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Abstract: This study aims to analyse the effect of economic growth on the stock price index in Indonesia
and Malaysia during the COVID-19 pandemic. Using regression analysis, this study measures the
relationship between economic growth and the stock price index, focusing on both countries' fiscal and
monetary policies. The results show that economic growth has a positive and significant effect on the stock
price index in Indonesia and Malaysia, reflecting investors' optimism towards the economic outlook.
Economic stimulus policies and monetary measures the government and central bank take are essential in
supporting economic recovery and stock market stability. This research provides important insights for
investors in making more informed investment decisions based on economic growth indicators. This study
also emphasises the importance of responsive and coordinated economic policies to support economic
growth and stock market stability in times of crisis.
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Abstrak: Penelitian ini bertujuan untuk menganalisis pengaruh pertumbuhan ekonomi terhadap indeks
harga saham di Indonesia dan Malaysia selama pandemi Covid-19. Dengan menggunakan analisis regresi,
studi ini mengukur hubungan antara pertumbuhan ekonomi dan indeks harga saham, berfokus pada
kebijakan fiskal dan moneter yang diterapkan di kedua negara. Hasil penelitian menunjukkan bahwa
pertumbuhan ekonomi berpengaruh positif dan signifikan terhadap indeks harga saham di Indonesia dan
Malaysia, mencerminkan optimisme investor terhadap prospek ekonomi. Kebijakan stimulus ekonomi dan
langkah-langkah moneter yang diambil oleh pemerintah dan bank sentral berperan penting dalam
mendukung pemulihan ekonomi dan stabilitas pasar saham. Penelitian ini memberikan wawasan penting
bagi investor dalam membuat keputusan investasi yang lebih terinformasi berdasarkan indikator
pertumbuhan ekonomi. Studi ini juga menekankan pentingnya kebijakan ekonomi yang responsif dan
terkoordinasi untuk mendukung pertumbuhan ekonomi dan stabilitas pasar saham di masa krisis.

Kata Kunci: Pertumbuhan Ekonomi; Indeks Harga Saham; Pandemi Covid-19; Kebijakan Fiskal;
Kebijakan Moneter.

INTRODUCTION

The COVID-19 pandemic has shaken the foundations of the global economy,
causing widespread instability and drastically changing market dynamics. As one of the
leading indicators of a country's economic health, the stock market has experienced
extreme fluctuations during this period. In Indonesia and Malaysia, two significant
economies in Southeast Asia changes in stock price indices reflect investor sentiment
towards the ongoing economic uncertainty. The stock market plays a vital role in
reflecting current economic conditions and future expectations. When the stock market
grows, it signals investor confidence in strong economic growth, increased corporate
profits, and financial stability (Barro et al., 2020).
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Conversely, stock market declines often indicate fears of recession, declining
corporate profitability, or global political and economic instability (Goodell, 2020). In this
context, it is essential to understand the factors that influence the movement of stock price
indices, particularly amidst the uncertainty posed by the pandemic. One key aspect that
needs to be explored is how volatility indices, exchange rates, and economic growth affect
stock price indices.

The Volatility Index, or VIX, is often called the "fear index" as it reflects
expectations of stock market volatility in the short term (Nasution et al., 2020). During the
pandemic, the relevance of the VIX increased sharply due to the uncertainty caused by
business closures, changes in government policies, and unexpected developments in the
global health situation (Mujahida, 2021). Exchange rates also play an essential role in a
country's economy and stock market. Fluctuations in exchange rates can affect the
earnings of globally operating companies and investment decisions in the stock market
(Ahmadi, 2023). Various factors have affected exchange rates during the pandemic,
including monetary and fiscal policies. Economic growth, measured through Gross
Domestic Product (GDP), is another key indicator that reflects a country's capacity to
produce goods and services. The pandemic has caused a sharp decline in GDP in
Indonesia and Malaysia, reflecting worsening economic conditions (Malahayati et al.,
2021).

The COVID-19 pandemic has triggered significant social challenges and substantial
economic disruptions. The outbreak affected various economic sectors, including stock
prices, the implementation of lockdowns, and travel restrictions, leading to economic
instability in many countries (Izzeldin et al., 2021). One notable example is the Malaysian
stock market, where the Kuala Lumpur Composite Index (KLCI) experienced a 20.520 per
cent drop by March 27, 2020, from the beginning of the year, hitting its lowest point in a
decade (Md Amir et al., 2022). In Indonesia, the pandemic also had a profound impact on
stock returns, as the Jakarta Composite Index (JCI) fell to IDR 3,900, a 35.800 per cent
decline in March 2020 compared to the start of the year (Setiawan et al., 2021). Global
markets similarly experienced sharp declines, with at least 25 per cent of market value
wiped out by the end of March 2020 compared to the previous month (Lamdin, 2020). The
stock price plunge in March 2020 is considered one of the most significant downturns in
global stock market history (Davis et al., 2022).

Several recent studies have attempted to decipher the impact of the COVID-19
pandemic on the global economy and stock market. Baker et al. (2020) research shows
that the pandemic has caused unprecedented market volatility, reflecting high uncertainty
among investors. Another study by Goodell (2020) also highlighted the significant impact
of the pandemic on various sectors of the economy, including the stock market. These
studies emphasise measuring and understanding market sentiment through volatility
indices. More specific research on the stock markets in Indonesia and Malaysia has also
been conducted. For example, a study by (Nasution et al., 2020) shows that exchange rate
fluctuations significantly impact stock market performance in Indonesia. Another study by
(Mujahida, 2021) examined how economic growth affects the stock price index in
Malaysia, finding that the decline in GDP during the pandemic has negatively impacted
the stock market.

