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DYNAMICS OF INDONESIAN
STOCK MARKET
INTERCONNECTION:
INSIGHTS FROM SELECTED ASEAN

COUNTRIES AND GLOBAL PLAYERS

DURING AND AFTER
THE COVID-19 PANDEMIC

Abstract

This study investigates the evolving dynamics of the Indonesian stock market in relation
to selected ASEAN countries (Malaysia, Singapore, Thailand, and the Philippines) and
global economic players (the US, Japan, and China) during and after the COVID-19
pandemic. Utilizing weekly data for the pandemic era (January 2020 — December 2021)
and the post-pandemic period (January 2022 — December 2023), the ARDL technique
reveals intricate relationships among these capital markets. Long-term analyses indicate
that Singapore and the Philippines positively influenced Indonesia’s market during the
pandemic. At the same time, China had a negative impact, highlighting heightened sen-
sitivity and interconnectedness during crises. Since the pandemic, Malaysia, Singapore,
the US, China, and Japan emerged as key positive influencers, with other countries show-
ing insignificance. In the short term, during the pandemic, Malaysia, Thailand, and China
had a significant positive impact on Indonesia’s capital market. However, only Malaysia
continued to exert a significant influence on Indonesia after the pandemic. These find-
ings provide valuable insights into the dynamic interactions shaping Indonesia’s stock
market performance amidst global economic fluctuations and crises.

Keywords capital market integration, Indonesia, ASEAN, ARDL,
composite stock price index, COVID-19 pandemic
JEL Classification C01, 019, 053

INTRODUCTION

In the past twenty years, there has been a growing interest among
economists and finance professionals in exploring the link between
regional and international capital markets. By examining the con-
nection between regional and international capital markets, inves-
tors can identify opportunities for cross-border investments and
capital flows. As an emerging market, the Indonesian capital market
has also received much attention from researchers (Caporale et al.,
2021), including how it broadly cointegrates with regional and global
capital markets.

This study is focused on the Indonesian capital market for two main
reasons. Firstly, Indonesia is Southeast Asia’s largest economy and
a G20 member. However, compared to other G20 members such as
India, China, South Korea, and Australia, which have the top five larg-
est capital markets in the Asia Pacific region, the Indonesian stock ex-
change market capitalization is still below that of Singapore, which

http://dx.doi.org/10.21511/imfi.21(2).2024.14



Investment Management and Financial Innovations, Volume 21, Issue 2, 2024

is the largest in the ASEAN region. Nevertheless, Indonesia has enormous potential for future growth
due to the vast opportunities of its economy and its sizable population. These conditions reflect that
Indonesia is rising but still has some catching up (Sharma et al., 2019). Secondly, the Indonesian capital
market is unique in many ways. These include the growing participation of local and foreign investors
in the last ten years and its stable growth despite the economic decline caused by COVID-19.

1. LITERATURE REVIEW

Systematic investigations to understand how capi-
tal markets integrate at regional and international
levels have attracted the attention of researchers in
the last two decades. Regional capital markets inte-
gration is believed to be able to create a larger and
more liquid market for investors, offering a broader
range of investment opportunities. Consequently,
investors can diversify their portfolios across differ-
ent markets, asset classes, and currencies, poten-
tially reducing risk and enhancing returns. ASEAN
capital market integration has been a significant
area of research interest, with studies focusing on
various forms of financial integration within the
region (Wolff, 2022). These forms include informa-
tion sharing, direct borrowing and fundraising, and
direct investment in international capital markets.
Research has particularly examined the integra-
tion of equity markets in the ASEAN-5 countries
(Indonesia, Malaysia, Singapore, Thailand, and the
Philippines). Findings from these studies suggest
the presence of co-integration relationships among
ASEAN stock indices, indicating a certain level of
market integration. However, there is a consensus
that this integration must be further strengthened
to realize its full potential, as the benefits of inter-
national portfolio diversification remain limited
within the region (Le et al., 2022; Robiyanto et al.,
2021, 2023).

