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Abstract. This study examines the influence of financial development variables on the Composite Stock 
Price Index (CSPI) in Emerging Market Countries. This study uses secondary data obtained from the 
International Monetary Fund and Yahoo Finance, with an annual data period of 2000–2020. Panel 
data regression analysis using the random effects model was performed to analyze data. The results 
showed that Financial Market Access Index (FMAI) and Financial Market Depth Index (FMDI) 
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variables had a positive and significant relationship affecting CSPI, while Financial Market Efficiency 
Index (FMEI) had a negative and significant relationship to CSPI. The FMEI results negatively affec-
ting CSPI indicate the need for improvements in financial market efficiency. Increased efficiency can 
help ensure that relevant and accurate information is available quickly and fairly to all parties, driving 
better investment decisions.
Keywords: financial development, Composite Stock Price Index, emerging market

1. Introduction

The capital market is an important factor in the economy because it provides an over-
view of the economic condition of a country (Christensen et al., 2016). The develop-
ment of a country‘s capital market can be seen from the stock price index used. One 
index that investors often see when investing in many countries is the Composite Stock 
Price Index (CSPI). Capital markets of emerging markets globally have become in-
creasingly important in recent years and are attracting more attention from investors 
(Bortz & Kaltenbrunner, 2018). In emerging countries, capital markets play an impor-
tant role in facilitating economic growth by giving firms access to capital and allowing 
individuals to invest in that economic growth potential (Mateut, 2018). China, Indo-
nesia, Brazil, India, and Mexico are emerging markets with significant economies, high 
growth potential, and global impact. As stock markets evolve, they offer opportunities 
to understand unique trends, sensitivity to change, as well as the interaction of local 
and regional factors. The large population and increasing participation in the stock mar-
ket provide insight into how financial developments affect individual investments and 
stock market growth (Sivaramakrishnan et al., 2017). 

A large amount of literature has been developed to assess the impact of financial 
development on economic growth, investment, stock markets and economic stability 
(Dabla-Norris et al., 2012). The underdeveloped economic status and imperfections 
in credit markets and weak financial institutions in emerging market countries provide 
a background to the importance of examining financial developments in these econ-
omies (Barik & Pradhan, 2021). In emerging market countries, the financial sector is 
often not fully mature and unable to support sustainable economic growth. Imperfec-
tions in access to financial services and weak credit market mechanisms can hinder 
investment, growth of small and medium enterprises, and access to funding for indi-
viduals (Fletschner, 2009). Financial development is a very important prerequisite in 
advancing emerging market economies. Moreover, financial development plays a role 
as a foundation in increasing financial inclusion (Sharma, 2016). By increasing access 
to financial services for previously marginalized individuals and companies, financial 
development can open doors for many people to participate in financial markets, invest, 
and access financial services (Beck et al., 2009). This will trigger many economic bene-
fits and strengthen equality and poverty alleviation.
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Figure 1
Trends in Composite Stock Price Index (CSPI) in Emerging Market Countries
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Source: Yahoo Finance (2000–2020).

Based on Figure 1, CSPI trends in all countries show an increase. The year 2008 was a 
significant turning point for almost all countries in terms of their CSPI movements. The 
global financial crisis in 2008 resulted in a sharp decline in the stock markets of almost 
all countries, including Indonesia, Brazil, Mexico, India, and China. Some countries 
take longer to recover than others (Frank & Hesse, 2009). The stock markets of Brazil 
and Mexico showed significant fluctuations throughout this period. The 2008 global 
financial crisis severely affected the stock markets of both, and volatility remained high 
into the following years. China has a unique phenomenon in the tremendous growth 
of the stock market in the early 2000s, experiencing its highest peak in 2007 before 
being affected by the global crisis. Despite the fluctuations, China managed to maintain 
a long-term growth trend. Indonesia experienced marked fluctuations in its stock mar-
ket, affected by global conditions and domestic policies (Bernstein & Cashore, 2012). 
These phenomena collectively reflect the complexity of the stock market and the com-
plexity of the interaction between the various factors that shape market trends over a 
long period of time.

