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tionof mutua lifeinthe nationscommunitiesguided by human rightslaw; sec-
ond, thereisajustice redistribution, where asweak and poor statesremained
have the freedom to determine their economic policiesand international eco-
nomic law rulesthat give necessity on humanrightslaw; and third, fair repre-
sentation to eliminate the democracy deficit that has been practiced by interna-
tional economic institutions. Such three issues stated by Chimni, asoutlined
above, have not been reflected in the current international system.

Based on the above anaysis, we may concludethat international law has
faced fundamenta changes. Asdefromthestructural changesrelaingto sate's
rolewith itssovereignty, and the more significant role of non-state actors, inter-
national law isfaced by mgor problems of fairness. Economic globalization
createsinternationa law regimethat isnot prejudiced for mgor countriesinthe
world. International law is established for mutual benefit of all nations, where
human dignity and values become central elements. As stated by L ung-chu
Chen that “the ultimate goal should be the establishment of aworld community
of human dignity” > Theright to development for backward countriesto enjoy
better lifeisamost important part of theinternational law system oriented to
fairness. According to theauthor’s opinion, the sustainability and stability of
internationa law asasystem that regul atesinternationa relation will depend on
how far thisfairness dimension isaccomplished in theredlity of transnationa
life. Thisisaprocessthat needs greeat effort and time.

%3 Lung-chu Chen, An Introduction to Contemporary International Law: A Policy-oriented
Perspective, New Haven and London: Yale University Press, 1989, p.4
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This paper discusses three areas, namely investment, investors’
characteristics, and a place of investment, which is stock market. Ininvesting
in stock market, investors need to utilize funds which are not currently used
so they would not worry about the decrease value that may occur in a short
term. Investors need to under stand the risks which can be tolerated to invest.
On the other hand, investors must be protected to prevent inappropriate
transactions. Regulators must endorse rules regularly revised to suit the
existing condition that can satisfy many parties.
Keywords. Investment, investor’ s characteristics, capital market.

|.Introduction

Thelast two years, thetel evision and the newspapers have been reporting
newsmany investorssuffering financia |osses, because of theignoranceor greed
of investorsthemselves, or bad faith of biddersinvestment products. Institu-
tionsthat inflicted financid lossto theinvestorsin Indonesiaare not only local
investment ingtitution but a so internationd ingtitutions such as experienced by
Vincent Lingga, acustomer of Citibank, which bought L ehman Brothers prod-
uctsfrom Citibank. The decaiversawaysoffer abrilliant result. Whenusing the
interest rate, theinterest islarge enough and nearly equal totheinterest ratefor
bank loans offered to rural. Table 1 showstheingtitutionsor individualswho
offer investment productsand lossesincurred.

Therearemany methodsused by theingtitutionsor individuasto fundsthat
will not bereturned to itsowner. Fraud causes many investors suffered large
and varied lossesfrom Rp 2,4 billionto Rp800 hillion.

Thisarticle presentsthree discussions: investing, investor characteristics,

1 Author is a Professor in ABFII PERBANAS Jakarta. This paper was delivered in his
inauguration as a professor, March 18th, 20009.
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Table 1. Embezzlement Casein Indonesia

Year Case M odus
1987 Y ayasan Keluarga Adil Cooperation Savings and Loans
Makmur (YKAM)
1992 PT Multi jaya Indovesco General Trade
PT Suti Kelola Illegal Bank with interest of 3,5% per
month + 2,5%
Loss of Rp 3 billion
1995 PT Sapta mitra Ekakarya (Danasonic | Regular Social Gathering
Social Gathering)
1998 PT Banyumas Mulya Abadi (BMA) | lllegal Bank with interest 90% per 21
Koperasi Simpan Pinjam (Kospin) Days
Sulawes Selatan Illegal Bank, Loss of approx. Rp. 800
Billion
1999 PT Era Catur Wicaksana MLM
(New Era21)
2000 Yayasan Misi Islam Ahli Sunnah The share of ancient royal legacy
Waljama' ah (Y amisa)
2002 PT Qurnia Subur Alam Raya | Agro business
(QSAR)
2003 PT Adess Sumber Hidup Duck Farming Agro business
Dinamika (ADD Farm)
PT Probest International Indonesia
2005 CV Investindo Illegal Bank with interest of 25 %
Perorangan LC, Bali Lossof Rp. 49 Billion
2006 Interbanking Bisnis Terencana | lllegal Bank, interest 4 % / bulan
(IBIST)
2007 CV MitraWirausaha Indonesia Lossof Rp. 24,8 Billion
PT Wahana Bersama Globalindo Selling agent of Dressel Investment
Ltd. Loss of Rp. 3,5
PT Sarana Perdana Inglobal
Loss of Rp. 8 trillion with investment
offers approximately 26% interest per
annum
PT Kharisma Tiga Sarana
(KTS) Loss of Rp. 14 Million
2008 CV Jamina, Kab. Tegal MLM
PT Artaboga SekuritasArly, Investment to Mutual Fund
Perorangan PT Sarijaya
Loss of Rp. 2,4 miliar
Securities
Loss of Rp. 240 miliar
PT DBS Securities
Selling shares without investors’
instruction
2009 PT Bumi Moro Artha Kencana, MLM