Additionally, spillover effects from major financial
centers like the US, Japan, and the UK have been
observed in ASEAN stock markets, especially dur-
ing financial crises. Efforts to enhance market in-
tegration in ASEAN, such as initiatives under the
ASEAN Economic Community (AEC), have shown
some impact. However, these initiatives have not
fully achieved their objectives, highlighting the on-
going challenges in achieving deeper regional capi-
tal market integration. Further research and policy
measures may be necessary to address these chal-
lenges and promote greater financial integration
and stability in ASEAN capital markets (Chien et

http://dx.doi.org/10.21511/imfi.21(2).2024.14

al., 2015; Click & Plummer, 2005; Do et al., 2016;
Lee & Jeong, 2016; Li & Zeng, 2018; Muharam et al.,
2020; Nguyen & Elisabeta, 2016; Robiyanto, 2018;
Robiyanto et al., 2021).

The purpose of this study is to address two gaps in ex-
isting research. Firstly, previous studies have mainly
focused on crises like the 1997 monetary crisis and
the 2008 global financial crisis (Chien et al., 2015;
Click & Plummer, 2005; Do et al., 2016; Lee & Jeong,
2016; Li & Zeng, 2018; Muharam et al., 2020; Nguyen
& Elisabeta, 2016; Robiyanto, 2018; Robiyanto et al.,
2021), while more recent research has concentrated
solely on the impact of the pandemic on the ASEAN
capital market (Priscilla et al., 2022; Sadiq et al., 2021;
Suriawinata et al., 2023). In contrast, this study aims
to compare the dynamics of the interconnection of
the Indonesian capital market with regional and in-
ternational capital markets during two significant
periods: the COVID-19 period (2020-2022) and
the post-COVID-19 period (2022-2023). By analyz-
ing the co-integration among these markets during
these periods, the study offers valuable insights for
investors, regulators, and government officials to
make informed decisions and develop effective strat-
egies for navigating the complexities of the global fi-
nancial system.

Second, this study investigates the impact of Chinese,
Japanese, and American markets on ASEAN, par-
ticularly in Indonesia. Although current litera-
ture has focused on China’s influence on ASEAN
countries (Chien et al., 2015; Lee & Jeong, 2016; Li
& Zeng, 2018; Nguyen & Elisabeta, 2016), includ-
ing Indonesia (Caporale et al., 2021), there needs
to be more research on how the US, Japan, and
China affect Indonesia, particularly during and af-
ter the COVID-19 pandemic. The study examines
Indonesia’s dependence on the US, Japanese, and
Chinese capital markets during and post-COVID-19
periods to bridge this gap. Ultimately, the study in-
tends to enhance understanding of the external fac-
tors influencing Indonesia’s financial markets, pro-
viding valuable insights for investors, policymakers,
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and other stakeholders navigating the complex glob-
al financial landscape.

In sum, this study provides new insights into the in-
terconnections between the Indonesian capital mar-
ket and other countries during two observation peri-
ods (during and post-COVID-19). The present study
covers a gap in this area that previously focused
more on the monetary crisis of 1997 and the global
financial crisis of 2008 (Click & Plummer, 2005; Do
et al., 2016; Muharam et al., 2020; Robiyanto, 2018;
Robiyanto et al., 2021). Moreover, this study also
adds insights into the dynamics of the influence of
the three large international capital markets (US,
China, and Japan) on Indonesia, especially during
the crisis (Chien et al., 2015; Lee & Jeong, 2016; Li &
Zeng, 2018; Nguyen & Elisabeta, 2016). A thorough
study of the co-integration between these markets
can provide valuable insights for investors, regula-
tors, and government officials at various levels. It can
help them make informed decisions and develop ef-
fective strategies to navigate the complexities of the
global financial system.

2. RESEARCH METHODOLOGY

2.1. Data collection procedures

This study examines the weekly stock market indi-
ces of five emerging stock markets in the ASEAN
region: Indonesia, Singapore, Malaysia, the
Philippines, and Thailand. Additionally, the US,
Japan, and China stock markets are included due
to their global significance and substantial impact
on their respective economies and their strong
economic ties with ASEAN countries. The analy-
sis encompasses the weekly composite stock price
index from January 2020 to December 2023, divid-
ed into two periods: during COVID-19 (January
2020 - December 2021) and after COVID-19
(January 2022 - December 2023). Data were ob-
tained from various sources, including Yahoo
Finance and official stock exchange websites.