Financial developments have significant potential in influencing a country’s CSPI. In 
this case, variables that reflect financial developments, including the Financial Market 
Access Index (FMAI), Financial Market Depth Index (FMDI), and Financial Market 
Efficiency Index (FMEI), play an important role in shaping stock market movements. 
Wider access to financial services, reflected in high FMAI, encourages greater partici-
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pation of investors and companies in the stock market (Beck et al., 2009). Better access 
to funding sources allows companies to grow their business, resulting in growth and 
an increase in share value. The depth of financial markets, as measured by FMDI, has a 
positive impact on CSPI. Deeper financial markets provide investors with a wide array 
of financial instruments, allowing them to diversify their investment portfolios as well 
as better manage risk (Cummins & Weiss, 2009). The efficiency of financial markets, as 
measured by FMEI, has major implications for CSPI. A market that is efficient in por-
traying relevant and accurate information can help investors make better decisions, thus 
encouraging their participation in the stock market (Murray et al., 2013). In addition, 
efficient markets reflect rapidly changing information in stock prices, creating oppor-
tunities for investors to respond to as well as benefit from accurate price movements.

This research stems from the drive to answer critical questions about the factors 
underlying stock market movements on a global scale, namely in emerging markets. 
With a focus on measurable variables of financial development, this study explores 
the complex relationships between financial conditions, economic stability, and stock 
market performance. In an effort to understand this dynamic, this study provides new 
insights related to how financial development variables concretely play an important 
role in shaping the trend of CSPI movements in the five countries. The results of this 
study have the potential to provide valuable guidance for decision makers, regulators, 
as well as market participants to understand how the complex interaction between fi-
nancial factors impacts the stock market. By combining empirical data and theoretical 
concepts, this study confirms the importance of financial development factors in shap-
ing stock market dynamics amid growing global economic turmoil.

The remainder of the study is outlined as follows. Section 2 reviews literature. Sec-
tion 3 explores the data and methodology. Movement of variables, empirical results 
and discussion are reported in Section 4. Section 5 presents a conclusion and policy 
implications for emerging countries.

2. Literature Review

One of the issues of modern financial research is the volatility of price changes in the 
stock market. Composite Stock Price Index (CSPI) is a composite index of all types of 
stocks listed on a country‘s stock exchange (Pinem, 2019). Changes in individual stock 
prices in the market occur due to demand and supply factors (Baffes et al., 2015). The 
share price is calculated by considering the weight of each share in the index which 
is based on the stock market capitalization (the total market value of the company’s 
shares). Research related to the Composite Price Index has been conducted before. Re-
search by Hidayat et al. (2021) examined the CSPI in Indonesia during the Covid-19 
period. Alareeni and Hamdan (2020) examined the movement of the CSPI during 
Covid-19 in the United States. Fang and You (2014) examined the impact of oil price 
shocks on the stock prices of emerging economies, namely China, India, and Russia. 
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Financial Development theory refers to the study of the relationship between the 
financial system and economic growth (Guru & Yadav, 2019). This theory attempts to 
explain how the development of the financial system affects economic growth and how 
economic growth affects the development of the financial system (Cevik & Rahmati, 
2020). A well-functioning financial system helps channel savings into investment, and 
can increase the availability of credit for companies and households, thus supporting 
economic growth (Ho & Iyke, 2018). Financial development can generally be divided 
into two categories: financial institution and financial market (Zhang & Naceur, 2019). 
Financial institution refers to various organizations that offer financial services, such as 
banks, insurance companies, pension funds, and other non-bank financial intermediar-
ies (Chepkemoi et al., 2019). Financial market indicators focus on the stock market and 
debt market development (Pan & Mishra, 2018). 

Figure 2
Financial Development Index Pyramid
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Source: Čihák et al. (2012).

Financial development in emerging market countries has been discussed by several 
researchers. According to Ozili (2018), digital finance and financial inclusion have not 
sufficiently penetrated broad segments of the population such as emerging markets. 
Park and Mercado (2015) found that financial inclusion significantly reduced poverty, 
and there is also evidence that it lowers income inequality in emerging market coun-
tries. According to Atkiinson and Messy (2013), low levels of financial inclusion are 
associated with low levels of financial literacy in emerging market countries. In this dig-
ital age, access to information and financial technology can change the way individuals 
and communities manage their finances and participate in the global economy (Bayliss 
et al., 2019). Adu et al. (2013) investigated the long-term growth effects of financial de-
velopment in Ghana. Nasreen et al. (2020) examined the role of financial globalization, 
institutions and economic growth on the development of the financial sector in Euro-
pean countries. Financial development composite index covers various dimensions of 
financial markets, namely depth, access and efficiency and four-way classification of in-
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stitutions, as suggested by Rodrik (2005) and Law et al. (2018). Lenka (2021) investi-
gated the linkage between financial inclusion and financial development in India during 
the period 1980–2017. Gupta and Mahakud (2019) examined the impact of financial 
development on corporate investment in terms of its effect on financing constraints. 
Dabla-Norris et al. (2012) found that the positive impact of innovation on productivity 
was greater in countries with well-developed financial markets, and significantly greater 
in high-tech industries. The study of Hassan et al. (2011) provides evidence on the role 
of financial development in calculating economic growth in low- and middle-income 
countries classified by geographic region. 

