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Abstract

This study aims to find out the empirical evidence of Indonesia capital market investors’
reaction toward presidential election 2019. The population in this study is the companies’
stocks which are included in the LQ-45 index during this study. The data used is secondary
data in the form of LQ-45 stocks and daily Composite index three days before and three days
after the event. By implementing the one sample t-test and paired samples t-test, the result
shows that there is a positive and significant abnormal return around the event especially on
the third day (t+3) after the event. Moreover, there is an insignificant difference in the
average of negative abnormal return and significant difference on the average of negative
trading volume activity, before and after the presidential election 2019.

Keywords: Capital Market, Event Study, Abnormal Return, Trading Volume Activity,
Investors’ Reactions

Abstrak

Penelitian ini bertujuan untuk menemukan bukti empiris reaksi investor pasar modal
Indonesia terhadap peristiwa pemilihan presiden 2019. Populasi penelitian ini adalah
saham-saham perusahaan yang konsisten tergabung dalam indeks LQ-45 selama periode
penelitian. Data yang digunakan adalah data sekunder berupa harga saham LQ-45 dan
IHSG harian tiga hari sebelum dan tiga hari setelah peristiwa. Uji statistik yang digunakan
untuk menguji hipotesis adalah one sample t-test dan paired samples t-test. Hasil yang
diperoleh menunjukkan terdapat abnormal return positif dan signifikan di sekitar peristiwa
terutama pada hari ke-3 (t+3) setelah peristiwa. Selain itu, terdapat perbedaan rata-rata
abnormal retrun negatif tidak signifikan dan terdapat perbedaan rata-rata trading volume
activity negatif yang signifikan antara sebelum dan setelah peristiwa pemilihan presiden
2019.

Kata Kunci: Pasar Modal, Studi Peristiwa, Abnormal Return, Trading Volume Activity,
Reaksi Investor
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INTRODUCTION

Capital market is a market for
sharing the financial instrument or
valuable long term letters which can be
sold and bought, in the form of debt or
own stocks (Sutedi, 2011). As one of
economical instrument, capital market
cannot be separated from environment
influence especially economic and politic
environment. The more important role of
capital market in economical event, the
more sensitive that capital market toward
many kinds of event around, whether it is
directly related with economical issue or
not (Suryawijaya and Setiawan, 1998).

Political event is one of the parts
from non-economical environment that can
affect on the capital market condition. This
is because the dynamic of political
situation that is related to economic
matters stability of a country. Political
stability, which is followed by stability
economic condition, will make the
investors feel safe to invest their fund in
the capital market (Wardhani and Djazuli,
2012). The investors’ expectation which
caused by political event generally will
appear on price fluctuate or trading volume
activity (Sudewa and Sari, 2015). It is
explained that political event like
presidential and vice presidential election
tend to get positive response or negative
response from investors to do the
transaction in capital market.

Presidential election is a political

situation, which happens once in five years.

Presidential election in 2019 is the battle
between Joko Widodo as incumbent who
has experience in leading government and
Prabowo Subianto as the opponent who
has no experience power so that both of
them changed their political strategy
become more accommodative. It makes
people become more enthusiastic in using
their vote to choose their choice, because
president is the one who determines the
political direction and economic policy in a
country.

Some previous research about the
investors’ response in presidential election
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2014 which is done by Diniar and Kiryanto
(2015) approved that the test toward the
difference of abnormal return and trading
volume activity before and after the event
showed significant result. On the other
hand, Sudewa and Sari (2015), Suroto and
Nugraha (2018), and then Wibowo and
Darmanto (2019) concluded that the test
toward the difference of abnormal return
before and after the event showed that the
result was not significant. Furthermore,
Luhur (2010) states that there is no
significant difference in trading volume
activity between before and after the 2009
presidential election.

Based on the research gap above, the
problem of this research such as (1)
whether there is significant positive
abnormal return in around the date of
presidential election 17" of April in 2019,
and (2) whether there is difference of
abnormal return and trading volume
activity before and after presidential
election on April 17" 2019”,

LITERATURE REVIEW

Efficient market is one of the
situations where all the cost information
can be gained openly and fast without any
special  obstacles  (Hartono, 2016).
According to Fama (1970) as cited by
Fahmi (2012) stated that securities market
is efficient if securities price showed full
information provided. The efficiency of
this capital market is not efficiency in
financial administration but efficiency in
the form of all information. It means that
the securities price in capital market
reflects the relevant information which
affect the securities price (Martono and
Harjito, 2011).

