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Return and risk are two main factors which investors consider when 

investing in shares. Return is the investors profits in stock investment, while the 

risk is the difference in expected return from the actual return. Return and risk 

theoretically have a positive relationship, the greater the expected return, the 

greater the risk is obtained, and vice versa. 

Volatility shows the risk or uncertainty of return that would be faced by the 

investor. Volatility of stock price illustrates the closing price changes of a stock or 

stock index that occurred during a certain period of observation. Price volatility is 

very important to observe as the basis for calculating the return volatility. 

Macroeconomic conditions affect the volatility of the stock in a country, this 

is due to macroeconomic conditions affect the company's day-to-day operations. 

The ability of investors to understand and forecast the macroeconomic conditions 

in the future will be very useful in making profitable investment decisions. 

Therefore, an investor should consider several macroeconomic indicators that may 

assist investors in making investment decisions. With globalization and financial 

integration, macroeconomic factors that affect stock return and risk are not only 

domestic macroeconomic factors but also non-domestic (international) 

macroeconomic factors. 

In mid 2007, the United States was having subprime mortgage crisis that 

peaked in September 2008. The fallout from the subprime mortgage crisis caused 

the entire world stock markets experienced a sharp correction. It did not only 

happen in the United States, but also hit Europe and Asia, including Indonesia. 

JCI commencing from 21 November 2007 to 21 November 2008 decreased by 

55.29% during the period of the subprime mortgage crisis. 

As a growing capital market, Indonesia Stock Exchange (IDX) is allegedly 

influenced by world stock markets indices and the Asian stock market indices, 

such as Dow Jones Industrial Average (DJI) of the US stock market. DJI is the 

composite stock price index on the stock exchanges of New York Stock 

Exchange. The linkage indices in the global stock market seen during the global 

crisis of 2008, the stock price index in the US stock market (DJI) fell by 37.13%, 

followed by the correction value of the stock in Indonesia, hich are members of 

the JCI fell by 55.29%. 

This study consists of four goals: (1) to investigate the characteristic of  

stock returns volatility on JCI stock index; (2) to investigate the impact of US 

stock market (Dow Jones Industrial) on the stock return volatility of JCI; (3) 

examine more deeply about the impact of the macroeconomic variables (exchange 

rate, inflation and BI-rate) and gold price on stock return volatility of JCI: (4) to 

determine the risk of investments on JCI in pre and post global economic crisis. 

This study uses secondary data which are time series of monthly stock index 

price, DJI stock index prices, inflation, interest rate (BI rate), exchange rate and 

gold price from January 2002 to December 2014. This study used analysis tool 



 

 

ACRCH-GARCH to analyze the influence of economic variables on stock return 

volatility of JCI and used method of VaR (Value at Risk) to calculate maximum 

risk faced by the investor when investing in stocks incorporated in the JCI. To 

support this research, various methods of data analysis with the help of software 

Eviews 6 and Microsoft Excel 2007 are used. Data analysis ARCH-GARCH 

requires several stages of testing, such as stasionarity test (Augmented Dickey 

Fuller test), multicolinearity test (Auxiliary Regression test), autocorrelation test 

(Breusch-Godfrey test), normality test (Jarque-Bera test) and heteroskedasticity 

test (White test). 

Results of the study found that the JCI stock return data has a high volatility 

and are heteroskedastic so OLS regression models unfit to use in this research. 

ARCH-GARCH model is a better alternative to analyze the data. The best ARCH-

GARCH model chosen in this study is the GARCH (2,1). 

Domestic and international macroeconomic variables significantly influence 

JCI stock return volatility. International macroeconomic variable such as DJI 

stock index positively and significantly affects JCI stock return volatility index. 

Domestic macroeconomic variable that has a significant influence on JCI stock 

return volatility is rupiah exchange rate against the US dollar. Variable rupiah 

positively and significantly affects JCI stock return volatility index, this means the 

increase in the exchange rate (depreciation of rupiah) against the US dollar will 

increase the level of risk in stocks who are members of JCI stock index, and vice 

versa. While variable inflation, BI rate and gold price do not significantly 

influence the level of risk or volatility of return on JCI equity indices. Based on 

the risk calculation using the VaR (value at risk), investment risk during the 

global crisis (2008) has the largest risk in comparison with the risk before and 

after the crisis period. The smallest value of VaR obtained in the period after the 

crisis, in 2014. 

Based on these results, it is suggested for investors to pay attention to the 

international stock market conditions associated with economic integration (DJI) 

and domestic macroeconomic conditions (exchange rate) when investings in 

stocks that are members of the JCI. 
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