Financial development is thought to be able to influence CSPI. The higher the level 
of access to financial services, the greater the participation of investors and companies 
in the stock market, which can contribute to an increase in the value of CSPI (Gomber 
et al., 2018). Qamruzzaman and Karim (2020) studied the effect of FMAI on CSPI and 
found that the influence of access to the market has a causality relationship with CSPI. 
Thus, it is suspected that there is a positive influence between the Financial Market 
Access Index (FMAI) and the CSPI. Furthermore, the variables Financial Depth Index 
(FMDI) and CSPI are thought to have a positive relationship. As the financial system 
deepens, individuals and companies have better access to funds from financial markets 
(Olusegun et al., 2013). This may encourage companies to seek additional funding for 
expansion and development. According to Lenka (2021), who researches financial in-
clusion in India, when the financial system is deeper, it can increase financial inclusion, 
and eventually increase the price of stock indices. In addition, it is suspected that the 
Financial Market Efficiency Index (FMEI) has a positive effect on CSPI. More efficient 
markets tend to have prices that reflect information quickly and accurately. This makes 
investors more confident in making investment decisions (Shah et al., 2018).

Although there are several studies on the effect of financial development on CSPI, 
research on the composite index of emerging market countries is still limited. In addi-
tion, related literature covers financial inclusion and macroeconomic variables. Howev-
er, this research overcomes this gap by examining financial access, depth, and efficiency 
which are proxies for financial development. This research emphasizes the role of fi-
nancial development as a means of increasing access, efficiency, and depth to the stock 
market in emerging countries. In other words, financial development is an important 
part of alleviating poverty and prosperity through expanding the stock market. 

3. Methodology

This study discusses the factors that affect the Composite Stock Price Index in the 
emerging market countries (Indonesia, Brazil, India, Mexico, and China). The data in 
this study used annual data for the period 2000–2020. This research uses secondary 
data obtained from the International Monetary Fund (IMF) and Yahoo Finance. The 
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data analysis method used was descriptive analysis and regression analysis of panel data 
using the random effects model. In this analysis, Econometric Views (EViews) version 
10 tool is used. In the panel data, the same cross section unit was surveyed in some time 
(Gujarati, 2003). Regression analysis with panel data basically has three techniques to 
regress the usual OLS approach (Pooled Least Square), fixed effects model, and ran-
dom effects model. The form of panel data regression model in this study is

𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶�� � � � ��𝐹𝐹𝐹𝐹𝐹𝐹𝐶𝐶�� � ��𝐹𝐹𝐹𝐹𝐹𝐹𝐶𝐶�� � ��𝐹𝐹𝐹𝐹𝐹𝐹𝐶𝐶�� � ��� 

 
where CSPI = Composite Stock Price Index; α = constant; β1, β2, β3 = coefficient of 
independent variables; FMAI  =  Financial Markets Access Index; FMDI  =  Financial 
Markets Depth Index; FMEI = Financial Markets Efficiency Index; i = individual; t = t-
period; ε = error term.

Table 1
Operational Variables

Variable Formula/ Measurement Source

Composite 
Stock Price 
Index (CSPI)

Statistical tool that groups together many different equities, securities, 
or indexes in order to create a representation of overall market or 
sector performance.

�𝑇𝑇𝑇𝑇�𝑇𝑇�𝑇𝑇𝑇𝑇��𝑇𝑇����𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇�𝑇𝑇� � �� �𝑇𝑇𝑇𝑇�𝑇𝑇�𝑇𝑇𝑇𝑇��𝑇𝑇𝑇𝑇���𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇�𝑇𝑇𝑇𝑇
𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇𝑇  

 

Yahoo 
Finance

Financial 
Market Ac-
cess Index 
(FMAI)

The Financial Access Index uses a percentage of market capitaliza-
tion outside the 10 largest companies for proxy access to the stock 
market. Higher levels of stock market concentration should reflect 
greater difficulty in accessing the stock market for newer or smaller 
issuers. For bond market access, the number of financial and nonfi-
nancial corporate issuers in domestic and foreign debt markets in a 
given year per 100,000 adults (Svirydzenka, 2016) is used. 

