European Journal of Accounting, Finance and Investment

Vol.11, No.10; October-2025;
ISSN (3466 —7037);

p —ISSN 4242 —405X

Impact factor: 6.34

THE IMPACT OF ECONOMIC, GEOPOLITICAL, AND CLIMATE
UNCERTAINTY ON STOCK MARKET RETURNS IN MENA
COUNTRIES: EVIDENCE FROM AN SVAR MODEL

Akram brahim and Mohamed Aymen Ben Moussa
Doctor in finance; faculty of economic sciences and management of Tunis; University EL Manar; Tunisia
Doctor in finance; faculty of business administration Afif; Shagra University; Saudia Arabia

Abstract: This paper examines the impacts of global economic policy uncertainty (GEPU), geopolitical risk (GPR),
and climate policy uncertainty (CPU) on stock returns of 10 MENA countries using the SVAR approach from January
2003 to August 2023. The results show that global economic policy uncertainty exerts significant negative effects on
stock returns for all countries except Lebanon, Morocco, and Tunisia. Geopolitical risk and climate policy uncertainty
have no impact on stock returns. These results imply that global economic uncertainty is a systematic risk factor that
can be used to forecast stock returns. Moreover, the results also provide implications for policymakers to regulate
markets in maintaining financial stability and investors to respond to future shocks from these global economic factors

with respect to risks and opportunities.
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1. Introduction

Over the past two decades, the global economic and
political environment has undergone a profound
transformation, marked by a continuous rise in
uncertainty. The globalization of economies, recurring
geopolitical tensions, financial and health crises, and
worsening environmental risks have contributed to
increasing the complexity of the context in which
financial markets operate. In this climate of instability,
investors are increasingly facing major challenges in
terms of risk management and anticipation of market
fluctuations. The increased volatility of financial asset
prices, the amplification of exogenous shocks, and the
growing interconnectedness between economies make
investment decisions more uncertain and expose markets
to sometimes excessive or asymmetric reactions to
information. Among the multiple sources of uncertainty
affecting financial markets, three dimensions are
attracting increasing interest in the economic and
financial literature: economic policy uncertainty,
geopolitical risk, and more recently, climate policy
uncertainty. Economic Policy Uncertainty (EPU),
conceptualized and measured by Baker and al (2016),

refers to ambiguities and unpredictable changes in the
conduct of fiscal, monetary, and regulatory policies.
This uncertainty can influence the decisions of economic
agents, reduce investments, and disrupt expectations in
financial markets. Geopolitical Risk (GPR), on the other
hand, encompasses international tensions, armed
conflicts, terrorist threats, and diplomatic breakdowns,
the effects of which can provoke strong reactions on
stock markets, particularly in emerging economies and
politically unstable areas. More recently, a new form of
uncertainty has emerged as a central concern: climate
policy uncertainty. As the effects of climate change
become increasingly visible, governments are being
forced to adopt energy transition policies, strict
environmental regulations, and climate commitments
that can profoundly affect economic structures and
market behavior.

Climate uncertainty, measured through the Climate
Policy Uncertainty (CPU) index, reflects the ambiguity
surrounding the implementation, effectiveness, and
coherence of climate policies. This uncertainty can
generate market reactions, alter asset valuations, and
influence capital flows, particularly in countries where
economies are sensitive to energy prices or heavily
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dependent on polluting industries. In this context, the
objective of this study is to jointly analyze the impact of
these three dimensions of uncertainty — global economic
policy uncertainty (GEPU), geopolitical risk (GPR), and
climate policy uncertainty (CPU) — on stock market
returns of countries in the MENA region (Middle East
and North Africa). This region constitutes a particularly
relevant field of analysis, due to its vulnerability to
geopolitical shocks, its high exposure to climate issues
(particularly via the energy sector), and its gradual
integration into global financial markets.

To conduct this analysis, we use the methodological
framework of the structural vector autoregressive
(SVAR) model, which allows us to identify the dynamic
effects of exogenous shocks on endogenous variables,
while  taking into account the  temporal
interdependencies between the series. This study
contributes to the literature in several ways. It adopts an
integrated approach by simultaneously examining the
effect of three major forms of global uncertainty—
economic, geopolitical, and climate—on stock markets
in the MENA region, a geographical area that has been
little explored from this perspective. Unlike previous
work that often focuses on a single type of uncertainty or
on developed economies, our analysis offers a more
comprehensive and realistic view of the risks facing
emerging markets. By mobilizing a structural vector
autoregression (SVAR) model, it allows for the
identification of exogenous shocks and a better
understanding of the transmission mechanisms between
global uncertainties and regional stock market dynamics.
The study thus provides useful empirical evidence for
policymakers and investors, highlighting the particular
vulnerability of MENA markets to global turbulence and
uncertainties related to the climate transition.

