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Abstract: This research aim is to analyze the impact of international Sharia stock movement, macroeconomic varia-
bles, and Bank Indonesia policy on the Return Jakarta Islamic Index. The global Sharia stocks movement are Dow
Jones Islamic Market United States (IMUS), FTSE Bursa Malaysia Hijrah Shariah Index (FTSE), and MSCI World
Islamic (MSCI). The macroeconomic variables are the exchange rate, world oil price, inflation, Credit Default Swap
(CDS), and foreign exchange reserves. Bank Indonesia’'s policy is Bl-rate. The method used in this research is the er-
ror correction model (ECM) to analyze the short-run and long-run impact of international Sharia stock movement,
macroeconomic variables, and Bank Indonesia policy on return JII. The result shows that the IMUS, exchange rate,
and world oil prices influence the return of JIl in the short run. Whereas IMUS, exchange rate, and CDS affect the

return JII in the long run.
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INTRODUCTION

In July 2000, Indonesia officially introduced the ownership
of an Islamic capital market index called the Jakarta Islamic
Index (JI1). Through JI1, investors can find the movements of
the shares listed in the Sharia Securities List issued by the
Capital Market and Financial Institution Supervisory Agency
(BAPEPAM- L.K.)). On the Indonesia Stock Exchange
(IDX), JII is an index concerning Islamic stock investors.
According to the IDX website, JII's constituents are limited
to the 30 most liquid Islamic equities traded on the IDX and
have the most significant market capitalization. Thus, JII is
considered a performance parameter for Islamic stocks in the
Indonesian Capital Market. No wonder many Indonesian
investors, the majority of whom are Muslims, have begun to
shift their portfolios to JII shares due to their excellent fun-
damentals and performance. Therefore, an investor can de-
termine the direction of the Islamic stock market by monitor-
ing the movement of the Jakarta Islamic Index. Investors
need deep tactics and analysis to recognize this situation
(Suryadi et al., 2021).

REVIEW OF EMPIRICAL EVIDENCE

Various factors influence a stock index. One of them is the
factor of global economic conditions. The economic situa-
tion of a country is reflected in the capital market, so the
movement of a country's capital market can affect the capital
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market of other countries due to the linkages or cooperation
in the economic field between countries (Endri et al., 2021).

This shows that integrating world capital markets allows
investors to diversify internationally (Hidayat et al., 2022).
One of the diversification strategies for investing in the capi-
tal market can be seen through the movement between capi-
tal market indices. The presence of shocks emanating from
one market has a domino effect on other financial markets.
Sakthivel et al. (2012) asserted that knowledge about the
basic economy of a country will be transmitted to other mar-
kets, thus impacting other stock markets. This shows that the
stock market, which is a fundamental factor in a country's
economy, has influenced other countries' capital markets. In
recent decades, the international Islamic finance market has
garnered momentum in attracting international capital flows
from Muslim and non-Muslim investors, and the preferred
indices are global Islamic indices such as the FTSE, DJIM,
and MSCI (Ho et al., 2014). Various studies on the influence
of movements in the global Islamic stock market index on
the Islamic stock market index in Indonesia show mixed
findings (Majid & Shabri, 2018; Nurhayati et al., 2021; In-
dupurnahayu et al., 2022). Irfan et al. (2021) stated that there
was an influence of international Sharia stock indexes; some
showed no effect of the international Sharia stock index on
the return of JIl. Pratama and Azzis found that the B.I. rate,
IDR-USD exchange rate, DJIUK index, and FTSMY index
influence JII return volatility. The other factors that affect
the stock index are macroeconomic variables and Bank In-
donesia Policy (Assagaf et al., 2019). Mawardi et al. (2019)
prove that the inflation rate, industrial production index, and
interest rates influence the Indonesian Sharia Stock Index.
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These include the variable exchange rate, world oil prices,
inflation, Credit Default Swap (CDS), foreign exchange re-
serves, and B.l. rate. Many previous studies have examined
this, and the results have been mixed. One of them is the
difference in findings from the research results of Widagdo
et al. (2020), which states that Islamic stock returns are not
influenced by macroeconomic variables, and Endri et al.
(2020), which states that Bank Indonesia Policy has signifi-
cant adverse effect on IDX composite. Whereas Yunita and
Robiyanto's (2018) research shows that macroeconomic fac-
tors significantly influence JII returns while Bank Indonesia
policy has no significant influence on JII returns. Based on
these things, the movement of the DJIM, FTSE, and MSCI
and changes in exchange rate factors, global oil prices, infla-
tion rates, credit default swaps, foreign exchange reserves,
and B.I. rate influence the return Jakarta Islamic Index. Thus,
the core objective of this study is to analyze the effect of
international sharia stock movement, macroeconomic varia-
bles, and Bank Indonesia policy on JII's return.

