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Abstract: 

Like a great number of countries in the globe, Malaysia, with the highest number of 

contaminated cases among the Association of Southeast Asian Nations (ASEAN) countries, 

has been significantly impacted by the Covid-19 pandemic. Therefore, a great number of 

economic sectors, such as the stock market, have been suffered. This study aims to analyse 

how the pandemic of Covid-19 has affected the liquidity of the Malaysian stock market. 

Importantly, the analysis focuses to determine the impact of the current pandemic on the 

Islamic and conventional stock markets, which includes the different industrial sectors 

forming the Malaysian stock market. For this purpose, the study has opted for the paired t-

tests and GARCH (1,1) method to model the daily data of stock prices and Covid-19 cases to 

compute the response of the Malaysian Islamic and conventional stock markets  in terms of 

liquidity to the current pandemic. The findings reveal that news related to the Covid-19 cases 

has been driving market liquidity in both the Islamic and conventional stock markets and 

demonstrates the inefficiency of these too markets.         

 

 

 

 

 



2 
 

Table of contents: 

Abstract……………………………………………………………………. 1 

1. Introduction…………………………………………………………….. 3 

2. Literature review……………………………………………………….. 5 

2.1 Stock market and liquidity……………………………………………... 5 

2.2 Effects of Covid-19 on stock market liquidity ……………………………....6 

2.3 Stock market of Malaysia……………………………………………… 7 

2.3.1 The Kuala Lumpur Composite Index………………………………....9 

2.3.2 The Kuala Lumpur Shariah Index…………………………………….9 

2.3.3 Efficient Market Hypothesis (EMH)………………………………….10 

2.3.4 Islamic Shariah and market efficiency………………………………..11 

2.4 The impact of Covid-19 on the Malaysian stock market………………. 11 

2.5 Effect of Covid-19 on Islamic and conventional stock markets……..…12   

2.6 Hypotheses……………………………………………………………. .13 

3. Data and Empirical analysis…………………………………………...13 

3.1 Data………………………………………………………………….... .13 

3.2 Empirical analysis……………………………………………………... 15 

4. Results and discussion……………………………………………….....18 

5. Conclusion……………………………………………………………....29 

6. References………………………………………………………….........30 

 

 

 

 



3 
 

 

List of Tables: 

Table1   Variable Description…………………………………………………..18 

Table2   Descriptive statistics of the ratio High/Low price (HL)………………18 

Table3  Summary statistics of Islamic and conventional stock market HL ratio20 

Table4   Descriptive statistics of the main variables…………………………...23 

Table5   Lag order selection criteria for the HL and SVTC……………………24 

Table6: heteroskedasticity, Arch (1) effect and autocorrelation tests………….25 

Table7   Correlation test………………………………………………………..26 

Table8   GARCH (1,1) regression……………………………………………...27 

List of Graphs: 

Graph1   Dynamics of Islamic stock market HL ratio and Covid-19 cases during 

the Covid-19……………………………………………………………………21 

Graph2   Dynamics of conventional stock market HL ratio and Covid-19 cases 

during the Covid-19 outbreak…………………………………………………..22 

 

 

 

 

 



4 
 

1. Introduction: 

Coronavirus Disease 2019 or Covid-19 started in China in December 2019 to reach almost 

every corner of the globe (Abukhalifeh et al., 2020) in a short time because of its highly 

contagious nature (Sharma & Bhatta, 2020). On 11 March 2020, the virus turned into a global 

pandemic (WHO Europe, 2020), and caused 24822800 confirmed cases and 838360 deaths 

globally between 31 December 2019 and 17 August 2020 as claimed by the World Health 

Organization (WHO) (WHO, 2020). According to Smith (2006), the actual fatality rate of 

viral outbreaks could not be more destructive than its long-term economic impact. Indeed, 

covid-19 has negatively affected all economies which remain unable to surpass the economic 

hardship resulting from this pandemic. This negative effect is clearly seen on the huge losses 

realized by stock markets over the world during the pandemic period (Al-Awadhi; Al-Saifi; 

Al-Awadhi & Alhamadi, 2020). Importantly, investors’ sentiments and decisions are crucially 

affected by news related to the health issues (Donadelli et al., 2017) in order to adjust their 

portfolios and investment decisions.  

Similarly, Malaysia, with its highest number of cases among the Association of Southeast 

Asian Nations (ASEAN) countries, had an accelerating impact of the current pandemic on its 

economy as a whole and its stock market. The response of the latter was negatively significant 

to the early phases of verified cases, especially the 40 to 60 days following the initial 

confirmed cases (Ashraf, 2020). From the beginning of the Covid-19 outbreak until now, the 

numerous statistics provided by the official institutions in Malaysia and international 

organizations confirm that due to the current pandemic, the Malaysian stock market was badly 

influenced through the decrease in the demand for stock market products and services, stock 

market volatility and the bid ask price fluctuations that reflects the stock market liquidity. The 

latter, as defined by Ronaldo (2001), is the time that one needs to exchange an asset for 

money.  

According to Rousseau and Wachtel (2000), the development of a liquid market is required in 

order to achieve the economic growth because the liquidity promotes long term investment 

and makes markets more attractive to foreign investors. Importantly, liquidity is one of the 

most important characteristics used to describe a stock market and constitutes an important 

factor to ensure the financial stability and economic growth, especially in the period of 

extreme events such as the current pandemic.  Indeed, liquidity contributes to reduce the cost 

of equity capital (Butler et al., 2005) leading to an alleviation of the company’s funding 
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constraints and facilitating the financial resilience of the company during the current 

pandemic. The fact that liquidity contributes to realize a loss or a gain immediately reveals the 

great importance to analyse its features during such extreme event benefiting from the current 

specific circumstances, which are unprecedented and offer a fertile soil to investigate how 

liquidity changes in response to covid-19, especially if  the analysis opted for  has as objective 

to compare the performance of both conventional and Islamic stock markets in order to 

confine the different repercussions of a pandemic on the economy as a whole and the stock 

market specifically.  