Purwokerto

Source: PT Finansial Bisnis Informasi
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and placeto invest, the capital market. The capital market isidentical to the
IndonesiaStock Exchange (IDX). The bond market, traded in the third mar-
ketsknown asover the counter (OTC), alsoincludescapita markets. IDX isa
place whereinvestors conduct their transactions and stock indicators aways
usethe JakartaComposite Index (JCI). JCI has ever reached the highest level
of 2800 in the early 2008, level 1250 in the present, and the lowest level of
1100. Thedeclinewasfairly sharpif compared with theincident in 1998 when
Indonesiawas experiencing acrisis. The decrease of JCI wasinfluenced by
severd factors, namey thefinancial crissinthe United Statesand the collapse
of Lehman Brothers (investment banking firm that had been operating long
enough morethan 100 years), factor market closureisnot clear, the case of
Repo BUMI, the government policies that do not help the recovery of the
crisis, and last, the regulator is not on the actual position. The decrease and
increase of JCI givethe sensethat the volatility of the stock isvery highand
much higher than the stock of in nelghboring countries.

Graphic 1. TheMovement of JCI and SBI Rate
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Thesignificant Decrease of JCI givesimpact on theinvestment value of
investors. Thevalue of market capitalization has been experienced asharp de-
cline, from Rp2.000 trillion to around Rp900 trillion at the moment. In addition,
investorsinvesting in bondsin which bond prices of about 80 to 86 with the
SBI interest rate of 9.5 percent and fell againin January to 8.75 percent. Pre-
vioudly, the price of government bondsisvery far above the 100 becausethe
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interest rate of 7.5 percent bonds. That is, investors suffered largelossesfrom
the two sides, the bond price and the expected yield increase.

On the other hand, investors al so experienced significant losses due to
closureof thestock at thetimeinvestorsaretrading. The Reason for closing the
transactionisthelow vaue of the stock, only about Rp900 billion and surpass
the usua Rp2 trillion each day, and the stock has dropped morethan 10 per-
cent. Before closing the stock, there hasbeen trading suspension of BUMI and
Bakrie group stocks because they have dumped since reaching auto market
regjection made by 20 percent. Closing stock and the suspension of shares of
Bakrie group becomesan issuefor investors because they could not sell the
sharesowned, caused themto suffer losses.

Thethreeissuesdescribed arevery beneficid to theinterestsof investorsin
the context of transactionsin the stock exchangeto gain profit and to avoid
loss, especidly if thereishigh stock volatility. Thisarticletriesto discussthe
three phenomenacontained in thetitle. Thearticlewill begin with adescription
of investing, then theinvestment objectives, the characteristics of investorsand
end with the concept and role of the stock exchangeto protect investorsinvest.

[I. Investing

I nvesting meanstheinvestment action. Brealey and Myers (2000) explained
that theinvestment isdeferred consumption while consumptionisgreater inthe
future. Thismeansthat aperson or investors should reduce their consumption
in order to make aninvestment. Consumptionisasalary or income gained by
investors. |n connection with this, the equation, dwaystaught in microeconomics
when| first studied economics, namely:

Y=C+SorY=C+l

Inwhich: S=1
Y =Revenue
C = Consumption
S=Saving
| = Investment
That means someonewho wantsto invest hasto reduce consumption with
the assumption of unchanged income. If thereisachangeinincome, investment
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will not be occurred if the consumption isincreased by an increaseinincome.
Thedetail descriptionisasfollows. aperson hasincome/ sadary of Rp50.000
and the next period of Rp60.000. Current interest rateis 10 percent. If the
person wants to consume the salary earned, he could only consume for
Rp104.545, 5, the sadlary of Rp50.000 this month and next month’ ssalary by
borrowing from other partieswith aninterest rate of 10 percent, the amount of
Rp54.545, 5 (Rp 60.000/ (1 +0.1)). In Figure 1, consumptionisindicated by
ahorizonta line. Furthermore, if the person does not make the consumption of
current salary and invested at 10 percent interest rate, consumption of which
can be donein the future is Rp115.000, consisting of salary for the coming
period Rp60.000 and current salary to beinvested for Rp55.000 (50.000 x (1
+0.1)). InFigurel,itisshowninaverticd line.

