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Abstract 
 

This paper empirically investigates the difference of the performance between 
shari’ah-based and non shari’ah-based IPO firms. Our sample made IPOs on the Jakarta 
Stock Exchange1 (JSX) between July 2001 and December 2005. The sample consists of 8 
shari’ah- and 37 non shari’ah-based IPO firms. The results show that, when using equally-
weighted cumulative abnormal returns (EWCARs) and equally-weighted buy-and-hold 
abnormal returns (EWBHARs), the long-run performance of IPOs between shari’ah and 
non shari’ah firms are significantly different. However, the significance disappears when 
the returns are calculated with value-weighted cumulative abnormal returns (VWCARs) 
and value-weighted buy-and-hold abnormal returns (VWBHARs). Further, the results show 
that shari’ah-based IPO firms outperform the market in almost every month over two years, 
except month 7 and 10 when using VWCARs. However, non shari’ah-based IPO firms 
underperform in almost every month over two years. 
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1.  Introduction 
The studies of long-run share performance have focused extensively on IPOs of privately held 
enterprises. The results reveal that the long-run share performance of IPOs underperforms (e.g. Ritter, 
1991; Loughran, 1993; Loughran and Ritter, 1995; Servaes and Rajan, 1997; Hartanto and Ediningsih, 
2004; Manurung and Soepriyono, 2006). In this paper, we investigate the long-run performance of 
shari’ah-based IPO firms. Our research sheds additional light on the performance of IPOs by 
empirically examining the long-run performance of shari’ah-based IPO firms. We therefore add to the 
growing body of evidence on the long-run performance of new issuers. Furthermore, the characteristics 

                                                 
1 Indonesia had two capital markets. They were Jakarta Stock Exchange and Surabaya Stock Exchange. Those merged into 

a new name ‘Indonesian Stock Exchange’ (IDX) in November 30th 2007. This research uses the terms ‘Jakarta Stock 
Exchange’ instead of ‘Indonesian Stock Exchange’ as the research period used was prior to merger. 
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of shari’ah-based firms are different from the characteristics of non shari’ah-based firms. We thus hope 
to shed light on whether the characteristics of shari’ah-based IPO firms might affect IPO performance. 

This research makes three distinct contributions to the literature concerning the long-run 
performance of IPOs. First, we use shari’ah- and non shari’ah-based IPO firms as sample. To our 
knowledge, previous research on initial public offerings (IPOs) across countries never uses shari’ah-
based firms as sample. In our research, shari’ah-based IPO firms are those included in Jakarta Islamic 
Composite Index (JICI). To be included in JICI, the firms must comply with principles of shari’ah 
(Halal products), be of the 60 firms with the highest market capitalization, be of the 30 firms with the 
highest daily volume transaction, and have a maximum of 90% debt to total assets. Second, we use two 
different measures to calculate the abnormal returns: cumulative abnormal returns (CARs) and buy-
and-hold abnormal returns (BHARs). Third, we use both equally- and value-weighted returns. Previous 
research on Indonesian IPOs never uses value-weighted returns, except Suherman (2009). One problem 
with using equal-weighted portfolios of securities when calculating CARs is that few investors would 
ever invest the same amount of money in each security they held. An alternative portfolio strategy 
would be to hold a quantity of each security proportional to firm’s market capitalization. 

The remainder of the paper is organized as follows. In section 2, we provide a brief literature 
review concerning the long-run share price performance of IPOs. Section 3 describes the methodology 
of this paper. Section 4 describes the results. And section 5 describes the conclusion. 
 
 

2.  Literature Review 
Behavioral economists have demonstrated that individuals often violate Bayes’ Rule and rational 
choice theories when making decisions under uncertainty in experimental settings (Kahneman and 
Tversky, 1982). In a similar vein, financial economists have also discovered long-run pricing 
anomalies that have been attributed to investor sentiment. Behavioral theories posit that investors give 
too much weight to recent results and trend. Eventually, overoptimistic investors are disappointed and 
subsequent returns decline. 

Ritter (1991) and Loughran and Ritter (1995) propose the window of opportunity hypothesis, 
which suggests that when firms are substantially overvalued, managers are more likely to issue equity, 
taking advantage of the opportune time to lower the cost of capital. In other words, if the window of 
opportunity holds, firms going public in high issue volume periods are more likely to be overvalued 
compared with other IPOs, thus high issue volume periods should be associated with relatively low 
long-run returns. 

Ritter (1991) examines the returns from 1,526 initial public offerings made between 1975 and 
1984. The three-year return was 34.47%. A control sample of 1,526 firms matched for industry and 
size returned 61.86% over the same three years. Loughran (1993) examines the returns from 3,556 
IPOs during 1967-1987 and finds an average six year total return of 17.29% compared with 76.23% for 
the NASDAQ index during an identical period, showing results appreciably worse than Ritter (1991) 
had found for his three year tests. Strong underperformance was also found in comparison with firms 
of similar size on both the New York Stock exchange and on NASDAQ. A regression equation for July 
1973-December 1988 had a statistically significant negative coefficient for having had a IPO within six 
years, even though the exchange and the book to market ratio were controlled for. 

