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ABSTRACT

IMPACT OF EID-AL FITR ON STOCK MARKET PERFORMANCE (A
COMPARATIVE STUDY BETWEEN INDONESIA STOCK EXCHANGE

AND TADAWUL STOCK EXCHANGE)

By

MONICA ROSELLA SITORUS

This study aims to examine the impact of Eid-Al Fitr on stock market
performance, which are divided into the performance of stock market index, stock
market return, and trading volume activity. This study also aims to examine if
there is difference of stock market performance between Indonesia Stock
Exchange and Tadawul Stock Exchange. The sample of this study is the Jakarta
Composite Index and Tadawul All Share Index, their market return and trading
volume activity in Indonesia Stock Exchange and Tadawul Stock Exchange. The
data analysis techniques uses descriptive statistical analysis, multiple linear
regression, and the t-test.

The result of this study shows that there is impact of Eid-Al Fitr on stock market
return, but there is no impact of Eid-Al Fitr on stock market index and trading
volume activity. Hence, there is no difference of stock market return performance
between Indonesia Stock Exchange and Tadawul Stock Exchange, but there is
difference of stock market index and trading volume activity between Indonesia
Stock Exchange and Tadawul Stock Exchange.

Key words: Impact Eid-Al Fitr, stock market index, stock market return,
trading volume activity
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I. INTRODUCTION

A. Background

Capital market as one of the economic instruments is certainly

influenced by the environment, both economic and non-economic, in macro and

micro scale. Micro environmental conditions, including company performance,

changes in corporate strategy, and the announcement of financial statements or

corporate dividends which can affect the fluctuation in capital market. While the

macroeconomic environment includes macroeconomic policies such as monetary

policy, fiscal policy and government regulation in real and financial sectors in

which it will affect the fluctuation in the capital market.

Investors in the capital market always try to get profits (return) from

the trading activities they do in the capital market. Investors' trading activities are

in the form of buying and selling shares that are done to obtain positive stock

returns and avoid negative stock returns. They buy shares when the prices are

low (decrease), and they will sell their shares when the prices have increased.

The main reason investors invest in the capital market is to gain profits at a

certain level with certain sacrifices. The profits that businesses will receive in
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their investments are often referred to as stock returns. Returns are in the form of

dividends and capital gains (Tandelilin, 2001).

Dividend is a portion of the profits distributed to shareholders. While

capital gain is the profit obtained by investors from the selling price above the

purchase price. For investors who choose short-term investments, it will

prioritize capital gains to gain profits. Capital gains obtained from stock

investments allow investors to earn large amounts of profit with a relatively short

time due to fluctuating stock price movements (Sunariyah, 2004).

The fluctuation in the capital market can create an efficient market

condition that is able to react quickly to new information that is reflected in the

price of securities. Efficient markets will quickly react to new information that

can form a new equilibrium price. The market is said to be efficient when the

prices formed in the market are a reflection of existing information. In an

efficient market, there is no possibility of obtaining an abnormal rate of return,

although in practice there are things that deviate, which is called capital market

anomaly. Gumanti and Utami (2002) mentioned four kinds of market anomalies.

They are firm anomalies, seasonal anomalies, event anomalies, and accounting

anomalies.

Seasonal anomalies that exist today are the January effect, Monday

effect, and holiday effects. Some examples of holiday effects that exist in

Indonesia is a holiday in celebrating religious holidays such as Chinese new year,

Eid-Al Adha, Eid-Al Fitr, Vesak, Hindu people’s Day of Silence and Christmas.
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But amongst several religious holidays, Eid-Al Fitr holiday is the longest

holiday. If the other holiday lasts only one to two days, Eid-Al Fitr holiday can

reach one week.

Indonesia is a Moslem majority country with approximately 85% of its

250 million citizens are following Islamic faith. Hence, it's understandable if

Indonesia is called as one of the Moslem countries in the world. By this

condition, Moslem holy days are always greatly celebrated in Indonesia,

especially the Eid-Al Fitr day. This resulted the condition that Eid-Al Fitr

holiday is the longest religious holiday in Indonesia. On May 2018, Mr.

President Joko Widodo announced that Eid-Al Fitr holiday in 2018 is 10 days

long, which is from June 11th until June 20th, 2018.

Eid-Al Fitr is celebrated after Moslems experienced a month of

Ramadan event. During Ramadan, there are changes in people’s habit, especially

in their consumption behavior. In Ramadan, Moslem people do a fasting for

more than 12 hours a day, in a month. This condition is supposed to reduce their

consumption behavior, especially for food. But in fact, Ramadan and fasting

activities do not really reduce people’s consumption behavior. During Ramadan,

people are still purchasing the same amount of food that they usually have. Most

people even spend more money in Ramadan, which is allocated for having a

breakfasting together with their relatives. Restaurant businesses tend to have

more revenues during the event of Ramadan because of this tradition. This new

habit of Moslem people results an increase in people’s demand for food. By this
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condition, it results in the increase of food material prices in market, and the

increase is continued until the Eid-Al Fitr day.

The consumer behavior of buying more products in Ramadan until

Eid-Al Fitr is supported by the data given by The National Strategic Food Price

Information Center (PIHPS). The high demand of the community as well as the

allowance for traders and distributors to seek profits triggered an increase in food

prices a day before Eid 2018. The National Strategic Food Price Information

Center (PIHPS) noted an increase in food prices by 43% on the last day of fasting

on June 14 2018 compared to the position of the previous day. Table 1.1 shows

the increase of prices of food materials in a day before Eid-Al Fitr.

TABLE 1.1. INCREASE OF PRICES OF FOOD MATERIALS IN
INDONESIA’S MARKET

Source: databooks.co.id

Table 1.1 shows the increase of prices of food materials in Indonesia’s

market in a day before Eid-Al Fitr. It reflects the impact of Eid-Al Fitr on the
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price of food materials. Because people tend to buy more foods during Ramadan

until Eid-Al Fitr, sellers increase the food materials’ prices to gain more profit.

But the increase of prices does not reduce the consumption of the consumers.

Consumers keep buying the food materials even though the price is relatively

much higher than it usually is.