Indeed, most of the current research papers focus generally on the stock markets to study the 

relationship between the Covid-19 outbreak and the stock markets without having interest to 

highlight the response of the Islamic and conventional stock markets to the current outbreak 

specifically, which could be of great benefit, especially for the policy makers and market 

investors in order to implement policies and investment strategies.   

There is no study to date that would examine the liquidity of both stock markets and include 

potential impact of Covid-19 in a country. This paper partially fills this research gap by 

assessing the reaction of the Malaysian Islamic and conventional stock market liquidities to 

the Covid-19 contaminated cases in Malaysia. The paper opted for Malaysia as a study case 

for different reasons. Firstly, because this country hosts both Islamic and conventional 

markets operating side by side. Secondly, the Malaysian Islamic financial sector is considered 

as the strongest one in the globe as stated by Austrade (2010) and Ernst & Young (2013). 

Finally, due to the fact that Malaysia is more liberal concerning Shariah interpretation and has 

a market and infrastructures that are sophisticated and more developed respectively, all these 

factors make of Malaysia a leader in terms of Islamic finance. Moreover, the highest number 

of Covid-19 cases that was registered among the Association of Southeast Asian Nations 

(ASEAN) countries was in Malaysia.  

Based on the above, this analysis has as objectives to investigate if there is any statistical 

difference between the means of liquidity of the Islamic and conventional stock markets 

during the pandemic and its means before the pandemic for the two markets employing the 

paired t-tests, and whether the behaviour of both markets in terms of liquidity has been 

changed during the pandemic using GARCH (1,1) model.  

The study shows that the pandemic has been driving market liquidity in both the Islamic and 

conventional stock markets suggesting a significant reaction of stock market to exogenous 
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news related to the Covid-19 outbreak cases and inefficiency of these too markets.  

Importantly, this dependency could be of great benefit in forecasting the dynamics of stock 

market once it has been taken into consideration. 

          The paper is structured as follows: in section 2 the related literature is discussed. 

Section 3 presents a description of the data and methodology. Section 4 develops and 

discusses the empirical results, while the conclusion in section 5 provides the concluding 

remarks. 

2. Literature review: 

2.1 Stock market and liquidity: 

Stock market plays a crucial financial role by ensuring mobilisation, transformation and 

evaluation of capital that constitutes its main function (Levine & Zervos, 1996; El wassal, 

2013). In addition, the real sector benefits from the opportunity that savings could be 

transformed into a financial source for it, which encourages investment and push entities to 

invest more capital (El wassal, 2013) since they can find their preferable financial instruments 

among the great range of investment opportunities offered by the stock market. Importantly, it 

is the dynamics of economic activity, which specifies how prices are formed, that determine 

the development of the stock market. 

 Liquidity is another determinant of the development of the stock market (Levine, 1991). It 

expresses the ability to trade shares quickly (Levine, 1991) without affecting their price 

(Hanselaar et al, 2019), and can be determined specifically by the number of transactions. 

Moreover, the liquidity ensures the well-functioning of the market, which establish for a good 

environment to encourage more investors (Singh, 2011). The liquid markets are desirable 

because they provide a great range of advantages, which guarantees their persistent 

development. According to Sarr & Lybek (2002), the liquid markets allow the central bank to 

circulate many indirect monetary instruments which ensures that the monetary transmission 

mechanism be more stable, in addition to the fact that liquid markets offer the opportunity to 

the individual institutions to manage efficiently the crisis through the adoption of larger asset 

liabilities mismatches in terms of maturity and currency. Finally, the same authors state that 

liquid markets make the trade of the more appealing financial assets easier for the investors.  

For Levine & Zervos (1998), liquid markets are essential for the accumulation of capital.   



7 
 

Liquidity not only guarantees the development of the stock market, but also its efficiency 

(Fama, 1965) under the condition that the stock market meets the following necessary 

assumptions (Fama, 1970): Firstly, investors should be rational and search to maximize their 

wealth. Secondly, there is no possibility that price could be impacted by a buyer or seller 

themselves. Finally, the availability of the information for all investors and the absence of any 

transaction costs. Indeed, the liquidity has been increased due to the development of 

information technology which offers the real time transactions. Consequently, the market 

efficiency has been increased as well since it becomes possible for the investors to monitor 

stock prices on an ongoing basis and take decisions once the new information is received 

(Amihud & Mendelson, 1987). 

2.2 Effects of Covid-19 on stock market liquidity:  

According to Lesmond (2005) and Liu (2006), the liquidity could be affected by the presence 

of disturbances in the market, which leads to its decline during periods of turbulences (Naes, 

Skjeltorp, and   degaard 2011). Focusing on the impact of the current pandemic on market 

liquidity as a specific financial variable, Baig et al. (2021) stated that liquidity and volatility 

of the US market might be negatively impacted by the Covid-19 pandemic because the 

liquidity could be eroded due to the news concerning contamination. Indeed, the authors 

found that liquidity decreases by 0.041% when the Covid-19 cases increase by 1%. Moreover, 

Hasbrouck (1988) claimed that since the high risk and uncertainty could deteriorate liquidity 

in the market, these factors could influence positively the bid-ask spread, which is a proxy of 

liquidity. However, it is important to notice that Covid-19 has positively affected the liquidity 

for derivatives, especially options on stocks, probably due to the increase in options trading 

(call options) for hedging (Jawadi et al., 2021). 

Taking into consideration dept and tightness, the analyse conducted by Mdaghri et al., (2021) 

concerning how the liquidity of stock market changes in response to Covid-19 effects in the 

Middle East and North Africa (MENA) nations illustrates on the one hand, that the stock 

market liquidity was negatively and significantly related to Covid-19 pandemic at the 

industry-level and country-level. On the other hand, the market liquidity has been positively 

influenced by the increased number of confirmed cases and deaths, but the liquidity dynamics 

differ between small-caps and large-caps. 

