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THE EFFICIENCY ANALYSIS OF ISLAMIC AND CONVENTIONAL CAPITAL
MARKETS IN THE WEAK FORM OF INDONESIA STOCK EXCHANGES IN THE
PERIOD OF 2010

Ibnu Khajar, Ristanti
Faculty of Economics, Sultan Agung Islamic University (UNISSULA),
Semarang, Indonesia
e-mail: didijon58@yahoo.co.id

Abstract

Efficient markets can be classified into three forms: weak, moderate, and strong. Weak form
efficiency suggests that security prices reflect all trade-related information, such as historical
security price movements and security trade volume that have no relationship with the current
price and volume. In other words, they have independent or random historical price
movements over time. Thus, tests of weak form efficiency have the relationship with random
walk theory. This research has two objectives. The first is to analyze whether Indonesian
capital markets (conventional and Syariah) have been efficient (weak - form). The second is
to analyze the differences between conventional and Syariah capital market efficiency in the
period of 2010. The study was conducted with 20 stock indexes in the LQ-45 and 4 stock
indexes in the Jakarta Islamic index (JI). The first objective was analyzed by using run- test.
The result showed the Indonesia Stock Exchanges (IDX) of both conventional and Syariah
were efficient (weak - form). The second was analyzed to find the number of random stocks
in both conventional and Islamic capital markets. The result showed that there were 13 (65
%) random stock prices in conventional capital markets and 4 (100 %) random stock prices in
Syariah capital markets. Based on those results, it showed that Syariah capital markets were
more efficient than conventional ones.

Keywords: conventional and Syariah capital market,LQ - 45 , JIl, random, weak form,
moderate form, strong form.

INTRODUCTION

Capital market is part of financial markets running the economic and financial
functions. Economic function efficiently allocates funds from parties who provide those
funds to other parties who require them, while financial function is shown with the possibility
of obtaining rewards for parties who provide fund based on the characteristics of investment
they have chosen. Capital markets have become the concurrence cites between parties who
need funds and who provide them with the risks of gain or loss.

The improvement benchmark of capital markets is reflected in indexes; one popular
index among the society is the Composite Stock Price Index (CSPI). The controversy
between allowed (halal) and not allowed (haram) stock investments, especially among
Muslims, leads to the presence of special stock index categorized as Syariah. Modern era and
advanced information technology have significant impacts to the improvement of Index
popularity, contributions to the capital market Islamization process, and as the initial
development of Syariah capital market. There are some big Islamic indexes in the world are
such as Dow Jones Islamic Market Index (DJMI), RHB Islamic index, the Kuala Lumpur
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Syariah Index, and in Indonesia, Jakarta Islamic Index (JII) and Indonesia Syariah Stock
Index (ISSI). Syariah Indexes have been very popular among Muslim community who are
committed to the principles of Islam in running and managing their investment although
those indexes were presented with some restrictions upon the products in accordance with
Syariah. Non-Muslim community also makes investment to these Islamic indexes regardless
to the restrictions presented. Islamic Index or Syariah Index also helps institutions to invest
their excessive funds in accordance with the principles of Syariah. Thus, Tafakul Islamic
Banks and other Islamic financial institutions give them alternatives to invest funds and to
distribute profits of their clients.

The Development of Syariah capital markets have already improved in accordance
with the increase of index shown in Jakarta Islamic Index (JII). The increase of JII index
regardless to the value, which is not as great as the Jakarta Composite Price Index (JCPI), is
bigger than the Jakarta Composite Price Index in percentage. One of factors influencing the
increase of JJI in percentage was the concept of allowed (halal), blessed, and added in stocks
traded by Syariah capital markets. Syariah capital markets use principles, procedures,
assumptions, instrumentations, and applications referring to the values of Islamic
epistemology (Nazwar, 2008). The development of the Syariah financial markets, both
financial and capital markets, is currently booming, especially in the Muslim-majority
countries. As in Indonesia, the development of financial markets, especially Syariah banking
and insurance, is quite significant followed by Syariah pawnshops.