It is interesting to see whether the increase of prices during Ramadan

can also lead to the increase of stock prices in the capital market. This research

aims to see whether there is also an increase in stock prices and the demand for

stocks at around Eid-Al Fitr (Ramadan and post Eid-Al Fitr). Moreover,

Ramadan event will be closed by Eid-Al Fitr, whose celebration is always greatly

celebrated in Indonesia. Eid-Al Fitr day is only for 2 days, but the public holiday

which is regulated by government lasts for a long day, which is one week or

longer. In 2018, Eid-Al Fitr public holiday lasts for 10 days, in anticipation of

traffic jam during the flow of homecoming.

The condition that Eid-Al Fitr holiday is long causes the closing of

capital market also for a long day. Based on the previous research about the

behavior of investors at around holiday, it is said that stock prices usually

increase after holiday, because people tend to buy stocks before holiday and sell

them after the holiday. The purchase of stocks before holiday is increased

because investors try to anticipate the long holiday in which the capital market

will be closed.

Kim and Park (1994) in their research conducted in the US, UK and

Japanese capital markets found that there was a holiday effect on stock returns.
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The holiday effect is explained by the results of stock return on a pre-holiday

trading day or on pre-holiday trading day. They found an evidence that there was

an effect of holidays on stock returns in the three main capital markets in the

United States, namely YSE, AMEX, and NASDAQ. In addition, the impact of

holidays also occurs in the British and Japanese capital markets.

Liano et. al (1992) in Hamid (2003) conducted a study using the

regression method for dummy variables to obtain results that the average stock

return on a trading day after a holiday is a significant low or negative in contrast

to the average stock return obtained on other trading days so that the results

obtained that after holidays affect the stock return (post holiday effect).

The acquisition of significant high and positive returns on the trading

day before the holiday is caused by several factors such as the psychological

factors of investors who have a desire to trade transactions by buying shares,

especially when the market will close (closing market effect) on the trading day

of the stock before the holiday (Hamid, 2003).

Stock purchases made by investors are profit taking actions to

anticipate holidays where stock trading does not occur (Ariel, 1990 in Kim and

Park, 1994). Furthermore, Ariel explained that if market timing activity is on the

day (-2) before the stock holiday offered by the buyer (bid) is more than the stock

offered by the seller (ask) on the day (-1) before the holiday then the acquisition

of stock returns from days (-2) to days (-1) before the holidays will be positive.

In addition to the research conducted by Hamid (2003), the investment decision

of an individual investor to take a short-position position is to wait for the right
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time to trade shares, either to sell or buy shares, which can also affect the positive

stock return before the holidays.

To investigate the market effects caused by Eid-Al Fitr, this research

also focuses on a country where religion constitutes an integral part of society,

namely Saudi Arabia. This country is an ideal setting in which to study this

phenomenon, for several reasons. Firstly, Moslems constitute 97% of population.

Also, Saudi Arabia is a conservative society that has adopted the most austerely

puritanical form of Islam. The country also plays a central role in the

international Moslem community as the host of the two holy cities of Makkah

and Medina and this is a paramount to the country identity. Secondly, although

Islamic finance services industry is expanding rapidly in the homeland of Islam,

non Shariah-compliant stocks are available on the market and there is no legal

obligation to invest in these securities.

Unlike other countries with high proportion of Moslem population

Saudi stock market does not offer a Shariah compliant index such as the

Malaysian SI index for example. The only index that is existed in Tadawul Stock

Exchange is Tadawul All Share Index, which is the major stock market index

which tracks the performance of all companies listed on the Saudi Stock

Exchange.

This research aims to investigate whether there is an increase or

decrease in the activities in capital market at before and after Eid-Al Fitr. The

activities in capital market is described by the change in stock prices, return, and

trading volume activity. Thus, this research will use Tadawul All Share Index as
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the subject which represents the stock prices, to investigate the Eid-Al Fitr

holiday impact in Saudi Arabia, and Jakarta Composite Index as a subject to

investigate the Eid-Al Fitr holiday impact in Indonesia. Tadawul All Share Index

(TASI) and Jakarta Composite Index (JCI) are used because these indices

describe the stock prices of all companies in both countries.

Research about the impact of Eid-Al Fitr on stock returns in Indonesia

Stock Exchange has been done by Hamid (2003). In his research, he attempts to

analyze the effect of holidays on stock returns using daily stock returns from the

composite stock price index (CSPI) on the Indonesia Stock Exchange. The JCI is

one of the stock price indices used by Indonesian capital market players as a

reference for the development of activities in the capital market because it can

show general stock price movements involving all prices of shares listed on the

stock exchange (Anoraga and Pakarti, 2001) and is a value for measure stock

performance (Ang, 1997).

This study is to investigate the effect of Eid-Al Fitr on stock market

performance and to differentiate the stock market performance of two capital

markets, which are Indonesia Stock Exchange and Tadawul Stock Exchange. The

Eid-Al Fitr effect is seen by investigating the stock market performance in 10

days before and 10 days after Eid-Al Fitr holiday.

Gorreti (2004) also did a research which aims to identify the impact of

Eid-Al Fitr holidays on stock trading in Jakarta Stock Exchange and sectors

affected by Eid-Al Fitr holiday in 1993 – 2003. The data used in this study is

secondary data from companies listed on the Jakarta Stock Exchange during the
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period of study from January 1999 to December 2003, the stock used as research

samples were shares that were actively traded. The result shows that there is no

effect of Eid-Al Fitr holiday on stock return.

Yessica (2011) also investigated the impact of Eid-Al Fitr holiday on

stock return in Indonesia Stock Exchange in period 2006 – 2010. The research

aims to find out whether Eid-Al Fitr effect occurs in Indonesia Stock Exchange,

by testing whether there is difference of return and trading volume between the

first week and second week before Eid-Al Fitr holiday. The sample used in this

study is the stock of Composite Stock Price Index (CSPI) for the period 2006-

2010. The author uses Analysis of Variance (ANOVA) test to find out whether

there is difference of average return and its volume between first week and

second week before Eid-Al Fitr holiday. The result shows that the impact of Eid-

Al Fitr on stock returns does not exist in Indonesia Stock Exchange in the period

2006-2010.