Onthehorizonta line, it can be seen that point A isthe most optimal point;
theline 115to 104.5isadopeof thegraphlinel C,. If IC shifttotheright into
|C,, theoptimal balance does not occur. If thesdary isnow invested, thefuture
resultsshowninline60to 115. Thus, thedopefrom point A isthe determinant
of the magnitude described. The salary of next month isthe end result of the
consumptioninline50to 104.5. Whiletheline0to 50 isequivaent with line 60
to A, whichmeansthat thelinein thefuture becomeline60to 115.

Therefore, the horizontal lines can be said to beanillustration of the con-
cept of consumption and investment. If the concept of consumptionisused, the
movement will befrom 0to 104.5 and if the concept of investment isused, the
movement will be from 104.5 to zero or the opposite of consumption. The
smaller the consumption, the greater theinvestment.

Investorscaninvest intwo major groups, namely thereal investment and
financia investments. The examplesof Red investment are the property, plant
and other immovable goods. Meanwhile, thefinancial investment isaninvest-
ment inintangible goods but the ownership of theimmovablelike bonds, stocks,
derivatives, mutual funds, depositsand so on. Each financia asset hasadiffer-
ent risk. However, nowadays these investment products are diverse because
they include commodities such as coffee, pam ail, agricultural productsand
mining. In addition, investmentsin antiquesand pai ntingshave becomethetrend.

Ininvesting, investment objectiveisavery important factor to be consid-
ered. The Understanding of theinvestment objective (read: the use of funds) to
make investorsknow the fundsinvested to certain financial assetsin accor-
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dance with theinvestment objectives. For example, aninvestor hasfunds of
300 million used for early payment and departure to school abroad for another
sx monthsand theinvestorswanted only returnsto norma and evenlower than
the current interest rate. Thismeansthat theinvestor-owned funds can not be
reduced so that the funds should beinvested in financia assetsisnot lessthan
theprincipa vaueof Rp 300 million. However, investor hasagod that thefund
of Rp 300 millionwill not be used within fiveyearsand thesefundscanvary for
5yearsaslong asinthefifth year theprincipal amountisfixed and thereisarate
of return. Thus, investor can make investmentsin stocks of financial assets
becausethese assetshaveahigh rate of return. The Result of Information Busi-
ness Financia calculation showsthat stocks provide returns exceeding 100
percent for investmentsin stocks at the end of the period of October 2008.

Accordingto Bodieet d. (2009), investment objectives can be consdered
as options (trade-off) between return and risk. Usually, financial assetsthat
haveahighrisk will provideahighreturnaso. If investorsexpect low risk, the
return will aso below. However, thisinvestment are a so still dependson the
desired characteristics of investors. There areinvestorswho have adesireto
get theresultsregularly distributed somewhat differently with investmentsthat
do not want it. Even someinvestorswho want investments madeininvestment
instrumentsin accordancewith their religion. Therefore, it isimportant to un-
derstand the desire of investors, but adjusted to the existing market conditions.
Varioustext booksor journa s mentioned that aninvestment in derivative prod-
uctsisarisky investment after the shares.

Investing meansthat there arerisksfaced by investors. Theserisksarise
dueto thefuture uncertain (uncertainty) factor. Thisuncertainty can bereduced
through the determination of investment objectives and cash flow needed by
investors (Yao et a., 2002:74). However, investors should be ableto control
the investment risk that they face. Fredman (1996) states that the ability of
investorsto control risk isawaysassociated with individua characteristicssuch
asage, period of investment, liquidity needs, portfolio Sze, income, investment
knowledge and attitudestoward pricefluctuations. The Understanding of the
purpose of the cash flows of investment required and risk give argumentsto
determinethealocation of investment assetswill bedone.