Event study is study about the market
reaction toward an event which the
information published as an announcement
(Hartono, 2016). The marker reaction
showed by the changing price of securities
involved. This reaction can be measured
by using abnormal return; an event which
contain information will give abnormal
return to the investors (Hartono, 2016).
Beside wusing abnormal return, capital
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market reaction can be also seen by trading
volume activity in the market where the
information contain informative value if
the amount of the stocks traded bigger or
smaller when the event happend, compared
with other time (Husnan, 1996).

Abnormal return is the over return
which really happen toward normal return
expected by the investors (Hartono, 2016),
while the trading volume activity is an
instrument which can be used to see the
capital market reaction toward information
through the movement parameter of stocks
trading volume activity in the market
(Sutrisno, 2010).

Signaling theory is a theory that sees
the signs about the condition that describe
a company (Fahmi and Hadi, 2009).
Hartono (2016) explained that the event
which contain information will give
positive sign or negative sign to the
investors in making investment decision.
In this study, the signal means the
information that can be gained by the
investors from presidential election and
that signal refers to the company which
involved in LQ-45 index.

The capital market can react positive
or negative toward political event. The
positive reaction of capital market toward
the event can be proven by Diniar and
Kiryanto (2015) who examined the capital
market reaction toward presidential
election in 2014 and it was proven that the
test of the difference of abnormal return
and trading volume activity before and
after the event showed that the result was
significant.

The research result of Suryawijaya
and Setiawan (1998), Mediawati and
Harimawan (2004), Harjanto (2008),
Alkaff (2010), Sudewa and Sari (2015),
Mekel and Sihotang (2015) stated that
there was no significant difference on the
average of abnormal return before and
after political event. From some of those
researches can be stated that Indonesia
capital market is getting more sensitive
toward non-economic event and it can
react toward political event. This is shown

p-ISSN: 0854-1442 (Print) e-ISSN: 2503-4464 (Online)

by the significant difference on abnormal

return and the stocks of trading volume

activity around the date of the event. The
hypotheses in this study are

H,; : There was positive abnormal return
and significant around the date of
the presidential election 2019
happened.

H, : There was difference on the average
of abnormal return stocks before
and after the presidential election
in 2019.

H; : There was difference on the average
of trading volume activity stocks
before and after presidential
election in 2019.

RESEARCH METHODS

The population in this study is all
companies which the stocks consistently
listed in LQ-45 index members and they
are always active in the trading every day
and they do not do corporate action during
the research period. There were 45
companies and the object of this study. The
reason of choosing the LQ-45 stocks as the
research population is based on the
consideration that the stocks which are the
most active traded in BEI. Therefore, it
was expected the investors’ reaction
toward the presidential election can be
seen through the stocks price movement
and trading volume activity which is
included in that LQ-45 index.

This study used event period during
6 days of stocks trading, three days before
and three days after the event happens
because when it was presidential election
the stocks exchange was closed. This
period used in order to know when the
investors will start to give respond to the
presidential election information and so
that there was no other event appeared
during the observation. Therefore, the
research period is April 12" until April
22™ 2019 because on weekdays the stocks
exchange is closed.

The data used in this study is
secondary data which is collected from
www.IDX.co.id, www.finance.yahoo.com
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and social media. The data will be

presented below:

1. The date of the presidential election was

gained from social media.

2. The stocks which included in LQ-45
during the research period gained from
www.IDX.co.id.

3. The price of the closing stocks which
included in LQ-45 index and the price
of the closing composite index on 6
days before until 5 days after the event
gained from www.finance.yahoo.com.

The research subject in this study is
investors’ reaction which is measured
using abnormal return and trading volume
activity.

Abnormal Return

Abnormal return is the difference
between the level of real return which
happend with the return that the investors
expect (Hartono, 2016). Mathematically,
abnormal return formulated as bellow

ARi,t = Ri,t - E(Ri)

Where:
ARi,t :abnormal return stocks i on
the day t

AR; =R — E(R))

Ri,t :actual return stocks i on the
day t

E(Ri) :expected return stocks i.