(Labitta et al., 2024) showed that the COVID-19 pandemic has significantly
impacted the stock indices of Indonesia and Malaysia, with both countries experiencing
spillover volatility. The exchange rate was found to have a negative and significant effect
on all stock indices listed on the Indonesia Stock Exchange (Mujahida, 2021).
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Furthermore, inflation, bank interest rates, and currency exchange rates were found to
have a significant influence on the Composite Stock Price Index during the pandemic
(Nurmasari & Nur’aidawati, 2021). However, these studies often have limitations
regarding the sample and period analysed and a lack of focus on the interaction between
multiple economic variables simultaneously. Many studies only focus on one independent
variable without considering the complex interactions between various economic factors.
Another standard limitation is the need for more focus on cross-country comparisons,
which is essential for understanding how economic factors interact in different contexts.

While recent studies have provided valuable insights into the impact of the
pandemic on the stock market, some gaps still need to be addressed. Firstly, many studies
focus on more than one independent variable without considering the complex interactions
between various economic factors. For example, studies on the impact of exchange rates
on the stock market often ignore the influence of volatility indices and economic growth
altogether (Nasution et al., 2020; Sista, 2021). The interaction between these variables can
provide a more comprehensive picture of stock market dynamics. Another limitation often
encountered is the lack of analysis of more extended periods that cover the period before
and after the pandemic.

Many studies tend to focus on the immediate impact of the pandemic without
considering its long-term effects (Goodell, 2020). In addition, more in-depth research is
needed to understand how monetary and fiscal policies adopted during the pandemic affect
the stock market in the long run (Labitta, 2024). Many studies need a focus on cross-
country comparisons, which is essential to understand how economic factors interact in
different contexts. For example, comparing Indonesia and Malaysia could provide insights
into how two countries with different economic characteristics faced similar challenges
during the pandemic (Mujahida, 2021). Thus, more holistic and comprehensive research is
needed to address these gaps and provide a deeper understanding of stock market
dynamics during the pandemic.

Based on the identified gap analysis, the main research questions posed in this study
are: How do volatility index, exchange rate, and economic growth affect the stock price
index in Indonesia and Malaysia during the COVID-19 pandemic? This study aims to fill
the gap in the literature by analysing the interaction between the three economic variables
simultaneously and in a cross-country context. The holistic approach used in this study is
expected to provide a more comprehensive picture of the stock market dynamics in both
countries during the unprecedented crisis period.

The novelty of this research lies in the holistic approach that analyses the
simultaneous influence of the volatility index, exchange rate, and economic growth on the
stock price index in Indonesia and Malaysia during the COVID-19 pandemic. By
comparing two countries with different economic characteristics, this study provides a
comprehensive insight into the complex interactions between economic variables in a
global crisis. The findings offer significant academic contributions and practical guidance
for investors and policymakers to manage risks and capitalise on opportunities during the
post-pandemic economic recovery. The results of this study can assist investors in making
more informed investment decisions by better-identifying opportunities and risks.

Market analysts can use these findings to develop more accurate prediction models
and effective investment strategies. Meanwhile, this study provides empirical evidence
that policymakers can use to formulate economic policies that are more responsive and
adaptive to changing market conditions. For instance, monetary and fiscal policies tailored

7

72548580016

DOI: http://dx.doi.org/10.24912/ja.v28i3.2459

‘C\ ‘ 577
o7 sinta” |,

p




Jurnal Akuntansi

E-ISSN 2549-8800
P-ISSN 1410-3591

to market conditions can help stabilise the exchange rate and reduce market volatility,
supporting a faster and more sustainable economic recovery.

THEORETICAL REVIEW

Concept of Volatility Index (VIX). The Volatility Index, better known as VIX, is
one of the key indicators used by investors and market analysts to measure uncertainty in
the stock market (McFarlane et al., 2022). Widely known as the "fear index," the VIX
calculates expected market volatility in the short term based on option prices of the S&P
500 Index. The VIX provides projections about stock market movements over the next 30
days and is often used to gauge investor sentiment towards ongoing economic and market
conditions. The primary function of the VIX is as a tool to measure the level of
uncertainty and perceived risk in the market. When the VIX is high, investors expect large
and erratic price movements in the stock market. Conversely, a low VIX signals that the
market is expected to be more stable and calm. In other words, VIX provides a snapshot of
market volatility expectations, which investors can use to make more informed investment
decisions and manage their portfolio risk (Prasad et al., 2023).

The role of VIX in measuring investor sentiment is very important. Market
sentiment is a factor that often drives stock price movements. When investors feel fearful
or uncertain about the economy's future, they tend to withdraw their investments from the
stock market, leading to a decline in stock prices. Conversely, investors are more likely to
invest when they feel optimistic, which increases stock prices. Therefore, VIX is often
used as a barometer of investor sentiment and can provide necessary signals about the
market's future direction.

The Volatility Index (VIX) is widely recognised as a measure of market
expectations for volatility over the coming month, often referred to as the "fear gauge" due
to its connection with market sentiment (McFarlane et al., 2022). The VIX is calculated
based on the prices of options on the S&P 500 Index and is expressed as a percentage
(Daniali et al., 2021). It plays a crucial role in understanding market dynamics and is
commonly utilised by investors to anticipate and hedge against unexpected market
volatility. The VIX is particularly valued for its capacity to measure anticipated volatility,
making it an essential tool for hedging equity portfolios against sudden market
fluctuations (McFarlane et al., 2022). However, its reliance on market sentiment raises
concerns about its reliability as a predictor of future volatility. The VIX has demonstrated
some forecasting power, particularly in predicting short-term market movements, as
evidenced by its positive relationship with future realised volatility (J. Zhang et al., 2023).

A significant aspect of the VIX is its interaction with market declines. The VIX
often spikes during market stress, reflecting heightened investor fear. Additionally, the
put-call ratio based on VIX options volume has been shown to predict future VIX
changes, particularly during elevated volatility negatively (Gu et al., 2022). This
relationship underscores the VIX's role in capturing market sentiment and its potential
impact on market behaviour. The VIX has shown a stronger influence on U.S. stock
market volatility within sample data than other volatility indicators. However, other
indicators, such as Equity Market Volatility (EMV) trackers, have outperformed the VIX
in predicting market volatility across stock indices and time horizons outside of sample
data (Zhu et al., 2019). Despite this, the VIX remains a widely used predictor of future
portfolio returns, with the difference between long-term and short-term VIX indexes
providing additional insights for predictive models (Aharon & Dimpfl, 2022). Moreover,
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the VIX premium, defined as the difference between VIX futures and the VIX Index itself,
has been identified as a significant predictor of volatility returns and investment risk
(Campasano, 2021).