RESEARCH METHOD

Research Design

This study used an econometric approach, specifically the
Error Correction Model (ECM). ECM is a model that in-
cludes adjustments to correct for imbalances. ECM was de-
veloped by Sargan (1964), which is a regression model. A
time series regression model with non-stationary data pro-
duces an inaccurate regression, namely a high R-square but
many independent variables that are not significant. If the
data is not stationary, then the correct estimation model is
the ECM.

Data

This research data used is secondary data between January
2017 and December 2021. Data on exchange rates, inflation,
B.l. Rate and foreign exchange reserves are obtained through
the official B.l. website (www.bi.go.id), CDS data is ob-
tained from the website (www.bloomberg.com), and data on
world oil prices is obtained through the website (www. in-
dexmundi.com). At the same time, the DJIM US index,
MSCI World Islamic, FTSE Bursa Malaysia Hijrah Shariah
Index, and Return Jakarta Islamic Index are sourced from the
website (www.investing.com). The software used in this
research is Eviews 10 and M.S. Excel.

Data Analysis Procedures

In the ECM model, an Error Correction Term (ECT) element
is included in the equation model. The ECM formulation in
this study was adjusted to the operational definition of the
variable as follows:

ECM formulation for the long term:

AReturn JII = a0 + olAReturn JIt-1 + yOIMUSt +
y1AIMUSt-1 + yOMSCIt + yIAMSCIt-1 +
YOFTSEt + yIAFTSEt-1 + yOERt + yl AER(-
1 + yOOILt + y1OILt-1 + yOBI Ratet + y1BI
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Ratet-1 + y0IFt + ylIFt-1+ yOCDSt +
y1CDSt- 1 + yOCDEVt + yICDEVt-1 + §
(ReturnJlit-1 - BIMUSt-1 - BMSCIt-1 -
BFTSEt-1 - BERt-1 - BOILt-1 - BBIRatet-1 -
BIFt-1 - BCDSt-1 - BCDEVt-1) + pt

where E(ut|lt-1) = 0 and It-1 contains information from
changes in the independent variable and the previous value
of the independent variable and dependent variable

ECM formulation for the short term, where the model is
without lag from changes in the dependent variable and the
independent variable:

AReturn JII = a0 + yOAIMUSt + YOAMSCIt + yOAFTSEt +
yOAERt + YOAOILt + yOABI Ratet + yOAIFt
+yOACDSt + YOACDEVt + & (ReturnJIIt-1 -
BIMUSt-1 - BMSCIt-1 - BFTSEt-1 - BERt-1
-BOILt-1 - BBIRatet-1 - PIFt-1 - BCDSt-1 -
BCDEVt-1) + pt

The tests in ECM are as follows:

Stationarity Test.

In this study, Augmented Dickey-Fuller (ADF) was used to
determine the stationarity of the data. This is intended to
draw conclusions based on the results of the ADF test to
compare the ADF statistical value with the critical value of
the Mackinnon statistical distribution. The data will be con-
sidered stationary if the absolute value of the ADF statistic is
greater than the critical value. In comparison, the data will be
considered non-stationary when the absolute value of the
ADF statistic is less than the critical value. This stationarity
test will be carried out for each variable. The hypothesis used
is as follows:

HO: Not Stationary
H1: Stationary

Cointegration Test.