2.2. Data analysis techniques
and procedures

The study investigates the integration of Indonesian
stock markets with five ASEAN countries, the US,
Japan, and China, utilizing the autoregressive dis-
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tributed lag (ARDL) approach. The decision to
employ the ARDL technique is based on several
considerations. Firstly, ARDL is more effective in
handling limited time series data than alternative
methods like the Vector Error Correction Model
(VECM). This preference stems from ARDLs ca-
pability to manage short-period datasets. In con-
trast, VECM requires a larger dataset for reliable
parameter estimation. Secondly, ARDL allows the
model to incorporate both stationary and non-
stationary variables. In contrast, VECM mandates
that all variables in the model be integrated of or-
der 1 (I(1)) or possess the same level of integration
(Appiah, 2018; Narayan, 2005; Pesaran et al., 2001;
Pesaran & Shin, 1996; Shrestha & Bhatta, 2018).

3. RESULTS

The optimal lag length is initially determined by
conducting estimations across multiple regres-
sions. Subsequently, long-run and short-run
causality are evaluated to grasp the dynamics
between the variables. Pesaran et al. (2001) have
defined two sets of asymptotic critical values for
assessing the null hypothesis concerning the
absence of a cointegration relationship among
variables. Ultimately, estimating the long-run
coeflicient of the equation and the correspond-
ing ARDL error correction models aids in ob-
taining a more profound comprehension of the
relationship between the variables. This meth-
odology empowers researchers to scrutinize
a model’s long-term dynamics and equilibri-
um relationships among variables (Banerjee et
al., 1998; Kremers et al., 1992; Narayan, 2005;
Pesaran et al., 2001).

3.1. Descriptive statistics
and correlation

During the COVID-19 pandemic, the US capi-
tal market had the highest average value of 9,435.
In contrast, Japan had the lowest average value
of 4,412. The standard deviation, a measure of
market volatility, showed that the US had greater
fluctuations, whereas Malaysia had lower levels
of volatility. Indonesia had a mean value of 8.680
and a standard deviation of 0.107, indicating good
performance and moderate levels of volatility. The
strong positive correlation between many coun-
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tries, such as Singapore and Malaysia (0.622), sug-
gests that both markets move together. Conversely,
the relatively strong negative correlation between
the US and Japan (-0.868) indicates that the move-
ments of their markets tend to be in opposite di-
rections. Additionally, there is a high correlation
among Southeast Asian countries, including the

Table 1. Descriptive and correlation analysis

Philippines, Thailand, and Malaysia, indicating
strong linkages between them (Table 1).

After the pandemic, the mean score of capital mar-
kets in different countries was analyzed. The high-
est average value was observed in Japan, with a
value of 10,270, while Singapore had the lowest av-

Country @ Mean : SD : LNINA @ LNMAL

LNSING

LNPHI LNTHA LNUSA LNCHN LNJPN

Indonesia 8.680

Malaysia
Smgapore ...................
Thailan
China

0.613

During COVID-19

Coo0411
© 0442

1 H
0958 ¢ 1

0.736

Japan

—-0.091 -0.437 —-0.868 -0.871 1

Indonesia
Malaysia
Singapore
Philippines
ha||a
China_

0.155 1

Japan

0.662 -0.369 1

Table 2. Augmented Dickey-Fuller and Phillips-Perron root test

ADF statistics PP statistics
Country T - T -
Level 1st Difference Level 1st Difference
During COVID-19
Indonesia -1.289 —8.585%*x* -1.401 —8.583%*x
Malaysia 720682 ‘ 8764
Singappre ) 71.601" 78.125*'""“"“‘ """"
Philipines -2.455 —-9.010%***
Thailand 262 ~8.200%**
N 84307
China : -1.383 -9.910%*
Japan -2.252 —9.863*** -2.252 —9.860%**
After COVID-19