The remainder of the article is structured as follows.
Section 2 presents a literature review and the research
hypotheses formulated based on previous work. Section
3 details the methodology used, the SVAR model
selected, and the data used. Section 4 presents and
discusses the empirical results. Finally, Section 5
concludes the study by proposing practical implications
and avenues for future research.

2. Literature review and hypotheses:
Geopolitical risks and economic and political
uncertainties have significant effects on financial
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markets and macroeconomic indicators. Previous
literature has shown that geopolitical risk (GPR) and
global economic policy uncertainty (GEPU) have an
impact on stock returns and volatility. The first strand of
the literature is related to the impacts of global economic
uncertainty on stock market returns. Arouri and al.
(2016) show that increased economic uncertainty leads
to lower stock prices and that this effect is stronger
during periods of extreme volatility.

Algahtani and (2020) also examined the effects of US
economic policy uncertainty on the stock markets of the
Gulf Cooperation Countries and determined that these
uncertainties had negative long-term effects on stock
prices in Bahrain and Kuwait. Batabyal and (2021)
showed that EPU can significantly predict stock market
returns in Canada. The impact tends to be negative,
confirming previous findings from other major
economies and stock markets.

Similarly, using regime-switching VAR models, Kundu
and (2022) showed that stock market returns and
volatility of G7 countries respond to economic policy
uncertainty under differential market conditions,
namely, bull and bear markets. Examining the impact of
EPU and the COVID-19 shock on stock returns of 16
global stock indices, Chiang (2021) finds a negative
relationship between stock returns and EPU of a country.

Hypothesis 1: Global economic policy uncertainty
(GEPU) shocks have a statistically significant impact on
stock market returns of MENA countries.

The second strand of literature is related to the impacts
of geopolitical risk. The causal relationship between
these variables is widely documented. Caldara and
lacoviello (2018) examined the effect of geopolitical risk
on the stock market using the GPR World Index, and
they prove the negative influence of geopolitical risk on
stock returns. Apergis and al. (2018) and Bouri and al.
(2018) empirically showed that the global geopolitical
risk index can be useful in predicting stock returns in the
US market. Hoque and al. (2019) document that
geopolitical turbulence has an asymmetric effect on
stock markets of different countries.

Balcilar and al. (2018) study the impact of geopolitical
tensions on G7 stock markets using the non-parametric
quantile causality test. They find strong evidence of
causality for the majority of stock returns in Europe.
Similarly, Salisu and al. (2022) showed that GPR is a
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significant predictor of stock returns in advanced
economies, and that stock markets in these countries are
also vulnerable to GPR. The same results found by Salisu
and (2022) on emerging markets, using the GARCH-
MIDAS approach. Based on quantile-on-quantile
regression, Umar and al (2022) the impact of geopolitical
risk (GPR) generated by the Russo-Ukrainian conflict on
European and Russian bond, equity, and commodity
markets.

They find that most assets are in a mix of negative and
positive relationship with GPR. Using a three-regime
Markov switch approach, Hoque and al. (2020)
demonstrate the regime-dependent effects of global GPR
and country-specific GPR on stock returns in five fragile
economies. Bouras and al. (2019) examined the effects
of global GPR and country-specific GPR on stock
returns and volatility in 18 emerging countries, and
found that both global GPR and country-specific GPR
create volatility in stock returns. Algahtani and al.
(2020) showed that the global GPR and Saudi Arabia’s
GPR have some predictability on stock returns in GCC
countries. Sekmen (2020) analyzed the effects of
geopolitical risks on the stock market in 14 developing
countries with time-varying causality analysis, and
determined that stock market returns and volatility were
determined by geopolitical risks during periods of rising
geopolitical risks. While a limited number of studies
examining these two factors together. Based on the
guantile regression method for the period 1997-2018,
Kannadhasan and al. (2020) analyzed the effects of GRP
and EPU on the stock markets of developing Asian
countries. They found that the effect of EPU was
negative in all quantiles, whereas GPR was negatively
related in the lower quantiles and positively related in the
middle and upper quantiles.