However, the VIX is not without its limitations and biases. Critics have highlighted
its instability and dependence on prevailing market conditions, rendering it an unreliable
benchmark for tradable hedging assets (McFarlane et al., 2022). Additionally, there are
concerns that VIX is under-reacting to the relevant market. In conclusion, while the VIX is
a widely utilised measure of market volatility and demonstrates some ability to predict
short-term market movements, inherent biases and challenges limit its reliability and
effectiveness as a predictive tool. Further research is necessary to understand its
capabilities and limitations in fully forecasting market volatility.

Exchange Rates. The exchange rate is the price of one currency for another, which
plays a crucial role in the international economy. Exchange rates reflect a country's
economic conditions, political stability, and level of global investor confidence (Nabiilah
et al., 2024). A stable exchange rate creates a more specific business environment, while
fluctuations in exchange rates affect international trade, capital flows, and foreign
investment. In an interconnected global economy, exchange rates are essential indicators
for policymakers, investors, and companies to make strategic economic decisions. The
mechanism for the impact of exchange rate fluctuations on company and stock market
performance is complex. When the exchange rate of a currency appreciates, goods and
services from that country become more expensive for foreign buyers, which can reduce
the competitiveness of exports.

Conversely, exchange rate depreciation makes exports cheaper and more
competitive in the global market but increases the cost of imports. Changes in exchange
rates also affect the earnings of multinational companies that operate in multiple
currencies. For example, a company that has most of its revenue in foreign currency will
see changes in the value of its assets and revenue when the exchange rate fluctuates.

In the context of the stock market, exchange rates affect stock prices through several
channels. When the domestic exchange rate weakens, firms that depend on imported raw
materials face increased production costs (Casas, 2020). If these increased costs cannot be
passed on to consumers, the company's profit margins will be squeezed, which may lead to
a decline in stock prices. In contrast, export-oriented firms benefit from exchange rate
depreciation as their products become cheaper and more competitive internationally.
Increased sales and earnings in foreign currencies often translate into increased share
prices.

The impact of exchange rates on the stock market is also influenced by investor
sentiment and perceived risks to economic stability (Hakim & Sulfitri, 2023). Significant
exchange rate fluctuations can create uncertainty among investors, who may see it as a
sign of broader economic instability, thereby reducing confidence in the domestic stock
market. This uncertainty often encourages investors to withdraw their funds, causing an
overall decline in stock prices. Investors may be more reluctant to invest if exchange rate
fluctuations reflect increased political or economic risks. However, if they believe these
fluctuations are temporary and will stabilise in the long run, they may remain confident
and continue to invest, helping maintain stock price stability.

Research has consistently demonstrated that exchange rate fluctuations exert
asymmetric effects on stock prices, with the magnitude and direction of the impact varying
according to the nature of the exchange rate shock (Dang et al., 2020; Effiong & Bassey,
2019; Odionye et al., 2024). This indicates that the response of stock prices to changes in
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exchange rates is not uniform; instead, it is contingent on whether the exchange rate
movement involves depreciation or appreciation, as well as the specific economic context
in which the change occurs. These effects are observable in both the short and long term,
particularly in economies categorised as the "Fragile Five,” where exchange rate
fluctuations have been shown to exert significant and lasting influences on stock market
performance (Ceylan & Ceylan, 2023; Dang et al., 2020; Effiong & Bassey, 2019).

Moreover, the relationship between exchange rate changes and stock prices appears
to differ considerably during periods of economic turmoil, such as before and after global
financial crises and throughout the COVID-19 pandemic (Ceylan & Ceylan, 2023; Dang
et al., 2020). This variability suggests that the dynamics between exchange rates and stock
prices are susceptible to broader economic conditions, with different patterns emerging
during periods of economic instability. These findings have crucial implications for
policymakers, underscoring the necessity of considering both the short- and long-term
relationships between exchange rate changes and stock prices in order to manage and
stabilise both stock and foreign exchange markets effectively (Dang et al., 2020; Ozcelebi
& Yildirim, 2016).

Economic Growth. Economic growth is an increase in the production capacity of a
country's goods and services over a certain period. The leading indicator to measure
economic growth is Gross Domestic Product (GDP), which reflects the total value of
goods and services produced in a country within a certain period (Palamalai et al., 2022).
GDP is a comprehensive measure often used by economists to assess a country's economic
health. An increase in GDP indicates economic expansion, while a decrease in GDP
indicates economic contraction. Other indicators, such as Gross National Income (GNI)
and Per Capita Income, provide further insight into income distribution and the economic
well-being of the people.

The relationship between economic growth and stock market performance is very
close. When GDP increases, companies experience increased revenues and profits, often
reflected in rising stock prices. Research supports the view that a positive relationship
exists between stock market development and economic growth (Owen, 2020). The
development of stock markets plays a crucial role in fostering economic growth by
providing a platform for capital allocation, enabling businesses to raise funds for
expansion, and allowing investors to diversify risks. This positive relationship is evident
across various studies, highlighting the importance of a well-functioning stock market in
driving economic progress.

Empirical evidence further suggests a bidirectional causal relationship between stock
market development and economic growth, indicating that not only does a developed
stock market contribute to economic growth, but economic growth also stimulates further
development of the stock market in both the short and long run (Palamalai et al., 2022).
The impact of stock market development on economic growth has been notably significant
in countries where well-developed stock markets have been found to influence economic
growth positively (Nathaniel et al., 2020).