The cointegration test on ECM uses two stages of Engle and
Granger, wherein the first process, the dependent variable
(Yt), and the independent variable (Xt) are not cointegrated,
an estimation of the model on the first derivative (first dif-
ferences) will be carried out. The two stages of Engle and
Granger begin with estimating the cointegration parameters
by following the standard OLS estimator in both the initial
equation and the lag estimator. According to Engle and
Granger (1987), we can ignore the initial estimate; this is
very much by the efficiency of the parameter estimation in
the error correction model, which is not affected by whether
to use the OLS estimator on the initial estimator and the lag.
Selection will generally affect the error correction parameter.
The procedure for changing is a two-stage method of Engle
and Granger (Seddighi (2013).

The effect of international Sharia stock movement, macroe-
conomic variable, and Bank Indonesia policy on return Ja-
karta Islamic Index
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RESULTS OF THE STUDY

Analysis of Factors Affecting Return of JII

Econometric analysis begins with describing the variables
and constructing a model, then testing the model to deter-
mine whether it meets the classical assumption test and is by
the BLUE standard, and then explaining the results of inter-
preting the ECM model in the long-term and the short-term.
Variables that affect JII's return are divided into three: inter-
national Islamic stock movements, IMUS, MSCI, and FTSE,
and macroeconomic variables, which are the Cointegration
Test.

To be able to perform the cointegration test, it is necessary
first to test the long-term model, which can be seen in Table
2.

Which are exchange rates, world oil prices, inflation, credit
default swaps, and foreign exchange reserves. Then the Bank
Indonesia policy is the B.I. rate. The details of the variables
are as follows:

In this model, the dependent variable returns Jil, while the
independent variables are described as follows:

IMUS, FTSE, and MSCI stock prices at the end of each trad-
ing month.

Changes in the exchange rate of the rupiah against the dollar,
world oil prices, inflation, the CDS index, foreign exchange
reserves, and interest rates (B.l. rate) at the end of each
month.

STATIONARITY TEST

A stationary test in the first difference uses Augmented
Dickey-Fuller with a probability value of 5%. Stationary
testing in this study using Eviews 10 software, so the sta-
tionarity test results are given in Table 1.

Table 1. First Difference ADF Stationarity Test Results.
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Based on the stationary test in Table 1, the probability value
obtained is less than the probability value used, which is 5%,
meaning that the return Jil, IMUS, FTSE, MSCI, kurs, oil
price, inflation, CDS, foreign exchange reserves (FER) and
B.l. rate are stationary. Then, proceed with cointegration
testing and the ECM model.

Table 2. Estimated Long-Term Model

Variable Coefficient t-Statistic Prob
RMSCI 0.112978 0.430008 0.6690
RIMUS 0.430891 2.041991 0.0464
RFTSE 0.150743 0.930598 0.3565

LOILPRICE -0.019530 -0.908699 0.3679
LKURS -0.332321 -1.832520 0.0728
LCDS 0.050098 2.000938 0.0508
LCDEV 0.120516 0.761321 0.4500
LBI_RATE 0.047246 0.877868 0.3842
INFLATION 0.015790 0.698954 0.4878
C 1.520205 0.649702 0.5189
R-squared 0.416040
Adjusted R-squared 0.310928

Test Critical Value: Level

Variable t-Statistic| Prob.

1% 5% 10%

Return JII (-3.552.666|-2.914.517|-2.595.033|-8.053.671| 0.0000

IMUS -3.560.019-2.917.650 | -2.596.689 |-6.955.445| 0.0000

FTSE -3.552.666(-2.914.517|-2.595.033|-7.268.623| 0.0000

MSCI -3.552.666(-2.914.517|-2.595.033|-7.901.987| 0.0000
Forex -3.548.208(-2.912.631|-2.594.027|-8.593.130| 0.0000
Oil Price |-3.550.396-2.913.549-2.594.521|-5.997.224| 0.0000
Inflation -3.555.023(-2.915.522 | -2.595.565 | -7.844.634| 0.0000
Bl Rate -3.548.208-2.912.631 | -2.594.027 | -4503207 | 0.0006
CDS -3.548.208-2.912.631 | -2.594.027 | -6.245.045| 0.0000
FER -3.548.208-2.912.631 | -2.594.027 | -7484268 | 0.0000

From Table 2 above, the long-term model shows the varia-
bles that affect JII's return using the absolute value of the 5%
and 10% critical test values, which are IMUS, exchange rate,
and CDS. The IMUS variable affects Jll's stock return of
43.08%, so if the IMUS value increases, JII's return also in-
creases. Then, the exchange rate has an effect of - 33.23% on
the return of JII, where if the value of the exchange rate de-
creases, then it increases the return value of JIl. The CDS
variable has an effect of 5.01% on JII's return, so every in-
crease in CDS will also increase JIl's return.