Das and al. (2019) examine the effect of EPU and GPR
on financial pressure. They argue that the impact of US-
centric macroeconomic shocks in developing countries
is heterogeneous in terms of causality among developing
countries and the effect of EPU is larger and more
significant than the other two shock indicators. Using the
ARDL methodology, Algahtani and al. (2021) examine
the long-term impact of oil prices, price uncertainty, and
local and global geopolitical risks on GCC stock
markets. They show that each GCC country reacts
differently to geopolitical uncertainty shocks. Except
Saudi Arabia shows no long-term reaction to its local
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geopolitical risks. However, the EPU and GPR indices
have been used to examine their relationship with
alternative investment instruments such as gold and
Bitcoin (Kyriazis, 2021). Extensive research has been
conducted on commaodities, particularly on gold's returns
during periods of economic recession or high
uncertainty. Based on SVAR model, Chai and al (2019)
examine the time-varying effects and cross-country
differences of GEPU on gold prices. They show that the
effects of GEPU shock on gold prices evolve over time.
Zhu and al. (2020a), Zhou and al. (2020b) examine the
impact of GPRs on Chinese rare metal (RM) stock
returns and volatility in the short term. GPRs have a
positive impact on Chinese RM stock returns before
2012, but this impact appears to be negative thereafter.
Using Hacker and Hatemi-J's (2012) bootstrap causality
test, Yilanci and al. (2021) show that there is no causal
link between geopolitical risk and precious metal prices,
and that there is causality of economic policy uncertainty
at all prices except gold. For example, using the
recursive evolving window approach, Wu and al. (2021)
found that Twitter-based measures of economic policy
uncertainty mostly positively affect the returns of
associated cryptocurrencies during the COVID-19
pandemic period. Using the GARCH-MIDAS model,
Fang and al. (2019) found that global EPU had a
significant positive relationship with Bitcoin's long-term
volatility. In recent years, the dependence of economic
policy uncertainty (EPU) and geopolitical risk (GPR) on
crude oil prices has attracted more attention in the
literature (Mei et al. (2019), Cunado et al. (2020), Su et
al. (2020).

Colon and al (2021) examine the effect of uncertainty
on the top 25 cryptocurrencies. They find that the
cryptocurrency market can serve as a strong hedge
against geopolitical risks in most cases, but it could be
considered a weak hedge and refuge against economic
policy uncertainty during a bull market. Bouoiyour and
al. (2019) document a positive and strong impact of
geopolitical acts on oil price dynamics, while the effect
of threats appears moderate or insignificant.

Sun and al. (2020) that the relationship between
economic policy uncertainties and oil prices in the short
term is weak but increases steadily in the longer term,
especially when major historical political or financial
events have occurred. Smales (2021) studied the
relationship between GPRs and oil price and stock
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market volatility. The findings confirm that an increase
in GPRs is associated with positive oil returns, while it
has a negative effect on stocks. Based on the
nonparametric bivariate quantile causality test and
wavelet coherence,

Wang and al. (2022) show that GPR and EPU will lead
to changes in oil prices in the international market.
Similarly, using the nonlinear autoregressive distributed
lag (NARDL) model, Kisswani and al. (2021) showed a
long-run asymmetric effect of EPU and GPR on WTI oil
prices. The same results found by Gu and al. (2021),
using the TVP-VAR model, they find a correlation
between EPU and GPR indices and oil markets.

Hypothesis 2: Geopolitical risk (GPR) shocks have a
statistically significant impact on stock market returns of
MENA countries.

The third strand of literature relates to the impacts of
climate policy uncertainty on stock returns. Several
studies have examined the relationship between climate
policy uncertainty and stock returns, although most have
focused on developed country stock markets and energy
markets.

Using the NARDL model, Sarker et al. (2022) examine
the asymmetric effects of climate policy uncertainty
(CPU), geopolitical risk (GPR), and crude oil prices
(WTI) on the realized volatility of clean energy price
(CEP) returns in the United States. The authors provide
evidence that the effects of CPU, GPR, and WTI on CEP
returns and realized volatility differ in the short and long
run and are asymmetric. Using Gavriilidis' (2021) textual
index of climate policy uncertainty, Bouri and al. (2022)
show that climate policy uncertainty is an important
determinant of the performance of green energy stocks
relative to brown energy stocks. Based on the volatility
of stocks in different sectors, Lv and al. (2023) show
that the Climate Policy Index (CPU) has significant
predictive power for the volatility of the energy,
materials, industrials,  consumer  discretionary,
healthcare and utilities sectors.

Using the CPU index, He and al. (2022) examine the
predictability of oil industry stock returns. The authors
show that CPU is a strong predictor of future oil industry
stock returns both in-sample and out-of-sample.
Treepongkaruna and al. (2023) find a statistically and
economically significant negative relationship between a
firm's exposure to climate policy uncertainty, as
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measured by a stock's covariance with a news-based
CPU index, and subsequent-month stock returns. Using
the NARDL model and Granger causality test, Sarker
and al. (2023) examine the asymmetric effects of climate
policy uncertainty (CPU) and global energy price
uncertainty (GEPU) on Bitcoin prices. The authors find
asymmetry effects in both the short and long run,
indicating that the positive impact of CPU and GEPU is
unique compared to the negative effects on BTC in the
short and long run equilibrium.

Zeng and al. (2022) predict the effects of China
Economic Policy Uncertainty Index (CEPU) and
Climate Policy Uncertainty Index (CPU) on Wind
Carbon Neutral Concept Index (CNCI) volatility and
show that both CPU and CEPU indices significantly
affect CNCI volatility.