Seyyed et al. (2005) in Irfan et al. (2017) examine the behavior of the

Saudi Arabian stock market in Ramadan during the period of 1985-2000. They

find no significant change in mean return but a noticeable decline in volatility.

On the other hand, Jędrzej et al. (2011) have results for Saudi Arabia that most of

the Islamic markets have historically experienced large stock price increases

during the holy month. Supporting Jędrzej et al.’s findings, Irfan et al. (2017)

found that Eid-Al Fitr has the highest mean returns on stocks in Asian markets

(including Tadawul Stock Exchange in Saudi Arabia), compared with the other

Moslem holy days. As Eid-Al Fitr is followed by the Holy month of Ramadan,
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but returns of both events in Asian markets are showing a huge difference. This

is supporting to their argument that the spiritual features of fasting are countered

by physical hardship during Ramadan.

Researches about the impact of Eid-Al Fitr on stock returns in

Indonesia Stock Exchange and Tadawul Stock Exchange which are done using

different methods, have shown different results. Moreover, the period of those

researches are up only to year 2017, in which Eid-Al Fitr holiday in the two

countries does not last for more than 7 days long. Meanwhile, in 2018, in both

countries, Eid-Al Fitr holiday are extended to 10 days, which means that the

stock exchange closed in longer days. Based on that background, it is interesting

to investigate and compare the effect of Eid-Al Fitr holiday in Indonesia Stock

Exchange and Tadawul Stock Exchange, whether the extension of Eid-Al Fitr

holiday gives impact on stock performance in both countries.

Several researches have shown that Eid-Al Fitr holiday has no impact

on stock market returns or there is no significant impact of Eid-Al Fitr holiday on

stock market returns. But, in fact, although the stock market returns does not

significantly change, it does not mean that the stock market performance does not

also significantly changed. By this condition, this research aims to see the impact

of Eid-Al Fitr holiday on stock market performance, which is investigated

through stock prices, return, and Trading Volume Activity.

Thus, from the explanations above, this research is titled “Impact of

Eid-Al Fitr on Stock Market Performance: A Comparative Study Between

Indonesia Stock Exchange and Tadawul Stock Exchange”.
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B. Problem Formulation

Based on the background above, then the author formulate problem as

follows:

1. Does Eid-Al Fitr have impact on stock market index

2. Is there impact of different capital market (Indonesia Stock Exchange and

Tadawul Stock Exchange) on stock market index performance

3. Does Eid-Al Fitr have impact on stock market return

4. Is there impact of different capital market (Indonesia Stock Exchange and

Tadawul Stock Exchange) on stock market return performance

5. Does Eid-Al Fitr have impact on trading volume activity

6. Is there impact of different capital market (Indonesia Stock Exchange and

Tadawul Stock Exchange) on trading volume activity performance

C. Purpose of The Research

The purpose of this study is to answer the questions contained in the

formulation of the problem, among others:

1. To figure out whether Eid-Al Fitr holiday have impact on stock index

2. To figure out whether there is impact of different capital market on stock

market index

3. To figure out whether the Eid-Al Fitr holiday have impact on stock market

returns
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4. To figure out whether there is impact of different capital market on stock

market return

5. To figure out whether the Eid-Al Fitr holiday have impact on Trading Volume

Activity

6. To figure out whether there is impact of different capital market on trading

volume activity

D. Research Benefits

The results of this study are expected to provide benefits to:

1. Analysts and investors will have an information whether there is an Eid-Al

Fitr effect on stock prices in Indonesia Stock Exchange and Tadawul Stock

Exchange.

2. Analysts and investors will have an information whether there is an Eid-Al

Fitr effect on stock returns in Indonesia Stock Exchange and Tadawul Stock

Exchange.

3. Investors will have knowledge whether there is an Eid-Al Fitr effect on

Trading Volume Activity in Indonesia Stock Exchange and Tadawul Stock

Exchange.

4. Investors can use the information as a guidance for their investment activities.

5. Academics can take advantage of this research as a real case that can be used

in financial management research and can complement other studies and can

develop further research.



II. LITERATURE REVIEW

A. Efficient Market Concept

In the modern theory of finance, a good starting theory is that of

efficient capital markets. The term “efficiency” denotes the fact that investors

have no opportunity of obtaining abnormal profits from capital market

transactions as compared to other investors, they cannot beat the market. So, the

only way an investor may obtain a larger profit is by investing in higher risk

assets.

Efficient Market Hypothesis (EMH), is very controversial and of

particular interest for financial economists, professors and researchers as

confirmed by the large body of specialized literature. Even if many tried to find

the truth behind the EMH, no ultimate conclusion exists. There are many

opposing opinions regarding this theory; for each article that confirms the

hypothesis, there is another that invalidates it. This is true in any economy,

without exception, whether it is an emerging economy or a developed one. As a

result, the question of whether the markets are efficient or not still remains

unanswered.

The hypothesis has its roots in the 1960s when most of the research

studies considered the capital markets to be efficient, starting with Fama (1965)
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and Samuelson (1965). During the next decades, more and more studies started

to invalidate the hypothesis in all its three forms, weak, semi-strong and strong.

In 1970, Eugene Fama published in his article, besides the definition of efficient

markets, also the distinction between the three forms of efficiency – weak, semi-

strong and strong. The efficient market was defined as “a market with great

number of rational, profit-maximizers actively competing, with each trying to

predict future market values of individual securities, and where current important

information is almost freely available to all participants”.

Starting with Fama, numerous other researchers came with different

definitions. In 2003, Malkier defined an efficient capital market as being a

market in which “prices fully reflect all known information, and even

uninformed investors buying a diversified portfolio at the tableau of prices given

by the market will obtain a rate of return as generous as that achieved by the

experts”.

Returning to Fama (1969 and 1970), the weak form of Efficient

Market Hypothesis (EMH) was presented as the state of fact in which the current

prices of financial assets incorporate, at any moment, all the existing historical

financial information. As a result, the theory of Efficient Market Hypothesis

supports the idea that investors cannot obtain abnormal profits from investing in

these financial assets. This EMH form implies that prices will exhibit random

walk. As compared to the weak form of EMH, the semi-strong form assumes that

financial assets’ prices reflect, at any moment, all the information existent on a

market, including historical prices and other historical information (which means
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this form incorporates also the weak form of EMH), and, additionally, the prices

change rapidly and without biases to incorporate any other new public

information released on the market.

