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Abstract

Introduction: This research analyzes the efficiency of the Islamic capital market
by applying the methodological framework of multifractal analysis and chaos the-
ory. Focusing on global Islamic stock indices over the period 2010-2023, the pres-
ent study, in addition to identifying nonlinear structures, empirically tests the role
of “jurisprudential uncertainty” as an endogenous chaotic factor in these markets.
Methodology: The research methodology is based on Multifractal Detrend-
ed Fluctuation Analysis (MF-DFA) to estimate the generalized Hurst spectrum
and identify multifractal behavior, along with calculating the largest Lyapunov
exponent to detect chaos. At the same time, a composite index (IFUI) has been
designed to quantify jurisprudential uncertainty based on changes in Sharia stand-
ards, conflicting jurisprudential pronouncements, and news content analysis. The
main research question is: How does jurisprudential uncertainty (IFUI), as an en-
dogenous factor, generate multifractal inefficiency and chaos in the Islamic stock
market? This question has been tested using MF-DFA and the Lyapunov exponent.
Findings: The findings show that Islamic indices have a strong multifractal struc-
ture (Ah between 0.42 and 0.51) and chaotic behavior (A positive and significant),
which confirms their weak-form inefficiency. The generalized Hurst exponent
h(2) for all indices is estimated to be significantly greater than 0.5. The results
of panel data regression indicate a positive and significant relationship between
the Jurisprudential Uncertainty Index (IFUI) and both the multifractality degree
(Ah) and chaos level (L) variables. Furthermore, the coincidence of the peak of
this index with identified price bubble periods (using the LPPLS model) reveals
a possible transmission channel. The main innovation of this research lies in the
combination of advanced econophysics methodology with a key theoretical varia-
ble unique to the Islamic finance paradigm.

Conclusion: The findings, while confirming the inherent complexity and non-
linear dynamics of Islamic markets, emphasize the importance of institutional
management of jurisprudential uncertainty through transparency, standardization,
and international coordination among Sharia boards to enhance the efficiency and
stability of these markets.

Keywords
Islamic capital market, multifractal analysis, jurisprudential uncertainty, Islamic
behavioral finance.
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Extended Abstract

Introduction

The efficient market hypothesis (EMH) has long been a cornerstone of
modern finance, yet mounting empirical evidence from conventional mar-
kets reveals systematic deviations driven by behavioral and structural fac-
tors. Islamic capital markets, which operate under Shariah principles prohib-
iting riba (interest), gharar (excessive uncertainty), and haram investments,
present a unique institutional setting. While prior research has examined the
efficiency of Islamic indices using linear methods (e.g., random walk tests,
ARIMA models), results remain inconclusive, suggesting the presence of
complex nonlinear structures that classical tools cannot capture. This study
addresses two critical gaps: first, the lack of advanced multifractal and cha-
os-theoretic analyses applied to global Islamic indices; second, and more
importantly, the absence of any quantitative integration of “jurisprudential
uncertainty” (fighi uncertainty) a distinct, endogenous factor arising from
divergent Shariah interpretations, evolving fatwas, and heterogeneous super-
visory boards into empirical market analysis.

Drawing on behavioral Islamic finance and chaos theory, we conceptu-
alize jurisprudential uncertainty as a Knightian uncertainty source that am-
plifies nonlinear feedback mechanisms. When investors face ambiguous
or conflicting religious rulings, behaviors such as “Shariah panic” (collec-
tive avoidance of potentially non-compliant assets) and “fatwa shopping”
(searching for favorable opinions) intensify market sensitivity to informa-
tion. This can generate long-range correlations, multifractal scaling, and de-
terministic chaos. Accordingly, we test two main hypotheses: (H1) Islamic
stock indices exhibit strong multifractal structure and chaotic dynamics not
detectable by linear methods; (H2) The degree of jurisprudential uncertainty
has a positive and significant relationship with both the degree of multifrac-
tality (Ah) and the level of chaos (A). Subsidiary hypotheses examine the
amplification of this effect during global crises (H2a) and the moderating
role of centralized versus fragmented Shariah governance (H2b).

