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Abstract

This study aims to analyze the influence and response of the Jakarta Islamic Index (JII)
volatility to changes in macroeconomic variables. VECM was used to examine the long-and
short-term effects, while IRF was used to analyze the JII response. Data were obtained from
BPS, BI, and Yahoo Finance monthly from 2015-2020 using global macroeconomic fiscal
variables, including inflation, Bl and Exchange Rates, Industrial Production Index, World Oil
Price, Malaysia Hijrah Shariah Index, and DJIM Malaysia Titan 25 Index. The results show
that JII is influenced by inflation variables, Bl rate, IPI, OP, MHS, and DJIM in the long term
but not the exchange rate. Furthermore, it is influenced by Bl rate, IPI, OP, MHS, and DJIM in
the short term, while the exchange rate and inflation have no significant effect.
Macroeconomic variable shock influence JII by 52,27% while the rest is influenced by other
variables outside the model. This research implies that the JII index is very sensitive to
economic changes.
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INTRODUCTION

The capital market is essential for the economic development of a country as an
intermediary for parties with deficits and surplus funds. The volatility of the capital market is
sensitive to macroeconomics change. Moreover, the capital market provides access to profit for
investors who needs to carefully analyze investment to avoid losses. It also facilitates access to
capital injection for company development. Stock is one of the capital market products in
Indonesia, a country with sharia and conventional stock systems. The Islamic stock index is an
alternative for investors who want to invest in the salal sector. [slamic Sharia guides economic
activity in worship, ethics, and morals (Agriyanto, 2015). According to Shanmugam and
Zahari (2009), Islamic investing must avoid riba, gharar, maysir, and haram principles.

Investor choice in Islamic indices can be placed on the Indonesian Sharia Stock Index
(ISSI) and the Jakarta Islamic Index (JII) (Pantas, 2017). However, JII is more bonafide than
ISSI because it accommodates 30 of the most liquid Islamic stock issuers and has developed
with a positive trend(Ardana, 2016). Table 1 shows the average capitalization data from JII:

Table 1. JII Capitalization

Period Volume JII
2015 10,402,022.591 645.20
2016 11,170,077.233 686.14
2017 12,365,740.308 729.72
2018 12,972,439.758 688.81
2019 12,028,771.083 691.19
2020 762,420,000 188,30

Source: Yahoo Finance (accessed 2021, January 21st).

Tabel 1 shows that JII has developed positively, even as its prices decreased between
2017 and 2018. Also, the volume and prices dropped to Rp. 188,30 in 2020 due to the
pandemic effect.

The Efficient Market Hypothesis (EMH), also called the random walk proposed by
Fama (1970), states that stock prices are influenced by the value information of the company.
Information that affects stock price movements could be divided into three forms. The first is
the weak form in which the previous price influences the current share price. Second, the semi-
strong form in which the stock price is influenced by the fundamental company and
macroeconomic information. Third, the strong form in which the share price is influenced by
the role of the insider company.

Blanchard (2006) stated that certain factors affect stock prices, including the global

stock index, exchange rates, and macro conditions. Furthermore, as an Islamic stock index in
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Indonesia, JII is influenced by macroeconomic factors and the global stock index. The stock
price index is the value of each share traded in the capital market. It is determined by the
transaction actors in the market based on supply and demand(Hartono, 2010).

Hussin, Muhammad, Abu, and Awang (2012) used production index variables,
inflation, money demand, and interest and exchange rates on KLSI in Malaysia. The results
showed that all variables significantly affect KLSI except interest rates. Furthermore, Al-
Majali and Al-Assaf (2014) analyzed the long- and short-term effects of GDP, inflation, credit
figures, interest rates, savings, and the crisis on stock prices in Jordan. The findings showed that
all variables significantly affect stock prices except crisis. Similarly, Pratama (2012) analyzed
the effect of M2, the exchange, and SBI interest rates on the JII stock price. The results showed
that all variables influence JII. Chun, Arsad, and Huen (2015) analyzed the effect of the
production index, M2, exchange rate, and government bonds on KLSI's share price in
Malaysia. The results showed that the production index negatively impacts KLSI, while M2,
exchange rate, and government bonds have a positive effect. These findings are in line with this
study. Based on the theory and previous research, this study decided on inflation, BI and
exchange rates, production index, oil prices, and Islamic indices.