Hypothesis 3: Climate policy uncertainty (CPU) shocks
have a significant effect on stock returns in MENA
countries.

Although much research has focused on the effects of
global economic uncertainty (GEPU) and geopolitical
risk (GPR) on financial market returns, the majority of
these studies focus primarily on developed economies,
including the G7 countries, the United States, or certain
Asian nations. In comparison, equity markets in the
MENA region remain largely neglected, despite their
high exposure to geopolitical tensions and global
economic fluctuations. Furthermore, climate policy
uncertainty (CPU), although increasingly studied,
remains primarily addressed in the context of advanced
economies or sectors linked to green energy and raw
materials.

Very little work has simultaneously examined the impact
of GEPU, GPR, and CPU indices, and even less in the
specific context of MENA countries. This lack of
research prevents a comprehensive understanding of the
potential interactions between these forms of uncertainty
on the stock markets of a region that is strategic in both
energy and environmental terms. Therefore, this study
aims to be innovative by proposing a joint analysis of the
effects of shocks linked to the GEPU, the GPR and the
CPU on stock market returns in MENA countries. It
contributes to filling a significant gap in the literature by
providing an original empirical perspective on a little-
explored region, particularly from the perspective of
climate uncertainty.
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3. Data and descriptive statistics:

This study aims to examine the impact of global
economic policy uncertainty (GEPU), geopolitical risk
uncertainty (GPR), and climate policy uncertainty (CPU)
on stock returns in MENA countries. The sample
includes ten MENA countries: Lebanon, Egypt, Kuwait,
Morocco, Oman, Qatar, Turkey, Saudi Arabia, Tunisia,
and the United Arab Emirates (UAE). We collected
monthly data on MENA stock markets from January
2003 to August 2023 from the website:
www.investing.com. GEPU is one of the most widely
used global risk indicators to assess the impact of
uncertainty on the performance of global financial
markets (Arouri et al., 2016; Baker et al., 2016). The
Geopolitical Risk (GPR) index constructed by Caldara et
al. (2021) includes conflict, political instability, and
terrorist incidents. CPU is a text index recently
constructed by Gavriilidis (2021) based on the article-
wide frequency of eight major US newspapers covering
climate policy news in US newspapers. The detailed
description and data sources of the GEPU index, GPR
index, and CPU index used in this article are from this
website: www.policyuncertainty.com.

The variables we use in our study are the monthly stock
market return (REND), the Global Economic Policy
Uncertainty Index (GEPU) developed by Davis (2016),
the Geopolitical Risk Index (GPR), and the Climate
Uncertainty Index (CPU). All data used in this article are
monthly, transformed as a natural logarithmic
difference, ie. REND=In(P;;/P;;—1),AGEPU;; =
In(GEPU,/GEPU,_,), AGPR;; = In(GPR,/GPR;_,)
et ACPU;; = In(CPU,/CPU,_,).
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Before proceeding with any further investigation, the
stationarity properties of the data series under
observation must be assessed. Table 1 reports the
descriptive statistics and ADF and PP unit root tests for
the MENA stock return series and three types of
uncertainties. The average monthly stock market return
is positive for all countries. The Turkish stock market has
the highest average return, followed by Egypt and Saudi
Arabia. In contrast, the Tunisian stock market has the
lowest average return among the MENA markets.

In terms of standard deviation, Turkey and Egypt have
the most volatile stock markets in the region, while the
Tunis and Morocco stock markets have the lowest
deviations in their monthly returns. The skewness
coefficients for all return series are negative, except for
the stock returns in Lebanon and the UAE. Additionally,
all returns have positive excess kurtosis, indicating fat
tails relative to the normal distribution. All series have a
non-normal distribution, as indicated by the Jarque-Bera
test. Regarding the results of the unit root tests, the
Augmented Dickey-Fuller (ADF) and Phillips-Perron
(PP) test statistics consistently indicate that the
hypothesis of the presence of the unit root is rejected at
1% for all series, which in turn indicates that they are
stationary. Panel B of Table 1 describes the correlation
coefficients between the variables. Looking at the
correlation matrix in Panel B (Table 1), we can see that
the stock market correlations of MENA countries are
quite low, with most values close to zero. This may be
due to different economic and political factors in each
country. However, there are some exceptions, such as the
positive correlations between stock market returns of
Saudi Arabia and the UAE, as well as Morocco and
Tunisia.