Actual return stocks i on the day t (R;,),

can be calculated using this formula

R; = Pit—Pit—1
Pjt-1

Where:

Pi: : stocks price i on the day t

Pi . : stocks price 1 on the day t-1

Expected return stocks 1 [E(R;)]

calculated using Market-adjusted model

THSG¢—IHSG ¢4
™ IHSGpq

Rt : return market on the day t
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IHSG; : composite index on the day t
IHSG¢; : composite index on the day t-1
Trading Volume Activity (TVA)

Trading Volume Activity shows the
activity of stocks trading and reflects how
active the stocks traded in capital market.
The trading volume activity can be
formulated as below (Jones, 1986).

Y Stockitraded at day t
Y Stocki circulated at day t

TVAL[ =

The analytical tool used in this study
is descriptive analysis which is an analysis
by showing the minimum, maximum,
average values and standard deviations
from the counting result and inferential
analysis included normality data test and
hypothesis test. The normality data test
using Kolmogorov Smirnov test and the
first hypothesis test using One sample
t-test while the second and the third
hypothesis test using Paired samples t-test
if the data distribution normal. If the data
distribution is not normal, the test used
Wilcoxon test.

RESULT AND DISCUSSION
The description of Abnormal Return

The descriptive statistic counting
result of the average abnormal return of the
stocks during 6 days of this study period
presented in the Table 1.

The Table 1 showed that average
abnormal return before and after the event
has maximum value each is 0,0281 and
0,0282, while the minimum value each is
-0,0259 and -0,0235. That value showed
that the average abnormal return
component is varied. For the average
abnormal return before and after the event
each is 0,0017 and 0,0031 and it has
positive sign. It shows that the investors’
reaction of Indonesia capital market is
positive toward the presidential election
2019. The deviation between actual return
value and expected return, which has
farther deviation, happen on the average
abnormal return before the event than the
average abnormal return after the event.
This deviation can be seen in the deviation
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standard value where each of them is
0,0126 and 0,0111. It is presented in the
form of a figure to show the condition of
average abnormal return altogether during
the observation period.

Figure 1 above showed that the
highest value of average abnormal return
during the observation period on t+3 is
0,010. The positive average abnormal
return showed that the investors in
Indonesia stocks exchange have a chance

to get big profit if do the transaction on the
third day after the event compare to the
previous days. It is because the actual
return is bigger than the expected return.
The lowest average abnormal return during
the research period happen on t+1 is
-0,002. The negative average abnormal
return showed that invest on t+1 does not
give big profit compare to other period. It
is because the actual return is smaller than
the expected return on the other period.

Table 1. Descriptive Statistic Abnormal Return during the event period

Period N Minimum Maximum  Mean Standard
Deviation

Three days before 45 -0,0259 0,0281 0,0017 0,0126

Three days after 45 -0,0235 0,0282 0,0031 0,0111

The sources: Secondary data which has been processed in 2019

Average Abnormal Return

0.0150 -
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O.0050 <

0.0000 -—\y—h?/.,\.

e -3 -2 ] t+1 t+2 t+3
-0.00s0 -

Hari ke

The source : Secondary Data which has been processed 2019
Figure 1. Average Abnormal Return Stocks Chart

The description of Trading Volume
Activity

The descriptive statistic counting
result of the average abnormal return of the
stocks during 6 days of this study period
presented in the Table 2. The Table 2
showed that the average trading volume
activity before and after the event have
maximum value each of them is 0,0098
and 0,0144, while the minimum value is
0,0002. That value showed that the
component of average trading volume
activity is varied.

For the average trading volume
activity before and after the event each of
them is 0,0019 and 0,0026 and they have
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positive sign. It indicates that there was
reaction from Indonesia capital market
investors toward presidential election
2019. Therefore, the average trading
volume is getting increased 0,0007.

The deviation between actual trading
volume activity and expected trading
volume activity which has farther
deviation happen on average trading
volume activity before the event than the
average trading volume activity after the
event. This deviation can be seen in the
deviation standard value where each of
them is 0,0023 and 0,0033.

It is presented in the form of a figure
to show the condition of average abnormal
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return altogether during the observation
period.