Impact of COVID-19 Pandemic. The Covid-19 pandemic has had a broad and
profound impact on the global economy. Business closures, travel restrictions, and supply
chain disruptions led to significant economic contractions in many countries. Research by
McKibbin and Fernando (2020) shows that the pandemic caused a sharp decline in global
economic activity, with many countries experiencing the worst recession since the Great
Depression. The pandemic also affected international trade, investment, and capital flows,
all contributing to high economic uncertainty.
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The pandemic affected various economic indicators, including volatility indices,
exchange rates, and economic growth. Volatility indices, such as the VIX, experienced
significant spikes during the pandemic due to high uncertainty among investors. Research
by Mujahida (Mujahida, 2021) shows that the VIX reached its highest level in history at
the start of the pandemic. Exchange rates were also significantly affected, as found by
(Brodeur et al., 2020), causing high exchange rate volatility in countries with low foreign
exchange reserves. The pandemic also caused a significant economic contraction in many
countries, with a drop in global GDP of up to 10 per cent in the worst-case scenario,
according to (Barro et al., 2020).

Case studies of the pandemic's impact on stock markets in different countries show
that stock markets worldwide experienced unprecedented volatility. In the United States,
the Dow Jones Industrial Average index experienced a sharp decline at the start of the
pandemic, with market volatility reaching historic highs. Research by (Baker et al., 2020)
shows that stock market volatility in the U.S. during the pandemic was much higher
compared to previous financial crises, such as the 2008 global financial crisis.

In Indonesia and Malaysia, the stock market also experienced significant volatility.
Research by (Salim et al., 2022) shows that the COVID-19 pandemic led to a decline in
Indonesia's Jakarta Composite Index (JCI), reflecting the uncertainty and negative
information about the market, which affected investor behaviour. This decline in stock
prices was mainly due to capital withdrawal by foreign investors, who sought safer assets
amid global uncertainty. However, with the implementation of aggressive fiscal and
monetary policies, the stock markets in these two countries started to show signs of
recovery. Research by (Sutrisno, 2021) shows that the economic stimulus policies
implemented by the Indonesian and Malaysian governments have helped stabilise
financial markets and promote economic recovery. The government implemented various
stimulus policies in Indonesia, including cash transfers, tax incentives, and support for
small and medium enterprise sectors. The government launched a significant economic
stimulus package in Malaysia to support the economy and maintain financial market
stability.

Interaction between VIX, Exchange Rate, and Economic Growth. Research on
the interaction between the volatility index (VIX), exchange rates, and economic growth
simultaneously still needs to be completed. However, some studies have tried to explore
how these three variables interact and affect the stock market. Research by (Li et al., 2017)
examined the relationship between VIX, exchange rate, and economic growth in the U.S.
stock market. The study found that an increase in VIX, reflecting an increase in market
uncertainty, is usually followed by a depreciation of the exchange rate and a decline in
economic growth, affecting stock prices. The joint effect of the volatility index, exchange
rate, and economic growth on the stock market is significant.

As the VIX measures, market instability significantly impacts stock market
performance, especially during economic uncertainty (Sarwar & Khan, 2017). When the
VIX increases, investors tend to withdraw their investments from the stock market,
causing a decline in stock prices. In addition, changes in the exchange rate affect stock
market performance. When the domestic exchange rate weakens, import-dependent
companies face increased production costs, squeezing profit margins and lowering stock
prices. Conversely, export-orientated companies benefit from exchange rate depreciation
as their products become cheaper in the international market, increasing revenues and
stock prices. Economic growth also plays a vital role in influencing the stock market. Ice
is pushed when economic growth is solid and corporate revenues and profits increase.
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The research results also support a more holistic and comprehensive study. VIX
variability can be an early indicator of exchange rate movements and economic growth,
affecting the stock market (Morina et al., 2020). This study suggests that investors and
policymakers can make more informed and effective decisions about managing market
risk by understanding the interaction between VIX, exchange rates, and economic growth.

Lastly, research by (Cao et al., 2019) emphasises the importance of analytical
models that integrate these three variables to provide more accurate predictions of stock
market movements. The study shows that using a model incorporating VIX, exchange
rates, and economic growth can improve prediction accuracy and assist investors in
making more strategic decisions. Thus, while several studies have explored the interaction
between VIX, exchange rates, and economic growth, there still needs to be a significant
gap in the literature. The need for a comprehensive study combining these three variables
in one analytical model is urgent to understand stock market dynamics better and assist
investors and policymakers in managing risks and capitalising on opportunities in volatile
markets.

A Comparative Study between Indonesia and Malaysia. The Covid-19 pandemic
has had a far-reaching and profound impact on the global economy. Business closures,
travel restrictions, and global supply chain disruptions led to significant economic
contractions in many countries. Research by (Arianto, 2021) shows that the pandemic
caused a sharp decline in global economic activity, with many countries experiencing the
worst recession since the Great Depression.

The pandemic also affected international trade, investment, and capital flows,
contributing to high economic uncertainty. The COVID-19 pandemic has affected various
economic indicators, including volatility indices, exchange rates, and economic growth.
Volatility indices, such as VIX, experienced a significant spike during the pandemic due
to high uncertainty among investors. Research by (Zhang et al., 2024) showed that the
VIX reached historic highs at the pandemic's start, reflecting widespread fear and
uncertainty in global financial markets. This instability led to sharp fluctuations in stock
prices, which added to economic uncertainty. Exchange rates were also significantly
affected by the pandemic. Research by (Brodeur et al., 2020) found that economic
uncertainty caused by the pandemic has led to high exchange rate volatility. Countries
with low foreign exchange reserves and high dependence on international trade
experienced more significant exchange rate pressures. For example, the exchange rates of
the Indonesian rupiah and Malaysian ringgit experienced sharp fluctuations, reflecting
economic uncertainty and financial market pressures. Research by (Barro et al., 2020)
suggests that the COVID-19 pandemic could lead to a decline in global GDP of up to 10
per cent in the worst-case scenario.

