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Abstract 

This study examines the volatility of Indonesia's financial markets during global health crises, 

particularly focusing on the COVID-19 pandemic. The research explores how such crises impact 

market stability, investor behaviour, and economic health. The primary research question 

investigates the extent to which global health crises influence financial market volatility in 

emerging economies, using Indonesia as a case study. The methodology involves a qualitative 

analysis supported by an extensive literature review. Data was gathered from various academic 

sources, financial reports, and statistical analyses to identify patterns and themes related to 

market behaviour during crises. The findings indicate that Indonesia’s financial markets are 

significantly affected by global health events, with heightened volatility and instability observed 

during the pandemic. This increased volatility is attributed to external factors such as global 

economic conditions and investor uncertainty. The results also highlight the vulnerability of 

Indonesia’s markets to international disruptions, emphasizing the importance of robust economic 

policies and global stability for maintaining market resilience. The study concludes that global 

health crises have profound implications for Indonesia’s financial markets, necessitating 

coordinated policy responses and strategic planning to mitigate adverse impacts and foster long-

term stability.  
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Introduction 

The financial markets are inherently volatile, with prices fluctuating constantly due to a variety of 

factors, including economic conditions, political events, and investor sentiment. This volatility can 

have significant implications for investors, businesses, and policymakers, as it can impact the value 

of assets, the cost of capital, and the overall stability of the financial system (Bhowmik and Wang, 

2020). 

To better understand the dynamics of financial market volatility, it is important to examine the 

various measures and indicators that are used to assess it. One commonly used measure is the VIX 

index, which tracks the implied volatility of the S&P 500 index (Audrino et al., 2020). This index 

provides a real-time measure of investor sentiment and can be used to gauge the level of 

uncertainty in the market. Other measures, such as the CBOE Volatility Index (VIX) and the MOVE 

index, which tracks the volatility of the US Treasury market, can also be used to assess financial 

market volatility (Haldar and Sethi, 2021). 

The COVID-19 pandemic has had a significant impact on financial market volatility, with the VIX 

index reaching record highs in March 2020 as the pandemic took hold (Albulescu, 2021). This 

heightened volatility was driven by a range of factors, including the uncertainty surrounding the 

economic impact of the pandemic, the implementation of lockdown measures, and the actions 

taken by policymakers to support the economy. 

The pandemic has also had a significant impact on the volatility of specific sectors and industries. 

For example, the travel and hospitality sectors have experienced particularly high levels of 

volatility as a result of the pandemic, with the share prices of companies in these sectors 

fluctuating significantly in response to changes in travel restrictions and consumer behaviour 

(Haldar and Sethi, 2021). Similarly, the volatility of the energy sector has been impacted by the 

significant changes in global demand for oil and other energy commodities. 

The impact of the pandemic on financial market volatility has not been limited to stock markets, 

however. The volatility of other asset classes, such as bonds and commodities, has also been 

affected. For example, the volatility of the US Treasury market, as measured by the MOVE index, 

increased significantly during the pandemic, reflecting the high levels of uncertainty and risk 

aversion among investors (Audrino et al., 2020). 

This study examines various strategies for contending with the unpredictability of the financial 

markets amid the 2020 health crisis. During that time, a qualitative investigation is used to 

continue the research 

Literature review 

In recent years, the financial markets have experienced heightened volatility, particularly in the 

wake of the COVID-19 pandemic. The pandemic has had a profound impact on the global 

economy, leading to widespread disruptions in supply chains, changes in consumer behaviour, 

and significant uncertainty about the future (Albulescu, 2021). These factors have contributed to 
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increased volatility in the financial markets, as investors grapple with the implications of the 

pandemic for the performance of various asset classes. 

One of the most notable impacts of the pandemic on financial market volatility has been the 

significant increase in volatility spillovers between different asset classes and markets (Corbet et 

al., 2021). For example, the volatility in the Chinese stock market, which was the initial epicentre 

of the pandemic, has been shown to have had a significant impact on the volatility of other global 

financial markets. This highlights the interconnectedness of the global financial system and the 

potential for shocks in one market to be transmitted to others. 

The impact of the COVID-19 pandemic on financial market volatility has been observed in 

numerous countries around the world. In the United States, for example, the VIX index reached 

record highs in March 2020 as the pandemic took hold, reflecting the high levels of uncertainty 

and volatility in the US financial markets (Albulescu, 2021). 

Similar patterns have been observed in other countries as well. In the United Kingdom, the FTSE 

100 index experienced significant volatility during the pandemic, with the index fluctuating widely 

in response to changes in the pandemic's trajectory and the government's policy responses 

(Haldar & Sethi, 2021). In India, the Nifty 50 index also experienced heightened volatility during the 

pandemic, with the index fluctuating significantly in response to the country's COVID-19 case 

numbers and the government's policy responses (Haldar & Sethi, 2021). 