IMF

Financial Mar-
ket Depth In-
dex (FMDI)

The depth sub-index includes the size of the stock market (capital-
ization, or the value of listed shares) and how active it is (stocks 
traded), the outstanding volume of international debt securities of 
sovereigns and international and domestic debt securities of financial 
and nonfinancial corporations (Svirydzenka, 2016). 

IMF

Financial Mar-
ket Efficiency 
Index (FMEI)

Financial market efficiency sub-index relies on the stock market turn-
over ratio – the ratio of the value of stocks traded to stock market 
capitalization. A higher turnover should indicate higher liquidity 
and greater efficiency in the market. In the bond market, the most 
commonly used variable is the tightness of the bid-ask spread (Sviry-
dzenka, 2016).

IMF

Source: Yahoo Finance and International Monetary Fund (IMF), 2020–2020.
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Some literature also uses the Financial Market Access, Depth, and Efficiency Index 
as a proxy for financial development; analysis starts from Svirydzenka (2016), subse-
quently followed by several researchers such as Cihak et al. (2013), Mohieldin et al. 
(2019), and Dogan et al. (2020).

4. Results and Discussion

4.1 Variable Movement Analysis

Based on Figure 3, in general, there is an upward trend in CSPI in each country over a 
significant period of time. Brazil has the highest trend in CSPI increase compared to 
other countries. Brazil experienced strong economic growth in the period, especially 
in the 2000s and early 2010s (Sotomayor, 2019). This is supported by political stabili-
ty and government policies that support economic growth. The Brazilian government 
has encouraged the development of the stock market through various policies, such as 
increased transparency and investor protection (Abdmouleh et al., 2015). This gives 
investors confidence to invest in the Brazilian stock market. During the period, there 
was an increase in the participation of local and foreign investors in the Brazilian stock 
market (Regan, 2017). 

Figure 3
Composite Stock Price Index (CSPI) Movement
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Source: International Monetary Fund (IMF), 2000–2020.

The second country that has the highest CSPI upward trend is Mexico. Mexico ex-
perienced steady economic growth in the period, supported by government policies 
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that promoted the growth of diverse economic sectors, including manufacturing, ag-
riculture, and tourism (Siddiqui, 2015). As Mexico’s largest trading partner, the Unit-
ed States provides a large market for Mexican products and services (Ramirez, 2017). 
Mexico implemented various economic reform policies in the period, such as privat-
ization of the energy and telecommunications sectors, deregulation of industry, and 
improvement of financial access (Avilés, 2020; Bruhn & Love, 2014). This strengthens 
the stock market and increases investor confidence.

The CSPI trend for Indonesia and China shows constant growth. Although the fi-
nancial sector in Indonesia and China has grown rapidly during the period, there have 
been some structural issues affecting stock market performance. Some examples of 
such problems include a lack of transparency and accountability in the financial sector, 
as well as limited access of individual investors to the stock market (Turner, 2014). 
CSPI Indonesia and China had relatively high volatility during the period (Singhania, 
2013). Although the increase is not significant, fluctuations in stock prices can cause in-
vestors anxiety and reduce investor participation in the stock market. It can be seen that 
there is an influence of certain global events on the movement of CSPI in each country. 

Figure 4
Financial Markets Access Index (FMAI) Movement
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Source: International Monetary Fund (IMF), 2000–2020.

China had the lowest FMAI index among other countries in 2000, but experienced 
a significant upward trend to reach the highest index among other countries in 2020. 
This shows that China has made many efforts to improve financial market access in the 
country over the past two decades (Liang & Guo, 2015). The development of technol-
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ogy and the internet in China has opened up financial market accessibility for retail in-
vestors(Huang & Zhao, 2017). Since the early 2000s, investors in China have been able 
to easily invest in financial markets through online trading platforms and mobile apps. 
A significant upward trend in FMAI has also occurred in Brazil. Brazil has undertaken 
economic policy reforms aimed at improving the accessibility of financial markets. De-
regulation of financial markets has opened up the accessibility of foreign investors and 
encouraged increased investor participation. 

