a 
proxy for Islamic securities, DJIMI has been used, whereas DJGI is used as a proxy for conventional stock. 
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DJIS is an index of specific Sharia-based firms worldwide, DJGI combine several share indices of emerging 
and developed markets. 

 

The selection of the aforementioned indices serves as a global perspective that provides a 
panoramic as well as a comparative view of the behavior of stocks against the changes in oil price, gold 
price and financial risk. Oil prices are extracted from West Texas Intermediate (WTI) - Cushing, 
Oklahoma website, which is also known as Texas Light Sweet. The data is a time series of the crude oil 
daily prices of a barrel, denominated in USD, without the adjustment of seasonal factors. WTI crude oil 
is an international standard for oil prices. Gold rates are taken from the World Gold Council website; 
these are the per ounce nominal spot gold prices denominated in USD. Financial risk is measured in terms 
of the Volatility Index (VIX), developed by CBOE, a real-time index with a thirty-day forward-looking 
volatility outlook. It derives its value from the S&P 500 index options prices. VIX data is downloaded from 
investing.com. 

 

Following are the research hypotheses tested in this study: 
 

H1 = Gold rates have a significant influence on DJCS. 
H2 = Oil rates have a significant influence on DJCS.\ 
H3 = Financial risk has a significant influence on DJCS. 
H4 = Gold rates have a significant influence on DJIS. 
H5 = Oil rates have a significant influence on DJIS. 
H6 = Financial risk has a significant influence on DJIS. 

 

Deductive reasoning has been used to validate the hypotheses. Regression styled times series 
analysis is performed after testing prerequisite assumptions of stationarity and multi-collinearity, co- 
integration test has been performed to establish long term nexus, whereas autocorrelation and 
heteroscedasticity issues are handled through Newey-West HAC test. It is evident in the above hypotheses 
that the gold rates, oil rates, and financial risk are independent variables whereas, Dow jones Islamic and 
Conventional stocks are the dependent variables. The regression equation that is drawn from the model 
above is shown below: 

 

DJCS = α + β1 GP + β2 OP + β3 VIX + ε (1) 

DJIS = α + β1 GP + β2 OP + β3 VIX + ε (2) 
 

4. Results 

4.1 Data Analysis 
To analyze the stationarity ADF test has been applied. The outcome shows that all the variables 

are non-stationary at I(0), i.e. at level, but are stationary at I(1) i.e. at first difference. This depicts that 
the variables of interest might have a long-run nexus. Outcomes are shown in Table 1. 
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Table 1. Stationarity Test Results. 
 
ADF Test Statistics 

 I (0) I (1) 

Variable C C&T C C&T 

DJCS 0.3083 -1.3535 -15.6428 -15.6705 

DJIS -0.4436 -2.1746 -13.8412 -13.8116 

GP -1.5707 -1.3978 15.7424 15.7868 

OP 2.6239 -2.5546 -10.9886 -10.9973 

VIX -4.2608 -4.2682 -15.1796 15.1465 

Source: Authors’ estimation 
The outcome of Table 2 depicts the rejection of the null hypothesis allied to the non-existence of 

cointegration due to the statistics that are shown in trace and max eigenvalue statistics at the significance 
level of 5%. Here outcomes confirm the long-run nexus among the variables (GP, OP, VIX with stocks i.e. 
DJCS and DJIS). 

 

4.2 Regression Equation 
The variance inflation factor (VIF) test was run among the variables i.e. gold rate, financial risk, 

and the oil rate to check the multicollinearity that is shown in Table 3. The outcome indicates that VIF is 
less than 10 which tells that the variables are not strongly correlated and this shows the absence of 
multicollinearity. Further in both the models the researchers have found the problem of autocorrelation. 
To deal with this Newey-West HAC technique was applied as shown in Table 3. The key benefit of this 
technique is two-fold, i.e. it aids in the correction of autocorrelation on one hand and of heteroscedasticity 
on the other. The same technique was also applied by Jawaid and Saleem (2017). Newey–West HAC test 
was developed in 1987 by Whitney K. Newey and Kenneth D. West to handle the issues of autocorrelation 
and heteroscedasticity in regression types times series analysis. 

 

Table 3 depicts that the regression model 1 has an R-squared value of 0.571, which shows that the 
controlled variables in the regression model i.e. oil rates, gold rates, and financial risk explain 57.1% of 
the variation in the observed variable i.e. DJCS. This proposes fitness of the regression model under the 
assumption that a significant portion of the variation in the measured variables is explained by the 
changes in controlled variables. 