Loughran and Ritter (1995) examine initial public offerings from 1970-1990. They find that the 
average rate of return was only 5% per year for the five years after issuance, compared to 12 percent 
for firms of comparable size. The results are even worse for the median firms, where after five years, 
the 4,753 initial public offerings had a negative return of 39%, while the size matched firms had a 
positive return of 16% for the five years. They calculate that the forgone return was $39 billion dollars, 
making the underperformance of economic significance. 

Servaes and Rajan (1997) examine initial public offerings from 1975-1987. They find a five 
year raw return of 24%. This represented a 47% underperformance when compared against NYSE/ 
AMEX index, a 17% underperformance against the smallest decile from the NYSE / AMEX, and a 
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41% underperformance against firms matched by size and industry. Teoh, Welch, and Wong (1998) 
using firms going public between 1975 and 1984 find underperformance, showing in addition that 
firms using more aggressive accounting had greater underperformance. Aggarwal and Rivoli (1990) 
find that 1598 IPOs offered from 1977 to 1987 underperformed the US market by 13.73% over the first 
250 trading days. 

Gompers and Lerner (2003) examine the performance for up to five years after listing of nearly 
3,661 IPOs in the United States from 1935 to 1972. The sample displays some evidence of 
underperformance when event-time buy-and-hold abnormal returns are used. The underperformance 
disappears, however, when cumulative abnormal returns are utilized. 

The underperformance is not limited to the United States. Levis (1993) examines the three year 
performance of 712 UK IPOs issued between 1980 and 1988 and finds underperformance that varied 
between 8.3% and 23.0%, depending on the benchmark chosen. Uhlir (1989) finds an 
underperformance of 7.4% after one year for German issues 1977-1987. Finn and Higham (1988) 
examine 93 Australian IPOs for 1966-1978. They find that buying at the end of the listing month and 
holding to the end of the first year earned 6.52% below the indices, but that this loss was not quite 
statistically significant. Kunz and Aggarwal (1994) find 42 Swiss IPOs between 1983 and 1989 
experienced an underperformance of 6.1%. Keloharju (1993) finds that the average Finnish IPO lost 
22.4% from the first market trading to three years later, versus 1.6% average decline for the market 
index. The US pattern of underperformance appears to extend to other countries. 

The underperformance effect is not limited to developed countries, but also extends to 
emerging markets. Aggarwal, Leal and Hernandez (1993) find that Brazilian IPOs had an 
underperformance of 47% after three years. For Chile, the underperformance after three years averaged 
23.7%, while for Mexico the underperformance after one year was 19.6%. Dawson (1987) examines 
the one year market adjusted returns for initial public offerings in Hong Kong, Singapore, and 
Malaysia during 1978-1984, and finds those in Hong Kong were down 9.3%, and those in Singapore 
were down 2.7%. However, neither decline was statistically significant. In contrast, there was a 
positive statistical significant overperformance in Malaysia of 18.2%. 

Ahmad-Zaluki, Campbell, and Goodacre (2007) investigate the long-run performance of 454 
Malaysian IPO companies listed on the KLSE during the period 1990 to 2000. The results show that 
Malaysian IPOs significantly overperform their benchmarks when performance is measured using both 
equally-weighted cumulative abnormal returns and buy-and-hold abnormal returns, except when 
matched companies are used as the benchmark. However, this significant overperformance disappears 
when returns are calculated on a value-weighted basis. 

Manurung and Soepriyono (2006) argue that Indonesian IPOs have an underperformance of 
19% three years following IPOs. While Hartanto and Ediningsih (2004) examine the one year 
performance of Indonesian IPOs issued between 1992 and 2001 and find underperformance of 7.83%. 
Suherman (2009) examines the three year performance of 101 IPOs firms between 1999 and 2005 and 
finds that the long-run performance of Indonesian IPOs depends on the methods used. 
Underperformance is found for EWCARs, VWCARs, and EWBHARs. Outperformance, however, is 
found for VWBHARs. 
 
 

3.  Research Method 
3.1. Sample and Data 

Population of this research is the firms listed on Jakarta Stock Exchange (JSX). Target population is 
the firms that went public over period July 1, 2001 to December 31, 2005. The sample of this research 
must meet the following criteria; common stock offerings (both unit offerings and non-unit offerings), 
and non-financial firms. The sample includes shari’ah- and non shari’ah-based IPO firms. The first 
covers 8 companies, and the latter consists of 37 companies. Shari’ah-based IPO firms are those 
included in Jakarta Islamic Composite Index (JICI) for at least one period (one semester). JICI is 
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published twice a year. For the first time JICI was published in July 2001. To be included in JICI, the 
firms must comply with principles of shari’ah (Halal products), be of the 60 firms with the highest 
market capitalization, be of the 30 firms with the highest daily volume transaction, and have a 
maximum of 90% debt to total assets. Data were obtained from JSX statistics, www.e-bursa com, and 
www.jsx.co.id. 
 