Indoneya H—3263f* —11.602*** —3203** —12308fff """"
Malaysia -1.870 —9.676***
Singapz)re "—4.783"“’k —7.617*;; """""
PMHmdes ::—159i —10233%%
Thailarj‘d ) : ) —1.884 —10.362fff """"
us -1715 ~10.567%**
NS TRO21 8¢ 109267
Japan -1.981 —10.858%*** -1.912 —11.041%**

Note: *** and ** indicate significance at 1% and 5% confidence levels, respectively.
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183



Investment Management and Financial Innovations, Volume 21, Issue 2, 2024

erage of 5,827. Singapore’s low standard deviation
of the mean suggests that the market is relatively
stable. In contrast, Japan’s standard deviation of
0.084 indicates higher volatility. Indonesia’s mean
was observed to be 8.841, and its standard devia-
tion was 0.025, implying stability and relatively
low fluctuation. From the correlation analysis, it
can be observed that the correlation between the
capital markets of different countries varies. For
instance, the correlation between Singapore and
Malaysia is 0.369, which suggests a relatively weak
positive relationship. In contrast, the correlation
between Japan and the US of -0.378 indicates a
fairly strong negative relationship, indicating that
market movements in both countries tend to be in
opposite directions. Positive correlations were al-
so observed between China and several countries,
such as the Philippines and the US, indicating a
positive relationship between them.

3.2. Unit root test

Before conducting the ARDL analysis, the sta-
tionary nature of the variables was evaluated
using the Augmented Dickey-Fuller (ADF) test
and Phillips-Perron (PP) root test. This assess-
ment aimed to ascertain whether the variables
exhibited characteristics of being I(0) or I(1) and
to detect the presence of a unit root in all mod-
el variables at a specific time (t). According to
the data presented in Table 2, it was observed
that during the COVID-19 period, all coun-
tries had a stationary first difference, denoted as
I(1). However, after COVID-19, Indonesia and
Singapore showed an integrated order of zero
I(0) at a 5% significance level. These findings
indicate that none of the series fall under 1(2)
or higher orders, which suggests that the ARDL
approach is suitable for analyzing this data.

3.3. ARDL bound test

In the initial analysis stage, the optimal lag
structure of the regression on first differences
was determined using the Akaike Information
Criterion (AIC), with a maximum lag length not
exceeding 2, as Pesaran et al. (2001) recommend-
ed to ensure that the model is simple (overfitting)
and achieves the best adjustment. AIC selects
the model with the lowest AIC value, indicat-
ing the best balance between model complexity
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and goodness of fit. Table 4 presents the ARDL
bound testing, which compares F-statistics and
critical values obtained from Pesaran et al. (2001)
to establish cointegration. Table 4 shows the esti-
mated F-statistics for Indonesia as the dependent
variable. The results indicate that all F-statistics
during COVID-19 and after COVID-19 are
11,623 and 19,478, respectively. It is worth not-
ing that all F-statistics exceeded the upper bound
value at the 1% significance level.

During the COVID-19 pandemic, this study
revealed the significant effect of the Singapore,
Philippines, and China stock exchanges on
Indonesia. The findings suggest a positive rela-
tionship between the Singapore Stock Exchange
and the Indonesian composite stock price in-
dex. Specifically, for every 1% increase in the
Singapore Stock Exchange, there is a corre-
sponding 0.742% increase in the Indonesian
composite stock price index, indicating a strong
correlation between the performance of the
Singapore Stock Exchange and the Indonesian
stock market. Similarly, the study also found
that the Philippines and China stock exchanges
impact the Indonesian stock exchange. The coef-
ficients of 0.369 for the Philippines and -0.338
for China suggest an increase in the Philippines’
stock market performance positively influences
the Indonesian stock market. In contrast, an
increase in China’s stock market performance
has a negative impact on the Indonesian stock
market.