Comparing to the 2008-2009 global financial crisis effect on the US bond liquidity, Arany 

(2020) used Fed data to find that the current pandemic has the lower impact. 
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2.3 Stock market of Malaysia: 

Malaysia has experienced an important change during the last twenty years since it has turned 

to export industrial goods concerning electrical equipment, machinery and electronics instead 

of exporting some agricultural raw materials. Moreover, in 1997, Malaysia faced one of the 

famous Southeast Asian financial crises, but it emerged strong from it in just two years. The 

presence of an increased religious awareness by the public has encouraged the establishment 

of the Islamic market, which becomes a parallel market to the conventional one. The Islamic 

market has started in the Malaysian economy in 1992 (Majid & Yusof, 2009) and as its 

conventional counterpart, it offers the opportunity to exchange transactions for investment in 

favour of capital lenders and seekers. As stated by Mcgowan & Muhammad (2010), the 

Malaysian Muslim investors constitute sixty percent of the Malaysian investors, which 

reflects the high growth potential of the Malaysian Islamic market. 

The main difference between the two stock markets is the fact that Islamic indices rely on the 

Shariah principles (Islamic low), which imposes that such indices should be free of interest 

and should avoid to invest in industries that are prohibited in Islam (Warde, 2000), while 

these restrictions do not exist in the conventional indices where interest is allowed, and all 

categories of industries are open for investment. To have the characteristic of Shariah 

compliant stock, the stock should satisfy the screening criteria derived from Shariah (Anjum 

& Rajput, 2021). These criteria fall in two categories: core business (qualitative screening 

criteria), and financial ratios (quantitative screening criteria) (Rizaldy & Ahmed, 2019). The 

qualitative screening process depends on the company’s business in order to classify the 

companies by their activities. This process allows the excluding of companies operating in a 

specific area that is known as non-Shariah compliant such as conventional financial 

institutions, insurance companies, pork products, gambling, alcohol or tobacco (Derigs & 

Marzban, 2009). While the quantitative screening process is employed when the main activity 

of the company is permitted with the Shariah but it includes some prohibited transaction like a 

small amount of interest or unlawful income (El Gamal, 2006). To do so, the Shariah 

Advisory Council (SAC) of the Securities Commission of Malaysia has determined a number 

of tolerance financial ratio benchmarks, which contains cash over total assets and debt over 

total assets. Cash ratio, which tests items such as interest within a company’s statements of 

financial position, should not exceed 33 percent and the same for debt ratio. Both ratios must 

be less than the threshold level in order that a company become Shariah compliant.  



9 
 

The whole Shariah compliant securities are regularly re-evaluated twice a year using both 

quantitative and qualitative dimensions to filter screening companies.  . 

2.3.1 The Kuala Lumpur Composite Index: 

The public trading of securities in Malaysia started really in 1973, but Malaysia has entered 

the security market with the establishment of the Singapore stockbrokers’ association in 1930, 

which has been registered in 1937 as the Malayan stock brokers’ association. In 1960, the 

Malayan stock exchange has been established and emerged with the session of Singapore in 

1965. Later, the both markets were separated and replaced by Kuala Lumpur stock exchange, 

which changes the name to Bursa Malaysia Berhad in 2014. In 2006, a new index series 

called the FTSE Bursa Malaysia Index, has been launched through the collaboration of the 

global FTSE Group and Bursa Malaysia Berhad. All listed companies are listed on the main 

market and on the ACE market (access, certainty and efficiency). The company’s profit track 

record and the paid up capital make the criterion for the two markets different (Abdullah, R et 

al., 2011). The FTSE Bursa Malaysia KLCI shows the performance of the largest 30 

companies by full market capitalization listed in the FTSE Bursa Malaysia EMAS Index. This 

index represents sixty percent of the main market in Bursa Malaysia in 2015 (Security 

commission 2015). 

2.3.2 The Kuala Lumpur Shariah Index: 

The Shariah Advisory Council (SAC), which is the highest Shariah authority concerning 

Islamic finance in Malaysia, was formed by the Security Commission of Malaysia (SC) in 

May 1997 and devoted to formulate the Shariah screening methodology allowing the 

investors to define the Shariah compliant securities (Zainudin et al., 2014). Its main function 

is to offer a list of all Shariah compliant securities on semi annual basis. In addition, it gives 

notice for non-Shariah compliance to fix their status within a month. The Shariah index, 

represented by the Kuala Lumpur Shariah Index (KLsi), constitutes a weighted average index 

for securities that have been selected from the main board and approved by the Shariah 

advisory council. This index started in Malaysia in 1999 in order to meet the increasing 

demand of the investors who want to invest in securities that meet the Shariah principles. By 

2005, KLSI comprised 826 companies instead of 279 companies at the initial launch of the 

index. In 2007, the FTSE Bursa Malaysia EMAS Shariah Index was launched and worked in 

parallel with the KLSI during only nine months to become the index for the Shariah 
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investment, because KLSI has been desactivated. By the end of November 2014, 673 Shariah 

compliant companies were listed to cover 74 percent of total 905 companies liseted in Bursa 

Malaysia as stated by the Security commission, which reflects the high growth level of 

Shariah market. By the end of May 2007, the FBM Hijra Shariah index was launched. 

 In the context of this study, the FTSE Bursa Malaysia Hijrah Shariah indices in addition to 

the FTSE Bursa Malaysia KLCI indices are used to represent the Islamic and conventional 

stock prices in Malaysia respectively. The FTSE Bursa Malaysia KLCI shows the 

performance of the largest 30 companies by full market capitalization listed in the FTSE 

Bursa Malaysia EMAS Index. Concerning the FTSE Bursa Malaysia Hijrah Shariah index, it 

covers the largest 30 companies listed in the FTSE Bursa Malaysia EMAS Index, which are 

consistent with leading global Shariah consultancy and the Shariah Security Commission’s 

SAC screening methodology (Security commission, 2014).  

2.3.3 Efficient Market Hypothesis (EMH): 

As Fama (1970) stated, in efficient market all the available information concerning the market 

are reflected by the security prices. These prices reveal also the true value of the securities and 

could change only if new information arrives. However, since, per definition, new 

information is unpredictable then price changes are unpredictable (the random walk market 

hypothesis). In addition, according to the efficient market hypothesis, the stock market is able 

to allocate savings to the most efficient investments if the market is efficient. However, the 

presence of inefficient markets, where the prices do not mirror all the information of the 

market, creates doubts concerning the efficiency of this resource allocation mechanism. 