Case studies of the pandemic's impact on stock markets in different countries show
that stock markets worldwide experienced unprecedented volatility. In the United States,
the Dow Jones Industrial Average index experienced a sharp decline at the start of the
pandemic, with market volatility reaching historic highs. Research by (Baker et al., 2020)
shows that stock market volatility in the U.S. during the pandemic was much higher
compared to previous financial crises, such as the 2008 global financial crisis.

In Indonesia and Malaysia, the stock market also experienced significant volatility.
Research by (Salim et al., 2022) shows that the COVID-19 pandemic led to a decline in
Indonesia's Jakarta Composite Index (JCI), reflecting the uncertainty and negative
information about the market, which affected investor behaviour. This decline in stock
prices was mainly due to capital withdrawal by foreign investors, who sought safer assets
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amid global uncertainty. However, with the implementation of aggressive fiscal and
monetary policies, the stock markets in these two countries started to show signs of
recovery. Research (Sutrisno, 2021) shows that the economic stimulus policies
implemented by the Indonesian and Malaysian governments have helped stabilise
financial markets and promote economic recovery. The government implemented various
stimulus policies in Indonesia, including cash transfers, tax incentives, and support for
small and medium enterprise sectors. The government launched a significant economic
stimulus package in Malaysia to support the economy and maintain financial market
stability.

METHODS

This research was conducted at the Indonesia Stock Exchange Gallery and Kuala
Lumpur Stock Exchange Malaysia by collecting secondary data from the official websites
of the Indonesia Stock Exchange (www.idx.co.id) and www.Investing.com. This research
is a descriptive quantitative research. The research population includes 10 Indonesian and
10 Malaysian companies, with monthly time series data covering volatility index data,
exchange rates, and economic growth from January to December 2020. The sample of
Indonesian companies includes Indocement Tunggal Prakasa Thk (INTP), Semen Baturaja
(Persero) Tbhk (SMBR), Solusi Bangun Indonesia Tbk (SMCB), Semen Indonesia
(Persero) Tbk (SMGR), and Waskita Beton Precast Thk (WSBP). The sample of
Malaysian companies includes Adventa Berhad (ADVENTA), Ancom Berhad (ACBM),
Fibon Berhad (FIBN), Guh Holding Berhad (GLOT), and Goh Ban Huat Berhad (GUHB).
The sampling technique uses the purposive sampling method.

The data type used is secondary data in the form of monthly time series for two
years, collected through documentation techniques. The object of this research is
manufacturing companies in Indonesia and Malaysia. Data analysis was conducted using
multiple linear analysis with the following regression model:

SP=a+ pyVI+ PoER + P3EG + € ..o 1)

The research model in equation (1) is designed to analyse stock prices in Indonesia
and Malaysia using independent variables. These variables include the Volatility Index
(VI), Exchange Rate (E.R.), and Economic Growth (E.G.), with their respective

coefficients £+.2.5. The error term () represents the unexplained variation in both models.
The operational definition of variables includes the Indonesian and Malaysian stock price
indices as indicators of stock price movements, volatility index as fluctuations in stock
prices within a certain period, exchange rate as currency exchange rate agreements, and
economic growth as the process of changing economic conditions towards a better state.
For a visual representation of the relationships among these variables, please refer to
Figure 1, which illustrates the conceptual framework of the model.
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Volatility Index
(V1)

Exchange Rate Stock Prices
(ER) (S.P.)

Economic
Growth (E.G.)

Figure 1. Conceptual Framework
RESULTS

Table 1 shows the results of testing the Volatility Index variable during the 2019 to
2020 period. It found that the Volatility Index has a range of values between -1.000 and
3.750, with a mean value of 0.046 and a standard deviation of 0.128. These results indicate
significant fluctuations in the Volatility Index over the period. The test results for the
Rupiah Exchange Rate variable show that out of 80 samples, the minimum value recorded
was -0.590, and the maximum value was 0.060. This range of values, with a mean of -
0.027 and a standard deviation of 0.148, indicates considerable variation in the Rupiah
Exchange Rate during the period under study. The Economic Growth variable was also
analysed with the same number of samples, 80, and showed a minimum value of -4.490
and a maximum value of 0.690. The economic growth data is usually distributed based on
the standard deviation obtained. This interpretation shows the economic conditions that
experienced various challenges during the study period, mainly influenced by the impact
of the COVID-19 pandemic.

Table 1. Descriptive Statistics

Variable N Minimum Maximum Mean Std'. .

Deviation
Volatility Index 80 -1.000 3.750 0.128 0.912
Exchange Rate 80  -0.590 0.600 -0.027 0.148
Economic Growth 80 -4.490 0.690 -0.339 1.137
Stock Price Index 80 0.980 107.000 68.505 45,941
Valid N (listwise) 80

Source: Data processed, 2022

Normality Test Results. The results of testing normality using the P-Plot method
show that the points on the Normal P-P plot and regression standardised residuals are
spread around the diagonal line. This indicates that the regression analysis can be feasible
even though some points deviate slightly from the diagonal line.

Multicollinearity Test Results. Multicollinearity testing reveals that the
independent variables used, namely the volatility index, exchange rate, and economic
growth, have a Tolerance value greater than 0.100 and a Variance Inflation Factor (VIF)
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value less than 10. Thus, it can be concluded that in this regression model, there are no
symptoms of multicollinearity between independent variables, ensuring that each variable
makes a unique contribution to the model.

Autocorrelation Test Results. The autocorrelation test results in this study show
that the Durbin-Watson value is 0.442, which is in the range of -2 to +2. Therefore, it can
be concluded that the regression model used does not experience autocorrelation
symptoms. This shows that the residuals in the regression model are independent and do
not show a systematic pattern, strengthening the model's validity in analysing the
relationship between variables.