During the period 2000–2020, FMAI in Indonesia, Mexico, and India experienced a 
decline. Foreign investors still invest little in the Indian financial market due to reasons 
of complicated financial market regulation, high political and security risks, as well as 
lack of economic stability (Thukral & Sridhar, 2015). Financial services in India are still 
not of high quality, thus affecting investors’ accessibility to financial markets (Garg & 
Agarwal, 2014). Financial market infrastructure in India still needs to be developed, 
especially in terms of technology and internet access, which can affect investors’ acces-
sibility to financial markets. 

Based on Figure 5, it can be seen that all countries show a positive trend in FMDI. 
The highest upward trend is noteceable in China. In 2000, China began implementing 
significant market reform policies, including financial market liberalization, deregula-
tion, and privatization, which exerted a major influence on the improvement of FMDI 
(Huang & Wang, 2017). China’s economy grew rapidly during the period 2000–2020, 
which opened up investment opportunities in financial markets. High economic growth 
has also increased the number of investors and strengthened investor confidence in Chi-
na’s financial markets. During the period 2000–2020, China built a rapidly growing stock 
exchange, including the Shanghai Stock Exchange and Shenzhen Stock Exchange, which 
has increased market liquidity and provided investment accessibility to financial markets.

The second country with the highest increase in FMDI is Brazil. In the early 2000s, 
Brazil went through a period of severe economic crisis. However, after that, the coun-
try experienced significant economic stability that brought investor confidence and 
strengthened financial markets. During the period 2000–2020, the central bank of Bra-
zil (Banco Central do Brazil) carried out a tight monetary policy to control inflation. 
This strengthened the Brazilian currency, improved fiscal conditions, and strengthened 
investor confidence in financial markets (Massuda et al., 2018). Meanwhile, Indonesia 
has the lowest FMDI and has experienced an insignificant increase. Indonesia is one of 
the countries that is highly dependent on commodity exports, such as crude oil, nat-
ural gas, and coal. This dependence on commodity export revenue sources makes the 
Indonesian economy vulnerable to fluctuations in the world commodity prices, which 
can affect financial market stability (Mukherjee & Sovacool, 2014). Although the Indo-
nesia Stock Exchange has existed for a long time, the Indonesian capital market is still 
relatively small compared to other countries in Asia (Wu, 2014). This is due to the lack 
of investor participation, both domestic and foreign, as well as the low awareness and 
financial literacy of the Indonesian people (Dewi et al., 2020).
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Figure 5
Financial Markets Depth Index (FMDI) Movement
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Figure 6
Financial Markets Efficiency Index (FMEI) Movement
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FMEI is an index that measures the efficiency of financial markets in a country. 
Based on Figure 6, Brazil experienced the most significant increase. Brazil’s financial 
markets have experienced significant product and technological innovation over the 
past two decades. These innovations include the development of derivative products, 
online trading, the use of information technology, and the development of alternative 
trading systems (Aloise & Macke, 2017). This helps improve the efficiency of finan-
cial markets and provides wider access for investors. In addition, the country that also 
experiences a constant increase in FMEI is China. Although China’s financial market 
has undergone significant reforms in the 2000s, the Chinese government still enforc-
es strict regulations in order to maintain market stability and prevent high volatility 
(Giglio, 2021). This could result in a constant increase in FMEI due to restrictions on 
certain trading and investment activities.

The most significant downward trend in FMEI is observed in India and Indone-
sia. In India and Indonesia, capital market regulation is still relatively less effective and 
efficient than in other countries. Dependence on certain sectors such as the financial 
and commodity sectors could be a factor influencing the decline in FMEI in India and 
Indonesia (McEwan et al., 2020). This makes the capital markets in both countries less 
diversified, making them vulnerable to market fluctuations. 