 

Table 2. Outcomes of the cointegration test.   

 Null hypothesized Trace 5% critical Max. Eigen 5% critical 
 

Models 
 

no. of CE(s) 
 

statistics 
 

values 
values 
statistics 

 

values 

      

DJCS None 59.51 47.86 41.33 27.58 

 At most 1 18.18 29.80 15.43 21.13 
 At most 2 2.75 15.50 2.70 14.26 

DJIC None 58.84 47.86 36.62 27.58 
 At most 1 22.21 `29.80 19.09 21.13 

 At most 2 3.12 15.50 2.96 14.26 

Source: Authors’ estimation. 

 

The regression equation that is drawn from the model for DJCS is shown below: 

https://en.wikipedia.org/wiki/Whitney_K._Newey
https://en.wikipedia.org/wiki/Kenneth_D._West
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DJCS = 4996.654 + 3.205 GP - 28.811 OP – 81.904 VIX + ε 
 

The prob. value of F-statistics (87.615, p< 0.05, (0.000)) shows the overall significance of the 
model. The above equation shows that where gold rates upsurge by $ 1, DJCS will increase by 3.20 points. 
Further, in the case of oil rates, a $ 1 increase results in the decline of DJCS by 28.81 points. Lastly, as VIX 
upsurges by $ 1, DJCS decreases by 81.90 points. 

 

In Table 3, an R-squared value for model 2 is 0.576, which shows that the controlled variables in 
the regression model i.e. oil rates, gold rates, and financial risk explain 57.6% of the variation in the 
observed variable i.e. DJISs. This proposes fitness of the regression model under the assumption that a 
significant portion of the variation in the measured variables is explained by the changes in controlled 
variables. Further, the regression equation that is drawn from the model for DJIS is shown below: 

 

DJCS = 2149.794 + 1.264 GP – 8.037 OP –31.645 VIX + ε 
 

In DJIS, the prob. value of F-statistics (89.308, p< 0.05 (0.000)) shows that the second model is 
significant. The above equation shows that where gold rates upsurge by $ 1, DJIS will increase by 1.26 
points. Further, in the case of oil rates, a $ 1 increase results in the decline of DJIS by 8.03 points. Lastly, 
as VIX upsurges by $ 1, DJIS decreases by 31.64 points. 
 

Table 3 Newey-West HAC 

 Model 1  Model 2 
 

Variable 
Coefficien 
t 

t- 
stats 

 

Prob. 

 

VIF 
 Coefficien 

t 

 

t-stats 

 

Prob. 

 

VIF 

C 4996.654 8.067 0.000 -  2149.794 9.24 0.000 - 

GP 3.205 6.469 0.000 1.332 
 

1.264 6.425 0.000 1.332 

OP 
 

-28.811 

 

-3.271 
0.001 
3 

 

1.334 
  

-8.037 

 

-2.315 

 

0.021 

 

1.334 

VIX 
 

-81.904 
- 
4.291 

 

0.000 
 

1.004 
  

-31.645 
 

-5.219 
 

0.000 
 

1.004 
          

Adj. R2 0.565 - - -  0.576 - - - 

D.W 
(Stats) 

 

0.0775 

 

- 

 

- 

 

- 
  

0.1105 

 

- 

 

- 

 

- 

F-stats 87.615 - - - 
 

89.308 - - - 

(Prob.) 0.000 - - -  0.000 - - - 

Source: Authors’ estimation 

5. Discussion 
As far as results are concerned, all the variables have resulted in a significant nexus with DJIS and 

DJCS and hence all the hypotheses were accepted. With regards to the direction of results, it showed the 
positive influence of the gold rate on the conventional stock as represented by Dow Jones Global Index 
(here referred to as DJCS). The previous research carried out by Al-Ameer, et al., (2018) regarding the 
influence of gold rates on conventional stocks depicts the same outcome i.e. there is positive nexus
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between gold rate and conventional stocks; but the results of Gaur and Bansal (2010) presents the 
opposite scenario, as they have shown an inverse nexus between the prices of stock and gold. Basher et 
al., (2016) examined the relation of gold, oil and financial risk with the stock prices, and the research 
finding indicates that gold is negatively associated with stock prices, which is again contradicting the 
results of this study. 