Inflation (INF) is an increase in prices over a certain period (Rozalinda, 2015) and
measures economic deterioration. Habiburrahman (2015) used multiplier regression to show
that inflation negatively affects stock price. Similarly, Harsono and Worokinasih (2018)
showed that inflation negatively impacts stock prices using multiple linear regression. In
contrast, Simbolon and Purwanto (2018) stated that inflation positively influences stock prices
using multiple linear regression.

The Bank Indonesia interest rate (Bl rate) is specified by the central bank as a monetary
policy stance. Lubis (2017) used VECM and found that stocks are negatively affected by
interest rates. Furthermore, Hussin et al. (2012) used VAR and found that interest rates
negatively affect stock prices. However, Nurlina (2017) used multiple linear regression and
found that interest rates positively and significantly affect stock prices.

The exchange rate is a country's currency compared to other countries (Sakti & Harun,
2013). It is often used to measure a country's economy. Pantas (2017) used VECM and found
that the exchange rate negatively affects stock prices. On the contrary, Andriana (2015) used
linear regression and found that the exchange rate positively affects stock prices.

The Industrial Production Index (IPI) is a macroeconomic indicator in which an
industry's production output is engaged in manufacturing (Putri, 2018). The manufacturing
industry is the largest contributor to national economic development. Hussin et al. (2012) used

VAR to examine the effect of [P] on stock prices. The results showed that [PI significantly and

34



positively affects stock prices used. However, Chun etal. (2015) used VECM and found that IP1
significantly and negatively affects stock prices.

The world Oil Price (OP) is the global oil spot market price based on the type of West
Texas Intermediate oil. Fluctuations in world oil prices greatly affect the capital market, which
is in line with Rusbariand, Masodah, Riskayanto, and Herawati (2012). The studies used
multiple linear regression and found that world oil prices positively affect stock prices. Also,
Faraga, Chabachib, and Muharam (2012) used VECM and found that oil prices positively
impact stock prices. However, Kelikume and Muritala (2019) used ordinary least squares and
found that world oil prices negatively affect stock prices. This supports Alfuadi (2019) which
used ordinary least squares and found that oil prices negatively impact stock prices.

Dow Jones Islamic Market Malaysia Titan 25 (DJIM) is a subsidiary of S&P Dow
Jones Indices in Malaysia. Also, it is based on sharia, meaning it is strictly screened by Shariah
Advisory Council (SAC). Using multiple linear regression, Kurniawan, Alia, and Apriyani
(2019) state that DJIM positively affects stock prices. On the contrary, Febrina, Sumiati, and
Rahmawati (2018) used VAR and found that the foreign stock index negatively impacts stock
prices.

Malaysia Hijrah Shariah (MHS) is an index of Islamic stocks in Malaysia that strictly
screens issuers from the Shariah Advisory Council (SAC) (Shofiyullah, 2014). Wulandari,
Herlina, and Chendrawan (2019) used VECM and found that the foreign stock price index
negatively affects the stock price index. However, Jayanti, Darminto, and Sudjana (2014) used
multiple linear regression and showed that foreign stock prices positively affect stock prices.