3.2. Performance Analysis 

We use two different measures to analyze the long-run abnormal performance: cumulative abnormal 
returns and buy-and-hold abnormal returns. 
 
3.2.1. Cumulative Abnormal Returns 
Cumulative abnormal returns (CARs) are one method of evaluating the long-run performance of 
portfolio securities. The return on a security or index is defined as: 
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where Pi,t and Pi,t-1 are the prices of the security at the end of the current and previous periods, 
respectively. The benchmark-adjusted return for stock i in event month t is defined as: 
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where ri,t is the return for firm i in period t and rm,t is the return on a benchmark (IHSG and LQ45 
market indices) for the same period. The average adjusted return for a portfolio of n stocks in period t 
is the mean of the benchmark-adjusted returns: 
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The cumulative adjusted return is therefore the sum of the average adjusted returns for each 
period: 
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If a firm is delisted before the end of the observation period, the average adjusted return on the 
portfolio for the period in which the firm is delisted and subsequent periods is the mean return for the 
remaining firms. Thus, the cumulative adjusted return on a portfolio is the equal-weighted return on the 
portfolio with monthly rebalancing. 

One problem with using equal-weighted portfolios of securities when calculating CARs is that 
few investors would ever invest the same amount of money in each security they held. An alternative 
portfolio strategy would be to hold a quantity of each security proportional to firm’s market 
capitalization. Thus, we define the value-weighted average adjusted return (VWAR) as: 
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The value-weighted average adjusted return is calculated by weighting each adjusted return by 
the firm’s market capitalization (MKTCAPi) in the previous period. The cumulative value-weighted 
average adjusted return is thus: 
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Again, if a firm is delisted before the end of the two year observation period, it is excluded 
from the calculation of value-weighted average returns in subsequent months. This measure reflects the 
return an investor would obtain by investing in IPO firms in proportion to each firm’s market 
capitalization with monthly rebalancing. 
 
3.2.2. Buy-and-Hold Abnormal Returns (BHARs) 
The use of ‘independent’ monthly rebalancing introduced by Ritter (1991) may introduce a downward 
bias in long-run CARs. Buy-and-hold abnormal returns are therefore used to reduce the statistical bias 
in the measurement of cumulative performance (Conrad and Kaul, 1993). Adopting the calculation 
used by Loughran and Ritter (1995), the 2-year holding period return for company i is defined as the 
geometrically compounded return on the stock in time t as: 
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where ri,t is the monthly raw return on company i in event month t, start is the first event listing month 
and min (T, delist) is the earlier of the last month of JSX-listed trading or the end of the two-year 
window. This measures the total return from a buy-and-hold strategy where a stock is purchased at the 
first closing market price on the day of listing and held until the earlier of (i) its 1-, or 2-year 
anniversary, or (ii) its delisting. 

The mean buy-and-hold abnormal return for both the IPO companies and their benchmarks are 
calculated as: 
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When equal-weighting (EW) employed, wi = 1/n, and when value-weighting (VW) is 
employed, wi = MVi / ∑ MVi , where MVi is the IPO company’s stock market value on the first trading 
day. 

The benchmark adjusted buy-and-hold abnormal return for each company is calculated as: 
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where BHARi,t is the benchmark adjusted buy-and-hold abnormal return of company i in event month 
t, ri,t is the company’s monthly raw return, and rm,t is the relevant monthly benchmark return. A 
positive (negative) value of BHAR indicates that IPOs outperform (underperform) a portfolio 
benchmarks. 

The mean buy-and-hold abnormal return for a period t is defined as: 
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4.  Results 
Table 1 presents the descriptive statistics of gross proceeds from the offerings and initial returns. 
Proceed from the offerings is defined as closing price on the first day of trading multiplied by stocks 
sold at IPO. The initial return is defined as the percent difference between the closing price on the first 
day of trading and the offering price. Panels A and B report the descriptive statistics for non shari’ah- 
and shari’ah-based IPO firms listed on the Jakarta Stock Exchange (JSX), respectively. 