Table 1: The stock market return series and three uncertainties

Panel A : Summary statistics

.. Saudi
Tunisi Oman Jorda Turke Egypt Leban Maro Qatar Arabi UAE GPR GEP CPU
a n y on cco a U
Mean 0.008 0.003 0.003 0.014 0.012 0.004 0.005 0.007 0.006 0.008 6001 0.002 0.004
681 625 438 291 080 431 846 185 536 384 867 972 728
rI:/Ied|a (7).00106 8.50204 0.000 (7)90222 (3)60814 0.003 3.20206 (1).50706 8.70913 8.10307 0008 0013 0.007
922 348 406 507 584
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Maxim 0.126 0.162 0.351 0.242 0311 0.390 0.183 0.259 0.178 0.359 0715 0.625 1.232
um 264 380 575 251 920 130 381 595 952 073 417 206 682
B/'n']”'m 042 0313 0.332 0262 0403 0235 0233 0296 0297 0271 0600 0.495 1.701
611 154 824 915 312 360 793 004 753 82 151 071 375
Std.De 0.035 0.049 0055 0.080 0.091 0064 0044 0073 0072 0064 0.193 0.180 0.388
v 123 129 262 188 342 836 093 808 624 397 325 703 520
gsksew” 0268 1.262 0204 0222 0.347 éb(afg 0578 0433 0.835 360562 9163852 255847 0.253
621 055 786 596 460 716 046 614 996
Kurtos 5.224 11.05 16.30 3.568 5450 12.77 8.077 5488 4.840 8551 4359 4197 4.128
is 935 006 889 673 038 228 486 411 824 882 092 293 370
Jarque 51.29 6969 1736. 5107 6350 1046. 2655 67.97 6052 3019 2295 2578 14.99
-Bera 821 177 007 173 483 878 550 671 856 673 230 498 374
Stti’jﬁr" 236 236 236 236 236 236 236 236 236 236 236 236 236
ADF 1269 7.257 1477 1507 12.83 1313 1337 13.72 1274 1224 1951 11.95 10.43
598" 511" 452" 473" 451" 494™ 589" 504 228" 159" 788" 051" 748"
PP 1319 1242 1519 1511 13.19 1323 1341 1386 12.92 1269 2757 2242 57.96
376™ 268" 765" 515™ 376" 907" 4717 032" 329" 165" 1077 4627 724"
Panel B : Correlation Matrix
.. Saudi
Tunisi Oman Jorda Turke Egypt Leban Maro Qatar Arabi UAE GPR GEP CPU
a n y on cco a U
TUNIS
IA 1
OMA  0.247
N 5 1
JORD 0.173 0.412
AN 4 6 1
TURK 0149 0.238 0.155
EY 4 8 7 1
EGYP 0.100 0315 0.303 0.325
T 9 7 2 7 1
LEBA 0.118 0.326 0.297 0.166 0.262
NON 1 7 9 0 6 1
MAR 0.194 0306 0.158 0.239 0191 0.192
0CCco 7 4 0 5 9 9 1
QATA 0041 0464 0323 0286 0338 0212 0.128
R 1 8 5 9 4 6 5 1
0145 0471 0306 0275 0318 0259 0.139 0.484
SAUDI 2 1 2 6 5 1 3 9 1
0091 0525 0414 0203 0198 0.166 0.140 0.507 0.500
UAE 6 2 7 3 8 8 5 1 5 1
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0.018 0.016 0.082 0.035

0.025 0.043 0.029 0.075 0.006 0.072

GPR 3 0 8 4 2 6 0 9 9 5 1
0.015 0.169 0.082 0.191 0.082 0.012 0.123 0.152 0.137 0.125 0.037

GEPU 1 9 2 1 9 5 9 0 9 6 0 1
0.027 0.040 0.023 0.017 0.017 0.025 0.068 0.081 0.011 0.041 0.002 0.250

CPU 5 8 4 9 0 7 6 9 8 9 1 5 1
Note: This table reports descriptive statistics and preliminary tests for the data used. ***, ** * indicate the stationary
level at 1%, 5% and 10% respectively.
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Figure 1 : Monthly price and returns of sample variables

4. Methodology:

According to the standard specified by Kilian (2009), the
structural VAR model is used to capture the effects of
AGEPU, AGPR and ACPU on stock returns in MENA
countries. The structural representation of the p-order
VAR model is:

Agye = a+ Z?:l Aiye—i + & 1)
With y, = [AGEPU,AGPR,ACPU,REND] is a vector of
4 variables. In the equation p is the lag length of the
SVAR model and it is chosen according to the optimal

2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2004 2006 2008 2010 2012 204 2016 2018 2020 2022

Akaike Information Criterion (AIC) length for each
country (see Table 2). &, refers to a vector of mutually
uncorrelated structural innovations. Assuming that 4, is
reversible, the reduced form VAR is obtained by
multiplying both sides of equation (1) with Agt. Thus,
the reduced form of the VAR model is represented as
follows:

yr = Agta + Z?:l Ay'Aiyi_i+ e, 2)
With: e, = Ayle, is the vector of residuals estimated in
the reduced form and can be represented as follows:
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AGEPU AGEPU
etAGPR G 00 0 gtAGPR

et _[G21 a2 O 0 || &t 3)
efCPU az; az; azz 0 [[ gACPU

legeENDJ Ay Qup Qg3 Qg lngNDJ
With element 0 in the matrix denotes that there is no
immediate impact expected from specific shocks and the
non-zero elements a;; (i=1, ... ,4 ; j=1,...,4) denote the
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coefficients of the i responses to shocks j. gf¢EPU

denotes the shock of change in global economic

uncertainty, 2¢PR captures the shock of change in

geopolitical risk, 2PV denotes the shock of change in

the climate policy uncertainty index and eRENP denotes
the shock of changes in stock returns.