4.2 Econometric Analysis 

Based on Table 2, the average values for all three variables (FMAI, FMDI, FMEI) are 
negative, indicating that the data average is below zero. The median value is also negative 
for all three variables, indicating that the data is skewed to the left. FMAI has the lowest 
median value (-1.065154), followed by FMDI (-1.168039) and FMEI (-0.541866). 
The maximum value for FMAI is -0.569621, while for FMDI and FMEI, the maximum 
value is -0.345454 and 0.000000, respectively. This shows that the data for all three 
variables are concentrated on the left side of the distribution. The minimum value for 
FMAI is -2.340509, while for FMDI and FMEI, the minimum value is -2.146620 and 
-1.517239, respectively. This shows that the data of the three variables are spread over 
a wide range. The highest standard deviation was for FMEI (0.509089), followed by 
FMDI (0.479047) and FMAI (0.372864). This shows that the data for FMEI is more 
scattered than the other two variables. A negative skewness indicates that the data dis-
tribution tends to be skewed to the left, meaning that the tail of the data distribution is 
longer on the left side. The result of a kurtosis greater than 3 (normal kurtosis) indicates 
that the data distribution is sharper and has thicker tails than the normal distribution. 
This indicates that there is a potential for significant differences from the normal distri-
bution in these variables.



633

Ariodillah Hidayat, Liliana, Harunurrasyid, Xenaneira Shodrokova. The Relationship Between Financial Development and  
the Composite Stock Price Index in Emerging Market Countries: A Panel Data Evidence

Table 2
Descriptive Statistics

FMAI FMDI FMEI CSPI
 Mean -1.183247 -1.141134 -0.561732  9.110030
 Median -1.065154 -1.168039 -0.541866  9.151040
 Maximum -0.569621 -0.345454  0.000000  11.64186
 Minimum -2.340509 -2.146620 -1.517239  5.962139
 Std. Dev.  0.372864  0.479047  0.509089  1.419904
 Skewness -0.861693 -0.063873 -0.266359 -0.195894
 Kurtosis  3.260454  1.859253  1.532411  1.997109
 Jarque-Bera  13.29080  5.764598  10.66452  5.071888
 Probability  0.001300  0.056006  0.004833  0.079187
 Sum -124.2409 -119.8190 -58.98191  956.5532
 Sum Sq. Dev.  14.45885  23.86656  26.95385  209.6772
 Observations 105 105 105 105
 Cross sections 5 5 5 5

Source: EViews data (2000–2020).

Table 3
Heteroskedasticity Test

Heteroskedasticity Test: Breusch-Pagan-Godfrey
F-statistic 3.633142 Prob. F 0.3941
Obs*R-squared 20.70013 Prob. Chi-Square 0.3536
Scaled explained SS 0.041813 Prob. Chi-Square 1.0000

Source: EViews, 2023.

Table 4
Multicollinearity Test 

C FMEI FMDI FMAI
C 0.08806 0.00366 0.00905 0.06215
FMEI 0.00366 0.03390 0.00273 -0.01562
FMDI 0.00905 0.00273 0.02430 -0.01705
FMAI 0.06215 -0.01562 -0.01705 0.07635

Source: EViews, 2023.

Based on Figure 7, it can be seen that the probability value of Jarque is 0.2542 > 0.05, 
meaning that the residual research data is normally distributed. From the results of the 
heteroscedasticity test using the Breusch-Pagan Godfrey method, the probability value 
was 0.3536 > 0.05, so it can be concluded that there were no symptoms of heterosce-
dasticity in the research model (Table 3). From the results of the multicollinearity test 
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in Table 4, it can be seen that the correlation value is below 0.8, so it can be concluded 
that there is no multicollinearity problem in the research variables. 

Figure 7
Normality Test
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Jarque-Bera  2.739042
Probability   0.254229  

 
Source: EViews, 2023.

The final selection of models in this study is based on the Hausman Test and the 
Lagrange Multiplier (LM) test which show that the best model is the random effects 
model (REM). The following are the estimated results of panel data regression testing 
based on the random effects model (REM).

Table 5
Panel Regression Results Using the Random Effects Model

Variable Coefficient Std. Error t-Statistic Prob.
Constants 11.98450 0.256278 46.76360 0.0000***
FMAI 1.216290 0.158633 7.667328 0.0000***
FMDI 1.610091 0.123833 13.00210 0.0000***
FMEI -0.715700 0.129533 -5.525237 0.0000***

Random Effects (Cross)
INDONESIA -0.449633 R-Squared 0.336825
BRAZIL 0.470168 Adjusted R-Squared 0.317127
INDIA 0.129026 F-Statistics 17.09925
MEKSIKO 0.233357 Prob(F-statistic) 0.000000
CHINA -0.382918
R-squared 0.336825
Prob(F-statistic) 0.000000

Note. *= significant at 10 percent; **= significant at 5 percent, ***= significant at 1 percent.
Source: EViews data (2000–2020).
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The results of the F-statistical test show that the probability value of F-statistics is 

smaller than the significance level of 5% (0.0000 < 0.05), simultaneously independ-
ent variables affect CSPI. The coefficient of determination which shows that variable 
variations can explain the variation of FMAI, FMDI, and FMEI variables can explain 
the CSPI variable by 33.68 percent while the remaining 76.94 percent is influenced by 
variables that are not included in the research model.