Some of the key measures taken by governments include fiscal stimulus packages, monetary 

easing, and various forms of financial support for businesses and individuals affected by the 

pandemic. Central banks have also responded by lowering interest rates and engaging in asset 

purchase programs to provide liquidity to financial markets. Albulescu (2020) analysed the 

relationship between financial volatility and the pandemic, emphasising the importance of timely 

and coordinated policy responses.  

One of the main goals of these policies is to prevent a deep and prolonged recession by 

supporting businesses, preserving jobs, and boosting consumer spending. Governments have also 

implemented measures to ensure the stability of the financial system and prevent a credit crunch 

that could exacerbate the economic downturn. Adekoya, Oliyide, and Noman (2021) examined 

the role of US economic policy uncertainty in the volatility connectedness of the EU carbon market 

with commodity and financial markets, underscoring the need for coherent policy frameworks to 

address cross-market dynamics. 

Policymakers are also looking at longer-term strategies to address the structural challenges 

exposed by the pandemic, such as the need for greater resilience in supply chains, increased 

investment in healthcare and technology, and the transition to a more sustainable and inclusive 

economy. The COVID-19 pandemic has had a profound impact on global financial markets, with 

significant volatility and uncertainty affecting cross-border investment and trade. Gao, Ren, and 

Umar (2022) found that the pandemic had a more pronounced effect on stock market volatility 

in the US compared to China, highlighting the varying responses of different economies to the 
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crisis. Aslam et al. (2021) further explored the intraday volatility spillovers among European financial 

markets during the pandemic, demonstrating the interconnectedness of global markets and the 

rapid transmission of shocks across borders. 

The impact of the COVID-19 pandemic on financial markets has been observed across various 

countries and regions. Wang (2022) explored the volatility spillovers between non-fungible tokens 

(NFTs) news attention and financial markets, underscoring the evolving nature of investor 

behaviour and the need for a comprehensive understanding of emerging asset classes. 

Engelhardt et al. (2021) investigated the role of trust in shaping stock market volatility during the 

COVID-19 crisis, emphasising the importance of social capital in times of heightened uncertainty. 

The pandemic has had a significant impact on investors, particularly in terms of the potential 

returns that can be generated during times of crisis. While the uncertainty and market volatility 

caused by the pandemic may deter some investors, others see it as an opportunity to capitalize 

on discounted asset prices and potentially high returns in the future as the economy recovers.  

This has led to a shift in investment strategies, with some investors taking on more risk in search of 

higher returns while others opt for safer investments to protect their portfolios during uncertain 

times. Malmendier, Pouzo, and Vanasco (2020) examined the impact of investor experiences on 

financial market dynamics, suggesting that past events can shape risk perceptions and 

investment strategies. These findings highlight the need for policymakers and market participants 

to consider the psychological and behavioural factors that drive investor reactions during periods 

of crisis. 

The pandemic has also influenced the predictability of financial market returns, with researchers 

exploring various models and approaches. Dai et al. (2020) investigated the role of stock market 

implied volatility in the efficient predictability of stock return volatility, highlighting the importance 

of incorporating forward-looking information in forecasting models. Chowdhury, Dhar, and Stasi 

(2022) examined the volatility of the US stock market and its implications for business strategy 

during the COVID-19 crisis, providing insights into the challenges faced by firms in navigating the 

uncertain environment 

Methods 

The qualitative analysis approach chosen for this research project will allow for a deep exploration 

and understanding of the non-numerical data collected. This method involves a systematic 

examination of various sources of information, with the aim of identifying themes, patterns, and 

relationships within the data.  

In order to gather the necessary data for this research, the researcher will conduct a thorough 

literature review using the library research study methodology. This process will involve examining 

a wide range of sources, including academic journals, industry reports, and statistical analyses, to 

gain a comprehensive understanding of the topic at hand. By utilizing this methodology, the 

researcher will be able to identify key concepts, theories, and findings related to the research 
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question, which will serve as the foundation for the analysis and interpretation of the data 

collected.  

Additionally, the researcher will be able to compare and contrast different perspectives and 

approaches within the literature, providing a well-rounded understanding of the topic. 

Analysis/Discussion 

Indonesian Market Analysis 

The ASEAN region has experienced significant growth in its financial markets over the past 

decades. As one of the fastest-growing economic blocs, ASEAN has attracted substantial foreign 

investment, contributing to the development of its capital markets (Mensi et al., 2021). The ASEAN 

financial market is characterised by a diverse range of financial instruments, including stocks, 

bonds, and derivatives, catering to the needs of both individual and institutional investors. 