It is expected that with the affiliation of companies in the JII, the economic concepts
and practices of Syariah will grow stronger. Investors are also expected to have willingness to
make transactions with Islamic principles (eliminating or at least reducing usurious
transactions). There is nothing impossible that capital structure reformation of companies will
soon happen since Syariah capital markets show their "superiority" upon their Islamic
concepts.

LITERATURE REVIEW
Capital Market

In general, the definition of capital market is an organized system of financial,
including commercial banks, all intermediary finance institutions, and overall circulated
outstanding securities. In narrower definition, capital market is a market (place in the form of
building) prepared for trading stocks, bonds, and other types of securities with the services of
brokers (Sunariyah, 2000: 4).

Syariah Capital Market
To the development of Syariah capital market, the Jakarta Stock Exchange (JSX)
along with PT. Danareksa Investment Management (DIM) has launched Islamic Syariah
based stock index, that is, the Jakarta Islamic Index (JII). Jakarta Islamic Index (JI1) is used
as the benchmark upon the performance of Syariah based stock investment. Through this
index, it is expected that investors will confidently increase their investment in accordance
with equity of Syariah. Consideration upon the criteria of stock selection for Jakarta Islamic
Index (JI1) involves Syariah Board Supervisor of PT. Danareksa Investment Management.
Stock Consideration Stages included in the calculation of Jakarta Islamic Index (JII) are
conducted as follows:
1. Selecting a collection of stocks referring to the primary business types which are not in
contradiction with the principles of Islamic Syariah and have been recorded for more than
3 (three) months.
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2. Selecting stocks based on the annual or semi-annual financial reports upon the assets
which have maximum liability risk of 90 %.

3. Selecting 60 of the arranged stocks above based on the average capitalization of the
largest markets.

4. Selecting 30 stocks with the orders based on the levels of liquidity upon the average
value of regular trading in the previous year.

Primary and Secondary Market
Primary Market

Primary Market is the initial stock offering committed by emitters to investors during
the specified time determined by the issuers before stocks are traded in secondary market,
usually within a period of at least 6 working days. In primary market, the company will
obtain their necessary funds. They may use those funds to improve and expand their capital to
produce goods and services. Moreover, those can also be used to pay off their debt and
improve the structure of business capitalization.

Secondary Market

Secondary market is where stock transactions between investors occur after the
expired offering period in the primary market at the latest within 90 days after the emission
permits are granted that those stocks should be listed on the exchanges. With the presence of
secondary market, investors are allowed to buy and sell their securities at any time while the
company may obtain the benefits that the secondary market may become an essential place to
gather institutional and individual investors. Secondary market stock prices fluctuate in
accordance with market expectation, supply and demand.

Functions of Capital Market

The concurrence cite between parties who have excessive funds (lenders) and those
who require long term funds (the borrower), capital market, has two functions: economic and
financial functions. As economic function, capital markets provide facilities to transfer funds
from lenders to borrowers. By investing funds, lenders are expecting rewards or returns while
borrowers, by having the external funds, can use the invested funds to improve their business
without depending on the benefits obtained from their operating company.

Syariah and Conventional Capital Markets

The applications of Syariah principles in capital markets certainly refer to the holy
Qur'an and Hadist of Prophet Muhammad SAW as the highest sources of law. Furthermore,
from those two sources of law, the Islamic scholars interpret them into knowledge which was
called as figih. One discussion in figih related to muamalah (action) is the relationship
between human beings and trading. Based on that discussion, the activities of Syariah capital
market are developed on the basis of figih muamalah. There are some principles of figih
muamalah stating that "Basically, all forms of muamalah may be done unless there is an
argument that forbid it to be committed." This concept becomes the basic principles of
Syariah capital markets in Indonesia.