Based on Table 5, FMAI, FMDI, and FMEI have a significant effect on the CSPI. 
This means that based on the value of the FMAI coefficient, β1 = 1.2163 shows that an 
increase in FMAI by 1 percent will increase CSPI by 1.22 percent, β2 = 1.6100 explains 
that every 1 percent increase in FMDI will increase CSPI by 1.61 percent. Meanwhile, 
based on the value of the FMEI coefficient, β3 = -0.7157 means that every increase in 
FMEI will reduce CSPI by 0.71 percent. 

Table 6
Emerging Market Intercept Results

Country Intercept Individual Constants
INDONESIA -0.449633 11.534867
BRAZIL 0.470168 12.454668
INDIA 0.129026 12.113526
MEKSIKO 0.233357 12.217857
CHINA -0.382918 11.601582

Source: EViews (2000–2020).

Random effects models estimate panel data in which nuisance variables can be 
linked over time and across individuals. Based on Table 6, the random effects model 
has differences in intercepts accommodated by error terms of each country. Brazil and 
Mexico have the highest individual constant values, while Indonesia has the lowest.

4.3.  Discussion

The Financial Markets Access Index has a positive and significant effect on the Com-
posite Stock Price Index. FMAI measures the level of financial market accessibility of 
a country, which includes accessibility to the stock market, bond market, and financial 
institutions (Haini, 2020). The higher the FMAI, the easier investors can access finan-
cial markets in the country (Veron & Wolff, 2016). Better financial market accessibil-
ity makes it easier for investors to invest in financial markets (Bakar & Yi, 2016). The 
easier it is for investors to access financial markets, the greater the number of investors 
who invest in financial markets. This can lead to increased demand for stocks and other 
financial assets, ultimately increasing stock prices (including the CSPI). This can in-
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crease a company’s ability to expand its business, increase profits, and ultimately affect 
stock performance.

Financial Markets Depth Index (FMDI) is one indicator that measures the depth 
of a country’s financial markets. Financial market depth is measured by looking at how 
many transactions occur in a country’s financial market (Kim & Song, 2017). The more 
transactions that occur in the financial market, the more liquid the financial market is. 
The positive and significant influence between FMDI and the CSPI can be explained 
as follows. The greater the depth of the financial market, the easier it is for investors to 
buy or sell stocks, thereby increasing trading activity in the stock market (Agbloyor 
et al., 2013). High trading activity can increase demand for stocks listed on the stock 
exchange, thereby encouraging an increase in stock prices and stock indices (Wang et 
al., 2013). Deeper financial markets also provide more sources of financing for compa-
nies. In a deep financial market environment, companies can easily obtain funds from 
investors by issuing stocks or bonds (El-Wassal, 2013). Deeper financial markets also 
provide opportunities for investors to diversify portfolios (Ahmed & Huo, 2021). In-
vestors can choose to invest in various types of financial instruments, such as stocks, 
bonds, or mutual funds. By diversifying a portfolio, investors can reduce the investment 
risk they incur. The deeper the financial markets, the more choices of financial instru-
ments available to investors to diversify their portfolios. This is in line with research 
conducted by Zhang and Ben Naceur (2019).

The negative and significant effect of the Markets Efficiency Index (FMEI) on the 
CSPI can be caused by several factors. One factor is that too high market efficiency can 
result in investors’ tendency to speculate and transact more actively, which can ulti-
mately lead to market instability and high price fluctuations (Shah et al., 2018). In addi-
tion, high market efficiency can also reduce arbitrage opportunities and make it harder 
for investors to seek greater profits. This can reduce investors’ interest in investing in 
the stock market, thus negatively affecting stock prices. When FMEI increases, it means 
that the market is more efficient and the information available is easier for investors 
to obtain. However, if the market is efficient, then the available information is already 
reflected in the stock price and does not have an additional influence on stock price 
movements. Therefore, high FMEI tends to have a negative influence on stock price 
movements (CSPI). This is in accordance with the results of Gârleanu and Pedersen 
(2018).