The stock markets in ASEAN countries have shown resilience in the face of global economic 

challenges, such as the COVID-19 pandemic. A study by Kamaludin et al. (2021) examined the 

impact of the pandemic on the equity markets of ASEAN-5 countries (Indonesia, Malaysia, the 

Philippines, Singapore, and Thailand) and found that the markets exhibited varying degrees of 

volatility and co-movement during the crisis. This highlights the importance of understanding the 

dynamics and interdependencies within the ASEAN financial landscape. 

Furthermore, the ASEAN region has made strides in promoting financial integration and 

cooperation, with initiatives such as the ASEAN Capital Markets Forum (ACMF) and the ASEAN+3 

Bond Market Initiative. These efforts aim to harmonise regulations, facilitate cross-border 

investment, and enhance the competitiveness of the ASEAN financial markets (Zaremba et al., 

2021). 

The Indonesian stock market, known as the Indonesia Stock Exchange (IDX), has experienced 

significant growth and development in recent years. As the largest economy in Southeast Asia, 

Indonesia's stock market has attracted both domestic and foreign investors, contributing to its 

increasing liquidity and market capitalisation (Tinungki et al., 2022). 

The performance of the Indonesian stock market has been influenced by various factors, including 

macroeconomic conditions, political stability, and global economic trends. During the COVID-19 

pandemic, the Indonesian stock market, like many others in the region, experienced significant 

volatility and declines, as investors grappled with the economic uncertainties (Nia, 2020). However, 

the market has shown signs of recovery, with the benchmark Jakarta Composite Index (JCI) 

reaching new highs in recent times. 

To enhance the competitiveness and resilience of the Indonesian stock market, the government 

and regulatory authorities have implemented various initiatives. These include measures to 

improve corporate governance, increase market transparency, and promote the participation of 

retail investors (Antoniades et al., 2020). Additionally, the IDX has been actively collaborating with 
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other ASEAN stock exchanges to facilitate cross-border investment and strengthen regional 

financial integration. 

The financial market in rural and agricultural areas of Indonesia has been a crucial aspect of the 

country's economic development. These regions, which are often characterised by a high 

proportion of small-scale farmers and entrepreneurs, have traditionally faced challenges in 

accessing formal financial services (Benkraiem et al., 2022). 

To address this issue, the Indonesian government and financial institutions have made concerted 

efforts to expand financial inclusion in rural and agricultural areas. This has involved the 

establishment of microfinance institutions, cooperative banks, and other alternative financing 

mechanisms that cater to the specific needs of small-scale producers and entrepreneurs (Sadiq 

et al., 2021). 

The development of the rural and agricultural financial market in Indonesia has had a significant 

impact on the livelihoods of millions of people. By providing access to credit, savings, and 

insurance services, these financial institutions have enabled farmers and small businesses to invest 

in their operations, diversify their income sources, and improve their overall economic well-being 

(Tinungki et al., 2022). 

Moreover, the integration of digital technologies, such as mobile banking and fintech platforms, 

has further enhanced the reach and accessibility of financial services in rural and agricultural 

areas. This has helped to reduce the barriers to financial inclusion and promote the financial 

empowerment of underserved communities (Antoniades et al., 2020). 

Despite the progress made, challenges remain in the rural and agricultural financial market in 

Indonesia. These include the need for continued investment in infrastructure, the development of 

tailored financial products, and the strengthening of regulatory frameworks to ensure the 

sustainability and inclusivity of these financial services (Benkraiem et al., 2022). 

Risk, Returns, and Government Initiative 

The Indonesian market has been a subject of growing interest for investors, both domestic and 

international, due to its potential for growth and attractive returns. According to a study by 

Herwany et al. (2021), the COVID-19 pandemic had a significant impact on stock market returns 

in Indonesia. The researchers found that the pandemic led to a significant decline in stock market 

returns, with the Indonesian Stock Exchange (IDX) experiencing a 24.31% drop in the first quarter 

of 2020 (Herwany et al., 2021). This underscores the volatility and risk inherent in the Indonesian 

market, particularly during times of economic uncertainty. 

However, the Indonesian market has also demonstrated the potential for attractive returns. 

Tinungki et al. (2022) found that despite the challenges posed by the pandemic, some Indonesian 

companies were able to maintain their dividend policies, suggesting the resilience of certain 

sectors. Additionally, Tanjung et al. (2022) observed that the Indonesian market responded 

positively to the introduction of COVID-19 vaccines, indicating the potential for long-term growth. 
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To further understand the risk and return dynamics in the Indonesian market, it is important to 

consider the role of macroeconomic factors. Noerhidajati et al. (2021) examined the determinants 

of household financial vulnerability in Indonesia, finding that factors such as income, employment 

status, and access to financial services played a significant role. These findings highlight the 

importance of understanding the broader economic landscape when evaluating investment 

opportunities in the Indonesian market. 