The Figure 2 showed that the highest
value of average trading volume activity
during the research period happen on t+1
0,0036. The average trading volume
activity, which has high value, showed that
the first day after the event becomes the

most hectic from the 6 days of research
period. It is because the trading volume is
bigger than the other five days. The lowest
average trading volume activity happen on
t-3 0,0015. That value showed that on the
third day before the event the stocks of
volume traded is lower than the other five
days.

Table 2. Descriptive Statistic Abnormal Return during the event period

Period N Minimum Maximum Mean Standard
Deviation

3 days before 45 0,0002 0,0098 0,0019 0,0023

3 days after 45 0,0002 0,0144 0,0026 0,0033

The source: Secondary Data which has been processed 2019
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Average Trading Volume Activity
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The source: Secondary Data which has been processed 2019
Figure 2. Average Abnormal Return Stocks Chart

Normality Test

The normality test done in order to
determine the statistical parametric test or
non parametric. The result of data
normality test can be seen on the Table 3.
It can be known that the abnormal return
data during the event period, average
abnormal before and after the event was
distributed normally while the average
trading volume activity data before and
after the event was not distributed
normally. The data which was not
distributed normally can be transformed as
normal data. It must be known the
histogram chart to determine the
transformation type (Ghozali, 2016).
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Figure 3 and Figure 4 are the
histogram chart ATV data before and after
the event. Those two charts showed that
the data was not distributed normally and
skewed to the left (positive skewness), so
the data must be changed into natural
logarithm. After the transformation then
conducted the normality test again with the
result as follow Tabel 4. It showed that
ATVA data which was not distributed at
the beginning after the transformation it
was changed into distributed normally. It
means that the first hypothesis used one
sample t-test, while the second and the
third hypothesis used paired samples t-test.
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Table 3. The result of data normality test

Period Variable N Value Asymp.Sig. Conclusion
Z (2- tailed)
T3 AR 45 0,915 0,372>0=0,05 Normal
T2 AR 45 1,212 0,106 >0=0,05 Normal
T 1 AR 45 0,552 0,921 >0 =0,05 Normal
T+1 AR 45 0,516  0,953>0=0,05 Normal
T+2 AR 45 0,791  0,559>a=0,05 Normal
T+3 AR 45 0,859 0,451 >0=0,05 Normal
Before AAR 45 0,703 0,707 > a=0,05 Normal
After AAR 45 0,659 0,778 > a=0,05 Normal
Before ATVA 45 2,036 0,001 <a=0,05 Not Normal
After ATVA 45 2,140 0,000 <a=0,05 Not Normal

Resource : Secondary data processed, 2019.
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Figure 3. Histogram Chart before the event
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Figure 4. Histogram Chart after the event

T T T T T 1 T
0.00EC Z.00E-3 4.00E-3 6.00E-3 BS.00E-3 1.00E-2 1.20E-Z 1.40E-2

ATVA_Setelahperistiwa

p-ISSN: 0854-1442 (Print) e-ISSN: 2503-4464 (Online)

Mean =0.00
Std. Dev. =0.002
M =45

Mean =0.00
Std. Dew. =0.003
=45
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Table 4. The result of Data Normality Test

Period Variabel N Value  Asymp.Sig. (2- tailed) Conclusion
Z

Before LN _ATVA 45 0,671 0,977 > o= 0,05 Normal

After LN_ATVA 45 0,759 0,295 > 0= 10,05 Normal

Resource: Secondary data processed, 2019.

Hypothesis Test
First Hypothesis

The result of the first hypothesis test
which showed that there was positive
abnormal return and significant around the
date of presidential election 2019 can be
seen in the Table 5. It can be known that
during 6 days of the event period there was
positive average abnormal return and
negative but not significant on the third
day before the event until the second day
after the event. However, there was
positive average abnormal return and
significant on the third period after the
event with the significant value 0,001
smaller than a = 0,05. It can be concluded
that the first hypothesis which found there
was positive abnormal return and
significant around the event period
accepted. Except analysis the market
reaction toward the presidential election

the analysis is also about the market
reaction based on cumulative abnormal
return (CAR). The analysis using CAR
aims to see the preference of the market
react around the event period.