In Panel A, the proceeds from offerings range from a low of 7.8 billion IDR (Indonesian 
Rupiah) to a high of 2,855 billion IDR. The mean of proceeds is 158.46 billion IDR. Its standard 
deviation is 481.57 billion IDR. Its median is 25.20 billion IDR. The first day returns range from a low 
of -30.00% to a high of 204.00%. The mean of first day returns is 48.32%. Its standard deviation is 
57.64%. Its median is 25%. 
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Table 1: Descriptive Statistics 

 
 

Mean Median 
Standard 

Deviation 
Minimum Maximum 

Panel A:      

Non shari’ah IPO firms (n=37)      
Gross proceeds from IPOs (in billion 
Indonesian Rupiah, IDR) 

158.46 25.20 481.57 7.80 2,855.00 

First day returns (%) 48.32 25.00 57.64 -30.00 204.00 

Panel B:      

Shari’ah IPO firms (n=8)      
Gross proceeds from IPOs (in billion 
Indonesian Rupiah, IDR) 

352.87 84.79 659.95 10.00 1,944.44 

First day returns (%) 32.99 34.52 28.96 00.00 69.23 

 
In Panel B, the proceeds from offerings range from a low of 10.00 billion IDR (Indonesian 

Rupiah) to a high of 1,944.44 billion IDR. The mean of proceeds is 352.87 billion IDR. Its standard 
deviation is 659.95 billion IDR. Its median is 84.79 billion IDR. The first day returns range from a low 
of 00.00% to a high of 69.23%. The mean of first day returns is 32.99%. Its standard deviation is 
28.96%. Its median is 34.52%. 

Table 2 presents the BHARs for one and two years following the issues. Panel A reports equal-
weighted BHARs. For shari’ah-based IPO firms, we find outperformance of 73.65% (t-stat=1.39, 
insignificant) and 71.87% (t-stat=1.65, insignificant) when we use the IHSG and LQ45 market indices 
as benchmarks. For non shari’ah-based IPO firms, we find underperformance of 25.68% (t-stat= -2.66, 
sig at 1% level) one year following the issues when we use IHSG market indices as a benchmark. For 
the LQ45 market benchmark, we also find underperformance of 23.81% (t-stat= -2.81%, sig at 1% 
level). Two years following the issues, we find outperformance of 57.53% (t-stat=1.26, insignificant) 
and 71.87% (t-stat=0.96, insignificant) for shari’ah-based IPO firms when we use both IHSG and 
LQ45 market benchmarks. For non shari’ah IPO firms, we find underperformance of 75.63% (t-stat= -
6.10, sig at 1% level) and 23.81% (t-stat= -6.23, sig at 1% level) when the benchmarks are IHSG and 
LQ45 indices. The t-tests for the two mean independent samples show that the long-run performance of 
IPOs between shari’ah and non shari’ah-based firms one year following IPOs is insignificantly 
different (t-stats=1.75 and 1.76) for both IHSG and LQ45 market benchmarks. However, the difference 
of performance between the shari’ah and non shari’ah-based IPO firms two year following the issues is 
significant at 5% level (t-stats=2.27 and 2.27) when both IHSG and LQ45 market indices are used as 
benchmarks. 
 
Table 2: One- and Two- Year Post-IPO Buy-and-Hold Abnormal Returns Versus Market Benchmarks 

 
 Panel A. Equally-Weighted Returns 

 1 Year 2 Years 

 

Shari’ah 

Non 

Shari’ah 

IPOs 

Difference 

of Means 
Shari’ah 

Non 

Shari’ah 

IPOs 

Difference 

of Means 

IHSG market benchmark 73.65% -25.68%  57.53% -75.63%  
t-stat 1.39 -2.66a 1.75 1.26 -6.10a 2.27b 
n 8 37  8 33  
LQ45 market benchmark 71.87% -23.81%  71.87% -23.81%  
t-stat 1.65 -2.81a 1.76 0.96 -6.23a 2.27b 
n 8 37  8 33  

 Panel B. Value-Weighted Returns 

 1 Year 2 Years 

 

Shari’ah 

Non 

Shari’ah 

IPOs 

Difference 

of Means 
Shari’ah 

Non 

Shari’ah 

IPOs 

Difference 

of Means 

IHSG market benchmark 0.41% -0.62%  5.73% -0.53%  
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Table 2: One- and Two- Year Post-IPO Buy-and-Hold Abnormal Returns Versus Market Benchmarks - 
continued 

 
t-stat 0.44 -1.91c 1.27 1.47 -4.66a 0.79 
n 8 37  8 33  
LQ45 market benchmark 0.40% -0.66%  5.71% -0.56%  
t-stat 0.51 -1.87c -0.81 1.56 -5.84a 1.26 
n 8 37  8 33  

a,b,c Indicate significant at the 1%, 5%, and 10% levels, respectively, using a two-tailed test. 