In case semi-strong form of EMH is present on a capital market,

neither technical nor fundamental analysis can determine the way an investor

should split his funds so that the obtained profitability is higher than that

achieved in case of investment in a random portfolio of financial assets. The

strong form of EMH assumes that prices incorporate all the available information

on a market, which includes: historical financial information (weak form), all

new public information (semi-strong form) and all private information regarding

a financial asset. During the following years and until nowadays, many different

opinions exist regarding the efficiency of the capital markets.

There are so many different views that it is worth reviewing them and

see if there is a predominant one that can prevail over the others. A large variety

of studies were elaborated to test all the three types of EMH. Most of them

invalidated the semi-strong and the strong forms of EMH, forms that are not

supported by financial data, while opinions were split for weak form of EMH

(including random walk theory). Few of the weak form studies showed that the

abnormal returns are mainly caused by chance, the probability of over-reaction

being approximately the same as the probability of under-reaction – supporting

the weak form of EMH.

Another common conclusion is that the anomalies tend to disappear as

changes in used models occur, so that they are caused by the methodology
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implied. Most of the papers are based on event studies. Some of them analyze the

reaction on the first few days after distinct types of announcements, in the idea

that the prices of financial assets quickly react to new information, so that the

efficiency of capital markets is confirmed. Still, other category of studies have

analyzed a longer time horizon, based on the fact that the prices gradually adjust

to new information released, thus invalidating the EMH on medium and long

term.

An efficient market theory is still an important part of modern finance.

Its empirical evidence is ambiguous, but the concept itself is sound. The EMH

may be applied to capital markets. The present capital market efficiency is

primarily associated with the cost efficiency, while other markets are often

analyzed from the perspective of the allocation efficiency (Blume, Durlauf,

2008). In general, an efficient stock market is a market where stock prices reflect

fundamental information about companies. In such a case, the market value of

the company changes in a way very similar to that of the intrinsic value of a

company. These changes are not consistent with the value and do not restrain

from trading financial assets.

The differences in investor awareness and uneven transaction costs

prevent fundamental changes in value to be completely and immediately

reflected in market prices (Goedhart, Koller, Wessels, 2010). However, if

markets are efficient, changes in asset prices cannot be reflected in algorithms,

while excess return is gained as a success rather than an outcome of a correct

prediction. Allen, Brealey and Myers (2011) defined a market as efficient when it
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was not possible to earn a return higher than the market return. In other words,

the value of shares reflects the fair value of the company and is equal to the

future cash flows discounted by an alternative cost of capital. Eakins and

Mishkin (2012) argued that an efficient market was a market where asset prices

fully reflected all information available. Generally, the essence of an efficient

market is built on two pillars: 1) in efficient markets, available information is

already incorporated in stock prices; 2) in efficient markets, investors cannot earn

a risk-weighted excess return.

Considering the information reflected in market prices, market

efficiency is usually broken down into three levels. Weak, semi-strong, and

strong forms of market efficiency are distinguished. In weakly-efficient stock

markets, the current stock price reflects all information related to the stock price

changes in the past. Such information includes data on previous prices, trading

volume, etc. Based on the above-mentioned information, it becomes then

impossible to make excess profit in a stock market. Thus, if the market is weakly,

efficient, technical analysis yields no excess return. In semi-strongly efficient

markets, current stock prices reflect not only information about historical prices

but also all current publicly available information, e. g., announcements of

acquisitions, dividend pay-outs, changes in accounting policy, etc. Finally, in

strongly efficient markets, current stock prices reflect all possible information

which does not necessarily have to be public. This form of market efficiency

implies that it is impossible to earn excess profit while trading on insider

information which seems to be unlikely (Malkiel, 2011). On the other hand, some
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authors see the strong form of market efficiency as possible since insider trading

is not legal (Schwert, 2003).

Many empirical studies have confirmed the weak form of market

efficiency in different capital markets. In addition, this form of market efficiency

is among assumptions in the valuation of stocks and options (Palan, 2004). In

turn, the results of the semi-strong market efficiency studies vary considerably,

while the strong form of market efficiency has not been broadly investigated, and

the obtained results indicate market inefficiencies (Mishkin et al., 2012).

B. Return

Return is the total gain or loss experienced on an investment over a

given period (Gitman, 13th edition). In investing in stocks, an investor always

expects a return or profit. Stock return is the level of profit enjoyed by investors

for an investment made. The rate of return received by an investor from shares

traded in the capital market (the company's stock goes public) is usually called

return. The stock market does not promise a definite return for investors.

However, some components of return on shares that allow investors to make

profits are dividends, bonus shares, and capital gains (Ang, 1997).

Return is the result obtained from investment. Return can be in the

form of a realized return that has occurred or an expected return that has not yet

occurred but which is expected to occur in the future. Return realization (realized

return) is a return that has occurred, calculated based on historical data. Return

realization is used as the basis for determining the expected return and future
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risks. Expected return is a return that is expected to be obtained by investors in

the future and its nature has not yet occurred. While the return of realization is a

return that has already occurred (Jogiyanto, 2000). The purpose of investors in

investing is to maximize returns, without forgetting the investment risk factors

that must be faced. Return is one of the factors that motivate investors to invest

and is also a reward for the courage of investors to bear the risk of investment.

Investment return sources consist of two main components, namely yield and

capital gain (loss).

Yield is a return component that reflects cash flow or income obtained

periodically from an investment. Whereas capital gain (loss) as the second

component of return is an increase (decrease) in the price of a securities (can be

stocks or long-term debt securities), which can provide profits (losses) to

investors. In other words, capital gain (loss) can also be interpreted as a change

in the price of securities (Tandelilin, 2001).

The nature of the return depends on the form of the investment. For

instance a company that invests in fixed assets and business operations expects

returns in the form of profit, which may be measured on before –interest, before

tax or after tax basis, and in the form of increased cash flows. An investor who

buys ordinary shares expects returns in the form of dividend payment and capital

gains (share price increases). Again, an investor who buys corporate bonds

expects regular returns in the form of interest payments (Frimpong, 2010).

