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Objective: This study aims to investigate the impact of the COVID-19
pandemic on stock market volatility, with a specific focus on the role of
economic policies. The primary objective is to identify and analyze how the
stock market responds to the COVID-19 crisis and the influence of
economic policies on these responses. Methodology: To achieve the
research objectives, the Smooth Transition Regression (STR) model was
used to analyze stock market data from 1991 to 2022. Initially, stock market
volatility was calculated using the ARCH and GARCH models. Then, the
impact of COVID-19 and other economic variables on stock market
volatility was assessed using the smooth threshold model. Findings: The
findings of this study indicate that the COVID-19 crisis has had a positive
and significant impact on stock market volatility. Additionally, changes in
economic policies during the pandemic have led to increased market
volatility. The study also revealed that during the COVID-19 period, stock
market volatility was highly influenced by macroeconomic variables such
as interest rates and industrial production indices. Conclusion: The study
concludes that the COVID-19 crisis significantly increased stock market
volatility, largely due to economic uncertainties and investors'
psychological behaviors. The findings provide valuable insights for
policymakers and market participants in better managing market volatility
during similar economic and health crises.

Keywords: COVID-19, Stock Market Volatility, Economic Policies, Smooth
Threshold Model, Investor Psychological Behavior.
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EXTENDED ABSTRACT
Introduction

The COVID-19 pandemic, one of the most significant health crises of the 21st century, has
profoundly impacted global economies and financial markets. As a crucial component of modern
economies, stock markets act as mirrors reflecting the overall financial and economic health of nations.
During times of crisis, such as the COVID-19 pandemic, stock markets often exhibit heightened volatility,
driven by investor uncertainty and changing economic conditions (Bai et al., 2021). Understanding the
factors contributing to this volatility, particularly the role of economic policies, is critical for both
policymakers and market participants. This study aims to explore the impact of the COVID-19 pandemic
on stock market volatility, with a specific emphasis on the role of economic policies in influencing market
dynamics during the crisis.

Methodology

To achieve the research objectives, this study employs a sophisticated econometric approach,
utilizing the Smooth Transition Regression (STR) model to analyze stock market data over a period
spanning from 1991 to 2022. The STR model is particularly suitable for capturing nonlinearities and
threshold effects in economic data, making it ideal for analyzing the complex dynamics of stock market
volatility during the COVID-19 pandemic.

The study begins by calculating stock market volatility using the ARCH and GARCH maodels,
which are well-established methods for modeling time-varying volatility in financial markets. These
models allow for a detailed examination of how stock market volatility evolved during the pandemic and
provide a baseline for assessing the impact of COVID-19 and related economic policies.

The next step involves incorporating the COVID-19 crisis as an independent variable into the STR
model, alongside other macroeconomic variables such as interest rates, inflation, and industrial production
indices. The inclusion of these variables allows for a comprehensive analysis of how both the pandemic
and broader economic conditions influenced stock market volatility during the study period.

Findings

The findings of this study reveal several critical insights into the impact of the COVID-19
pandemic on stock market volatility. First and foremost, the analysis demonstrates that the COVID-19
crisis has had a positive and statistically significant impact on stock market volatility. This finding is
consistent with previous research, which has shown that pandemics and other large-scale crises tend to
increase market volatility due to heightened uncertainty and risk aversion among investors. Moreover, the

study finds that changes in economic policies during the pandemic, such as monetary easing and fiscal
stimulus packages, have also contributed to increased stock market volatility. While these policies were
primarily aimed at stabilizing economies and supporting financial markets, they inadvertently introduced
additional uncertainty into the market, as investors grappled with the implications of unprecedented policy
measures. The analysis also reveals that stock market volatility during the COVID-19 pandemic was
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highly sensitive to macroeconomic variables. For instance, fluctuations in interest rates and industrial
production indices were found to have significant effects on market volatility, underscoring the
interconnectedness of economic conditions and financial market dynamics.

Discussion and Conclusion

The results of this study offer valuable insights into the complex relationship between the COVID-
19 pandemic, economic policies, and stock market volatility. The finding that the COVID-19 crisis
significantly increased stock market volatility aligns with the broader literature on the impact of crises on
financial markets. Previous studies have shown that during periods of heightened uncertainty, such as
financial crises or pandemics, stock markets tend to exhibit increased volatility as investors react to new
information and adjust their expectations (Liu & Zhang, 2015; Salisu et al., 2023).

One of the key contributions of this study is its examination of the role of economic policies in
influencing stock market volatility during the pandemic. The results suggest that while economic policies,
such as monetary easing and fiscal stimulus, were necessary to support economies during the crisis, they
also introduced new sources of uncertainty into the market. This finding highlights the dual-edged nature
of policy interventions during crises: while they are essential for stabilizing economies, they can also
contribute to increased market volatility if not carefully managed (Chen, 2023; Song et al., 2023).

The sensitivity of stock market volatility to macroeconomic variables during the COVID-19
pandemic further underscores the importance of considering broader economic conditions when analyzing
financial markets. The significant effects of interest rates and industrial production indices on market
volatility suggest that policymakers and market participants must pay close attention to these variables
when making decisions during times of crisis (Cai et al., 2022; Ma et al., 2020).

In conclusion, this study provides a comprehensive analysis of the impact of the COVID-19
pandemic on stock market volatility, with a specific focus on the role of economic policies. The findings
indicate that the pandemic significantly increased market volatility, driven by both the direct effects of the
crisis and the indirect effects of economic policies. These results have important implications for
policymakers and market participants, suggesting that while economic policies are crucial for managing
crises, they must be implemented with careful consideration of their potential impacts on financial
markets.

Moving forward, further research is needed to explore the long-term effects of the COVID-19
pandemic on stock market volatility and to investigate how different types of economic policies can be
designed to minimize unintended consequences in future crises. Additionally, studies that examine the
impact of the pandemic on other financial markets, such as bond and currency markets, would provide a
more holistic understanding of the crisis's effects on the global financial system.

Overall, this study contributes to the growing body of literature on the impact of the COVID-19
pandemic on financial markets and offers practical insights for managing market volatility during times
of crisis. By highlighting the complex interplay between crises, economic policies, and market dynamics,
this research underscores the need for a nuanced approach to policy design and implementation in the face
of unprecedented global challenges.
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