This research discusses the macroeconomic effect on stock prices and analyzes the
gaps in the previous studies. Also, it adds DJIM and MHS as the variables affecting JII stock
price. Malaysia and Indonesia have dominant Muslim domestic populations. The 2010 BPS
population census showed that 87.18% of the Indonesian and 61.3% of the Malaysian
population are Muslims. Furthermore, Putri (2018); Antonio, Hafidhoh, and Fauzi (2013); also
Shofiyullah (2014) compared Indonesian and Malaysian Islamic Stocks. Therefore, this study
examines the effect of the Indonesian and Malaysian Islamic Stocks. MHS and DJIM are both
Islamic indices in Malaysia. Also, the theory of contagion effect, which states that a country's
economy affects other countries, allows it to occur on the stock market (Fitriany, 2012). This
research is expected to be a reference for stock market players, the government, and academia

in policymaking. The research framework is as follows:
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Figure 1. Theoretical Framework

Based on figure 1, this study analyzes the impact of inflation, BI and exchange rates,
Industrial Production Index, Oil Prices, Dow Jones Islamic Market Malaysia Titan 25, and

Malaysia Hijrah Shariah Index on Jakarta Islamic Index.

METHOD

This quantitative research used secondary data from the Indonesia Stock Exchange
(IDX), Central Bureau of Statistics (BPS), Bank Indonesia (BI), and Yahoo Finance from
February 2016 to January 2020. The volatile share prices could be used as Vector Error
Correction Model (VECM) for analysis. VECM analysis synchronizes economic behavior in
the short run through long-term variables (Gujarati & Porter, 2012). Stock price analysis is
important to compound investment. Impulse Response Function (IRF) analysis is used to

observe the response of endogenous variables given by exogenous variables.
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Natural Data Exploration
Stationary at level No -~ Unit Root " Stationary at first
[1on) Test difference [I(1]]
l VAR Level
L-térm
- ion Accounting |
v
| IRF | | FEVD |

Source: (Basuki and Prawoto, 2017)
Figure 2. VECM Plot
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The first step was performing the stationary test. Widarjono (2005) stated that the data
is stationary when the variance is constant over time, and the covariance depends on the lag of
the two periods. Second, the lag test is optimal because every economic policy cannot have an
effect at that time. Therefore, the optimal lag should be determined because the exogenous
variable used is the endogenous variable lag (Akbar, Rusgiyono, & Tarno, 2016). Third, co-
integration testing was performed to determine whether the model has a long-term relationship.
Itis arequirement for the VECM test, which analyzes the research model's long- and short-term
effects. Furthermore, IRF testing is needed to observe the response of each impulse or policy

change from exogenous variables. The Eviews 8§ application was used in this analysis.

RESULT AND DISCUSSION
Descriptive Statistic

This study used JII stock prices as an endogenous variable and inflation, BI and
exchange rates, [PI, OP, DJIM, and MHS as exogenous variables. Also, descriptive statistics
were used to show the data characteristics in Table 2.

Table 2. Descriptive Statistics

JiI INF BIRATE KURS P OP DIIM MHS
Mean 6859945  3.740893  6.044643 13786.11 1386277  3.879464  1.074629  13754.98
Maximum 787.1200  7.260000  7.500000  15273.10 158.0000  9.640000  1.174000  15057.57
Minimum 556.0900  2.480000  4.250000  13003.00 122.2100 1450000  1.010900  12787.40
Std. Dev. 4934702 1.129258  1.315214  509.1476 8.832516 1.838961  0.042020  544.7188
Observations 56 56 56 56 56 56 56 56

Table 2 shows the descriptive statistics indicating mean, maximum, minimum,
standard deviation, and observation data study. The data were sourced BPS for Industrial
Production Index, Inflation, and BI rate. Other data were sourced from Yahoo Finance for
DJIM, MHS, Oil Price, and Bursa Efek Indonesia for JII stock prices.