 
Panel B reports value-weighted buy-and-hold abnormal returns (VWBHARs) for both shari’ah 

and non shari’ah-based IPO firms. For shari’ah-based IPO firms, we find overperformance of 0.41% (t-
stat=0.44, insignificant) and 0.40% (t-stat=0.51, insignificant) one year following IPOs when we use 
the IHSG and LQ45 market indices as the benchmarks. Two years after IPOs, the performance rises to 
5.73% (t-stat=1.47, insignificant) and 5.71% (t-stat=1.56, insignificant). For non shari’ah-based IPO 
firms, we find underperformance of 0.62% (t-stat= -1.91, sig at 10% level) and 0.66% (t-stat= -1.87, 
sig at 10% level) one year following IPOs when we use IHSG and LQ45 market indices as 
benchmarks. For two years following the IPOs, the performance is -0.53% (t-stat=-4.66, sig at 1% 
level) when the benchmark is IHSG market indices, and -0.56% (t-stat=-5.84, sig at 1% level) when the 
benchmark is LQ45 market indices. The t-tests of difference of means reveal that the difference of 
long-run performance between shari’ah and non shari’ah-based IPO firms one and two years following 
the issues is insignificant for both IHSG and LQ45 market benchmarks. 

Table 3 presents equally-weighted cumulative abnormal returns (EWCARs) over two years. For 
shari’ah-based IPO firms, we find outperformance in every single month. When we use the IHSG 
market indices as benchmark, abnormal returns reach 43.04% (t-stat=2.26, sig at 10% level) in month 
1. In month 2 and 3, the abnormal returns slightly shrink to 41.31% (t-stat=1.76, insignificant) and 
40.76% (t-stat=1.50, insignificant). In first semester (month 6), the returns soar to 50.22% (t-stat=1.86, 
insignificant). The lowest abnormal returns are 33.57% (t-stat=1.10, insignificant) in month 9. One 
year following the issues, the abnormal returns rise to 54.34% (t-stat=1.76, insignificant). The highest 
abnormal returns are 75.32% (t-stat=1.93, sig at 10% level) in month 15. The returns reduce to 60.91% 
(t-stat=1.27, insignificant) two years following IPOs. When LQ45 market indices are used as a 
benchmark, abnormal returns reach 41.80% (t-stat=2.09, sig at 10% level) in month 1. In month 2 and 
3, the abnormal returns slightly shrink to 40.21% (t-stat=1.92, sig at 10%) and 39.36% (t-stat=1.30, 
insignificant). In first semester (month 6), the returns soar to 48.12% (t-stat=1.44, insignificant). The 
lowest abnormal returns are 32.20% (t-stat=0.82, insignificant) in month 9. One year following the 
issues, the abnormal returns reach 51.83% (t-stat=1.20, insignificant). The highest abnormal returns are 
72.18% (t-stat=2.26, sig at 10% level) in month 15. The returns drop to 56.99% (t-stat=1.37, 
insignificant) two years following IPOs. 
 
Table 3: Equally-Weighted Cumulative Abnormal Returns Versus Market Benchmarks 

 

 Shari’ah-Based IPO Firms Non Shari’ah-Based IPO Firms 
Difference of 

Means 

Month 
# 

Stocks 

EW- 

CARs 

(%) 

IHSG-

adj 

t-stat 

EW- 

CARs 

(%) 

LQ45-

adj 

t-stat 
# 

Stocks 

EW- 

CARs 

(%) 

IHSG-

adj 

t-stat 

EW- 

CARs 

(%) 

LQ45-

adj 

t-stat 

t-test’ 

(IHSG-

adj) 

t-test’ 

(LQ45-

adj) 

1 8 43.04 2.26c 41.80 2.09c 37 18.59 1.04 18.73 1.06 0.94 0.89 
2 8 41.31 1.76 40.21 1.92 c 37 18.84 1.09 17.96 1.05 0.90 0.90 
3 8 40.76 1.50 39.36 1.30 37 11.84 0.66 10.90 0.61 1.08 1.08 
4 8 49.10 1.93c 47.08 1.37 37 12.64 0.69 11.06 0.61 1.10 1.09 
5 8 49.32 1.93c 46.97 1.36 37 9.85 0.53 7.56 0.41 1.20 1.21 
6 8 50.22 1.86 48.12 1.44 37 2.11 0.11 -0.84 -0.04 1.38 1.42 
7 8 38.45 1.29 36.59 1.03 37 -5.37 -0.27 -8.52 -0.44 1.32 1.37 
8 8 36.62 1.16 35.30 1.15 37 -5.53 -0.28 -8.53 -0.43 1.37 1.43 
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Table 3: Equally-Weighted Cumulative Abnormal Returns Versus Market Benchmarks - continued 