Table 2. Multiple Linear Analysis Results

Variable Unstandardised t-count p-value (Significance)
Coefficient
(Constant) 69.064 13.458 0.000
Volatility Index 15.144 2.676 0.009*
Exchange Rate -30.210 -0.885 0.379
Economic Growth 9.831 2.252 0.027*
Notes:
R? 0.147 Significant at
R 0.384 **p less than 0.050
F-Count 4.371 *1 pless than 0.050
Sig. F 0.007

Source: Data processed, 2022

Multiple Linear Analysis. Based on the results of the regression analysis in Table
2. Then for the equation model as follows:

SP =69.064 + 15.144V1 —30.210 ER + 9.831EG ......cceevviviiieiiece e (2

The regression analysis results show that the constant is 69.064, which means if the
volatility index, exchange rate, and economic growth remain constant, then the Indonesia
and Malaysia Stock Price Index is 69.064. The regression coefficient for the volatility
index is 15.144, indicating that every one unit increase in the volatility index will increase
the stock price index by 15.144. Conversely, the exchange rate regression coefficient of -
30.210 indicates that every one-unit increase in the exchange rate will decrease the stock
price index by 30.210. Meanwhile, the economic growth regression coefficient of 9.831
indicates that every one-unit increase in economic growth will increase the stock price
index by 9.831.

Determinant Coefficient Test Results (R?). Based on the output results in Table 1
for the coefficient of determination test, the Adjusted R Square value is 0.147 or 14.700
per cent. This shows that the three independent variables, namely the volatility index,
exchange rate, and economic growth, collectively affect the dependent variable, the
Indonesia and Malaysia Stock Price Index, by 14.700 per cent. Meanwhile, the remaining
85.300 per cent is influenced by other variables not included in this study, such as
inflation, unemployment rate, gold price, interest rate, foreign exchange reserves, and
other factors.

F Test Results (Simultaneous). Based on the ANOVA or F test results in Table 1,
the F value is 4.371, with a significance value of 0.007. Given that the p-value or
significance value of 0.007 is smaller than 0.050, it can be concluded that together or
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simultaneously, the volatility index, exchange rate, and economic growth significantly
affect the Indonesia and Malaysia Stock Price Index. This finding confirms that the three
independent variables tested in this study have relevant and significant contributions to the
movement of stock price indices in both countries during the period analysed. This
analysis provides a deeper understanding of stock market dynamics amidst the various
macroeconomic factors.

Results of t Test (Partial). Results of the t-test (Partial). Based on the output results
of hypothesis testing using the t statistical test, the effect of each independent variable on
the Indonesia and Malaysia Stock Price Indices can be explained as follows: The effect of
the Volatility Index on the Indonesia and Malaysia Stock Price Index shows that the
volatility index has a regression coefficient value of 69.064 and a t-count of 2.676 with a
significance level of 0.009, which is smaller than 0.050. This shows that the volatility
index positively and significantly influences the Indonesian and Malaysian Stock Price
Indices. Thus, the first hypothesis (H1) is accepted.

The effect of the Exchange Rate on the Indonesia and Malaysia Stock Price Index
shows that the exchange rate has a regression coefficient of -30.210 and a t-count of 0.098
with a significance level of 0.379, which is greater than 0.050. This indicates that the
exchange rate has a negative but insignificant influence on the Indonesia and Malaysia
Stock Price Index. Therefore, the second hypothesis (H2) is rejected. The effect of
Economic Growth on the Indonesia and Malaysia Stock Price Index shows that economic
growth has a regression coefficient of 9.831 and a t-count of 2.252 with a significance
level of 0.027, which is smaller than 0.050. This indicates that economic growth positively
and significantly influences the Indonesia and Malaysia Stock Price Index. Therefore, the
third hypothesis (H3) is accepted.

It paired sample statistics Output Test Results. Based on Table 3, the number of
stock price index data for Indonesia and Malaysia is 40 data each. The average value of
the stock price index for Indonesia is 97.670, while for Malaysia, it is 39.340. This
indicates a significant difference between the average stock price indices of the two
countries during the COVID-19 pandemic. The t-test confirmed this difference with a t-
count of 7.334 and a significance value of 0.000, more diminutive than 0.050. These
results indicate that the difference in average stock price indices between Indonesia and
Malaysia is real and significant during the period analysed.

Table 3. Output Test Results paired samples Statistics

Country N Mean Std. Deviation Std. Error Mean
Indonesia 40 97.670 16.191 2.560
Malaysia 40 39.340 47.626 7.530

Source: Data processed, 2022

Table 4 shows that the significant value of Levene's Test for Equality of Variances
is 0.000, smaller than 0.050, indicating that the data variance between Indonesia and
Malaysia is different. In the Equal Variances Assumed section, the significance value (2-
tailed) is 0.000, which is also smaller than 0.050, so HO is rejected, and Ha is accepted.
This indicates a significant difference between Indonesia's and Malaysia's average stock
price indices during the Covid-19 pandemic.
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Table 4. Independent Sample Test Results

95 per cent
F Sig. t df Sig.(2-  Mean Std. Confidence
tailed) Differe Error Interval of the
nce Differenc Differences
es Lower  Upper
IDR Equal
Variances 19665 0.0 7.334 78.000 0.000 58.331 7.954 42496  74.165
7 00
Assumed
MY Equal
R
Variances 7.334  47.896 0.000 58.331 7.954 42.338  74.323

Source: Data processed, 2022

DISCUSSION

Effect of Volatility Index on Indonesia and Malaysia stock price indexes during
COVID-19 pandemic. The main result of this study shows that the volatility index has a
positive and significant influence on the stock price index in Indonesia and Malaysia
during the Covid-19 pandemic. This finding indicates that the stock price index in both
markets increases when the volatility index rises. An increase in the volatility index,
which reflects higher market uncertainty and risk, is considered a negative signal for the
stock market. However, in the context of the pandemic, the results suggest a different
dynamic. An increase in the volatility index does not necessarily have a negative impact
on the stock market but can create significant investment opportunities.

The explanation for this phenomenon can be found in investor behaviour during
periods of high uncertainty. As volatility rises, many investors engage in speculative
trading to capitalise on large price fluctuations for short-term gains. This increased trading
activity boosts transaction volumes, increasing the stock price index. Additionally,
government intervention through economic stimulus policies provides a sense of security
for investors, encouraging them to stay invested in the stock market despite high volatility.
The COVID-19 pandemic created a unique situation where policy responses and market
sentiment moved unusually. Significant stimulus policies in Indonesia and Malaysia likely
strengthened investor confidence, contributing to the increase in the stock price index
despite high volatility.