Research Methodology

Daily closing prices of four major global Islamic indices (MSCI World
Islamic, Dow Jones Islamic Market World, S&P Global BMI Shariah, FTSE
Shariah Global Equity) from 2010 to 2023 are analyzed. Log-returns are
computed. To quantify jurisprudential uncertainty, we construct a novel
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Islamic Fighi Uncertainty Index (IFUI) based on three components: an-
nual changes in AAOIFTI standards (S), frequency of contradictory fatwas/
announcements from major Shariah boards (F), and news-based keyword
frequency (N) using TF-IDF on a predefined lexicon of jurisprudential dis-
pute terms. After min-max normalization, optimal weights (S:0.28, F:0.42,
N:0.30) are derived via Principal Component Analysis (PCA). The final
IFUI ranges from 0 to 100. Validity tests (content, construct, convergent,
discriminant, predictive) and reliability tests (Cronbach’s a=0.84, test-retest
correlation=0.91) confirm its robustness.

Methodologically, we employ Multifractal Detrended Fluctuation Anal-
ysis (MF-DFA) to estimate the generalized Hurst exponent h(q), the multi-
fractal spectrum width Ah = h(min)-h(max), and the multifractality ratio R.
Chaos is detected via the largest Lyapunov exponent (LLE) and complement-
ed by BDS, correlation dimension, and 0-1 chaos tests. Panel regressions
with fixed effects test the relationship between IFUI and Ah/A, controlling
for volatility, liquidity, market cap, and crisis dummies. Endogeneity is
addressed using IV regression (lagged IFUI instruments and number of in-
ternational figh meetings). Price bubble episodes are identified via the LP-
PLS (Log-Periodic Power Law Singularity) model.

Research Findings

All indices exhibit strong multifractal behavior: h(2) ranges from 0.621
(DJIM) to 0.659 (S&P Shariah), all significantly >0.5, rejecting weak-form
efficiency and indicating long memory. The multifractal width Ah varies be-
tween 0.423 and 0.508, with positive R values (0.157-0.218), implying that
long-range correlations not just heavy tails drive multifractality. The largest
Lyapunov exponents are positive (0.021-0.034), confirming deterministic
chaos. Surrogate data and Monte Carlo tests validate the authenticity of these
nonlinear structures.

Panel regressions show a positive and significant effect of [FUI on both
Ah (coefficient 0.182, t=4.27) and A (coefficient 0.0083, t=3.56), supporting
H2. The interaction term IFUIxCrisis is positive and significant, confirming
H2a: during global financial crises, the impact of jurisprudential uncertainty
on inefficiency intensifies. Comparative analysis between Malaysia (cen-
tralized Shariah governance) and Gulf countries (fragmented governance)
reveals significantly lower Ah and A for Malaysia, and a negative interaction
term IFUIxUnified, supporting H2b. The LPPLS model identifies three bub-
ble episodes (mid-2014 to early 2015, second half of 2017, and the COV-
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ID-19 period in 2020). In each case, IFUI peaks coincide with or precede
bubble formation, and Granger causality tests indicate a one-directional
causal link from IFUI to bubble indicators.

Conclusion

This study demonstrates that Islamic capital markets are not merely
filtered versions of conventional markets but exhibit inherent complexity,
long memory, and deterministic chaos. The newly constructed IFUI index
significantly explains variations in multifractality and chaos, highlighting
jurisprudential uncertainty as an endogenous source of inefficiency. The
findings have several implications: (1) For Shariah supervisory bodies the
need for standardization, transparency, and predictable fatwa revision pro-
cedures to reduce uncertainty. (2) For fund managers and investors — incor-
porating IFUI monitoring into risk management and portfolio diversification
strategies, with attention to the governance structure of each market. (3) For
policymakers’ institutional stability in Shariah governance is as important
as macroeconomic stability for mitigating nonlinear volatility and attract-
ing long-term investment. Future research should refine IFUI using NLP
on broader textual corpora, extend analysis to firm-level Shariah-compliant
stocks, and explore high-frequency transmission mechanisms.
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