 
9 8 33.57 1.10 32.20 0.82 37 -10.20 -0.51 -13.96 -0.71 1.30 1.37 
10 8 40.01 1.40 38.54 0.89 37 -12.48 -0.62 -15.96 -0.79 1.42 1.47 
11 8 48.39 1.60 46.03 1.07 37 -13.46 -0.65 -16.63 -0.81 1.64 1.66 
12 8 54.34 1.76 51.83 1.20 37 -13.51 -0.64 -16.86 -0.81 1.96 c 1.98 c 
13 8 47.00 1.54 44.82 1.01 33 -13.79 -0.58 -17.76 -0.75 1.79 c 1.86 c 
14 8 45.08 1.29 43.13 0.75 33 -20.18 -0.84 -23.95 -1.00 1.83 c 1.90 c 
15 8 75.32 1.93c 72.18 2.26c 33 -16.21 -0.68 -19.77 -0.84 2.34b 2.38 b 
16 8 69.22 2.05c 65.70 2.21 c 33 -22.37 -0.94 -25.80 -1.08 2.45 b 2.48 b 
17 8 63.43 1.25 59.98 1.21 33 -23.60 -0.95 -27.92 -1.13 2.37 b 2.42 b 
18 8 59.93 1.21 56.28 1.14 33 -29.61 -1.19 -34.44 -1.38 2.43 b 2.48 b 
19 8 56.73 1.16 53.41 1.08 33 -31.79 -1.26 -36.91 -1.46 2.41 b 2.47 b 
20 8 55.22 1.14 52.45 1.14 33 -32.43 -1.28 -37.23 -1.48 2.41 b 2.49 b 
21 8 62.08 1.33 58.42 1.28 33 -32.43 -1.25 -37.92 -1.46 2.63 b 2.71 b 
22 8 58.70 1.25 55.10 1.21 33 -34.88 -1.33 -40.41 -1.55 2.76 b 2.83 b 
23 8 63.81 1.33 60.36 1.42 33 -37.11 -1.40 -42.77 -1.62 3.03 a 3.10a 
24 8 60.91 1.27 56.99 1.37 33 4.82 0.09 -0.81 -0.02 1.08 1.12 

a,b,c Indicate significant at the 1%, 5%, and 10% levels, respectively, using a two-tailed test. 
‘ t-test of difference of means 

 
For non shari’ah-based IPO firms, in general we find underperformance over 24 months. When 

we use the IHSG market indices as benchmark, we find positive abnormal returns over the first six 
months following IPOs. In month 1, the abnormal returns are 18.59% (t-stat=1.04, insignificant). The 
abnormal returns slightly augment to 18.84% (t-stat=1.09, insignificant) in month 2. Then they drop to 
11.84% (t-stat=0.66, insignificant) in month 3. In month 4, they slightly rise to 12.64% (t-stat=0.69, 
insignificant). In first semester following IPOs, the abnormal returns drop to 2.11% (t-stat=0.11, 
insignificant). The negative abnormal returns appear in month 7 up to month 23. In general, the 
negative abnormal returns mount from month 7 to 23, except in month 15. All are insignificant. One 
year following the issues, the negative abnormal returns fall to 13.51% (t-stat=-0.64, insignificant). In 
month 18, the negative abnormal returns shrink to 29.61% (t-stat=-1.19, insignificant). The highest 
negative abnormal returns are 37.11% (t-stat=-1.40, insignificant) in month 23. The returns sharply 
soar to 4.82% (t-stat=0.09, insignificant) two years following IPOs. When LQ45 market indices are 
used as a benchmark, we find positive abnormal returns over the first five months following IPOs. In 
month 1, the abnormal returns get its highest at 18.73% (t-stat=1.06, insignificant). The abnormal 
returns slightly shrink to 17.96% (t-stat=1.05, insignificant) in month 2. Then they slump to 10.90% (t-
stat=0.61, insignificant) in month 3. In month 4, they slightly ascend to 11.06% (t-stat=0.61, 
insignificant). In month 5, the positive abnormal returns get its lowest at 7.56% (t-stat=0.41, 
insignificant). The negative abnormal returns begin in month 6 up to month 24. In general, the negative 
abnormal returns rise in month 6 up to month 23, except in month 15. All are insignificant. In the first 
semester following IPOs, the abnormal returns drop to -0.84% (t-stat=-0.01, insignificant). One year 
following the issues, the negative abnormal returns drop to 16.86 % (t-stat=-0.81, insignificant). In 
month 18, the negative abnormal returns sharply fall to 34.44% (t-stat=-1.38, insignificant). The 
negative abnormal returns hit its highest at 42.77% (t-stat=-1.62, insignificant) in month 23. The 
negative abnormal returns shrink to its lowest at 0.81% (t-stat=-0.02, insignificant) two years following 
IPOs. 

We, then, compare the performance of non shari’ah and shari’ah-based IPO firms. In the short 
period, statistically there is no difference between them. The difference tests of long-run performance 
between shari’ah- and non shari’ah-based IPO firms one up to eleven months following IPOs are 
insignificant when both IHSG and LQ45 market indices are used as benchmarks. However, beginning 
month 12 up to month 23, the mean tests of two independent samples are significant at level of 1%, 5% 
and 10%, respectively. T-stats are 1.96 (sig at 10%) and 1.98 (sig at 10%) one year following IPOs 
when the IHSG and LQ45 market indices are used as benchmarks. T-stats are 2.43 (sig at 5%) and 2.48 
(sig at 5%) in month 18 when we use the IHSG and LQ45 market indices as benchmarks. In month 23, 
the t-stats are 3.03 (sig at 1%) and 3.10 (sig at 1%) when the IHSG and LQ45 market indices are used 
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as benchmarks. Two years following IPOs the difference tests show insignificant (t-stat=1.08 and 1.12) 
for both IHSG and LQ45 market benchmarks. 