Investors invest for anticipated future returns, but those returns can

rarely be predicted precisely as there will almost always be risk associated with
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investments. Actual or realized returns will almost always deviate from expected

returns anticipated in the beginning of the investment period. It is assumed that

investors will prefer investments with the highest expected return suitable to their

risk aversion (Bodie et al. 2008).

The rate of return is measured by the percentage of stock price

changes. According Husnan (2001) in Kuncoro Hadi (2004) measures the rate of

return on a stock can be obtained in this way, which is:

= −
where:

R = Return of stock at time t;

Pt = Price of stock at day t;

Pt−1 = Price of stock at previous day.

C. Holiday Effect

1. Pre holiday effect

The influence of stock trading days on stock returns is that stock

returns in each day change. This is due to differences in the desire of

individual investors to sell or buy shares on certain days or trading activities

change from day to day so that the level of sales and purchases will also

change every day. With this change in the level of sales and purchases, stock

prices will experience increases and decreases while affecting stock returns

(Supriyono and Wibowo, 2008). Some previous studies have shown that
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transaction activities that occur during the holidays and after holidays

experience abnormal returns resulting in the term holiday effect. Lakonishok

and Smidt (1988) in Liano, et al (1992) in Hamid (2003) define the meaning

of holiday is: "... a day when trading would normally have occurred but did

not". According to Ariel (1990) in Tangjiprom (2010), it was explained that

stock trading before the holidays had an abnormal return as usual during

normal trading. Acquiring returns before holidays shows a significant

difference in returns compared to the return on other trading days.

Lakonishok and Smidt (1988) in Chomariah (2004) found that the

average stock return before holidays is higher than the normal daily return

rate. Fields (1934) also found that there was the highest proportion in the

selection of stock trading days before holidays. Meril (1966) also found that

the frequency is disproportionate to the superiority of the Dow Jones

Industrial Average on the day before holidays during the period 1897 to

1965.

Lakonishok and Smidt (1984) also had a research which investigated

the holiday effect which is Christmas, and reported that price increases apply

to all companies (from large to small) on the last trading day before

Christmas. They argued that this increase concerns all stocks regardless the

level of capitalization. Coursey and Dyl (1986) who in their research used

laboratory methods of market experiments, inserted holidays and patterns of

price results. The results are consistent with the fact that stock prices on the

day before the trading holiday are significantly higher than the other days.
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2. Post holiday effect

Liano et.al, (1992) in Hamid (2003) explained that post-holiday effects

(post holiday effect) occur on trading days after holidays. On trading days

after the holiday the stock return is negative and low compared to the return

on other trading days.

Negative stock returns on trading days after holidays and significantly

different compared to other days are caused by information (bad) factors that

have been entered and absorbed by the market if the announcement is made

during holidays (Arumugan, 1999 in Hamid, 2003). Increased trading

activities carried out by individuals on Mondays and there is a tendency that

individual investors tend to make sales rather than purchases, this is one

factor that can explain the occurrence of weekend effects (Lakonishok and

Maberly, 1990 in Christanto, 2009). As a result of sales that are larger than

purchases, the stock price tends to decrease so that the return will be low or

negative.

D. Summary of Previous Research

In this section, there will be discussed on several previous researches

done to examine the impact of Eid-Al Fitr. The study is particularly concerned

with the measurement of volatility associated with the phenomenon of

conditional variance. Some of these studies are:

1. Irfan Ali et. al’s research
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Irfan Ali, Waheed Akhter and Namrah Ashraf (2014) had done

research about the impact of Moslem holy days on stock returns in Asian

stock market.  The study attempts to isolate the impact of Muslim Holy Days

from Gregorian calendar anomalies. The results reveal that Eid-Al Fitr effect

is found in Asian markets and has significant positive effect on stock returns

in Asian stock market, including Saudi Arabia

2. Hinawati’s research

The research conducted by Hinawati (2016) aims to identify the

difference of stock returns before and after Eid-Al Fitr holidays on trade in

Jakarta Stock Exchange in year 2009 – 2014. Independent t-test has been used

to test the research and hypotheses. The findings offer that there is effect of

Idul Fitr Holiday. The results of different tests for each year show that the

average return of the first week before the Eid Fitr holiday tends to be lower

than the average of the other week's return and the average return of the first

week after the Eid-Al Fitr holiday tends to be higher than the average return

for another week. The results of statistical tests for significance levels per year

reveal random results, if observations are made then the results of this pattern

are almost similar to the pattern of the December effect and January effect

where returns tend to fall before the holiday and return will rise after the

holiday.

3. Elyanti’s research

Elyanti’s research (2016) aims to determine whether there is influence

of Eid-Al Fitr on stock return in Indonesia Stock Exchange. The sample used
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in this study are stocks included in LQ - 45 during 2010 - 2014 . The method

used to test the effect of holiday effect on stock returns in the Indonesian

Stock Exchange is t -test, with the preferences will use the ten days before and

ten days after Eid holidays. The result of research during the period of 2010 to

2014 concludes that there is an influence starts from 6 days before the Eid-Al

Fitr Holiday.

4. Indriastuti’s research

Indriastuti (2018) in this study aims to know the effect of Eid Al-Fitr

holiday to abnormal return, security return variability and trading volume

activity at Jakarta Islamic Index by taking 16 companies. The observation

period is 2013-2016. The method used by this research is event study. The

research period takes 6 days, consisting of 3 days before the event and 3 days

after the event. While the instrument of method used for research is paired

sample t-test. The result showed that there are insignificant differences among

abnormal return and security return variability before and after Eid-Al Fitr

holiday. But there is significant different among trading volume activity

before and after Eid-Al Fitr holiday.

E. Conceptual Framework

Since the mid-1970s, there has been an explosion of empirical studies

documenting anomalous regularities in security rates of return. One of the

puzzling empirical findings reported in recent studies is the presence of

abnormally high stock returns on the day before holidays. This paper undertakes
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a further investigation of this holiday (Eid-Al Fitr holiday) effect in stock returns.