The results in Table 3 indicate the varying in-
fluences of capital market movements in differ-
ent countries on the Indonesian capital market
post-COVID-19. Specifically, the study found
that capital market movements in Malaysia
(0.466), Singapore (0.251), the United States
(0.079), China (0.126), and Japan (0.101) had a
positive impact on the Indonesian capital mar-
ket. In other words, a one-unit change in the
capital markets of these countries was associat-
ed with a significant increase in the Indonesian
capital markets, highlighting the interconnect-
edness and influence of these markets on each
other. Conversely, the study did not find a sig-
nificant relationship between the movements of
the Philippine and Thai capital markets and the
Indonesian capital market.

http://dx.doi.org/10.21511/imfi.21(2).2024.14
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Variable

Coefficient

Std. Error

t-Statistic Prob. F-statistic

During COVID-19, ARDL(2,1,0,0,1, 1,1, 0)

11,632%**

Philippines

0309

L0389

OTA2

2,074 ..0.039

Thattand 0370

1203 0.230

us

0010 099

—-0.820

-apa
C : 3.062

2195

1.395 0165

Post COVID-19 ARDL(2,1,0,0,1,1,1,0)

32.138***

3.896 L0000

Singapore o i....9»1

0.160 T4 N T

Thailand 0108

1539 0.125

US 00

2078 009

China 0128

J3PAN OO

3.012

C : 0.001

0.690 0.491

Note: ***, ** ‘and * indicate significance at 1%, 5%, and 10% confidence levels, respectively.

3.4.Short-run relationship
and causality tests

Once cointegration has been established, the next
step involves retaining the lagged levels of vari-
ables. A causality test is then conducted using
the lagged error correction term (ECT) to assess
the significance of independent variables. In this
study, the ECT signifies the adjustment rate to-
wards long-run equilibrium following any shock
from the previous week. For short-term assess-
ment, the ECT is expected to demonstrate a nega-
tive sign and be statistically significant. During
the COVID-19 pandemic, the ECT analysis indi-
cated that the movements in the capital markets
of Malaysia, Thailand, and China had a signifi-

cant short-term impact on the Indonesian capi-
tal market. Specifically, the positive coeflicient
associated with changes in the Malaysian capital
market (0.379) suggests that an increase in the
Malaysian capital market in the preceding period
positively influenced the Indonesian capital mar-
ket. Similarly, the noteworthy positive coefficients
for changes in the capital markets of Thailand
(0.288) and China (0.108) indicate that upticks in
these countries’ capital markets also positively af-
fected changes in the Indonesian capital mar-
kets. However, after the COVID-19 pandemic, the
analysis revealed that only the movements in the
Malaysian capital market had a significant short-
term impact on the Indonesian capital market, as
illustrated in Table 4.

Table 4. Short-run estimation under error correction (Indonesia as a dependent variable)

During COVID-19

Post-COVID-19

Variable b

Variable b

(ININAG) -0.123**

LNINA(L), 2 008

LNMAL 0.379***

LNMAL, 2 03

..LNTH‘A O 0.288***

LNSING, 2 L0007

AN ~0.088

LNJPN, 2 ..o.eoa

ANCAN 0.1087*

Comteq(-1)* Lo

—0.634***

squared 0321

AdustedRsquared 0.304

Durbin-Watson stat 2,088

Serial Correlation LM Test 0321

Heteroskedasticity Test 0.451

Note: *** and ** indicate significance at 1% and 5% confidence levels, respectively.

http://dx.doi.org/10.21511/imfi.21(2).2024.14
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During the COVID-19 pandemic, a negative ECT
coefficient of -0.634 suggests that the Indonesian
capital market was adjusting toward long-term
equilibrium at a speed of 63.4% after experienc-
ing a shock or deviation caused by the pandemic
and related market movements. Similarly, after the
COVID-19 pandemic, a negative ECT coeflicient of
-0.745 signifies that the Indonesian capital market

continued to adjust towards long-term equilibrium
at a speed of 74.5% following the pandemic period
and subsequent market changes. The ECT coeffi-
cient of -0.634 (during COVID-19) and -0.745 (after
COVID-19) shows a moderate convergence towards
the long-run equilibrium of the ASEAN and inter-
national markets with the Indonesian capital market
for both periods. In the context of the Indonesian
capital market and its relationship with the capital
markets of various countries during and after the
COVID-19 pandemic, the ECT coefficients of -0.634
(during COVID-19) and -0.745 (after COVID-19)
hold significance in understanding the dynamics of
market interactions. A negative ECT coeflicient of
-0.634 during the COVID-19 pandemic suggests that