The results of this study support the hypothesis that the volatility index significantly
influences the stock price index. The proposed hypothesis states that an increase in
volatility will impact the movement of the stock price index, and the findings confirm that
this effect is positive. Under pandemic conditions, investors respond to volatility
differently than usual, where high volatility often leads to declining stock prices. The
efficient market theory, which holds that stock prices reflect all available information,
seems less applicable during crises like the pandemic, where speculative behaviour and
stimulus policies play a central role. Previous research by (Fassas & Hourvouliades, 2019)
showed that a spike in VIX, indicating increased volatility, typically precedes a decline in
stock prices as investors withdraw from volatile markets. However, during the pandemic,
government intervention, including stimulus and loose monetary policies, created an
environment where investors felt safer to remain invested despite high volatility.

The unique contribution of this study to the existing literature is its emphasis on the
role of economic policy in altering market responses to volatility during the global crisis.
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The research demonstrates that high volatility is not necessarily a red flag for the stock
market during a pandemic but can create significant investment opportunities. The
findings expand our understanding of the relationship between market volatility and stock
prices by incorporating the dimensions of economic policy and market sentiment during
the global crisis. As such, this research provides valuable insights for academics and
practitioners in managing risks and opportunities in volatile markets.

The practical implications of these findings are significant for both investors and
policymakers. For investors, understanding that increased volatility can create investment
opportunities during crisis conditions can help them adopt more flexible and responsive
strategies. Portfolio diversification and a long-term approach can effectively manage risk
and capitalise on market fluctuations. Diversifying investments across different assets,
sectors, and geographies helps reduce overall risk. At the same time, a long-term focus
allows investors to concentrate on company fundamentals rather than reacting to short-
term market movements. Additionally, maintaining sufficient liquidity in portfolios
provides the flexibility to take advantage of emerging opportunities or mitigate losses
during uncertain periods. Liquidity is crucial in high-volatility situations, as it allows
investors to quickly adjust their portfolios in response to changing market conditions.

For policymakers, these findings highlight the importance of proactive monetary and
fiscal policies in maintaining market stability and boosting investor confidence.
Accommodative monetary policies, such as keeping interest rates low and providing
additional liquidity through asset purchase programs, can help calm markets and support
asset prices. Proactive fiscal policies, such as fiscal stimulus and tax incentives, should
continue to ensure strong government support for the economy. This can minimise the
negative impact of market volatility and provide a stable foundation for economic growth.

Moreover, policymakers should recognise that increased volatility is not necessarily
harmful to the stock market, especially when accompanied by effective government
intervention. Policies that promote economic stability and offer a cushion for investors
during uncertain periods can be highly beneficial. Transparency and effective
communication by governments and central banks are also essential, as clear and timely
information on upcoming policies and economic conditions can help reduce uncertainty
and maintain market confidence. Strengthening coordination between fiscal and monetary
policies ensures that measures are mutually supportive and practical in stabilising the
market.

In conclusion, this research provides valuable insights into how market volatility can
impact stock prices during unusual global crises. It reveals that heightened volatility does
not always have a negative effect on stock markets. Instead, with the right policies and
prudent investor responses, volatility can create significant opportunities. These findings
contribute to a broader understanding of the relationship between market volatility and
stock prices, offering a new perspective for managing risks and seizing opportunities in
volatile markets.

The effect of exchange rates on the Indonesia and Malaysia stock price indices
during the Covid-19 pandemic. The results of this study show that the exchange rate has
a negative but insignificant effect on the stock price index in the Indonesia and Malaysia
Stock Exchanges during the COVID-19 pandemic. This finding indicates that fluctuations
in the exchange rate of the rupiah against the dollar had no significant impact on the stock
price index despite high volatility during the pandemic. This provides essential insights
into how exchange rates typically affect stock prices and why the results of this study
show an insignificant relationship.
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According to economic theory, exchange rate fluctuations affect firm performance
through purchasing power parity, which adjusts the prices of goods and services between
two countries. When the domestic currency weakens, export goods become more
competitive, increasing export volumes, while imports become more expensive, reducing
demand. Additionally, the transaction exposure theory explains that firms engaged in
international trade face risks when converting foreign revenues into domestic currency.
However, for export-heavy firms, a weaker domestic currency can mean higher revenues
when converted back into local currency.

This research supports the initial hypothesis that the exchange rate influences the
stock price index, though the effect was insignificant during the pandemic. The hypothesis
initially stated that the exchange rate would significantly impact the stock price index in
Indonesia and Malaysia. Although the exchange rate had a negative influence, the impact
was insignificant. This suggests that other factors, such as government and central bank
intervention through aggressive fiscal and monetary stimulus policies, played a more
dominant role in influencing the stock price index during the COVID-19 pandemic. These
policies, including interest rate cuts, asset purchase programs, and economic stimulus
packages, helped maintain market liquidity and boosted investor confidence, stabilising
the stock market despite fluctuations in the exchange rate.

In addition to policy intervention, specific industry characteristics, such as those
seen in Indonesia's cement sector, contributed to the study's findings. Cement companies,
which export more than they import, were uniquely resilient to exchange rate fluctuations.
A weaker rupiah increased the competitiveness of their products in international markets,
boosting export sales without significantly raising production costs, as these companies do
not rely heavily on imported raw materials. Thus, despite exchange rate fluctuations,
cement companies could maintain strong performance. This contrasts with other sectors,
such as manufacturing, which often face rising production costs and reduced margins due
to reliance on imported raw materials.