Stationary Test

The stationary test on time series data is a prerequisite for conducting the co-
integration test. The unit root test using the Augmented Dickey-Fuller Test (ADF) method was
used to determine the stationary data. The data is said to be stationary when the probability in
the ADF test method is less than 5%.
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Table 3. Stationary Test

Variables Level 1st Difference
Probability Information Probability Information

n 0.3611 Non-Stationary 0,0000%** Stationary
INFLATION  0,0221** Stationary 0,0000%** Stationary
BIRATE 0,7425 Non-Stationary 0,0000%** Stationary
KURS 0.1586 Non-Stationary 0,0000%** Stationary
IPI 0,4694 Non-Stationary 0,0000%*** Stationary
OP 0,2563 Non-Stationary 0,0000%*** Stationary
DIIM 0,0535* Stationary 0,0000*** Stationary
MHS 0,1249 Non-Stationary 0,0000%** Stationary

*stationary at 10%, **stationary at 5%, ***stationary at 1%
Table 3 shows the output in which only inflation is stationary at 1%, 5%, 10%, showing
an increasing trend. Variables in order one are rejected in the VAR and needs to be at a
stationary level. Therefore, the autoregressive vector requires a stationary level and an Error
Correction Model called VECM (Pantas, 2017).

Lag Optimal Test

The optimal lag test is important in the VAR testing because the endogenous variable
lag is an exogenous variable (Enders, 2004). Determination of optimal lag could avoid serial
correlation that results in data, not BLUE (Pratama, 2012). The optimal lag length could be

determined using the values of Akaike Information Criteria (AIC) and Schwartz Information

Criterion (SIC).
Table 4. Lag Optimal Test
Lag AIC SIC
1 44.38050 46.80475*
2 44.52148 49.36998
3 44.21825 51.49101
+ 41.83202*% 51.52902

Table 4 shows that the smallest AIC and SIC values are in the fourth and first lags,
respectively. This shows that the best model produced in the VECM test is the lag length 1 and
4.

Granger Causality Test

Granger causality test was performed to determine whether the variables have
reciprocal or causality relationship. The variables have a causality relationship when they have
a significant effect or a probability score less than 0.05. In this test, all variables could be

exogenous or endogenous(Basuki & Prawoto, 2017).
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Table 5. Granger Causality Test

Null Hypothesis: Obs F-Statistic  Prob.

DIJIM does not Granger Cause JII 54 1.65680  0.2013
JII does not Granger Cause DJIM 0.16300 0.8500
MHS does not Granger Cause JII 54 0.19834  0.8207
JII does not Granger Cause MHS 0.58946  0.5585
IP does not Granger Cause JII 54 0.00472  0.9953
JII does not Granger Cause IP 0.18178 0.8343
OP does not Granger Cause JII 54 1.86566  0.1656
JII does not Granger Cause OP 2.04517  0.1403
INF does not Granger Cause J11 54 1.91964  0.1575
JII does not Granger Cause INF 0.77385 0.4668
BIRATE does not Granger Cause JII 54 1.77131  0.1808
JII does not Granger Cause BIRATE 1.32061 0.2763
KURS does not Granger Cause JII 54 0.05869  0.9431
JII does not Granger Cause KURS 1.72698 0.1885

Table 5 shows no variable with a significant effect or causality relationship in the

research model. This is indicated by the probability score of more than 0.05 or 5%.

Cointegration Test

The co-integration test was performed to determine whether the research model has

long-term co-integration using the Johansen-Test method. The presence or absence of co-

integration is seen from the probability value below 5%.

Table 6. Cointegration Test

Hypothesized Max -Eigen 0.05 Prob.**
No. of CE(s) Eigenvalue Statistic Critical Value
None * 0.930984 136.3443 56.70519 0.0000
Atmost, 1 * 0.834607 91.77091 50.59985 0.0000
At most, 2 * 0.619371 49.26246 44.49720 0.0141
At most, 3 * 0.611695 48.24413 38.33101 0.0027
At most, 4 * 0.515452 36.95152 32.11832 0.0118
At most 5 0.391805 2536022 25.82321 0.0575
At most 6 0.299711 18.16938 19.38704 0.0744
Atmost, 7 * 0.236051 13.73199 12.51798 0.0312
* Probability <5%

Table 6 shows five co-integration relationships in the research model. An asterisk mark

indicates a probability value below the 5% level, and the eigenvalues statistic is greater than the

critical value. These results are sufficient to continue testing to fulfill the VECM test.
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VECM Estimation