The result of the first hypothesis test
using CAR can be seen in Table 6. It can
be known that the market react positively
and significant on the third day before the
event until the third day after the
presidential election 2019. The CAR value
on that day is 0,0024 with the significant
value smaller than o = 0,05. This result
strengthen the first hypothesis which
explained that there was positive abnormal
return and significant around the event
period. From the six table can be
concluded that presidential election 2019
was as political event that contain
information responded as good news by
Indonesia capital market investors.

based on average abnormal return (AAR),

Table S. The result of One sample t-test around the event period

Period Average Abnormal  Asymp.Sig. (2- tailed) Conclusion
Return

t-3 0,0022 0,547 > a=0,05 Not significant
t-2 -0,0008 0,796 > 0= 0,05 Not significant
t-1 0,0038 0,182 > 0.=0,05 Not significant
t+1 -0,0016 0,619 >0=0,05 Not significant
t+2 0,0010 0,757 > 0.= 0,05 Not significant
t+3 0,0100 0,001 <a=0,05 Significant

Resource: Secondary data processed, 2019.

Table 6. The result of One sample t-test around the event period

Period Cumulative Average Asymp. Sig. Conclusion
Abnormal Return (2-tailed)
t-1 _ t+1 0,0021 0,668 >a=0,05 Not significant
t-2 _t+2 0,0023 0,734>a=0,05 Not significant
t-3 _t+3 0,0024 0,048 <a=0,05 Significant

Resource: Secondary data processed, 2019.
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Second Hypothesis

The second hypothesis test found
that there was difference of average
abnormal return of the stocks before and
after presidential election 2019. The test
done using paired samples t-test and it was
gained this result as Table 7. The result
showed that the difference of the average

abnormal return is 0,0014 and it has
significant value 0,061. It is because 0,061
is bigger than a = 0,05, so the inference
taken is accepting null hypothesis which
there was no difference of the average
abnormal return stocks before and after
presidential election 2019 with 95%
trusted.

Table 7. The result of paired samples t-test toward the difference of abnormal return

Period Difference between Asymp. Sig. Conclusion
Abnormal Return (2-tailed)
Pair-1 Before — After 0,0014 0,601 >a=0,05 Not significant

Resource: Secondary data processed, 2019.

Third Hypothesis

The result of the third hypothesis test
showed that there was difference on the
average trading volume activity stocks
before and after the presidential election
2019. The test done using paired samples
t-test and the result as Table 8. The result
of paired sample t-test showed that the

difference of average trading volume
activity is 0,0007 and it has significant
value 0,009 smaller than a = 0,05, so the
inference taken 1is accepting alternative
hypothesis that found the difference of
average trading volume activity stocks
before and after presidential election 2019
with 95% trusted.

Table 8. The result of paired samples t-test toward the difference of trading volume activity

Period Difference Average Trading Asymp. Sig. Conclusion
Volume Activity (2-tailed)
Pair-1 Before — After 0,0007 0,009 <a.=0,05 significant

Resource : Secondary data processed, 2019.

Discussion
There was Abnormal Return Around
The Event

The result of the first hypothesis (H;)
showed that presidential election 2019
gave positive signal of the information
toward stocks exchange activity or the
increased stock price movement. It can be
seen from the changing of average
abnormal return which tend to increase
before and after presidential election 2019.

The investors’ reaction is positive
and significant on the third day after
presidential election 2019. It was proven
by the increasing of composite index on
April 22™ 2019 until 6.462,82 which is the
highest during the event period. Investors
will do the purchasing stocks when the
stocks exchange open after Sunday. It was
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expected that foreign investors would join
the stocks exchange so dollar will
strengthen rupiah. From those
considerations the stocks price will be
increased higher so it will increase the
composite index.

The result of this study is the same as
Setyawan (2006) said that the information
that contains good news will cause the
stock price increased but if the information
contain bad news will cause the stock price
decreased. The result of this study is the
same as the statement of Martono and
Harjito (2011). They said that the
securities price in the capital market
reflected the relevant information and
affect to that securities cost.

Beside that the result is also the same
as Budiarto and Baridwan (2009)
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statement. They said that market reaction
as the signal of information a certain event
can affect the company value that reflect
from the changing price and trading
volume activity.