Syariah capital market is developed in order to accommodate the needs of Muslims
in Indonesia who want to invest the products of capital market in accordance with the basic
principles of Syariah. Due to the improvement of various investment facilities and products in
Indonesia, it is expected that the communities have alternative investments in addition to the
ones which are already known and developed in banking sector.
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Efficient Capital Market

Efficient market is about competition events or activities of the security analysts.
Each analyst will detect and find the presence of stock pricing errors and if possible, they will
arrange a zero investment portfolio but having no zero return expectation. Although every
analyst may examine every piece of available information, most analysts do the same tests
resulting in the information that immediately affects the prices of stocks. In other words, the
efficient market formed as there is a great attention upon the most and the least observed
stocks done by analysts.

Theoretical Framework
Based on the review of related literature above, the theoretical framework is
organized as follows:

Efficient
Capital Market

—

Syariah Capital Market Conventional Capital Market
\ 4 v
e ) e . N
Efficiency test of Syariah Efficiency test of
Capital Market ) L Conventional Capital Market )

A 4

The Difference between Syariah and
Conventional Capital Market Efficiency

In Indonesia, Capital Market may be classified into conventional and Syariah Capital
Markets. In facts, there is no fundamental difference between those two capital markets,
especially related to operational and transactional systems. The Distinguishing aspects lie on
the emitters of related stocks. It is categorized into Syariah if the emitters result in products
that are not in contradiction with Islamic laws (haram/not allowed products). Stocks used as
the object of this study is a purely conventional or Syariah; a stock which is categorized into
conventional and Syariah will be used.

RESEARCH METHODS
Types of Research

Type of research used in this study is explanatory research, which conducted to
know the relationship between variables and hypothesis to find the truth (Suparmoko, 1987).

Population and Sample
Population is the entire members of object under study. In this study, population was
gathered from the entire syariah (JI1) and conventional (LQ45) stocks in the period of 2010.
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Sample is partial collection of members of object under study. The samples of this study were
collected using purposive sampling method with certain criteria as the basis consideration,
including:

1. Stocks remained as permanent members for two consecutive periods: February - July
2010 and August-January 2010-2011 (LQ - 45) and January to June 2010 and July to
December 2010 (JI1 index).

2. Syariah stock Samples were stocks which were in accordance with the criteria of sample
number 1 (above) and were not included to stocks of LQ - 45 index members.

3. Conventional stock samples were stocks which were in accordance with the criteria of
samples number 1 (above) and were not included to the members of JII stock index.

The collected Samples based on those three criteria were 20 of conventional stocks (
ADRO , BBCA , BBRI, BDMN , BMRI, BTEL , ELTY , ENRG , INDF , INDY , ISAT ,
PGAS , SMCB , BBNI , BNBR , EARTH , GGRM , JSMR , and TRUB MEDC ) and 4 of
Syariah stocks (BMTR , BSDE , CTRA and SGRO ).

Source of Data and Method of data collection

This study used secondary data. Secondary data is data which are indirectly obtained
or recorded from intermediary media or others. Documentation was used as method of data
collection of this study. Islamic stocks were JIl stocks in the period of 2010 and were not
included in LQ45 while conventional stocks were LQ45 stocks in the period of 2010 and
were not included in JII.

Techniques of Data Analysis
Run- test will be conducted to figure out whether or not stock prices of the samples

of this study are random. Run is defined as a sequence of the same symbols which followed
and are followed by different symbols, or did not follow or followed by any symbols ( Siegel
, 1994:66 ) . This technique allowed researchers to test the hypothesis whether stock prices
for certain period were random or non-random. To know whether or not conventional and
Syariah capital markets in Indonesia in the weak form had been efficient, some tests will be
conducted upon conventional and Syariah stock prices in the period of 2010. The analysis
device to conduct tests whether or not stock prices were random was the run test. Run is
defined as a sequence of the same symbols which followed and are followed by different
symbols, or did not follow or are followed by any symbols ( Siegel , 1994:66 ). This
technique allows researchers to test the hypothesis whether or not stock prices for a certain
period of time were random.
RESULTS AND DISCUSSION
Conventional stock