Table 2: Optimal lag value for vector autoregression (VAR) model

Country

AIC

Egypt

N

Jordan

Lebanon

Marocco

Oman

Qatar

Saudi Arabia

Tunisia

Turkey

UAE

WINNWW WA

5. Results and discussion:

5.1.  Impulse response functions :

Figure 2 shows the short-term dynamic responses of
stock returns to different shocks in each of the MENA
countries. The first column shows that the economic
policy uncertainty shock (GEPU) has significant
negative effects on stock returns for about four months
for all MENA countries except Lebanon, Morocco, and
Tunisia, indicating that increased global economic
policy uncertainty leads to lower stock prices. Moreover,
our result is consistent with the findings of many
previous studies that global economic uncertainty shocks
have significant negative impacts on stock returns (Tsai
2017, Arouri 2014). These results validate hypothesis 1.
From the second column, we note that geopolitical risk
has insignificant positive effects in the short term for all

countries except Oman and UAE which show an
insignificant negative effect. These results are consistent
with those of Esayed et al. (2019), Bouras et al. (2018)
and Caldara et al. (2018), while they are contradictory
with those of Bouri et al. (2018). Theoretically speaking,
if the domestic economy and stock market remain strong
during geopolitical risk shocks, it is possible that
investors may be less sensitive to geopolitical risks in
this region due to a long experience of political
instability and armed conflict. This result does not
support Hypothesis 2. The third column shows that
climate uncertainty risk has an insignificant effect on
stock market returns across all MENA countries. This
result therefore does not support the third hypothesis,
which states that climate uncertainty has a significant
impact on stock markets in the region.
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5.2.  Variance decomposition — Stock returns :
Response to Structural VAR Innovations +2S.E.
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Figure 2: Responses of stock returns to structural shocks
(t=1), shocks related to global economic uncertainty

5.2.  Variance decomposition — Stock returns : (GEPU) explain a significant share of the variance in

Variance decomposition analysis (Table 3) allows us to
assess the relative contribution of different types of
uncertainty — economic (GEPU), geopolitical (GPR) and
climate (CPU) to the variation in stock market returns in
ten countries in the MENA region. At the first horizon

returns in some countries such as Oman (3.66%), Turkey
(3.11%), Saudi Arabia (3.32%), the United Arab
Emirates (2.03%) and Qatar (2.95%), while their
influence remains marginal in Tunisia (0.0014%),
Lebanon (0.0085%), Morocco (0.77%) or Jordan
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(1.69%). As the time horizon lengthens, this contribution
gradually increases. At the ten-month horizon (t=10), the
GEPU share reaches 5.63% in the United Arab Emirates,
4.99% in Saudi Arabia, 4.42% in Tunisia, 4.30% in
Oman and approximately 3.33% in Jordan. This
indicates a growing influence of global economic
uncertainty on the region's stock markets.

In contrast, the contribution of geopolitical shocks
(GPR) remains relatively stable and modest in most
countries. It exceeds 5% only in Qatar (5.40%) and
Lebanon (3.68%), but remains below 2% in countries
such as Tunisia (0.52%), Turkey (0.87%) or Egypt
(1.76%). As for climate policy uncertainty (CPU), its
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effects are generally very low: it reaches a maximum of
4.73% in Jordan, 3.58% in Oman, and fluctuates around
1% or less in most other markets.

Overall, these results confirm that global economic
uncertainty is the predominant factor in explaining stock
return variations in the MENA region, while geopolitical
and climate shocks exert a more limited influence. These
observations are consistent with previously obtained
impulse responses, and suggest a heightened sensitivity
of the region’s financial markets to global
macroeconomic dynamics rather than to specific
geopolitical or environmental risks.