the Indonesian capital market was adjusting toward
long-term equilibrium at a speed of 63.4% after expe-
riencing a shock or deviation caused by the pandemic
and related market movements. Similarly, a negative
ECT coeflicient of —0.745 after the COVID-19 pan-
demic signifies that the Indonesian capital market
continued to adjust towards long-term equilibrium
at a speed of 74.5% following the pandemic period
and subsequent market changes.

The adjusted R? values were 0.304 (during the pan-
demic) and 0.721 (post-pandemic), respectively, in-

dicating that the independent variables explained

40

2017 2018

— CUSUM - 5% Significance

30% and 72% of the variations in the dependent vari-
able. An adjusted R-squared value of .304 during
the pandemic period suggests that the independent
variables in the regression model explained approxi-
mately 30.4% of the variance in the dependent vari-
able during this time. Meanwhile, after the pandem-
ic, around 72.1% of the fluctuations or changes in
the Indonesian capital market could be attributed to
the factors included as independent variables in the
model, such as capital market movements in other
countries.

The Durbin-Watson statistical values of 2.088 and
1.967 for the two data sets suggest no correlation
between the variables in both groups. A value close
to 2 indicates that the residuals are not correlated,
which supports the independence of observations in
the regression models during and after COVID-19.
Furthermore, the LM Test results support no serial
correlation for both models (p-value > 0.05), which
further confirms the absence of serial correlation
in the residuals of the regression models. In addi-
tion, the models were also tested for heteroscedas-
ticity issues, and the results showed no evidence of
heteroscedasticity (p-value > 0.05). A p-value greater
than 0.05 indicates that the variance of the errors is
constant across different levels of the independent
variables, ensuring the reliability of the regression
models.

3.5. Residual diagnostic
and stability test
The study tested serial correlation and homosce-

dasticity to ensure the model’s reliability. The
F-statistic p-value from the Breusch-Godfrey

0.6

0.4

0.2

0.0

24—
v | mm v | mnm v | v

2016 2017 2018

— CUSUM of Squares —---- 5% Significance

Figure 1. Plot of CUSUM model during COVID-19
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40

Figure 2. Plot of CUSUM and CUSUMSQ after COVID-19

Serial Correlation LM Test indicated the absence
of serial correlation issues (F-statistic p-value >
0.05). Similarly, the Breusch-Pagan-Godfrey test
for homoscedasticity revealed that all models were
free from heteroscedasticity problems (F-statistic
p-value > 0.05). To assess the stability of both
long-term parameters and short-term movements,
cumulative sum (CUSUM) and cumulative sum
squares (CUSUMSQ) tests were utilized. Figures
1 and 2, applied to the ECM residuals, confirmed
the coeflicients’ stability and long-term relation-
ships among financial variables. The CUSUM
plot remained within the critical 5% bound for
all equations, and the CUSUMSQ statistics did
not surpass the critical boundaries, indicating the
consistency of the model’s parameters and rela-
tionships over time.

4. DISCUSSION

This study aims to compare the dynamics of the in-
terconnection of the Indonesian capital market with
regional and international capital markets during
two periods: the COVID-19 period (2020-2022) and
the post-COVID-19 period (2022-2023). During
the pandemic, the capital market movements in
Singapore and the Philippines impacted Indonesia
positively, offering benefits during the crisis period.
However, in the post-pandemic period, Malaysia
and Singapore were recognized as maintaining a
substantial and lasting influence on the Indonesian
capital market. These results highlight the intercon-
nectedness and interdependence of capital markets
within ASEAN countries, where the dynamics of
one market can have ripple effects on others, shap-

http://dx.doi.org/10.21511/imfi.21(2).2024.14

ing investment trends and market performance
across the region. The present study supports the
idea that ASEAN capital market integration is still
limited and sensitive to global financial conditions
(Boubakri & Guillaumin, 2015; Click & Plummer,
2005; Muharam et al., 2020; Puspitasari et al., 2018;
Robiyanto, 2018; Robiyanto et al., 2021).