Table 4 presents value-weighted cumulative abnormal returns (VWCARs) over two years for 
shari’ah- and non shari’ah-based IPO firms. For shari’ah-based IPO firms, outperformance is found in 
almost every month over two years after IPOs except in month 7 and 10 showing underperformance. 
Furthermore, the outperformance shows insignificant in every month over two years. When we use 
IHSG market indices as benchmark, we find outperformance of 1.37% (t-stat=0.88, insignificant) one 
month after IPOs. In month two, outperformance shrinks to 0.73% (t-stat=0.28, insignificant). The 
outperformance slightly decreases to 0.63% (t-stat=0.18, insignificant) in month 3. One semester after 
IPOs, we find outperformance of 1.81% (t-stat=0.33, insignificant). We find outperformance of 2.77% 
(t-stat=0.41, insignificant) one year following the issues. In month 18, outperformance of 10.24% (t-
stat=1.07, insignificant) is found. Two years following IPOs, outperformance is at its highest of 
47.70% (t-stat=1.04, insignificant). When LQ45 market indices are used as a benchmark, we find 
outperformance of 1.27% (t-stat=1.85, insignificant) in month 1. In month 2, the outperformance 
shrinks to 0.79% (t-stat=0.31, insignificant). In month 3, the outperformance slightly increases to 
0.89% (t-stat=0.27, insignificant). One semester following the IPOs, we find outperformance of 1.98% 
(t-stat=1.81, insignificant). We find outperformance of 2.61% (t-stat=0.39, insignificant) one year 
following the issues. In month 18, outperformance of 9.92% (t-stat=1.01, insignificant) is found. Two 
years following IPOs, outperformance soars to at its highest of 47.02% (t-stat=1.03, insignificant). We, 
however, find underperformance of 0.37% (t-stat=-0.05) and 1.13% (t-stat=-0.12, insignificant) in 
month 7 and 10, respectively. 

For non shari’ah-based IPO firms, we find underperformance over 24 months except 1, 2 and 4 
months following the IPOs. When we use the IHSG market indices as benchmark, we find 
outperformance of 8.60% (t-stat=1.22, insignificant), 3.95% (t-stat=1.28, insignificant), and 0.56% (t-
stat=0.21, insignificant) in month 1, 2, and 4, respectively. Six months after the issues, we find 
underperformance of 6.95% (t-stat=-1.04, insignificant). One year following IPOs, the 
underperformance shrinks to 18.00% (t-stat=-1.31, insignificant). In month 18, the underperformance 
drops to 27.48% (t-stat=-3.99, sig at 1% level). Two years following IPOs we find underperformance 
of 25.97% (t-stat=-2.92, sig at 1% level). We find the highest underperformance of 28.48% (t-stat=-
4.08, sig at 1%) twenty months after IPOs. When LQ45 market indices are used as a benchmark, we 
find positive abnormal returns in month 1, 2 and 4 after IPOs. The outperformance are 9.55% (t-
stat=1.24, insignificant), 4.77% (t-stat=1.45, insignificant) and 0.34% (t-stat=0.14, insignificant) in 
month 1, 2 and 4, respectively. We find underperformance of 8.28% (t-stat=-1.17, insignificant) six 
months following IPOs. The underperformance slumps to 19.33% (t-stat=-1.38, insignificant) one year 
after the issues. In month 18, underperformance drops to 26.74% (t-stat=-3.72, sig at 1%). The 
underperformance slightly shrink to 27.54% (t-stat=-3.48, sig at 1%) in month 24. 
 

Table 4: Value-Weighted Cumulative Abnormal Returns Versus Market Benchmarks 
 

 Shari’ah-Based IPO Firms Non Shari’ah-Based IPO Firms Difference of Means 

Month 
# 

Stocks 

VW- 

CARs 

(%) 

IHSG-

adj 

t-stat 

VW- 

CARs 

(%) 

LQ45-

adj 

t-stat 
# 

Stocks 

VW- 

CARs 

(%) 

IHSG-

adj 

t-stat 

VW- 

CARs 

(%) 

LQ45-

adj 

t-stat 

t-test’ 

(IHSG-

adj) 

t-test’ 

(LQ45-

adj) 