The R-square value in the long-term model above is 41.60%,
meaning that the independent variable is sufficient to inter-
pret the model. However, other variables are not included in
this study because this study only focuses on the IMUS,
MSCI, FTSE, exchange rate, world oil prices, inflation,
CDS, foreign exchange reserves, and B.l. rate variables.
Then, this long-term model obtains the error correction term
(ECT) value, which is used to perform the Cointegration
Augmented Dickey-Fuller test. The results of the cointegra-
tion test of this study can be seen in Table 3.

Table 3 shows that the P-value value is 0.0000, which is
smaller than the critical value of 0.05, meaning that the ECT
value is stationary. Based on these results, the movement of
the ten research variables has a balance or cointegration rela-
tionship in the long term with one another. Thus, the data in
this study deserves to be tested for the next stage, namely the
Error Correction Model.
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Table 3. Cointegration ADF Test Results.

Null Hypothesis: ECTO1 has a unit root. Exogenous: Constant Lag Length:
0 (Automatic - based on SIC, maxlag=10)

t-Statistic Prob.*
Augmented Dickey-Fuller test statistic | -7.699323 0.0000
Test critical values:
1% level -3.546099
5% level -2.911730
10% level -2.593551

*MacKinnon (1996) one-sided p-values.

ERROR CORRECTION MODEL (ECM) TEST

This study conducted the ECM test to determine the short-
term relationship between the nine independent variables and
JII's return from January 2017 to December 2021. Interna-
tional Islamic stock variables, namely IMUS, MSCI, and
FTSE; macroeconomic variables, namely exchange rates,
world oil prices, inflation, CDS, and foreign exchange re-
serves; then Bank Indonesia policy, namely B.I. rate, act as
independent variables, and JII returns act as dependent vari-
ables. The criterion of an independent variable significantly
influencing the dependent variable is if the P-value value of
the independent variable is smaller than the specified signifi-
cance level. In this study, the significance levels used were
5% and 10%. The estimation results using ECM in this study
can be seen in Table 4.

Table 4. Short-Term Model Estimation.

Variable Coefficient Std. Error t-Statistic Prob.
D(RMSCI) 0.007018 0.163542 0.042914 0.9659
D(RIMUS) 0.479408 0.134209 3.572100 0.0008
D(RFTSE) 0.094876 0.102991 0.921213 0.3615

D(LOILPRICE) | -0.069578 0.041032 -1.695699 | 0.0964
D(LKURS) -0.603846 0.291377 -2.072391 | 0.0436

D(LCDS) 0.023868 0.031906 0.748069 0.4581

D(LCDEV) 0.232449 0.301469 0.771052 0.4445

D(LBI_RATE) -0.054360 0.155090 -0.350507 | 0.7275
D(INFLATION) | 0.030660 0.020850 1.470470 0.1480
c 0.000468 0.005051 0.092572 0.9266
ECTO01(-1) -0.996443 0.154031 -6.469094 | 0.0000

R-squared 0.734571
Adjusted R-squared 0.679274

From Table 4 above, the short-term model shows that the
variables that affect JII's return using the absolute value of
the 5% and 10% test critical values are IMUS, world oil
prices, and the exchange rate. The IMUS variable also has an
effect in the short term, which gives an effect of 47.94% on
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JII's return, where every increase in IMUS price will increase
JII's return value. Then, world oil prices affect -6.95% on
JII's return, whereas if world oil prices increase, it will de-
crease JII's return. Another variable that has an effect in the
short term is the exchange rate, which is -60.38%, meaning
that if the exchange rate falls, the return of JII will increase.