Table 3: Variance decomposition

Leba- Ma- Saudi
Schoks Tunisia Oman Jordan Turkey Egypt non rocco Qatar Arabia UAE
0.00144 3.66360 1.69037 3.10842 1.22593 0.00845 0.77167 2.94656 3.31768
t=1 GEPU 3 4 0 5 6 1 2 9 2 2.031902
0.25307 0.00872 0.41762 0.52559 0.19232 0.00424 0.00128 0.89866 0.95695
GPR 0 8 7 6 1 6 4 0 3 0.010870
0.00365 0.74169 0.02853 0.19252 0.11799 0.00570 0.13521 0.87294 0.10563
CPU 9 9 8 2 5 2 5 5 8 0.076654
Stock 99.7418 95.5859 97.8634 96.1734 98.4637 99.9816 99.0918 95.2818 95.6197
return 3 7 7 6 5 0 3 3 3 97.88057
0.21998 3.63523 2.53504 3.85787 2.26025 1.55813 0.82998 2.90774 4.33179
t=2 GEPU 4 0 8 9 7 0 8 1 5 2.082330
0.31459 0.01434 0.65443 0.64008 1.70957 0.95733 0.13871 1.23558 1.44892
GPR 5 5 0 6 3 0 6 9 9 0.180183
0.16878 2.04020 0.78343 0.62003 0.24583 0.32258 0.13349 0.93360 0.11131
CPU 4 8 0 7 7 0 6 6 8 0.276051
Stock 99.2966 94.3102 96.0270 94.8820 95.7843 97.1619 98.8978 94.9230 94.1079
return 4 2 9 0 3 6 0 6 6 97.46144
0.42396 3.59883 2.52501 4.00550 2.54815 1.52664 0.80638 2.96262 4.92079
t=3 GEPU 1 6 8 1 7 5 0 0 5 3.168590
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0.51672 2.22647 1.40719 0.82406 1.75142 1.29154 2.91939 4.99861 2.25211
GPR 3 7 5 0 4 6 6 6 2 2.030523

0.29389 3.23421 3.76213 1.19271 0.61956 1.71380 0.46177 1.01514 0.11436
CPU 7 4 2 5 3 1 6 0 4 0.485469

Stock 98.7654 90.9404 92.3056 93.9777 95.0808 95.4680 95.8124 91.0236 92.7127
return 2 7 6 2 6 1 5 2 3 94.31542

0.44211 4.32401 2.45695 4.00275 2.62360 1.63765 2.64665 2.94832 4.88251
t=4 GEPU 8 4 1 6 7 5 3 0 1 5.569680

0.51689 2.44737 1.86854 0.86645 1.76136 1.55115 3.45052 5.16410 3.49252
GPR 3 2 2 4 2 1 6 8 8 2.002965

0.30012 3.44944 3.83136 1.23923 0.66981 1.68871 0.45583 1.00035 0.13587
CPU 4 7 4 2 6 2 9 4 7 1.147913

Stock 08.7408 89.7791 91.8431 93.8915 94.9452 95.1224 93.4469 90.8872 91.4890
return 6 7 4 6 1 8 8 2 8 91.27944

0.44341 4.30363 3.14227 4.00231 2.62357 2.91726 2.66770 2.95661 4.94980
t=5 GEPU 1 2 2 1 2 9 1 3 4 5.552899

0.51684 2.44008 1.90650 0.87003 1.76525 1.81080 3.58730 5.35442 3.51920
GPR 4 8 1 9 7 4 9 7 7 2.009454

0.30921 3.43500 4.38135 1.24832 0.66975 2.10615 0.53236 1.00299 0.13608
CPU 6 8 5 6 1 3 8 3 ) 1.370906

Stock 98.7305 89.8212 90.5698 93.8793 94.9414 93.1657 93.2126 90.6859 91.3949
return 3 7 7 2 2 7 2 7 0 91.06674

0.44401 4.41668 3.33025 4.00170 2.62975 2.91600 2.66603 3.02304 4.95413
t=6 GEPU 9 4 8 7 9 7 7 6 7 5.564467

0.51693 2.42267 1.93148 0.86990 1.76518 1.81062 3.64629 5.37910 3.55036
GPR 6 8 1 8 3 2 7 6 6 2.012289

0.31557 3.55933 4.55984 1.26335 0.67397 2.13619 0.82829 1.00575 0.13644
CPU 7 6 1 7 7 4 9 4 1 1.371303

Stock 98.7234 89.6013 90.1784 93.8650 94.9310 93.1371 92.8593 90.5920 91.3590
return 7 0 2 3 8 8 7 9 6 91.05194
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0.44401 4.42472 3.32909 4.00163 2.63012 2.95538 2.81815 3.03243 4.99072

t=7 GEPU 9 2 2 2 9 5 8 3 9 5.597326
0.51693 2.42331 1.94069 0.87001 1.76525 1.82639 3.64800 5.39664 3.55518