1 8 1.37 0.88 1.27 0.85 37 8.60 1.22 9.55 1.24 -0.23 -0.38 
2 8 0.73 0.28 0.79 0.31 37 3.95 1.28 4.77 1.45 -0.05 -0.10 
3 8 0.63 0.18 0.89 0.27 37 -2.50 -0.62 -2.44 -0.58 0.33 0.42 
4 8 1.92 0.26 1.92 0.27 37 0.56 0.21 0.34 0.14 0.25 0.26 
5 8 2.71 0.41 2.71 0.42 37 -4.03 -1.01 -4.13 -0.98 0.54 0.56 
6 8 1.81 0.33 1.81 0.34 37 -6.95 -1.04 -8.28 -1.17 0.58 0.66 
7 8 -0.15 -0.02 -0.37 -0.05 37 -13.62 -1.39 -14.94 -1.44 0.34 0.36 
8 8 3.22 0.31 3.32 0.32 37 -14.42 -1.32 -15.73 -1.37 0.59 0.63 
9 8 0.25 0.02 0.26 0.03 37 -13.80 -1.23 -15.40 -1.33 0.31 0.35 

10 8 -1.16 -0.12 -1.13 -0.12 37 -14.71 -1.29 -16.03 -1.35 0.20 0.24 
11 8 0.17 0.02 0.08 0.01 37 -18.24 -1.29 -19.47 -1.31 0.46 0.49 
12 8 2.77 0.41 2.61 0.39 37 -18.00 -1.31 -19.33 -1.38 0.90 0.93 
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Table 4: Value-Weighted Cumulative Abnormal Returns Versus Market Benchmarks - continued 
 

13 8 5.96 0.75 5.79 0.74 33 -20.47 -2.72b -21.01 -2.81a 0.99 0.99 
14 8 12.63 1.52 12.60 1.51 33 -23.51 -3.11a -23.52 -3.02a 1.83 1.82 
15 8 9.98 1.56 10.13 1.55 33 -21.78 -2.43b -22.75 -2.61b 1.90c 1.91c 
16 8 8.81 1.33 9.13 1.32 33 -21.94 -2.47b -22.92 -2.68b 1.66 1.66 
17 8 9.63 1.22 10.04 1.21 33 -23.95 -2.99a -24.20 -3.03a 1.56 1.54 
18 8 10.24 1.07 9.92 1.04 33 -27.48 -3.99a -26.74 -3.72a 1.43 1.39 
19 8 9.69 1.01 9.01 0.97 33 -27.58 -4.13a -26.90 -3.86a 1.39 1.34 
20 8 16.60 1.12 16.20 1.10 33 -28.48 -4.08a -27.11 -3.80a 1.37 1.33 
21 8 22.82 1.15 22.60 1.14 33 -27.60 -3.71a -27.45 -3.55a 1.33 1.31 
22 8 38.20 1.04 38.34 1.02 33 -27.38 -3.54a -26.90 -3.35a 1.13 1.11 
23 8 40.29 1.05 40.66 1.04 33 -26.54 -3.19a -27.50 -3.39a 1.14 1.13 
24 8 47.70 1.04 47.02 1.03 33 -25.97 -2.92a -27.54 -3.48a 1.11 1.10 

a,b,c Indicate significant at the 1%, 5%, and 10% levels, respectively, using a two-tailed test. 
' t-test of difference of means 
 

Finally, we compare the performance of non shari’ah and shari’ah-based IPO firms. The tests of 
means show that there is no difference of long-run performance between shari’ah- and non shari’ah-
based IPO firms in month 1 up to 24, except in month 15 showing significant at 10% level (t-stat=1.90) 
for IHSG market benchmark, and also significant at 10% (t-stat=1.91) for LQ45 market benchmark. T-
stats are 0.58 (insignificant) and 0.66 (insignificant) six months after the issues when the IHSG and 
LQ45 market indices are used as benchmarks. T-stats are 0.90 (insignificant) and 0.93 (insignificant) 
one year following IPOs when the IHSG and LQ45 market indices are used as benchmarks. T-stats are 
1.43 (insignificant) and 1.39 (insignificant) in month 18 when we use the IHSG and LQ45 market 
indices as benchmarks. Two years following IPOs the difference tests show insignificant (t-stats=1.11 
and 1.10) for both IHSG and LQ45 market benchmarks. 
 
 

5.  Conclusion 
This study examines the difference of long-run performance of IPOs between shari’ah- and non 
shari’ah-based firms. Our sample comprises 45 firms going public between July 2001 and December 
2005 on the Jakarta Stock Exchange. When we use EWCARs and EWBHARs, the performance 
between the groups is significantly different. But, there is no statistically difference when the 
performance is measured with VWCARs and VWBHARs basis. Interestingly, the CARs appear to be 
positive in almost every month over two years following IPO for shari’ah-based firms, but not for non 
shari’ah-based firms showing underperformance. Question rises regarding the findings; why do 
shari’ah-based IPO firms perform much better compared to non shari’ah-based IPO firms? It is needed 
further research to support or reject our findings. 
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