The highest value in Brazil indicates that the average value of the composite stock 
price index in the country tends to be higher if all independent variables are constant 
or zero(Claessens & Yurtoglu, 2013). Brazil has a larger financial market and more sta-
ble financial stability than other emerging market countries, as can be seen from the 
increasing trend of the country’s CSPI, FMAI, FMDI, and FMEI (Zhang et al., 2013). 
In addition, Brazil has many government policies that support the growth of financial 
markets(Chkili & Khuong, 2014). The second country with the highest intercept is 
Mexico. This is in line with the movement of the CSPI, FMAI, FMDI, and FMEI index 
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trends which have never been at the lowest, and almost all of them experience a positive 
trend. While the country with the lowest intercept value is Indonesia, this can also be 
seen from the movement of Indonesia’s CSPI, FMAI, FMDI, and FMEI trends which 
are always lower than other countries studied. Although Indonesia’s financial market 
continues to develop and mature, its size is still smaller than other countries’ financial 
markets (Tilley, 2020). This small size of financial markets can affect intercept values 
in regression, as smaller financial markets tend to have higher levels of volatility (Vinh 
et al., 2020). Indonesian government policies that lack support for financial market 
growth and market efficiency can also affect the intercept value. Although Indonesia 
has carried out various policy reforms to boost financial market growth, there is still 
room for further improvement. After Indonesia, China is at the lowest level of intercept 
value – judging from the movement of the CSPI trend, it turns out that China is the 
second lowest among other countries. CSPI in Indonesia and China had relatively high 
volatility during the study period. Although the increase is not significant, fluctuations 
in stock prices can cause investors anxiety and reduce investor participation in the stock 
market.

5. Conclusions and Recommendations

Based on the estimation results of the panel data regression model using the random 
effects model, it was found that FMAI and FMDI variables have a positive and signifi-
cant relationship affecting CSPI, while FMEI has a negative and significant relationship 
with CSPI. Based on the intercept value of each country, it was found that the highest 
intercept was Brazil. This indicates that the average value of the Composite Stock Price 
Index in that country tends to be higher if all independent variables are constant or 
zero. The findings show that Brazil has a larger economy and more developed financial 
markets, while Indonesia is the country with the lowest intercept. 

The results of FMAI and FMDI have a positive effect on CSPI, indicating that poli-
cies that promote wider access to financial services and increase financial market depth 
can have a positive impact on stock market growth. Therefore, governments and regu-
lators can encourage innovation in the financial sector, including the development of 
more inclusive and diverse financial products and services. This can include efforts to 
expand the scope of financial services in rural areas as well as for the micro and small 
business sector. The FMEI results negatively affecting CSPI indicate the need for im-
provements in financial market efficiency. Increased efficiency can help ensure that 
relevant and accurate information is available quickly and fairly to all parties, driving 
better investment decisions. In this regard, measures to strengthen transparency, super-
vision and regulatory implementation in financial markets can contribute to improved 
market efficiency. The results also show the importance of maintaining a balance be-
tween financial development and market stability. Although financial development is 
a prerequisite for financial inclusion and economic growth, regulators also need to pay 
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attention to risks that may arise from increased access and activity in financial markets. 
Security as well as investor protection need to be a focus in designing policies that lead 
to sustainable financial development.

Indonesia had the lowest FMAI index of the five countries in the year at the begin-
ning of the period but has increased gradually over the past two decades, indicating 
that there is still room to continue to improve financial market access in Indonesia. The 
Indonesian government can encourage financial innovation by providing incentives 
and support for financial companies and start-ups. Financial innovation will accelerate 
the development of financial markets and enable people to gain access to better finan-
cial products. The Government of Indonesia can strengthen international partnerships 
with other countries to gain experience and knowledge in building strong financial mar-
kets. International partnerships will strengthen national economies and help accelerate 
the growth of financial markets. Another country that has the lowest intercept is China. 
China has different economic characteristics from other countries. Although China is a 
country with a strong economy, not all regions in China have the same financial stand-
ards and equitable financial development. The education level and financial literacy of 
the people in China still need to be improved. This can affect people’s understanding of 
financial products, and their effective use to advance the economy and improve welfare. 
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