The acquisition of high and positive stock returns on the pre-holiday effect day is

significantly different compared to the acquisition of other stock return days on

other trading days because investors take profit-taking to deal with holidays

(Ariel, 1990 in Kim and Park, 1994) In addition there are psychological factors

that encourage investors to bid prices or buy stock prices offered by sellers so

that stock transaction activities increase.

On the other hand, low and negative stock returns occur in the first day

of trading transactions after holidays compared to the average stock return of

other trading days. This is more due to the lack of enthusiasm of the capital

market and the mood of investors in investing their capital on post-holiday

trading days so that it has an impact on low exchange performance (Manurung,

2001 in Latifah, 2012). Another study conducted by Prasetyo (2006) in Latifah

(2012)  revealed that investors tend to sell shares rather than buy stock results in

increased stock offering so that stock prices and stock returns decline.

Hamid (2003) in Latifah (2012) revealed that investors conduct stock

transactions by purchasing stocks before holiday to obtain a positive stock return

in anticipation of a holiday where the market will close. The anticipation of this

holiday causes an increase in market return and the trading volume activity

before Eid-Al Fitr day. Even though the market return did not significantly

change before and after Eid-Al Fitr, does not mean that the stock prices did not

significantly change too. Thus, this research will investigate the change in stock
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prices, market return and trading volume activity in weeks before Eid-Al Fitr and

weeks after Eid-Al Fitr.

FIGURE 2.1. CONCEPTUAL FRAMEWORK

F. Hypothesis Development

Chan, et al (1996) found that religious holidays are more influential

against stock returns rather than national holidays against stock returns.

Difference of stock return before the religious holiday and before the national

holiday happens because on religious holidays, people will spend more money to

meet the needs of religious celebrations so that money which are invested into

fewer days than usual. While before public holidays, people tend to purchase

transactions and the sale of shares like a normal day because on public holidays

of the community not too enthusiastic about spending the money so prefer invest

the funds they have.

Capital market participants generally prefer to hold cash before Idul

Fitri holiday ahead of long holiday so do the action selling, in addition they also

Eid-Al Fitr

(X)

Market Returns

(Y2)

Trading Volume
Activity

(Y3)

Stock Market Index

(Y1)
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tend to release shares they have facing a weeklong holiday to commemorate the

Eid-Al Fitr.

Based on the explanation above and several previous studies as

described previously, the variables used are stock market index in Indonesia

Stock Exchange and Tadawul Stock Exchange in before and after Eid-Al Fitr

holiday, stock market return in Indonesia Stock Exchange and Tadawul Stock

Exchange in before and after Eid-Al Fitr holiday, and trading volume activity in

Indonesia Stock Exchange and Tadawul Stock Exchange in before and after Eid-

Al Fitr holiday.

1. Stock market index in before and after Eid-Al Fitr holiday

Prasetyo (2006) in Latifah (2012) in his research showed that stock

returns which tend to be low and negative on trading days after holidays are

more due to mood factors of investors who tend to sell shares rather than

buying shares so that stock offers increase and result in stock prices

decreasing. The total stock prices are defined as the stock market index,

therefore the stock market index are also affected by the change of stock

prices in before and after Eid-Al Fitr holiday.

H1 : There is impact of Eid-Al Fitr on stock market index

2. Stock market index in Indonesia Stock Exchange and Tadawul Stock

Exchange

Indonesia is one of countries whose citizens are majority Moslems,

which constitute about 80% of the population. Meanwhile, in Saudi Arabia,
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the Moslem population is as much as 97% of its citizens. It means that the

Eid-Al Fitr is celebrated greatly in both countries. This research aims to see

if there is impact of different capital markets (Indonesia Stock Exchange and

Tadawul Stock Exchange) on stock market index.

H2: There is impact of different capital market (Indonesia Stock

Exchange and Tadawul Stock Exchange) on stock market index

3. Stock market return in before and after Eid-Al Fitr holiday

Ariel (1990) in Latifah (2012) revealed that the acquisition of

positive stock returns before holidays is because investors will take profit

taking actions to anticipate holidays where there is no stock trading. Sukor

(2012) in Latifah (2012) in his research showed that there was a significant

difference between stock returns before holidays and stock returns after

holidays.

H3 : There is impact of Eid-Al Fitr on stock market return

4. Stock market return in Indonesia Stock Exchange and Tadawul Stock

Exchange

The great Moslem population in Indonesia Stock Exchange and

Tadawul Stock Exchange might affect the market trading activities in both

countries. Because Saudi Arabia constitutes higher percentage of Moslem

population in its country, there might impact the behavior of investors in
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response to investing activities. This research aims to investigate whether

there is impact of different capital markets on stock market return.

H4: There is impact of different capital market (Indonesia Stock

Exchange and Tadawul Stock Exchange) on stock market return

5. Trading volume activity in before and after Eid-Al Fitr holiday

Trading volume activity is one of indicators of stock market

performance. If there is increase of trading volume activity after an event

(except stock split), there might be an impact of the event on trading volume

activity. This research aims to see whether there is impact of Eid-Al Fitr on

trading volume activity.

H5 : There is impact of Eid-Al Fitr on trading volume activity

6. Trading volume activity in Indonesia Stock Exchange and Tadawul

Stock Exchange

Trading volume activity in two different countries might show a

difference. The change of trading volume activity in impact of an event will

also be different. Eid-Al Fitr might impacts on the increase or decrease of

trading volume activity. This research aims to investigate whether there is

impact of different capital market (Indonesia Stock Exchange and Tadawul

Stock Exchange) on trading volume activity.

H6: There is impact of different capital market (Indonesia Stock

Exchange and Tadawul Stock Exchange) on trading volume activity.



III. RESEARCH METHODOLOGY

A. Research Design

This research is a quantitative research which wants to test the

causality relationship between three couples of variables (Eid-Al Fitr holiday and

stock prices, Eid-Al Fitr holiday and stock market returns, Eid-Al Fitr holiday

and Trading Volume Activity). The method used in this research is event studies

method. Event study research is generally related to how quickly an event

entering the market can be reflected in stock prices (Tandelilin, 2001). The event

study method used in this study was to find out the capital market reaction to the

Eid-Al Fitr holidays to the returns obtained.