Allthough the conventional theory of efficient market hypothesis confirms the absence of the 

possibility that abnormal profits could be realized in the market through the use of historical, 

private or public information, a number of studies have demonstrated that the theory of 

market efficiency does not hold for many markets (Niederhoffer & Osborne, 1996; Lo & 

Mackinlay, 1988; Claessens et al., 1995; Islam & Khaled, 2005; Alam et al., 2011). Therefore 

the conventional stock markets have failed to protect the interests of the investors, which lead 

to look for an alternative form of stock market where they could protect their rights and 

interests. 
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2.3.4 Islamic Shariah and market efficiency: 

The stock market is exposed to different crises due to the different rushes of systemic risk that 

could be caused by speculation, in addition to the existence of many dishonest activities like 

insider trading leading to possible negative influence on moral and business ethics (Naughton, 

2000). Since the Islamic ethics and the efficient market hypothesis go in the same direction, it 

could be stated that the efficiency of the market is related to the application of the Islamic 

ethics and principles because the latter, represented for instance by freedom of interest and 

absence of monopoly, are in the same line with the concepts of efficiency (Obaidullah, 2001). 

In addition, the obligation that the prices of a security should mirror the real value of the 

company (Ardiansyah & qoyum, 2012) is another concept of market efficiency that is relevant 

to the Islamic perspective. Moreover, the efficiency constitutes an objective of the Shariah to 

protect the individual benefit through the transparency of information and anticipation of 

extreme volatility and speculation. 

2.4 The impact of Covid-19 on the Malaysian stock market: 

  All the economies over the world have been influenced by the huge shock of Corona virus 

pandemic including Malaysian economy, especially through the diffusion of information 

about the rising deaths and confirmed cases (Ajami, 2020; Kristiana, Parmano & Brian, 2021). 

According to the Bursa Malaysia web (2020), the Malaysian stock market contains the major 

products of securities, derivatives and bonds, and there are 789 listed companies on the main 

Malaysian stock market, which represents the whole of sectors participating in the Gross 

Domestic Production (GDP) (Bursa Malaysia, 2020). 

 According to the Bursa Malaysia and Investing webs, the stock market of Malaysia has been 

exposed to a considerable volatility and a diminishing pattern when the Covid-19 has spread 

over the country, probably due to the important losses realized by the listed firms that were 

traded in this stock market, especially in the presence of an uncertainty that has been created 

throughout the whole sectors in the Malaysian economy due to the tight regulation of isolation 

when the shutdown policy has been implemented in the country. Consequently, the capitalists 

of financial institutions and industrial sectors in the Malaysian economy have been suffered.  

Gamal et al., (2021) analysed the effect of Covid-19 outbreak on the trading size of the 

Malaysian stock market during the time period going from February 17 to May 12, 2020, for 

all 789 listed firms on the main market of the KLSE. They have found a negative reaction of 
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the daily trading size of the Malaysian stock market to the daily growth in the domestic and 

global extent of the Covid-19 outbreak. Mehmood et al., (2021) in their study, which has as a 

central theme the determination of how 13 sectors indices of the Malaysian stock market 

perform during the current pandemic, concluded that the Malaysian stock market has been 

negatively influenced by the Covid-19 pandemic during the period of the study. The findings 

asserted that all the 13 sector indices have been decreased from January and reached the 

lowest point during the second wave of Covid-19 outbreak. The authors attributed that to the 

market sentiments, because a great number of investors were fear about the uncertainty of the 

market movement. Therefore they have hesitated to invest.  

2.5 Effects of Covid-19 on Islamic and conventional stock markets: 

The current pandemic has affected stock prices (He et al., 2020) and market volatility 

(Sharma, 2020) as it has negatively impacted stock markets in developed markets such as 

United States, Italy, South Korea, Japan, Spain, and France (He et al., 2020), in addition to the 

emerging markets in Asia, South America, Europe and the Middle East (Topcu & Gulal, 

2020). Since the stock markets have been negatively influenced by Covid-19, the same impact 

of the pandemic on the market indices, including Islamic and conventional ones, could be 

concluded. Importantly, the studies focusing on the performance of Islamic indices compared 

to its conventional counterparts differ between those indicating the absence of any difference 

in the performance of the Islamic and conventional indices (Alansari & Shaheen, 2021; 

Trabelsi et al., 2020), and those signalling the existence of a more efficiency of the Islamic 

indices comparing with the conventional ones (Ali et al., 2018; Rejeb & Arfaoui, 2019).  

Taking into consideration the fact that Islamic indices are considered less risky than their 

conventional counterparts due to different reasons such as: 

 . the prohibition of some risky activities, perhaps becoming riskier during the pandemic due 

to the high uncertainty, for instance the use of leverage (Miniaoui et al., 2015). 

 . the exclusion of some industries that were severely impacted by the pandemic like gambling 

and hotels  from Islamic indices (Nasiri & Bakhkhat, 2021), it might be concluded that the 

differences existing between the Islamic and conventional indices could generate different 

responses to the outbreak of Covid-19. For instance, the Shariah-compliant United Kingdom 

Dow Jones market index was insignificantly impacted by the Covid-19 pandemic, while its 

conventional counterparts were significantly influenced as stated by Sherif, (2020). 
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Additionally, according to a study conducted by Haroon et al., (2021), the authors concluded 

that Islamic indices are less risky and less responsive to the market movements during the 

pandemic than conventional ones. Furthermore, Chowdhury et al., (2021) claimed that 

Islamic markets outperform their conventional counterparts during the Covid-19 pandemic. 