There was  Difference  Average
Abnormal Return Before and After The
Event

The statistical test on the average
abnormal return during the event period
found that there was no significant
difference between average abnormal
return before and after presidential election
2019. 1t is related to the company stocks
that consistently incorporated in LQ-45
index. That result indicates that the
investors have anticipated the event by
making safety net where the investors do
not do the transaction much. However, one
day after presidential election 2019 found
that there was decreasing of average
abnormal return. It means there was bad
news. The presidential election 2019 run
safe but the investors responded not in a
good way. It is because there was no
certain winner of the election. Based on
quick count, the first candidate declared as
the winner but the second candidate also
declared their winning.

This research result supported the
research of Siregar and Sianturi (2005) and
Amirta concluded that there was no
difference of average abnormal return
before and after the presidential election.

There was Difference of Average
Trading Volume Activity Before and
After The Event

From the different test result of
average trading volume activity before and
after the presidential election 2019 showed
that there was significant difference
between the average trading volume
activity before and after the event toward
the company stocks that consistently
incorporated in LQ-45 index. The average
trading volume activity value showed that
there was increasing on t+1 compare to the
average trading volume activity before the
presidential election 2019. It is because the
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selling stocks stars when Indonesia stock
exchange opens after the event. The
investors feel worried and tend to sell their
stocks in order to save their asset.

The presidential election 2019 also
cause the trading volume activity increased
on the first day after. The quick count
affects the increasing of trading volume
activity before and after the event. The
different resources of quick count which
using exit pull version from second
candidate make the investors confused. It
indicates that even trading volume activity
increased and usually the investors want to
buy or sell the stocks but it does not mean
that they will get the profit as what they
expect. In this study found that even the
result of trading volume activity significant
but not the same as abnormal return that is
significant.

This study is the same as Sundari
(2009) study that is also about the
presidential election on April 9™ 2009
showed the same result that abnormal
return was not significant toward LQ-45
stocks. Anwar (2004) in presidential
election on April 5™ 2004 in Jakarta stocks
exchange showed that there was significant
trading volume activity result toward
LQ-45 stocks. Ananto (2014) in
presidential election on April 9™ 2014
showed that abnormal return was not
significant and significant trading volume
activity toward stocks in JIL.

From the three hypothesis in this
research, only one hypothesis which is the
second hypothesis refused. The reason why
the second hypothesis refused was the
hypothesis built in this study was
presidential election that gave positive
signal to the investors in capital market
based on the result survey conducted by
some survey organization. From some
survey result showed that the president as
incumbent will win the election. The
victory of the president as incumbent will
be accepted in the market because the
president has shown his best work during
his governement.
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It is assumed that the capital market will
have good performance and give higher
abnormal return after the presidential
election.

The fact of the statistic test showed that
there is no significant difference between
the average of abnormal return after and
before the presidential election. This
situation probably caused by the day after
the election, eventhough quick count
showed that the president as incumbent
won but the opponent also did quick count
based on their version. Moreover, they
declared their victory. It makes the
investors confused and they gave negative
response by selling their stocks in order to
get profit even it is not as big as their
expectation. At the last day, one day after
presidential election the average of
abnormal return showed negative (see 1st
figure). On the second day the average of
abnormal return is getting higher until the
third day.

Beside that, the result of this study
supported the main theory used in study.
The theory is market efficiency and
signaling theory. It means that every
announcement published which contain
information based on investors perception
will be responded posively or negatively.

CONCLUSION AND RECOMMEN-
DATION

The conclusion of these study are
firstly there was positive abnormal return
and significant around the presidential
election 2019. It was shown using
cumulative abnormal return test that
contain information so that the market
react. Second, there was no difference in
average abnormal return before and after
the event. It is because the capital markets
investors’ actions tend to prepare the
speculation which assumed give profit to
the investors on the days around the
presidential election 2019. Third, there was
difference in average trading volume
activity before and after the presidential
election 2019. It is because the stock

p-ISSN: 0854-1442 (Print) e-ISSN: 2503-4464 (Online)

selling action did by investors when the
stocks exchange open after the event. The
investors feel panic because there was no
certain national politic thing and they tend
to sell their stocks to save their assets.

These are some suggestions for the
next research can be added the other
variable except abnormal return and
trading volume activity. The population or
sample of this research is better using the
company in the other sector in order to see
the influence of the presidential election in
different side. For the next research
suggested using mean adjusted or market
model in counting return market so that the
result can be compared.
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