This is a descriptive research study. Descriptive research is undertaken

in order to ascertain and be able to describe the characteristics of the variables of

interest in a situation. The goal of a descriptive study is to offer the researcher a

profile or to describe relevant aspects of the phenomenon of interest from an

individual, organizational, industry oriented or other perspectives. Descriptive

studies that present data in a meaningful form thus help the researcher to:

Understand the characteristics of a group in a given situation; think

systematically about aspects in a given situation and offer ideas for further probe

and research. Thus the study will only look at what the effect of Moslem holidays
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are on stock returns but will not consider the how and why of these effects. The

event window used in this research is 20 days, which are 10 days before the Eid-

Al Fitr holiday and 10 days after the Eid-Al Fitr holiday. The study covers a

period of five years from 2014 to 2018.

B. Population and Sample

Population refers to the entire group of people, events, or things of

interest that the researcher wishes to investigate. Population forms a basis from

which the sample or subjects for the study is drawn (Gweyi, 2014). The

population in this study is a census of all the companies quoted at the IDX for

Indonesia’s data and Tadawul All Share Index (TASI) for Saudi Arabia.

The sample chosen therefore needs to be representative of the

population. The sample in this research is the population itself. This research will

use the Jakarta Composite Index (JCI) for Indonesia’s data and Tadawul All

Share Index (TASI) for Saudi Arabia’s data. The daily closing (10 days before

Eid-Al Fitr holiday and 10 days after Eid-Al Fitr holiday) of both indices will be

used in this study. The sample will include weekly observations from the sample

period of  2014 to 2018.

C. Data Collection

The study will make use of secondary data. The data to be collected

from www.idx.co.id and www.tadawul.com will include closing prices in closing

date of the week of both share indices for a period of five years. This form of



32

data collection is appropriate since the study will compare past stock prices to

test for any anomaly. The dates for the Moslem holidays over the years of study

will be collected from www.timeanddate.com. Though the Moslem calendar does

not coincide with the Gregorian calendar then approximations for the dates will

be done where possible and Islamic holidays shall first be converted to Gregorian

calendar before being analyzed.

D. Operational Definition of Variables

According to Husada (2016), operational definitions are aspects of

research that provide us with information on how to measure variables. The

following are more detailed descriptions of each operational variable.

1. Dependent Variable (Y)

The dependent variables of this research are divided into two, which are as

follows:

a. Stock Market Index (Y1)

A stock market index can represent the stock market prices in

capital market. Thus, stock price is the price of a single share of a

number of saleable stocks of a company, derivative or other

financial asset. In layman's terms, the stock price is the highest

amount someone is willing to pay for the stock, or the lowest

amount that it can be bought for. In this research, stock indices will

be used, which are Jakarta Composite Index (JCI) for Indonesia

and Tadawul All Share Index (TASI) for Saudi Arabia.
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b. Stock Market Returns (Y2)

Stock market returns are the returns that the investors generate out

of the stock market. The most common form of generating stock

market return is through stock trading in the capital market, in

which investors could earn stock market return by buying a stock

at lower price and selling at a higher price.

c. Trading Volume Activity (Y3)

Trading Volume is the amount or numbers of stocks traded at a

certain time against the number of outstanding stock at a given

time (Husnan et al., 2005). Stock trading volume is one of

indicators used to see the market reaction to events or information

relating to a stock. The change in trading volume is measured by

Trading Volume Activity (TVA). The magnitude of TVA’s

average change between before and after Eid-Al Fitr holiday, is a

measure of the impact of Eid-Al Fitr holiday.

2. Independent Variable (X)

The independent variable of this research is divided into X1 and X2.

Variable X1 stands for Indonesia’s data, while X2 stands for Saudi

Arabia’s data. In this research, to investigate the difference between the

subjects before and after Eid-Al Fitr holiday, dummy variable will be

used, which are as follows:

X1 = 1 if after Eid-Al Fitr holiday
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X1 = 0 if before Eid-Al Fitr holiday

X2 = 1 for the Tadawul Stock Exchange’s data

X2 = 0 for the Indonesia Stock Exchange’s data

E. Analysis Method

1. Descriptive Statistics Analysis

Descriptive statistics refers to the collection, presentation,

description, analysis and interpretation of data collection (Perez-Vicente

and Ruiz, 2009). Its purpose is to summarize these from a set of values.

Descriptive statistics is the method of obtaining data set conclusions about

themselves. It can be used to summarize or describe any data set, either a

population or a sample.

2. Classical Assumption Test

a. Normality Test

Normality test is used to determine whether or not the normal

distribution of data (Santoso, 2010). Good research data is data that has a

normal distribution. The normal distribution (bell shaped) means the data

has spread evenly so that it can represent the population. Data that is not

normal can be distinguished from the level of skewed (skewness). If the

data tends to be skewed to the left is called positive skewness, if the data

tend to be skewed to the right is called negative skewness, and the data is

said to be normal if the data is symmetrical.
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3. Time Series Data Regression Model Analysis

To estimate the impact of Eid-Al Fitr holiday on stock market

return, a pooled fixed/random effect regression is used across the

inspected stock markets (Indonesia Stock Exchange and Tadawul Stock

Exchange). Fixed effect model is acceptable in the case where our

basically aim is to link up with the policy-related inference while random

effect is preferable before going to final inference if we have significant

access to rich data set and selection contrivance is very well understood.

In the random effects model, the individual-specific effect is a random

variable that is uncorrelated with the explanatory variables.

Hausman test is used to check that whether fixed effect panel

regression is suitable or random effect. If the Hausman test does not show

a significant difference (p> 0.05) it means reflecting that the random

estimator is not appropriate to be used in the regression model. But if the

results are significant (p <0.05), the right model to use is Fixed Effect

Model (FEM).