On the other side, other studies, such as Abdullahi (2021)’s one, showed a same reaction of 

the Islamic and conventional indices to the current pandemic. The same results have been 

found by Jawadi et al., (2021) in their study, which analyses the impact of the current 

pandemic on the US conventional and Islamic stock indices’ liquidity and volatility. The 

findings reveal a considerable time variation for both the liquidity and volatility of the two 

indices due to the pandemic, and the inefficiency of these two markets.  

2.6 Hypotheses: 

Based on the above, the first hypothesis of the study was developed to determine if there is 

any negative or positive effect of the Covid-19 pandemic on the Islamic and conventional 

stock markets in terms of liquidity in Malaysia. The second hypothesis was formulated to 

deny any effect of the current pandemic on the Malaysian Islamic and conventional stock 

markets in terms of liquidity. The third hypothesis suggests the possibility that the current 

pandemic has impacted one of the two Malaysian stock markets without affecting the other in 

terms of liquidity. 

H1: Covid-19 pandemic has affected the performance of Islamic and conventional stock 

markets in terms of liquidity in Malaysia. 

H2: Covid-19 pandemic did not affect the performance of the Malaysian Islamic and 

conventional stock markets in terms of liquidity.  

H3:  Covid-19 has impacted one stock market without affecting the other in terms of liquidity 

in Malaysia. 

3. Data and empirical analysis: 

3.1 Data: 

To investigate the response of the Islamic and conventional stock market liquidities in 

Malaysia to the Covid-19 cases, the analysis uses the closed daily stock prices for both market, 

especially the analysis relies on the FTSE Bursa Malaysia Hijrah Shariah Index (BMHS) and 
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the FTSE Bursa Malaysia KLCI Index (KLCI) for the Malaysian Islamic and conventional 

stock markets respectively. In this study, data concerning the closed daily prices of the 

Islamic and conventional stock markets have been collected from the website 

of www.investing.com., which is one of the three global financial websites, and cover the 

time period going from January 03, 2018, to February 15, 2022, to investigate the dynamics 

of the stock prices during more than four years, especially over the current outbreak of Covid-

19. It should be noticed that the data taken into consideration are not continuous because 

stock markets are not opened every day and because of holidays. The closing prices in both 

indices are expressed in Malaysian Ringgit to surpass any change risk. In addition, the 

analysis employs daily data of Covid-19 cases obtained from: www.statista.com.   

Erdem (2020) stated that data related to the number of Covid-19 confirmed cases is a 

sufficient early warning signal to predict the coming death rates. Consequently, the use of the 

number of deaths is not necessary. The first Covid-19 case in Malaysia was registered on 

January 25, 2020, but since the data concerning the number of confirmed Covid-19 cases is 

not available from this date to the second of March of the same year, our database covers the 

sub-period from March 03, 2020, to February 15, 2022. 

In this study, the entire time span from January 03, 2018, to February 11, 2022, and February 

15, 2022, for the Islamic and conventional indices, respectively (Panel1: Overall period, with 

1006 observations for each indices) is considered firstly, to estimate the overall change of 

liquidity during this period for both indices, which allows us to understand the market 

reactions during the whole period. Secondly, the study has distinguished between the sub 

sample for the period before Covid-19, which covers the period going from January 03, 2018, 

to January 24, 2020 (Panel 2: before Covid-19), and the sub sample from January 28, 2020, to 

February 11, 2022, and February 15, 2022, for the Islamic and conventional indices, 

respectively (Panel 3: during Covid-19). The latter sub-sample has been devoted to the 

analysis of the period when the two indices have been exposed to the shocks due to the 

Covid-19 pandemic. Concerning the two sub-samples, a similar duration for the two indices 

(Islamic and conventional) are employed in order that each pair of indices (Islamic versus 

conventional) has the same number of daily observations (Panel 2: 503 observations, Panel 3: 

503 observations). For conducting the GARCH (1,1) model regression, the sample used is 

collected from March 03, 2020, to February 15, 2022, and contains 480 and 478 observations 

for the Islamic and conventional indices, respectively.  

http://www.investing.com/
http://www.statista.com/
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3.2 Empirical analysis: 

Two main empirical methods are employed in this study to examine the effect of the Covid-

19 pandemic on the liquidity of Islamic and conventional stock markets. The first method, 

which is the paired t-tests, is used in order to detect the existence of any statistical difference 

in the means of liquidity of each type of the indices (conventional and Islamic) during and 

before the current pandemic. The second method employed is the GARCH (1,1) technique.  

As stated by Rousseau & Wachtel (2000), the market liquidity constitutes a central pillar of 

investing in stock markets since it promotes long term investment and makes markets more 

attractive to foreign investors. This reveals the beneficial aspects of liquidity for the stock 

markets whose effects can be measured. However, liquidity remains an ambiguous concept 

that is difficult to identify and measure. Indeed, many works have been devoted to 

understanding and measuring liquidity focusing on a single or a combination of liquidity’ 

aspects. The literature provides a great range of measures which are distinguished between 

measures based on the bid-ask spread, measures based on transaction volume, price impact 

measures and price-based measures, for instance Goyenko et al., (2009), Crown & Schultz 

(2012), Fong et al., (2017) and Abdi & Ronaldo (2017).  

Crown & Schultz’s measure is a method estimating the bid-ask spread by computing the 

difference between the highest price and the lowest price observed during the day using the 

following formula: 

   = 
   

     
 

   
          = BMHS, KLCI                (1) 

Where HL represents the ratio High/Low prices, HP refers to the highest price and LP 

indicates the lowest price. 

 It is a simple estimator indicating the liquidity of an asset. Indeed, as daily high and low 

prices constitute sell and buy orders respectively, the ratio of high/low prices for one day 

ultimately reflects the stock’s variance and its bid-ask spread. A low value for the HL 

measure refers to high liquidity  .  
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 As in the study of Jawadi et al., (2021), to better analyse the effects of Covid-19 news related 

to cases on market liquidity, we compute the speed of virus transmission through cases as 

follows: 

      = 
        

                 
  (2)  

          refers to the number of daily Covid-19 cases on the day t.

                  indicate the total of cases until the day t. 

        refer to a measure of virus transmission and is considered as an explanatory variable 

to investigate whether it can drive and affect market liquidity. 