GPR 5 9 8 2 6 3 8 6 4 2.020633
0.31578 3.56621 4.57965 1.26507 0.67495 2.15398 0.86468 1.00545 0.13830

CPU 0 3 6 9 3 1 7 6 5 1.383877
Stock 98.7232 89.5857 90.1505 93.8632 94.9296 93.0642 92.6691 90.5654 91.3157

return 7 5 5 8 6 4 5 7 8 90.99816
0.44401 4.42245 3.32640 4.00166 2.63022 2.96133 2.82270 3.03620 4.99061

t=8 GEPU 9 5 6 0 9 5 7 3 9 5.625493
0.51696 2.45028 1.94242 0.87003 1.76535 1.83820 3.67630 5.40167 3.56192

GPR 9 1 5 5 2 0 0 1 6 2.025254
0.31601 3.56867 4.70845 1.26521 0.67495 2.16195 0.91451 1.00570 0.13837

CPU 3 6 8 7 2 7 2 1 1 1.384992
Stock 98.7230 89.5585 90.0227 93.8630 94.9294 93.0385 92.5864 90.5564 91.3090

return 0 9 1 9 7 1 8 2 8 90.96426
0.44402 4.42422 3.32595 4.00165 2.63028 2.97679 2.82768 3.03816 4.99153

t=9 GEPU 1 3 6 7 3 8 1 3 8 5.625354
0.51697 2.44987 1.94987 0.87003 1.76535 1.86050 3.67651 5.40215 3.56485

GPR 3 0 9 3 3 1 8 3 4 2.025955
0.31616 3.57397 4.71856 1.26558 0.67502 2.20573 0.92270 1.00707 0.13914

CPU 7 2 9 9 2 0 2 2 9 1.386382
Stock 98.7228 89.5519 90.0056 93.8627 94.9293 92.9569 92.5731 90.5526 91.3044

return 4 4 0 2 4 7 0 1 6 90.96231
t=1 0.44402 4.42516 3.32564 4.00165 2.63028 2.97661 2.84081 3.03850 4.99213

0 GEPU 1 7 6 5 3 6 8 7 4 5.625211

0.51697 2.44995 1.95087 0.87003 1.76535 1.86171 3.67623 5.40223 3.56498
GPR 3 5 6 2 6 0 5 4 7 2.027050

0.31617 3.57531 4.73264 1.26565 0.67503 2.21879 0.92614 1.00711 0.13918
CPU 5 7 6 4 9 9 4 2 3 1.386404
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Stock 98.7228 89.5495 89.9908 93.8626 94.9293 92.9428 92.5568 90.5521 91.3037
return 3 6 3 6 2 7 0 5 0 90.96134
6. Conclusion Furthermore, the analysis aggregates stock returns at the

In a global environment marked by increasing economic,
geopolitical and environmental uncertainties, this study
aimed to empirically analyze the effect of three major
sources of uncertainty — global economic policy
uncertainty (GEPU), geopolitical risk (GPR) and climate
policy uncertainty (CPU) — on stock market returns of the
main countries in the MENA region. By mobilizing a
structural vector autoregressive (SVAR) model on
monthly data from January 2003 to August 2023, we were
able to identify the transmission dynamics and the
differentiated effects of these exogenous shocks on the
region's financial markets. The results show that
uncertainty shocks related to global economic policy have
significant negative effects on stock market returns in
most countries in the region, with the notable exceptions
of Lebanon, Morocco, and Tunisia, which appear
relatively less sensitive to these disruptions. In contrast,
shocks related to geopolitical risk do not have significant
effects on MENA stock markets, which could reflect
some structural resilience or an integrated anticipation of
these risks by market participants. As for uncertainty
related to climate policy, it is starting to produce
measurable effects in some countries, particularly those
whose economies are heavily dependent on fossil fuels or
engaged in environmental transition policies. This
research makes an original contribution to the literature
by providing a joint and dynamic assessment of several
sources of global uncertainty in a region that has been
little studied in this context. It also highlights the growing
importance of climate issues in the stability of emerging
financial markets, and thus provides useful elements for
public decision makers, regulatory authorities and
investors wishing to better integrate global risks into their
strategies. However, this study is not without limitations.
First, the SVAR approach relies on assumptions of
linearity and stability of relationships between variables,
which may limit the model's ability to capture asymmetric
or nonlinear effects, particularly in times of crisis.
Second, although the GEPU, GPR, and CPU indices are
widely used, they remain approximations of the concept
of uncertainty and may not perfectly reflect the reality
perceived by economic actors in each country.

national level without taking into account the sectoral
structure of financial markets, which could mask
differentiated internal dynamics. Finally, the study
remains limited to contemporary and short- to medium-
term effects, without exploring long-term impacts or
potential interactions between different forms of
uncertainty. These limitations open several avenues for
future research, including the exploration of nonlinear
models (such as TVP-VAR models or regime-switching
approaches), the integration of additional financial
variables (such as volatility or capital flows), or the use
of higher-frequency data to better capture the immediate
responses of markets to uncertainty shocks.
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