F. Hypothesis Test

Hypothesis testing is done to produce a decision whether the

hypothesis is accepted or rejected. Hypothesis testing is done to analyze the

effect of independent variables on the dependent variable proposed in the

research hypothesis. Hypothesis testing in this study uses multiple linear

regression analysis.
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1. Multiple Linear Regression Analysis

Regression analysis is performed so as to determine the

correlations between two or more variables having cause-effect relations,

and to make predictions for the topic by using the relation. The regression

using one single independent variable is called univariate regression

analysis, while the analysis using more than one independent variable is

called multivariate regression analysis (Tabachnick, 1996). In

multivariate regression analysis, an attempt is made to account for the

variation of the independent variables in the dependent variable

synchronically (Unver and Gamgam, 1999). The following regression is

estimated to capture the existence of impact of Eid-Al Fitr holiday in both

Indonesia and Saudi Arabia capital market:

Yi = a + b1X1 + b2X2 + ε

where:

Yi = the dependent variable which is the stock market performance,

measured by three elements in capital market:

Y1 = stock market indices

Y2 = stock return

Y3 = Trading Volume Activity

a    = b0 = x̅ when X1 and X2 = 0

X1 = dummy variable for Eid-Al Fitr holiday, with explanations as

follows:

X1 = 1 if after Eid-Al Fitr holiday
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X1 = 0 if before Eid-Al Fitr holiday

X2 = dummy variable for the capital markets, with explanations as

follows:

X2 = 1 for the Tadawul Stock Exchange’s data

X2 = 0 for the Indonesia Stock Exchange’s data

To figure out more about the analysis for each dependent variable, the

models are explained in the following regressions:

1. Y1 = a + b1X1 + b2X2 + ε

With explanations as follows:

Y1 = the stock market indices

a    = b0 = x̅ of stock prices when X1 and X2 = 0

b1 = difference in stock prices before and after Eid-Al Fitr holiday

b2 = difference in stock prices in Indonesia and Tadawul

StockExchange

a + b1 = mean of stock prices between before and after Eid-Al Fitr

holiday

a + b2 = mean of stock prices between Indonesia and Tadawul Stock

Exchange

2. Y2 = a + b1X1 + b2X2 + ε

With explanations as follows:

Y1 = the stock return

a    = b0 = x̅ of stock return when X1 and X2 = 0
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b1 = difference in stock return before and after Eid-Al Fitr holiday

b2 = difference in stock return in Indonesia and Tadawul Stock

Exchange

a + b1 = mean of stock return between before and after Eid-Al Fitr

holiday

a + b2 = mean of stock return between Indonesia and Tadawul Stock

Exchange

3. Y3 = a + b1X1 + b2X2 + ε

With explanations as follows:

Y3 = the Trading Volume Activity

a    = b0 = x̅ of trading volume activity when X1 and X2 = 0

b1 = difference in trading volume activity before and after Eid-Al Fitr

holiday

b2 = difference in trading volume activity in Indonesia and Tadawul

Stock Exchange

a + b1 = mean of trading volume activity between before and after

Eid-Al Fitr holiday

a + b2 = mean of trading volume activity between Indonesia and

Tadawul Stock Exchange

2. Partial Test (t-test)
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According to Ghozali (2009) a partial test basically shows to

determine the effect of each independent variable on the dependent

variable. The significant level used is at 0,05. Acceptance or rejection

criteria for H0 are as follows:

a. If T counts < T table or -T counts > - T table, then H0 is accepted.

b. If T counts > T table or T-count < -T table, then H0 is rejected.

Criteria for decision making based on p-value at a 95% confidence

level or a significant level of 0.05 are as follows:

a. If the p-value is > 0.05, then H0 is accepted. That is, it does not have a

significant partial effect.

b. If the p-value is < 0.05, then H0 is rejected. That is, there is a significant

partial effect.

3. Determination Coefficient Test (R²)

According to Ghozali (2009) the coefficient of determination (R2)

essentially measures how far the ability of the model in explaining

variations in independent variables. The coefficient of determination is

between zero and one. If the R2 value is small, it means that the ability of

the independent variables to explain the variation of the dependent

variable is very limited. However, if the R2 value approaches one, it means

that the independent variables provide almost all the information needed

to predict the variation of the dependent variable.



V. CONCLUSION AND SUGGESTION

A. Conclusion

The result of statistical test has constructed these following conclusions:

1. Performance of stock market index

The average value of stock market index changes (increases) after Eid-

Al Fitr, but the statistical test shows that the result is not significant,

which means that there is no impact of Eid-Al Fitr on stock market

index. Hence, there is difference of stock market index performance

between Indonesia Stock Exchange and Tadawul Stock Exchange.

2. Performance of stock market return

The average value of stock return changes (decreases) after Eid-Al Fitr

and the result of the statistical test is significant. This means that there

is impact of Eid-Al Fitr on stock market return. But, there is no

difference of stock market return performance between Indonesia

Stock Exchange and Tadawul Stock Exchange.

3. Performance of trading volume activity

The average value of trading volume activity changes (decreases) after

Eid-Al Fitr, but the statistical test shows that the result is not

significant, which means that there is no impact of Eid-Al Fitr on
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trading volume activity. Hence, there is difference of trading volume

activity performance between Indonesia Stock Exchange and Tadawul

Stock Exchange.

4. Impact of Eid-Al Fitr on Stock Market Performance

The result of statistical test has proven that Eid-Al Fitr only impacts

the performance of stock market return, but the different capital

market does not give impact of a difference stock market return. This

supports the previous research which found that there is impact of Eid-

Al Fitr on stock market return, which is a decrease of stock market

return after Eid-Al Fitr.

In conclusion, Eid-Al Fitr only impacts the performance of stock

market return, while the stock market return and trading volume activity are

not affected. On the other side, there is a difference of the performance of

stock market return and trading volume activity between Tadawul Stock

Exchange and Indonesia Stock Exchange. Eid-Al Fitr is a normal event which

happens annually, and people in every country which celebrates Eid-Al Fitr

will always have idea about the day of Eid-Al Fitr in every year, especially in

Indonesia and Saudi Arabia. It means that there is nobody who does not know

about the day, and nobody gets abnormal return.
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The period of research using daily data and within ten days may not be

enough to be able to assess if there is impact of Eid-Al Fitr on stock market

performance. Future researchers are suggested to use weekly data that the

stock market performance has changed a lot.

B. Suggestion
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