Amihud (2002) stated that investors could express a feeling of distrust in the case where the 

liquidity receives a shock, whose impact could persist for two months or more (Bollerslev & 

Jubinski, 1999; Jones, 2002; Pastor & Stambaugh, 2003). Therefore, liquidity series 

demonstrates the existence of persistence and memory effect for the two markets.  

 Accordingly, the following Generalized Auto-Regressive Conditional Heterosskedasticity  

GARCH (1.1) model is specified in order to analyse how the volatility of the liquidity for 

each stock market reacts to the new information related to Covid-19 cases, and check whether 

this volatility persists: 

                                                        (3) 

The equation (3) allows us to compute the impact of the Covid-19 cases on the market 

liquidity. The equation (3) will be estimated for each stock market. 

The equation (4), where the lagged HL ratio of the financial time series is employed as 

independent variable, refers to the OLS regression of conditional mean, while the equation (5) 

the conditional variance regression using GARCH (1,1) model. 

                                                           (4) 

Where the mean HL ration is represented by     and    represents the white noise. 
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                     (5) 

Where    refers to the variance of the time series modelled in equation (5) function of lagged 

squared residuals and conditional on lagged of itself, while        and    represent the 

coefficients estimate by the GARCH (1,1) model. 

The conditional mean equation is used in order to measure the error term with normal 

distribution and constant heteroskedasticity. Since the GARCH (1,1) model has only two 

parameters and is not overparameterized as ARCH (p) model, it is considered more stable and 

parsimonious than ARCH (p) model. In addition GARCH (1,1) model is able to capture the 

ARCH effect, which measures the volatility with squared lagged residuals, and GARCH 

effect, which captures the volatility clustering with the lagged value of conditional variance  

in the time series. Moreover, the GARCH (1,1) model is the most stable model among the 

GARCH (p,q) family concerning the changed value of clustering and shocks persistence. 

In this analysis, ARCH and GARCH coefficients illustrate the changes occurred at the 

volatility level due to external shocks represented by the Covid-19 pandemic impact. 

Furthermore, the persistence of this impact in each stock market index HL ratio is estimated 

through the summation effect of    and     . The closer the value to one, the higher the 

persistence of Covid-19 impact tend to remain in the stock market HL ratio. 
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 Table 1: Variable Description 

Variable           Description                                                   Symbol                   Unit of measurement 

HL                  The ratio High/Low price which                   HL                                         % 

                        refers to a proxy of liquidity.                                           

SVTC.            Speed of virus transmission through            SVTC                                    % 

                        Cases.  

4. Results and discussion:  

Table 2: Descriptive statistics of the ratio High/Low price (HL) 

                                                          Obs         Mean       Standard. deviation      Minimum     Maximum 

Islamic stock market HL: % 

Panel 1: overall                               1006            1.033                 .653                      .207             5.760 

Panel 2: before the C-19                   503            .828                   .448                      .207             3.865 

Panel 3: during the C-19                   503            1.238                 .755                      .301            5.760 

Conventional stock market HL: % 

Panel 1: overall                                1006            .874                  .566                       .179            6.439 

Panel 2: before the C-19                    503            .689                  .405                       .179           4.235 

Panel 3: during the C-19                   503           1.060                  .639                       .264           6.439 

  Source: Investing web and own calculations.                                                 
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The table 2 shows the descriptive statistics of the ratio High/Low price (HL), which 

represents the proxy of liquidity for the Islamic and conventional stock markets in Malaysia 

during all the periods taking into consideration in this study: the overall period (Panel 1) and 

the two sub-periods before and during the Covid-19 pandemic (Panel 2 and Panel 3).  

According to the table, we can see clearly that the mean values of HL for the Islamic and 

conventional stock markets are always positive during all the periods of the analysis as the 

mean values of the Islamic and conventional stock markets have been 1.033 and 0.874 

respectively, for the overall period. Before the period of the pandemic, they were 0.828 and 

0.689 for the Islamic and conventional markets, respectively, and reach 1.238 and 1.060 

during the pandemic, respectively, for the Islamic and conventional stock markets. This 

indicates that, on average, the bid-ask spread of liquidity for both indices were positive over 

the three different periods. 

The minimum and maximum values in the Table 2 show that the HL values are confined 

between 0.207 and 5.760 for the Islamic stock market, and between 0.179 and 6.439 for the 

conventional one in the overall period. Before the pandemic, the minimum and maximum 

values of the HL for the Islamic stock market were confined between 0.207 and 3.865 while 

they were confined between 0.179 and 4.235 for the conventional one. Finally, the minimum 

and the maximum values of the HL for the Islamic stock market are between 0.301 and 5.760 

while they swung between 0.264 and 6.439 for the conventional one during the period of 

pandemic.         

To conclude, Table 2 reports that the values of HL proxy of liquidity of the Islamic and 

conventional stock markets were always positive during all the periods of study, but it is 

clearly shown that they have increased during the pandemic compared to before. Since a high 

value for the High/Low prices measure reflects a low value of liquidity market, it can be 

concluded that the Islamic and conventional markets, with their higher values of the bid-ask 

spread during the pandemic compared to before, have demonstrate lower values of liquidity 

during the period of pandemic compared to before, which means that this decrease in the 

liquidity of both markets during the pandemic specifically could be due to the current 

pandemic itself. 
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Table 3: Summary statistics of Islamic and conventional stock market HL ratio: 

                                                                     t-tests during versus before Covid-19 

                                                           Obs        Mean. Diff         Std. dev               t-value         

Islamic stock market HL %               503            .409                 .839                10.939   (0.000) 

Conventional stock market HL%      503            .370                 .713                 11.637   (0.000) 

 Obs, Diff, Std. dev denote observations, difference and Standard deviation respectively. The p-values 

are given in parentheses 

Source: Investing web and own calculations. 