The VECM test is useful for analyzing how exogenous variables affect endogenous
variables in the long and short term. The effect of exogenous on endogenous variables is
determined by comparing the t-statistic and t-table values. In this case, the t-statistic value has a
significant effect when it is greater than the t-table value. This research model has 56
observations, and the t-table values at the 5% and 10% levels are 1.67722 and 1.29944,

respectively.
Table 7. VECM Test
Variables Coefficient T-Statistic
Long Term
INF(¢1) 8.227363 2.81257%%**
BIRATE(]) 19.81249 7.41332%%*
KURS¢1) 0.316400 1.19197
IPIC-1) -3.610124 -3.95744%**
OP(1) -8.854995 -3.46294%**
MHS¢1) -0.038572 -4.99412%**
DJIM¢1) 980.9378 8.55188***
Short Term
Coint Eq. -0.654982 -4.49423 % %%
DI €1)) 0.461240 2.61403%***
DII €2)) 0.485712 2.62976%**
D(INF¢1)) -0.249884 -0.03348
D(INF¢2)) -6.634027 -0.84624
| D(BIRATEA)) 2.572919 -0.23491
D(BIRATER)) 15.61006 1.39755%
| D(KURS(1)) 0.014663 1.14134
D(KURS{)) -0.014256 -1.12383
D(IPI¢1)) -0.958144 -1.46351*
D(IPI€2)) -0.876448 -1.60854*
D(OP¢1)) -4.190149 -1.07686
D(OP¢2)) -14.12243 -3.75486%**
D(DJIM(1)) 503.3073 3.31417%**
D(DJIM¢2)) -26.87077 -0.20681
D(MHS¢1)) -0.024407 -2.32993%*
D(MHS¢)) -0.020216 -1.88542%*
C -0,850012 -0.28501

*significant at 10%, **significant at 5%, ***significantat 1%

Table 7 shows the long- and short-term VECM estimation results, with the error
correction value shown on the co-integration line. Eq of -0.654982 implies that the speed in
adjusting towards the long-term trend is 0.65%, with two lags. Furthermore, the significant

error correction value indicates an acclimation from the short to the long term. The equation of

this research model is:
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D(JII) = -0.654982*(JII(-1) + 980.93784*DJIM(-1) - 0.038573*MHS(-1) - 3.61014*IP(-1) -
8.85499*OP(-1) + 8.22737*INF(-1) + 19.81249*BIRATE(-1) + 0.01604*KURS(-1) -
0.31640*@TREND(15M06) - 1036.3573) + 0.46125*D(JII(-1)) + 0.48572*D(JII(-2)) +
503.30732*D(DJIM(-1)) - 26.87077*D(DJIM(-2)) - 0.02441*D(MHS(-1)) -
0.02022*D(MHS(-2)) - 0.95815*D(IP(-1)) - 0.87645*D(IP(-2)) - 4.19015*D(OP(-1)) -
14.12243*D(OP(-2)) - 0.24989*D(INF(-1)) - 6.63408*D(INF(-2)) - 2.57292*D(BIRATE(-1))
+15.61007*D(BIRATE(-2)) +0.014672*D(KURS(-1)) - 0.014256*D(KURS(-2)) - 0.85002

JII affects itself significantly and positively in the short-term at the first and second
lags. This confirms the random walk theory and the weak form of the efficient market
hypothesis proposed by Fama (1970), which stated that current stock prices represent previous
stock prices. The first lag with a coefficient of 0.461240 means that every increase of 1 rupiah
JII in the previous month raises the price by 0.46 rupiah. Similarly, the second lag with a
coefficient of 0.485712 means that every 1 rupiah price increase in the previous two months
raises the current price by 0.48 rupiah. This is in line with Wulandari et al. (2019) that share
prices affect themselves.