The recent study has highlighted the close relation-
ship between the Indonesian capital market and
those of Singapore and Malaysia, especially in the
post-COVID-19 period. This phenomenon can be
attributed to two main reasons. Firstly, Malaysia
and Singapore are Indonesia’s major trading part-
ners. Among the ASEAN countries, Malaysia is
Indonesia’s primary trading partner. In 2020, 2021,
and 2022, Indonesia exported commodities worth
USD 8.10 billion, USD 12.00 billion, and USD 15.43
billion to Malaysia, respectively. During the same
period, Indonesia imported goods worth USD 6.93
billion, USD 945 billion, and USD 12.48 billion
from Malaysia. Indonesia and Malaysia share simi-
larities in their plantation export commodities like
rubber and palm oil and mining activities like tin,
which facilitate an integrated market, strengthening
the relationship between the two countries. On the
other hand, Singapore dominates foreign direct in-
vestment or foreign investment (PMA) in Indonesia.
Singapore has been the largest investor in Indonesia
for the past five years. In 2019, their investment
amounted to USD 6.5 billion, increasing to USD 9.8
billion in 2020, USD 9.4 billion in 2021, USD 13.3 bil-
lion in 2022, and USD 15.4 billion in 2023. Therefore,
it is natural that the two countries” capital markets
have a relatively close relationship with each other.
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The present study also highlights the role of inter-
national stock markets, particularly those of the US,
Japan, and China, in shaping the Indonesian market
before and after the COVID-19 crisis. The results
show that the United States, Japanese, and Chinese
stock markets significantly impacted the Indonesian
markets in the long run, especially in the post-CO-
VID-19 period. However, during the COVID-19
crisis, only China significantly influenced the
Indonesian capital market. The findings suggest that
after the COVID-19 crisis, the US, Japanese, and
Chinese stock markets had a long-term effect on the
Indonesian market, whereas, during the crisis, only
China significantly affected the Indonesian capital
market. These differences in the impact of interna-
tional stock markets on the Indonesian markets be-
fore and after the COVID-19 crisis demonstrate the
changing dynamics and interconnectedness of glob-
al financial markets in times of crisis. The results of
this study support differences in the dynamics of
the Indonesian capital market when a crisis occurs
(Boubakri & Guillaumin, 2015; Click & Plummer,
2005; Muharam et al., 2020; Puspitasari et al., 2018;
Robiyanto, 2018; Robiyanto et al., 2021).

Particularly noteworthy is the change in the Chinese
capital market’s effect on Indonesia, transitioning
from negative to positive in the post-COVID peri-
od, signifying a significant shift in the relationship
between these two markets. These changes dem-
onstrate the complex dynamics between interna-
tional and Indonesian capital markets during and
after the COVID-19 crisis. A negative impact dur-
ing COVID-19 may reflect the uncertainty and vol-
atility markets faced during the crisis. At the same
time, a positive turn after COVID-19 may indicate
market recovery and stability after a period of in-
tense crisis. Furthermore, the study highlights that
China has emerged as the predominant influencer in
the Indonesian capital market during and after the
COVID-19 pandemic. In contrast, the impact of the
United States and Japan has been more short-lived
and noticeable only after the pandemic. This result
indicates China’s consistent and significant influ-
ence on the Indonesian capital market over the entire
study period, while the effects of the United States
and Japan have been more apparent in the aftermath
of the pandemic and for a limited duration. The re-
sults of this study present compelling evidence that
China’s capital market is exerting a growing influ-
ence on regional markets, most notably Indonesian.

188

This assertion is substantiated by a plethora of re-
search studies, including those conducted by Chen
and Wang (2021), Chien et al. (2015), Glick and
Hutchison (2013), Kang et al. (2019), Shu et al. (2018),
Yousaf et al. (2023), and Caporale et al. (2021).