The different dynamics in the cement sector during the pandemic explain why this
study's findings differ from prior research. For example, (Raju et al., 2021) found that
exchange rates significantly affect stock markets in developing countries, with weakened
exchange rates typically leading to lower stock prices due to higher import costs and
reduced purchasing power. However, the unique characteristics of export-heavy sectors,
such as Indonesia's cement industry, and aggressive policy interventions during the
pandemic allowed for stability in the stock price index despite exchange rate fluctuations.

The practical implications for investors and policymakers are clear. Investors must
adopt prudent strategies, such as portfolio diversification, to mitigate risks associated with
exchange rate fluctuations. By spreading investments across various sectors and regions,
investors can protect themselves from negative impacts and focus on companies with
strong export bases that benefit from weaker domestic currencies. A long-term investment
approach that emphasises company fundamentals and prospects rather than short-term
fluctuations is also crucial. For policymakers, supporting export-oriented industries and
maintaining exchange rate stability through proactive fiscal and monetary measures is
essential.

The effect of economic growth on the stock price index of Indonesia and
Malaysia during the Covid-19 pandemic. The results of this study show that economic
growth has a positive and significant influence on the stock price index in Indonesia and
Malaysia during the Covid-19 pandemic. This finding confirms that the stock price index
in these two countries increases when economic growth rises. The data suggest that
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investors view economic growth as a crucial indicator in assessing the health of the stock
market and the prospects for future returns. The statistical analysis shows that the
coefficient of economic growth on the stock price index is significant at a high confidence
level. This means that changes in the stock price index consistently follow changes in
economic growth. The regression test reveals a high t-statistic value and a low p-value,
indicating that the positive relationship between economic growth and stock prices does
not occur by chance. These findings support the initial hypothesis that economic growth
positively impacts stock price indices in Indonesia and Malaysia during the pandemic.

Economic growth and efficient market theory help explain the positive relationship
between economic growth and stock price indices, especially during the pandemic.
Economic growth theory shows how increasing a country's output and productivity
increases income and welfare. As the economy grows, companies experience increased
demand, leading to higher revenues and profits. Strong economic growth also creates jobs,
increases consumer purchasing power, and boosts economic stability. On the other hand,
efficient market theory suggests that stock prices reflect all available information. When
economic data indicates strong growth, investors perceive this as a positive signal for
corporate earnings, prompting them to buy stocks and driving stock prices up. Despite
uncertainties, economic stimulus policies and recovery measures have generated positive
market sentiment in the context of the pandemic.

The study's findings align with previous research that explored the relationship
between economic growth and stock markets. For example, Verma & Bansal (2021) found
a significant positive relationship between GDP growth and stock market performance in
several developing and developed countries. They concluded that strong economic growth
often triggers increased stock market activity, reflecting investors' optimism about future
corporate earnings. Similarly, (Goodell, 2020) highlighted that stock market development
and economic growth are closely related in developed and emerging markets. However,
not all studies show consistent results. (Salameh & Ahmad, 2022) also support these
findings, showing that countries with stable and pro-growth economic policies tend to
have more developed and resilient stock markets, further emphasising the role of policy
stability in market performance. However, not all studies show consistent results.
Research by (Lestari et al., 2023) found that global economic uncertainty from the U.S.,
China, and Europe had varying effects on Southeast Asian stock markets. Indonesia and
Malaysia experienced negative impacts, while Vietnam responded more positively.

The practical implications of these results are significant for investors and
policymakers. Investors should monitor economic growth as a critical indicator for making
investment decisions, as strong economic growth signals increased business activity, rising
earnings, and better profit prospects. Monitoring fiscal and monetary policies is equally
important, as these directly affect economic conditions and stock market performance.
Investors should also consider portfolio diversification to manage risks, spreading
investments across different sectors and assets to reduce the impact of economic
fluctuations. Understanding which sectors benefit most from economic growth can guide
investors toward stocks with higher profit potential.

For policymakers, the findings underscore the importance of supporting economic
growth and stock market stability, particularly during crises like the pandemic. Proactive
fiscal policies like stimulus packages and tax incentives can spur growth in affected
sectors like MSMEs. Accommodative monetary policies, including interest rate cuts and
asset purchase programs, provide liquidity to stabilise markets. Effective communication
from governments and central banks is crucial for maintaining investor confidence, as
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clear and timely information reduces uncertainty. Coordinating fiscal and monetary
measures can create an environment conducive to growth and stock market stability,
ensuring resilience amid global challenges.

The COVID-19 pandemic significantly impacted the global economy, causing sharp
declines in economic activity across sectors like tourism, manufacturing, and services.
However, the pandemic also strengthened the link between economic growth and stock
price indices, as markets closely responded to economic outlook changes. The responsive
fiscal and monetary measures governments and central banks took, including economic
stimulus and liquidity support, helped prevent further economic collapse and facilitated
recovery. These policies demonstrated the importance of coordinated economic responses
during crises in supporting stock markets and mitigating the negative effects of economic
downturns.

CONCLUSION

This study investigates the effect of economic growth on stock price indices in
Indonesia and Malaysia during the Covid-19 pandemic. The results show that economic
growth positively and significantly influences the stock price index in both countries. This
finding confirms that an increase in economic growth goes hand in hand with an increase
in the stock price index, reflecting how investors view economic growth as a key indicator
in assessing the stock market's health and prospects for future returns.

This research contributes significantly to understanding the relationship between
economic growth and the stock market, particularly in global crises like the pandemic. The
originality of this study lies in the in-depth analysis of how responsive fiscal and monetary
policies can support economic recovery and stock market stability. The findings provide
valuable insights for investors in making more informed investment decisions and for
policymakers in formulating effective measures to mitigate the negative impact of the
economic Crisis.

However, this study has some limitations that need to be considered. This study is
limited to the COVID-19 pandemic period and focuses on two countries, so the results
must be generalisable to other contexts or periods. In addition, this study does not consider
other variables that may affect the stock market, such as the inflation rate and international
trade policies. Future research is expected to expand geographical and temporal coverage
and consider more variables to gain a more comprehensive understanding of the factors
affecting the stock market. Researchers are also advised to use more diverse analytical
methods to test the robustness of the findings.
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