The summary of run test results of conventional stocks is presented in Table 4.1. The
hypothesis test will reject Ho (non- random stock) if asymp. sig < 5 % and accept HO if
asymp. sig > 5 % . Table 4.1 shows that of the 20 stocks of the research samples had 7 stocks
with the value of asymp. sig. less than 5 %: BBNI , BNBR , EARTH , GGRM , JSMR
MEDC , and TRUB . Those seven stocks met the criteria of rejection of Ho that they were not
random. In other words, they were not efficient in the weak form. The other 13 stocks had the
value of asymp. sig. more than 5 % and met the criteria of acceptance of Ho thus were
considered random. In other words, they had been efficient in the weak form. Most
Conventional stocks (65 %) had been efficient in the weak form, thus can be concluded that
Indonesia Stock Exchanges of conventional in the period of 2004 were considered efficient in
weak form.
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Tabel 4.1
The Run Test Summary of Conventional Stock
Stock Z-Count Asymp Sig. Description
ADRO -1.51 0.130 Random
BBCA -0.91 0.364 Random
BBNI -2.73 0.006 Non-Random
BBRI -1.51 0.130 Random
BDMN -1.51 0.130 Random
BMRI -0.91 0.364 Random
BNBR -2.12 0.034 Non-Random
BTEL -1.51 0.130 Random
BUMI -2.12 0.034 Non-Random
ELTY -1.51 0.130 Random
ENRG -1.51 0.130 Random
GGRM -2.73 0.006 Non-Random
INDF -1.51 0.130 Random
INDY -1.51 0.130 Random
ISAT 0.908 0.364 Random
JSMR -2.73 0,006 Non-Random
MEDC -2.73 0,006 Non-Random
PGAS 0.21 0.835 Random
SMCB -091 0.364 Random
TRUB -2.73 0.006 Non-Random

Source: the calculated data

Syariah Stock

The Summary of run test results of Syariah stocks is presented in Table 4.2. The
hypothesis test will reject Ho (non- random stock) if asymp. sig < 5 % and accept HO if
. Table 4.2 shows that 4 stocks of the research samples (BMTR, BSDE,

CTRA, and SGRO) had the value of asymp. sig. more than 5 % that Ho was accepted. Those
four stocks had random stock prices. In other words, they had been efficient in the weak

asymp . sig>5%

form. The entire conventional stocks (100 %) had been efficient in the form weak, thus, that
this study concluded that the Indonesia Stock Exchanges of Syariah in the period of 2010 had

been efficient in weak form.

Table 4.2
The Run Test summary of Syariah stock
Stock Z-Count Asymp Sig. Description
BMTR -1.514 0.130 Random
BSDE -0.908 0.364 Random
CTRA -0.208 0.835 Random
SGRO -0.208 0.835 Random

Source : the calculated data

The Efficiency differences between Conventional and Syariah Stocks in the Weak Form
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The efficiency differences between conventional and Syariah stock numbers is
presented in Table 4.3.

Table 4.3
Conventional and Syariah Random stock prices
Capital Market  Stock number Random Stock  Persentage
Conventional 20 13 65%
Syariah 4 4 100%
Source : the calculated data

Table 4.3 shows that 65 % of conventional stocks were efficient in the weak form while the
efficiency of Syariah stocks reached 100 %. The percentage meant that Syariah stocks were
more efficient than conventional one although the absolute number of stocks was smaller: 4
Syariah stocks compared with 13 conventional stocks.