The Table 3 illustrates the results of paired t-tests, which is used to compare between the 

means of liquidity of each type of market (Islamic and conventional) before and during the 

pandemic. According to this table, it appears clearly that there is a statistically significant 

difference between the mean of the HL ratio of both the Islamic and conventional markets at 

1% significance level during the pandemic compared to before. The difference is of 0.409 and 

0.370, on average, respectively, for the Islamic and conventional markets. This means that the 

HL ratio has been increased by 0.409 and by 0.370, on average, respectively, for the Islamic 

and conventional markets during the pandemic compared to before. In short, the liquidity of 

each type of market has experienced a significant decrease during the period of Covid-19 

outbreak compared to before.  
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To model the relationship between stock market liquidity and the Covid-19 pandemic, we first 

plot on Graph 1 and Graph 2 the proxy of liquidity measure, which is the High/Low ratio (HL) 

and changes in the number of cases in Malaysia from 03 March 2020 to 15 February 2022. 

Graph 1 illustrates data for the Islamic stock market, and Graph 2 shows data for the 

conventional one. 

Graph 1: Dynamics of Islamic stock market HL ratio and Covid-19 cases during the Covid-19 

outbreak.  

 

Source : Investing and Statista webs and own calculations. 
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Graph 2 : Dynamics of conventional stock market HLratio and Covid-19 cases during the 

Covid-19 outbreak. 

 

Source: Investing and Statista webs and own calculations. 

According to the two Graphs, it is clearly seen that both stock markets have experienced a 

significant time varying change in the HL ratio and then in the market liquidity for the Islamic 

and conventional stock markets. In addition, both Graphs reveal that the current pandemic has 

positively affected the HL ratio of both markets, which means that liquidity of the two 

markets has been negatively impacted. 

Next, we focus on measuring the main statistics of both conventional and Islamic stock 

markets in Malaysia during the sub-period from 03 March 2020 to 15 February 2022 to 

provide further evidence of the impact of Covid-19 outbreak on their liquidities. The main 

results are reported in the following table 4.  
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Table 4: Descriptive statistics of the main variables 

                                       Islamic stock market                                   conventional stock market 

                                       HL                         SVTC                                  HL                     SVTC                   

Obs                                480                           480                                  478                         478 

Mean                            1.250                         1.581                               1.069                     1.584 

Std. dev                          .765                         3.225                               .648                       3.231 

Minimum                       .301                            .011                               .264                       .011 

Maximum                    5.760                        33.734                              6.439                   33.73 

Skewness                     2.285                          5.657                               2.899                    5.646               

Kurtosis                     10.514                         42.426                             17.66                    42.26 

 Jacques-Berra test     (0.000)                     (0.000)                           (0.000)                   (0.000) 

Dicky-Fuller test        (0.000)                     (0.000)                           (0.000)                   (0.000)  

Obs, HL, SVTC and Std. dev denote Observation, High/Low, Speed of Virus Transmission through 

Cases and Standard deviation, respectively. The p-values are given in parentheses. 

Source: Investing and Statista webs and own calculations. 

 

 

 

 



24 
 

Table 5: Lag order selection criteria for the HL and SVTC: 

 L                                 Lag           LL           LR            FPE            AIC               SC             HQ 

Islamic stock market: 

                                        0    -179.088                          8.133        4.933           4.946         4.965 

                                        1     -148.124      61.927       3.579        4.112          4.138          4.175 

                                        2     -91.083      114.08          .770         2.577          2.615          2.671 

                                        3    -88.653                                                                     

                                        4      -87.802        1.701         .744         2.542          2.605          2.699 

Conventional stock market: 

                                        0     -176.994                         8.218        4.944          4.956         4.975 

                                        1     -146.588       60.812       3.631        4.127          4.152         4.190 

                                        2     -90.282       112.61          .781        2.591          2.628          2.686 

                                        3    -87.872                                                                      

   .                                   4     -87.062          1.619          .755        2.557           2.620         2.715          

*denotes lag order selected by the criterion.  

LR refers to the sequential modified LR test statistic (each test at 5% level) 

FPE: refers to Final Prediction Error. 

AIC: denotes Akaike Information criterion. 

SC: refers to  Schwarz information criterion. 
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HQ:  denotes Hannan Quinn information criterion. 

Source: Investing and Statista webs and own calculations. 

Table 6: heteroskedasticity, Arch (1) effect and autocorrelation tests 

                                            Islamic stock market                      conventional stock market                

White´ test p-value                         0.000                                                 0.000 

Arch (1) effect p-value                  0.024                                                 0.018 

Durbin-Watson d-statistic               .934                                                   .930 

Source: Investing and Statista webs and own calculations. 

The presence of unit roots in the data considered in this analysis has been checked for both 

the Islamic and conventional stock markets. According to the Table 4, which presents the 

descriptive statistics of the main variables, the Dicky-Fuller test confirms that the variables 

are stationary. Moreover, symmetry and normality are rejected for the two markets since the 

Kurtosis value is more than 3 and the Jacques-Bera statistics contradicts the null hypothesis of 

normal distribution with a p-value less than 5%. In addition, the White’ test, the ARCH test 

and Durbin-Watson tests confirm the existence of the heteroskedasticity, the ARCH effect 

and the autocorrelation, respectively, for the series, which indicates the possibility to use the 

GARCH (1,1) model for this analysis.  
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 Table 7: Correlation test 

Islamic stock market: 

Variables           HL            SVTC 

HL               1.000     

SVTC          0.2676         1.000 

Conventional stock market: 

Variables           HL            SVTC 

HL                1.000 

SVTC          0.3766         1.000 

Source: Investing and Statista webs and own calculations. 