Inflation significantly and positively affects JII in the long run. The coefficient of
8.227363 indicates that every 1% change in inflation increases JII by IDR 8.2. This supports
Simbolon and Purwanto (2018) that inflation increases stock prices. Light inflation stimulates
economic growth (Sutawijaya & Zulfahmi, 2012) because people increase their savings and
investment, triggering a rise in stock prices.

Bl rate significantly and positively affects JII in the long-term at 1% and short-term at
10%. Therefore, a 1% increase in the Bl rafe raises the JII by IDR by 19.8 in the long term. Also,
a 1% increase in Bl rate in the previous two months raises JI of IDR by 15.61 in the short term.
These results contradict most previous studies, which found that interest rates negatively affect
stock prices. For instance, Beik and Fatmawati (2014) stated that Islamic stock indices are not
affected by interest rates. However, this study supports Rigobon and Sack (2004) and Nurlina
(2017), which stated that inflation positively affects stock prices.

IPI negatively affects JII in the long-term at 1% and in the short-term at 10%. In the
long term, a 1% increase in IPI decreases JII by IDR 3.6. Similarly, a 1% increase in IPI reduces
JII by IDR 0.95 and IDR 0.87 in the previous one and two months in the short term. However,
these results differ from most previous studies that found that IPI positively affects stock prices.
For instance, Mankiw (2006) stated that an increase in IPI raises company profits and stock
prices. However, this research is in line withChun et al. (2015) and Ash-Shiddiqy (2019), which
stated that IPI negatively affects stock prices.

The world oil price negatively and significantly affects JII in the long-and short-term at
1%. The increase in world oil prices is associated with higher production costs and low profits

(Mankiw, 2006). This could reduce share prices because stocks are considered less profitable.
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Therefore, an increase in world oil prices by 1USD could reduce JII by IDR 8.8 in the long term
and by IDR 14.1 in the short term. These findings support Kelikume and Muritala (2019) and
Alfuadi (2019), which showed that stock prices are negatively affected by world oil prices.
Dow Jones Islamic Market Malaysia Titan 25 positively and significantly impacts
stock prices in the long-and short-term. Also, the global stock index responds sensitively to the
local stock index. Jayanti, Darminto and Sudjana (2014) stated that there is a contagion positive
or negative effect between state conditions and other countries. DJIM raised JII by IDR 980.9 at
each increment per RM. 1 in the long term. Similarly, in the short term, every RM. 1 increase in
the previous month raised JII by IDR 503.3. These results support Kurniawan et al. (2019) and
Setiawan (2019), which showed that the global stock index negatively affects stock prices.
Malaysia Hijrah Shariah (MHS) negatively and strongly correlates with stock prices in
the long-and short-term. The contagion effect could occur in an integrated country (Jayanti et
al.,2014), such as between Indonesia and Malaysia. Therefore, the economic conditions in one
country would affect the other. Similarly, the stock market produces a contagion effect. JII and
MHS are Islamic stock indices in Indonesia and Malaysia. Therefore, changes in stock price
volatility would affect both countries simultaneously. The results showed a negative sensitivity
from MHS, whose increase by 1% would reduce JII by IDR 0.03 in the long term. In the short
term, JII decreases by IDR 0.024 and IDR 0.020 when MHS increases 1% in the previous one

and two months, respectively.

Impulse Respons Function (IRF)

Impuls Respons Function (IRF) is used to determine the endogenous variables'
response to shocks, innovations, or policies from exogenous variables. A curve above point 0
means that the endogenous variable responds positively to the shock from the exogenous
variable and otherwise. The results are as follow:

Response of JIl to Cholesky
One S.D. Innovations

30

ol \/\/\_,x,__

-20

—Ji —— INF —— BIRATE
—— KURS —— IP —— OP
—— DJIM —— MHS

Figure 3. Impulse Respons Function
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Figure 3 shows that JII responded to itself positively and stabilized in period 20. The
response is fastest in the initial period, with a standard deviation 0of20.58%. This shows that the
greatest volatility of the JII index is influenced by itself. Furthermore, past prices have strongly
influenced JII volatility.