In the short-term model above, the R-square value is
73.45%, meaning that the independent variable is sufficient
to interpret the model. However, other variables are not in-
cluded in this study because this study only focuses on the
IMUS, MSCI, FTSE, exchange rate, world oil prices, infla-
tion, CDS, foreign exchange reserves, and B.I. rate variables.
The table above shows that the ECT value meets the re-
quirements where the condition for a good ECT score is -
1<ECT<0. This ECM model shows that the ECT value is
between that range, and the P-value is also significant be-
cause the P-value is smaller than 0.05, so the requirements
for this ECM model are met. In this short-term model, the
ECT value is 0.996443, this indicates that towards long-term
equilibrium a correction of 0.996443 percent is needed.

RESULTS AND DISCUSSION

The estimation results of the long-term and short-term mod-
els show that the movements of Islamic stocks represented
by IMUS, FTSE, and MSCI have different effects. Of the
three international sharia stocks, only one positively and
significantly impacts JII's stock returns, namely IMUS. The
results of this study are in line with the study by Daulay et al.
(2023), which states that IMUS has a positive effect on JlI
returns and contrast to research conducted by Aziz et al.
(2021) and Prakoso (2022) found that IMUS had a signifi-
cant adverse effect on JII. Majid and Shabri (2018) and
Halim (2022) stated that IMUS had no significant effect on
JII returns. Meanwhile, other international sharia stocks,
MSCI and FTSE, do not affect JII's stock returns. This result
is in line with research by Antonio et al. (2021), which found
that the British stock index and the FTSE did not affect the
Islamic stock index in Indonesia. Based on the research re-
sults, only IMUS shares are integrated with JIl shares among
the three international Sharia stocks. This indicates that the
economic conditions of the United States affect the Indone-
sian economy. The United States economy, as reflected in its
capital market, is the largest economy in the world. There-
fore, the Dow Jones Islamic Market Index United States
(IMUS) movement can affect almost all world stock indices,
including the Jakarta Islamic Index (JI1).

Then, for macroeconomic variables, only the exchange rate
variable has a significant and negative effect on JII's return,
both in the long and short term. Meanwhile, other macroeco-
nomic variables do not have a long-term or short-term effect,
except for the CDS variable and the world oil price variable.
The CDS variable has a significant positive effect only on
the long-term model estimation, and the world oil price vari-
able only has a significant adverse effect on the short-term
model estimate.

The exchange rate has the opposite effect, meaning that an
increase in the value of the rupiah exchange rate against the
United States dollar will cause investors to decline to invest
their funds in the JII capital market because investment will
be relatively more expensive, with the same dollar value
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requiring more rupiah. Thus, the higher the increase in the
exchange rate, the worse the performance of the JII capital
market will be. The results of this study contradict the re-
search conducted by Endri et al. (2020), which found that the
exchange rate had a positive and significant effect on the
IHSG, and the research conducted by Robiyanto (2018),
which showed that JII's return was positively and not signifi-
cantly affected by the exchange rate.

CDS has a positive and significant effect, meaning that if the
spread of CDS increases, Jll's stock returns will increase.
This result is in line with the research of Bystrom (2005),
which states that this is interesting because it shows the pos-
sibility of an inefficient CDS index market, where changes in
the index are predicted to be a significant profit opportunity
for investors. Thus, the higher the CDS basis point, the high-
er the JII's stock return. This result contradicts the research
of Riyani et al. (2023), Apergis (2017), Chan et al. (2009),
and Fung et al. (2008), which found that CDS has a negative
and significant effect on stock returns globally.

World oil prices have a negative and significant effect,
meaning that any increase in world oil prices will cause a
decrease in JIl's stock returns. With the increase in world oil
prices, the company's production costs will increase and
cause the selling price of products to increase (Rheynaldi et
al., 2023). When the production costs increase and the sell-
ing price of the product increases, the company's profit and
performance will experience a decline. The decline in com-
pany profits and performance will impact the company's
stock price and the expected return. Thus, the higher the
world oil price, the lower the return on JII's shares. The re-
sults of this study contradict the research conducted by Endri
et al. (2021), which states that world oil prices have a signif-
icant positive impact on the Islamic stock market index, and
research conducted by Fuad and Yuliadi (2021), which
shows that the IHSG is negatively but not significantly af-
fected by world oil prices.