According to the unconditional correlation matrix showing the relationship between the HL 

ratio and speed of Covid-19 transmission through cases (SVTC), it is seen that the HL ratio 

has been positively affected by news related to Covid-19 cases as an increase of 26.76% and 

of 37.66% in the HL ratio for the Islamic and conventional stock markets, respectively, could 

be explained by the changes occurred at the number of Covid-19 cases level. In other words, 

the results of correlation test confirm that liquidity of both markets has been negatively and 

significantly impacted by Covid-19 news related to cases, which gives further evidence of the 

inefficiency of both markets. 
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Table 8: GARCH (1,1) regression 

Dependent variable: HP 

                                                                   Coefficient                                             std. err                                                         

Islamic stock market: 

             SVTC                                               (0.000)                                            .005                              

                                                                     (0.000)                                            .027                        

                                                                    (0.000)                                             .079                              

                                                                                                                            .088                              

            +                                           1.083 

Conventional stock market: 

              SVTC                                               (0.000)                                           .007                             

                                                                      (0.000)                                           .029                             

                                                                                                                      .055                            

                                                                      (0.000)                                           .093                            

            +                                             1.021                                   

 

***, **,* represent statistical significance at 1%, 5% and 10%, respectively. Cons and std. err denote 

Constant and standard error, respectively. The p-values are given in parentheses. 

 Source: Investing and Statista webs and own calculations. 
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Table 7 provides results of the mean and the variance equations of the GARCH (1,1) model 

for the Islamic and conventional stock markets during the Covid-19 pandemic by estimating 

the      and   parameters, which explains the dependency between the variance and the 

residual or the squared lagged noise. Since the assumptions concerning the positivity of the 

ARCH and GARCH effects in addition to the unity assumption of measure of persistence are 

met by the model, it can be said that the model is consistent and has been best fitted. From the 

Table 7, it is clearly seen that    , the ARCH coefficient indicating the volatility in the HL 

ratio, is significant and similar in terms of level of significance and magnitude for both 

markets. In addition, the GARCH coefficient parameter represented by    and capturing the 

presence of volatility clustering, is highly significant for both markets. Moreover, the sum of 

  and   (  +  ) provides explanation of the persistent function of the current volatility shock. 

According to the above Table, it is shown through the summation of both coefficients that the 

response function is at 1.083 and 1.021 for the Islamic and conventional stock markets, 

respectively, which reflects the same manner of reaction for the two markets during the 

Covid-19 pandemic and the higher persistence of Covid-19 impact that tend to remain in the 

stock market HL ratio. Moreover, a Granger causality test has been run in order to check 

whether there is a relationship between the speed of virus transmission through cases (SVTC) 

and HL ratio in each market. The test reveals that for both markets, SVTC causes HL spread 

at 1% significance level and the direction of causality is therefore from SVTC to HL spread.                                                                 

In conclusion, the GARCH (1,1) model shows that the bid-ask spread (HL ratio) volatility, 

has been positively and significantly affected by the speed of virus transmission through cases 

(SVTC) for the Islamic and conventional stock markets, which indicates that liquidity in these 

two markets has been significantly volatile due to the Covid-19 cases.  

The same results have been stated by Baig et al., (2021) as they found that Covid-19 news, 

concerning confirmed  cases, have negatively influenced the market liquidity and volatility of 

the US Islamic and conventional stock markets. In addition, Jawadi et al., (2021) also had the 

same remarks using different proxies of liquidity in their analysis. In contrast, these results are 

opposite to the results of Sherif (2020) concluding that the Islamic stock market was 

insignificantly impacted by Covid-19 comparing to its conventional counterpart, and to the 

results of Chowdhury et al., (2021) who claimed the outperformance of the Islamic market in 

comparison with the conventional one.   
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5. Conclusion: 

The paper analyses the impact of the current pandemic on the Malaysian stock market 

including its conventional and Islamic stock indices. This study focuses particularly to 

investigate the response of the liquidity of these two markets to the current pandemic using 

stock market data of daily prices of Islamic and conventional indices, in addition to statistics 

related to the Covid-19 pandemic cases.  Importantly, our specification enables us to compute 

the response of market liquidity to the Covid-19 news related to cases through the analysis of 

how the speed of virus transmission through cases impacts the spread of liquidity in each 

stock market. The results demonstrate that liquidity shows an important time variation since 

the changes occurred at the Covid-19 cases level have been significantly influenced the 

market liquidity. Consequently, it can be concluded that the response of the Malaysian 

Islamic and conventional stock markets in terms of liquidity has been negative to the 

exogenous news related to the Covid-19 pandemic cases, which indicates the inefficiency of 

these two markets. Therefore, the first hypothesis, which suggests that the Covid-19 pandemic 

has affected the Islamic and conventional stock markets in terms of liquidity in Malaysia, is 

fulfilled. 

This study constitutes an example of future research to discover more the effect of the 

pandemic on Islamic and conventional markets and offers empirical evidence to have a clear 

idea about how the Islamic and conventional stock markets could behave in such 

circumstances. Therefore, taking into consideration the dependency and causality between 

these variables can probably help to improve the forecasting of stock market dynamics for 

policy makers and researchers. To this end, future research, at country level, should 

investigate the impact of Covid-19 on wider pairs of Islamic and conventional indices, besides 

comparing their performance over crisis and non-crisis periods. This can provide a much 

clearer evaluation for the stock markets in each country based on a large sample instead of 

only two pairs of indices like in this study. Finally, it is important to take into consideration 

the severe effects of the lockdown situation on the economic activities. Since it was hard for 

the stock market indices to absorb external shocks due to the implementation of limitations in 

all countries, it was difficult to determine whether the negative impact of the pandemic on the 

stock market is due to the lockdown implementation or on the pandemic itself. Perhaps, the 

future research will find response to this question. 



30 
 

The results of this study provide empirical evidence concerning the behaviour of the Islamic 

and conventional stock markets during the Covid-19 pandemic, which offers an opportunity 

for the policy makers to implement the appropriate policies during the pandemics to help 

investors to diversify their investments during the periods of crises by establishing more stock 

markets indices. Moreover, the investors should be educated and aware of the external factors 

that could influence the stock markets in order to secure their investments and minimize the 

risk of loss during hard situations with the help of the media, which should be ethically 

responsible in reporting the news to avoid inflating the financial and economic distress. 

Notes: 

  Information available at: https://www.sc.com.my/frequently-asked-questions-on-

revisedshariah-screening-methodology/ 

    See Assoil (2020) for a concise survey on liquidity measures and for a discussion on 

their related advantages and limits.  
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