 

Basher and Sadorsky's (2016) results concerning oil prices are in line with this study, as the 
negative nexus with oil prices and stocks as indicated by this study as well. Another research by Henriques 
and Sadorsky (2008) studied the influence of oil rates on the conventional stock, the findings show the 
similar results that the oil prices have a negative influence on stock prices. While Anyalechi et al. (2018) 
have presented a positive association between oil price and stock returns. Financial risk is also found to 
be associated negatively DJCS in this study, the same was found out in another research by Mwaurah 
(2017). They studied the influence of financial risk on the conventional stock prices and the study 
outcomes show that there is a negative effect of economic risk on the stocks. 

 

With regard to the outcomes related to Islamic securities (DJIS), again a positive influence of the 
gold rate on the DJIS was found, however, the effect of oil rate and the financial risk on DJIS prices was 
found to be negative. Maghyereh et al., (2019) analyzed the association between gold rate and the Islamic 
stocks, and their results are in line with this study as they have shown that there is a positive influence 
of gold rate on the Islamic stocks. Gülfen Tuna (2018) also examined the interaction between precious 
metals and Islamic stocks and found negative association gold with Islamic securities, which is contrary 
to our findings. But a more recent and comprehensive study by Maghyereh et al (2019) has also examined 
the association between gold prices and Islamic securities with high-frequency data. They found a positive 
long-run nexus between gold and Islamic securities. Badeeb et al., (2018) have examined the effect of oil 
price on Islamic shares from a sectorial outlook and found that most of the sectors are positively 
correlated to the changes of oil prices, but Narayan (2019) concluded inverse association with Islamic 
stocks, which depicts the same outcomes as are in this study. 

 

As far as comparative analyses are concerned, both categories of securities, i.e. Islamic stocks and 
conventional stocks, are behaving in a similar fashion in response to the controlled variables of the 
studies, i.e. oil price, financial risk and gold price. Changes in the gold price are positively associated with 
both categories of securities, whereas oil prices and financial risk have shown a negative influence on 
both the indices. These results are in contrast to the results of Ghosh et al., (2016), which states that the 
influences of the oil and gold prices are different on conventional in comparison to the Islamic stocks. 

 

6. Conclusions and Recommendations 
The research intended to know the effect of gold prices, oil prices and financial risk on Dow Jones 

Conventional and Islamic stocks. As a proxy for Islamic securities, DJIMI has been utilized, whereas DJGI 
is utilized as a proxy for conventional stocks. For gold prices, per ounce dollar-dominated World Gold 
Council spot prices are used, West Texas Intermediate daily crude oil spot prices per barrel are utilized 
for oil and Volatility Index of S&P 500 is used for financial risk. The objective of the study was dual; first 
and foremost, it presents a comparative position of Islamic and conventional stocks in the presence of 
certain controlled variables. Secondly, it also analyzes the impact of those controlled variables i.e. gold 
prices, oil prices, and financial risk on each type of stocks individually. 

 

Outcomes depict that all the variables are stationary at I(1) and cointegration was also found 
among the variables. All the variables i.e. gold prices, financial risk, oil prices have resulted in a significant 
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nexus with DJIS and DJCS. However, under both types of stocks, gold prices resulted in a positive nexus 
whereas, oil prices and financial risk resulted in a negative nexus with both types of stocks, which means 
that Islamic stocks and conventional securities are behaving in the similar fashion in the presence of all 
three of controlled variables used in this study. If we take our controlled variable in a broader perspective, 
viz. oil prices as the indicator of the real economy, gold prices as a proxy of exchange parity, and financial 
risk as a vital factor of the capital market, then we can infer from this important finding that risk-return 
behavior of Islamic and conventional stocks is same in these three crucial dimensions. 

 

Additional insights from these results can also be drawn, such as there is no diversification 
potential and hedging possibility between Islamic stocks and conventional stocks. Although the impact of 
selected variables of the study differs in magnitude but not in direction. The difference in magnitude can 
be explained by the differential in coefficients values of both the equations; for Dow Jones conventional 
stock index, which ranges from 350 points to 400 points on average, the coefficients of oil and financial 
risk are 28.81 and 81.90 points respectively, which are quite high when compared with the coefficients 
of DJIS, which ranges from 3000 to 4000 points (10 times higher from DJGM), the coefficients of DJIMI 
are 8.03 and 31.64 points for oil and financial risk respective. Thus, we can sum up that the influence of 
gold prices, oil prices and financial risk on conventional and Islamic securities is the same in direction 
but quite different in magnitude. 
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