Jll responded negatively to DJIM and stabilized in period 16. The response is negative
in the first and second periods, with a standard deviation of -3.81%. Also, JII responded to itself
and later strongly to DJIM in the second composition. DJIM significantly influenced the
volatility of JII volatility.

Jll responded positively to MHS in period two before stabilizing. Its influence starts to
increase in the third and peaks in the sixth period. Moreover, MHS influenced the JII volatility,
though with a relatively smaller range than JII and DJIM.

JII responded positively to IPI and stabilized in period 5. It responded to IPI in the
second period with a standard deviation of 6.76%. Also, IP1, which shows a country's industrial
production ability, influenced the JII volatility. The increase in IPI implies a good economy and
boosts investor confidence.

JI responded negatively to oil prices and stabilized in period 7. World oil prices are the
longest-responded variable by the JII index in the initial period with a standard deviation of
only -0.28%. They insignificantly influenced the JII volatility because they do not directly
affect prices. However, an increase in oil prices raises the production cost and decreases profits,
providing negative information to investors.

JII responded negatively to inflation, and the effect stabilized in period 7. It had a
standard deviation of -2.31% in the second period. Inflation is a measure of a country's
economy and reduces investor confidence when uncontrolled. Therefore, the increase in
inflation is responded to negatively by the JII index.

JlI responded negatively to the interest rate from the second to third periods. However,
the response became positive after the fourth period and stabilized in period 11. The increase in
interest rates made investors switch to deposits with substantive benefits. Therefore, the
interest rates should not significantly influence Islamic stocks. However, the field conditions
between Islamic and conventional stocks respond to interest rates with the same tendency.

JII initially responded positively to the exchange rate with a standard deviation of
0.84% before becoming negative and stabilizing. This study used the exchange rate per 1 USD.
Therefore, every increase in the rupiah's value per 1 USD means that the rupiah has
depreciated. Currency appreciation implies a strengthening economy, boosting investor

confidence.
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The JII responses to shocks or impulses from endogenous variables show that the
efficient market hypothesis theory occurred in Indonesia. This study shows that Indonesia
could be categorized as semi-strong. According to Fama (1970) the hypothesis of the efficient
market is a half-strong form. This means that it is influenced by past stock prices and
fundamental macroeconomic information. The response of JII to shocks from Malaysian
Islamic stock indices shows that contagion theory occurred in Indonesian Islamic stock
indices.

Local and global economic conditions are uncertain, as stated in Al-Qur'an surah
Lugman:34 that “no one will know (with certainty) He will do tomorrow”. Therefore, an
investor must carefully compound investment to avoid losses. Based on Al-Qur'an surah Al-
Hasyr:18, “Islam recommends moslem investing in preparing for the future”. Similarly,
companies are uncertain about macroeconomics conditions and always improve performance
to maintain the stock price stability. Therefore, as a policymaker, the government must ensure

economic stability to maintain investor confidence.

CONCLUSION

Inflation has a significant long-term and no short-term effect. Bl rate has a significant
effect in long-and short-term, while the exchange rate has no impact. Furthermore, Industrial
Production Index, oil price, Dow Jones Islamic Market Malaysia, and Malaysia Hijrah Shariah
have significant effects in long-and short-term. JII responded to the impulses from all
exogenous variables. Therefore, these results confirmed the theory of the semi-strong form of
an efficient market hypothesis.

This research implies that the JII index is very sensitive to economic changes.
Investors should consider economic conditions and the stock market before taking any
investment steps. Also, this study showed that interest rate affects JII. Therefore, an effective
formulation is needed to minimize interest rates on JII or other Indonesian Islamic Stocks.
Stakeholders are more careful in making policies, which have a domino economic effect. This
study had a limited range of research periods. Therefore, further studies should extend the

research period and identify the emiten to obtain more comprehensive results.
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