Discussion

The Run test results showed that most of conventional stocks (65 %) and all Syariah
stocks (100 %) used as the object of this study were efficient in the weak form. The results of
this study supported some similar studies and were in contradiction with some other studies
that have been done before. These findings supported the results of previous studies of
Dosinta (2004), Legowo (2005), and Khajar (2009) that Indonesian capital markets had been
efficient in weak form. Husnan (1998:269) also stated upon the study of random walk
showing that most capital markets at least had been efficient in the weak form. In contrast,
Al-Jafari (2011) had tested the weak form efficiency in Bahrain stock exchange using daily
data of the entire index throughout the period of February 2003 to November 2010 using test
run and correlation statistical devices concluding that there was no evidence of efficiency in
the weak form. Bashir and llyass (2011) had also tested efficiency in the weak form of
Pakistan stock exchange, with the data of bank stocks in the period of June 1997 to April
2009 using the statistical device and VAR co-integration test concluding that there was no
evidence of efficiency in the weak form. Then, Gupta and Yong (2011) had tested efficiency
in the weak form of BSE and NSE in India, with the data taken from the period of 1997 to
2011 concluding that the Exchange had been efficient in the weak form of quarterly data but
had not been efficient for daily and weekly data, rejecting the hypothesis that the market had
been efficient. Furthermore, Liu (2011) had also examined efficiency in the weak form in
China and Hong Kong Stock Exchanges by using run test statistical device concluding that
both exchanges had not been efficient in weak form. However, if the test was conducted
using VR nonparametric statistical test, those two Exchanges had already been efficient in the
weak form. In addition, Elbarghouthi and Yassin (2012) had also carried out tests on
efficiency in the weak form of Amman Stock Exchange (ASE) with 5 daily price indexes
from January 2000 to December 2008 at the ASE using Box - Jenkin estimation statistical
test device concluding that ASE had not been proven efficient in the form weak.

Efficient capital market in the weak form where stock prices are random can be
interpreted that stock prices in the current period are independent and not affected by the
previous period. The Changes of future stock prices have no correlation with the changes of
the previous prices. Stock prices have completely reflected sets of previous information.
Thus, stock prices in the future can not be predicted based on the previous stock prices.
Investors in the capital market have been efficient ( in the weak form ) that they may not use
the trading rules based on the previous price information to make decisions in stock trading,
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or changes in the previous stock prices can not be used to predict the future stock prices
obtaining the abnormal profit levels (abnormal return).

The Understanding upon efficient capital markets (in the weak form) are in
contradiction with the technical analysis in predicting stock prices. Technical analysis
predicts that the future stock prices are based on the previous patterns of stock prices and
volumes of stock trading. The patterns are reflected in the technical charts which are formed
based on the historical stock prices. Based on those patterns and with the various technical
methods, investors will try to find and determine the signals of buying or selling the stocks:
when the right time to buy and when the right time to sell their stocks is. It is obvious that the
decision to sell or buy stocks is determined by the previous patterns of stock prices. This
condition is in the contrary to the concept of capital market efficiency in the weak form
where stock prices in previous period are no longer relevant and can not be used to predict
the stock prices in the next period. This is the contradiction between the concept of capital
market efficiency and the technical analysis. Up to now, there has been no valid empirical
evidence upon those two concepts and still become the current issue of interesting topic to
study especially among academicians.

CONCLUSIONS AND SUGGESTIONS
Conclusions

Based on the results of statistical tests (run- test), it can be concluded that Syariah
capital market of Indonesia in the period of 2010 for both conventional and Syariah had been
efficient at least in the weak form. Syariah capital markets were more efficient than
conventional ones because based on stock prices (research samples), 100 % Syariah stock
prices were random (efficient in the weak form) whereas conventional had only 65 %. The
prediction why Syariah capital markets were more efficient than the others that first, syariah
capital markets should not only be subject to the conventional rules and regulations but
should also be subject to the principles of Syariah, second, related to the microstructure
market, Syariah capital markets did not allow transactions of stocks with margin facilities or
short-selling.

Suggestions

Relevant information is the key factor of gain in stock investment of Indonesia Stock
Exchange. The results of study upon the efficiency test of capital markets in the weak form
had various responses. Based on the results and conclusions, some suggestions are
recommended as follows: investors and potential investors are suggested that if they want to
invest in stock, always pay attention to the relevant information and obtain the benefits from
that information before buying or selling stocks. Past information is not the relevant
information as capital markets have been efficient in the weak form.
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