This study has significant policy implications. First,
the finding that the capital market movements of
Singapore and the Philippines significantly positive-
ly impacted Indonesia during the pandemic shows
the importance of regional cooperation and link-
ages between capital markets in Southeast Asia. In
addition, the sensitivity of the Indonesian capital
market to changes in the Chinese capital market
underscores the importance of monitoring and un-
derstanding the economic and financial conditions
of neighboring countries. These results show that
Indonesia is vulnerable to economic fluctuations in
its surroundings and needs to take appropriate steps
to manage the related risks. Additionally, shifts in
the influence of certain countries following the pan-
demic highlight the importance of adapting and re-
sponding quickly to changing global market condi-
tions. Indonesia needs to pay attention to the role of
various countries in shaping the performance of its
capital markets and take strategic steps to exploit op-
portunities and overcome challenges that arise from
changing market dynamics.

Second, the findings show the positive impact of
Singapore and the Philippines’ capital markets on
Indonesia during the pandemic, highlighting the
potential for cross-border collaboration and invest-
ment in Southeast Asia. Moreover, investors must be
aware of the Indonesian capital market’s sensitivity
to changes in the Chinese capital market to mitigate
the risks associated with economic fluctuations in
neighboring countries. After the pandemic subsides,
investors should continue to monitor changes in the
influence of specific countries on the Indonesian
capital market and adjust their investment strate-
gies, such as modifying foreign asset allocation, se-
lecting appropriate investment instruments, and im-
plementing risk management plans that align with
changing market conditions. In summary, investors
must remain vigilant about the relationship between
the Indonesian capital market and other countries’
markets, identify opportunities and risks arising
from global market dynamics, and take necessary
steps to optimize their investment portfolios in fluc-
tuating market conditions.
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CONCLUSION

This study examines the interconnection of the Indonesian stock market with selected ASEAN
countries (Malaysia, Singapore, Thailand, and the Philippines) and the US, Japan, and China. The
data is divided into two periods: during COVID-19 (January 2020 — December 2021) and post-CO-
VID-19 (January 2022 — December 2023). This study highlights the changing dynamics of ASEAN
and international capital markets and their impact on Indonesia, with different countries playing
varying roles in shaping Indonesia’s market performance during and after the COVID-19 pan-
demic. These dynamics illustrate the complexity of the relationship between these countries’ capi-
tal markets and Indonesia’s capital market, as well as changes in their relative influence during
and after the COVID-19 crisis. First, in the long term, Singapore and the Philippines positively
influenced Indonesia’s market during the pandemic. At the same time, China had a negative effect,
showing heightened sensitivity and interconnectivity during crises. After the pandemic, Malaysia,
Singapore, the US, China, and Japan were identified as positively impacting Indonesia’s market,
with other countries’ insignificance. Second, in the short term, during the pandemic, the capital
market movements in Malaysia, Thailand, and China positively and significantly impacted the
Indonesian capital market. After the pandemic, the results revealed that only the capital market
movements in Malaysia significantly impacted the Indonesian capital market. In sum, the findings
of this study provide valuable insights for investors and policymakers to make informed decisions
and implement appropriate strategies in the face of market fluctuations and uncertainty.

The study’s limitations and suggestions for future research are twofold. First, the study solely ex-
amines the Indonesian capital market as the dependent variable, excluding other ASEAN mem-
ber states from the cointegration analysis. This results in a one-way relationship analysis between
ASEAN and Indonesia and the US, Japan, and China with Indonesia. Future studies should include
all ASEAN member states in the cointegration analysis, incorporating data on exports and imports
among these countries. Additionally, exploring the cointegration of all ASEAN member states as
dependents, along with illustrating manufacturing-industry performance linked to comprehen-
sive economic macro indicators, is recommended. Second, the study’s use of the Autoregressive
Distributed Lag (ARDL) model primarily emphasizes short-term relationships between variables.
Future research could benefit from employing other techniques like the Vector Error Correction
Model (VECM), specifically designed to address long-term equilibrium relationships between vari-
ables. VECM can offer insights into long-term equilibrium shifts and data length, providing a more
comprehensive understanding of variable dynamics over extended periods.
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