Furthermore, on other macroeconomic variables, the results
of the estimation test of the long-term and short-term models
show that inflation and foreign exchange reserves have no
effect on JIlI's stock returns. This condition indicates that the
high or low inflation and foreign exchange reserves do not
affect changes in JII's return. The non-influence of inflation
on JlI's return can be caused by the movement of the infla-
tion rate, which is relatively stable, or in the sense that its
movement can be predicted. Based on research data, the in-
flation rate during the study period has similarities in its
movement patterns, so it can be assumed that investors will
tend to ignore signals from the inflation rate in their invest-
ment decision-making considerations. The results of this
study contradict the study by Katmas and Indarningsih
(2022) found that inflation had a positive and significant
effect on 1SSI stock prices, and Sya'bani and Fathoni (2022)
and Fathony et al. (2020) showed that inflation had a signifi-
cant and negative effect on JII stock returns.

Then, the non-influence of the variable of foreign exchange
reserves on Jll's stock returns can be caused by comparing
macroeconomic data between the value of the trading vol-
ume of JlI's shares and the value of foreign exchange re-
serves. The value of the trading volume of JII's shares is
minimal compared to the value of foreign exchange reserves,
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so foreign exchange reserves do not significantly affect JIl's
return. In addition, this can also indicate that investors do not
use foreign exchange reserves as a parameter to predict stock
returns of the Jakarta Islamic Index (JI1). This study's results
align with research conducted by Panjawa (2016), who found
that foreign exchange reserves have a positive but insignifi-
cant effect on JII stock returns. Moreover, contrary to re-
search by Ullah et al. (2017), Lim and Sek (2014) found that
foreign exchange reserves positively and significantly affect-
ed the Composite stock price index.

In addition, Bank Indonesia policy variables represented by
the B.1. rate also show no significant influence on JII returns
either through long-term or short-term model estimation
tests. This condition can be caused by the basic principles of
JII's shares, which are based on sharia and the prohibition of
the interest system so that changes in interest rates do not
affect JIl's returns. This result aligns with research conducted
by Rahayu et al. (2021), which shows that the B.1I. rate does
not affect JII stock returns. This result is different from the
findings of Nurhayati and Endri (2021), which stated that the
B.I. rate in the short term had a significant positive effect on
the fluctuations in the IHSG value, and the research of Endri
et al. (2020), which stated that the B.I. rate had a significant
adverse effect on the IHSG.

CONCLUSION

In the short term, the factors that significantly affect Jll's
return are economic conditions represented by the movement
of international sharia stocks, the Dow Jones Islamic Market
United States Index (IMUS), and macroeconomic variables
represented by changes in exchange rates and world oil pric-
es. Meanwhile, other factors, namely the FTSE Bursa Ma-
laysia Hijrah Shariah Index (FTSE), MSCI World Islamic
Index (MSCI), inflation, Credit Default Swap (CDS), foreign
exchange reserves, and B.l. rate were not found to have a
significant effect in the short term. These results indicate that
the high or low of the United States Dow Jones Islamic Mar-
ket index, the exchange rate, and world oil prices play a role
in encouraging short-term fluctuations in JlI's return. In the
long term, the factors that have a significant effect on JIlI's
return are economic conditions represented by the movement
of international sharia stocks, the Dow Jones Islamic Market
United States Index (IMUS), and macroeconomic variables
represented by changes in exchange rates and Credit Default
Swaps (CDS). Meanwhile, other factors, namely the FTSE
Bursa Malaysia Hijrah Shariah Index (FTSE), MSCI World
Islamic Index (MSCI), world oil prices, inflation, foreign
exchange reserves, and B.l. rate, were not found to have a
significant effect in the long term. These results indicate that
the high or low Dow Jones Islamic Market United States
index, the exchange rate, and the Credit Default Swap drive
long-term fluctuations in JII's return.

This research is helpful for investors in making investment
decisions in the stock sector and for the government to de-
velop the Islamic stock market in Indonesia. Thus, this re-
search can make it easier for investors to make a profit or
buy and sell shares that produce returns as expected by look-
ing at IMUS and CDS index movement. Moreover, it gives
information to the government, which needs to make an ef-
fective strategy for making the JII stock market utterly free



2522 Review of Economics and Finance, 2023, Vol. 21, No. 1

from the influence of changes in exchange rates and world
oil prices.
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