The Indonesian central bank, Bank Indonesia, plays a crucial role in shaping the country's 

monetary policy and its impact on the financial markets. One of the primary tools used by Bank 

Indonesia to manage the economy is its benchmark interest rate, known as the BI 7-Day Reverse 

Repo Rate. Tanjung et al. (2022) found that changes in this benchmark rate had a significant 

impact on stock market returns in Indonesia, both in the pre-vaccine and post-vaccine phases of 

the COVID-19 pandemic. This underscores the importance of closely monitoring the central bank's 

monetary policy decisions and their potential effects on the financial markets. 

In addition to interest rate adjustments, Bank Indonesia also utilises other monetary policy 

instruments, such as reserve requirements and liquidity management. Naryono and Sukabumi 

(2020) highlighted the central bank's efforts to provide liquidity support and ease monetary policy 

during the COVID-19 pandemic, in an attempt to mitigate the economic impact of the crisis. 

The effectiveness of Indonesia's monetary policy, however, is not without its challenges. 

Nurcahyono et al. (2021) found that the COVID-19 pandemic had a significant impact on stock 

market returns in Indonesia, suggesting that monetary policy alone may not be sufficient to 

address the complex challenges facing the economy. 

To fully understand the implications of Indonesia's monetary policy, it is essential to consider the 

broader economic context. Nuryitmawan (2021) examined the impact of credit on 

multidimensional poverty in the Indonesian agricultural sector, highlighting the importance of 

coordinated policy efforts to address economic disparities and promote inclusive growth. 

One of the notable government initiatives is the Indonesia Investment Authority (INA), a sovereign 

wealth fund established in 2021 to attract foreign investment and support strategic infrastructure 

projects. Haroon et al. (2021) highlighted the potential for the INA to mitigate financial market risks 

by diversifying investment portfolios and providing a stabilizing force during periods of economic 

volatility.  

Another significant government initiative is the Indonesia Economic Recovery Program, which was 

launched in response to the COVID-19 pandemic. This program includes a range of fiscal and 

monetary policy measures, such as tax incentives, credit guarantees, and liquidity support for 

businesses (Naryono & Sukabumi, 2020). These initiatives aim to stimulate economic activity and 

support the recovery of key sectors, which could have implications for the financial markets. 

The Indonesian government has also made efforts to promote the development of the country's 

digital economy. This includes initiatives such as the Digital Transformation Roadmap, which aims 

to accelerate the adoption of digital technologies across various industries (Noerhidajati et al., 



 

 

 SUKUK: VOL.1, NO.I, 2022 23 

 

2021). These efforts could create new investment opportunities in the technology and innovation 

sectors, which are increasingly important drivers of economic growth. 

In addition to these initiatives, the Indonesian government has also focused on improving the 

country's infrastructure, with projects such as the Trans-Java Toll Road and the Jakarta-Bandung 

High-Speed Rail. These infrastructure investments are expected to enhance connectivity and 

facilitate economic activity, potentially impacting the performance of related sectors and 

industries (Nuryitmawan, 2021). 

To fully assess the impact of these government initiatives, it is crucial to consider the broader 

political and economic context. Tinungki et al. (2022) highlighted the importance of political 

stability and policy continuity in shaping investment decisions and corporate strategies in 

Indonesia. 

Conclusion 

This study assessed the financial market volatility in Indonesia, particularly focusing on the ripple 

effects of global health crises. The research examined how global health crises, such as the 

COVID-19 pandemic, can have far-reaching impacts on financial markets in emerging 

economies. Specifically, Indonesia’s stock market served as the focal point to explore these 

impacts on investor behaviour, market stability, and overall economic health. 

Key findings from the analysis reveal that global health crises significantly affect Indonesia’s 

financial markets. The results show increased volatility in stock prices during periods of crisis, driven 

by heightened uncertainty and fluctuating investor confidence. These crises tend to destabilize 

not only financial institutions but also have ripple effects on various sectors of the economy, 

leading to decreased consumer spending, reduced foreign investments, and overall economic 

downturn. 

Moreover, the study highlights that the volatility observed in Indonesia’s market is strongly 

correlated with external factors, emphasizing the country’s vulnerability to global events. 

Indonesia's financial markets, being deeply integrated into the global economy, tend to exhibit 

significant sensitivity to shocks from international crises, underscoring the importance of global 

stability for local market resilience. 
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