Asdescribed earlier, thereturnisaprimary goal ininvesting. To achieve
thisobjective, Financia Analyst Journal published astudy (Manurung, 2008)
which states that oneimportant factor in determining the performance of the
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investment portfolioishow theinvestor dividesitsinvestmentsinto variousin-
vestment instruments. The study stated that allocation of assets contributed 91
percent of the performance, the sel ection of instruments (shares) by 5 percent
and market timing by 2 percent, and other factors (including luck) by 2 percent.
Thus, thisstudy clearly statesthat the asset all ocation isvery important that the
investment portfolio performanceisno worse than measurement standard. As-
set dlocation for individua investments can beseenin Table 2. The older the
age of one, the smaller theinvestment in the risky asset or specul ation asset.
Thisasset dlocationis made according to age and risk tolerance. Generdly, the
older theindividua hasmorelittletolerance of risk; theyounger oneisbraver to
toleratetherisk.

Figure 1. Investment and Consumption

1s |

o 5 104,55

[ENT CONSU

Theadlocation of investment assets can a so be associ ated with the types of
investors associated with therisk. Therisk averseinvestor typicaly haslittle
tolerance for risk so that the asset allocation will be more on fixed-income
ingrumentsand the smaler stocks. Therisk neutrd investorswill havetheadllo-
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cation of investment assets bal ance between stock and fixed-income instru-
ments. However, thelove-risk investors will make greater investmentsin the
instruments and the smaller gocksin fixed-incomeinsruments.

Interest ininvestment from theseinvestorsmay beinfluenced by many vari-
ablesthat are alwaysthe subject of discussion of various parties. Diharja(2008)
concluded the research resultsfor asample of 100 people with the dependent
variable, namely the public investment interest with some variables. For cat-
egorical variables such as age, sex, status, education, employment, income,
residential location, workplace location and therest of theincome, the only
variablethat affectsearningssignificantly to publicinvestment interest areem-
ployment and income. Thereare nineindependent variablesnamely, thereturn
andrisk, liquidity, timeframe, taxesand fees, regulations, lawsand credibility,
technology and infrastructure, variety of products, marketsand the availability
of information associated with theinvestment community interest. Therefore,
thereturn and risk variables, and variablevariety of productssgnificantly affect
the publicinvestment interest.

Table 2 - Individual I nvestment Asset Allocation

Age 100- age + Speculation Fixed
15% Asset Revenue
Or -25%
20 95 95% 5%
30 85 85% 15%
40 75 75% 25%
50 25 25% 75%
60 15 15% 85%
65 10 10% 90%

Source: Adler Haymans Manurung (2008)

[11.Typeof Investors

I nvestors can be grouped into two magjor groups, namely individud inves-
torsandingtitutiona investors(Maginn and Tuttle, 1990). Ingtitutiona investor
isaningtitution whose funds comefrom pensioningtitutions, insurance, mutual
funds, corporate and financid ingtitutions, whileindividud investorsare usudly
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doneby individuds. Bothinvestorshavedifferent view ininvesting. If individua
investorsare categorized based on gender, the differenceinlooking at risk in
investing will happen. Severd studiesconducted Bgjtelsmit and Vanderhel (1996)
and Hinz et d. (1996) statesthat women invest more conservatively inretire-
ment fundsthan men. In classifying the attitude toward risk, Janakoplosand
Bernasek (1996) statesthat women are morerisk averse than men. Further-
more, the differencesbetweenindividua and inditutiond investorsareshownin
table 3bdow. Thedifferenceslieintheview of therisk, category of investment,
asset godls, decisionstaken and taxes.

Table 3 - Differences between I ndividual and I nstitutional

Investors
Characteristic I ndividual Institutional
Risk Financial loss Standard deviation
Category Psychographic Investment
Character
Asset Objective Life-cycle Asset and Liability
Decision Self-decision Team decision
Tax Final Tax Tax free

Individua investors can be classified into three groups based on thetol er-
ablerisk, therisk seekers, risk averter and risk neutral. Therisk seekersinves-
torslikerisk and possible higher risk of obtaining results. Neutra investorsare
theinvestorswhose amount of risk balanced with the amount of returns ob-
tained. Typicaly, these neutra investors considered amoderateinvestor.

Furthermore, investorsrisk averseisinvestorswho can tolerate thelittle
risk, they arenot going to accept or avoid risks. From the point of investment
instruments, thereisnoinvestment with zero risk. Government bondswere il
at risk despite the various partiesdeclare zero. The Risksfaced by investorsin
investing in government bonds, are the purchasing power risk, therisk of cur-
rency changesin the country concerned, therisk of changesininterest ratesand
liquidity risksof these bonds.

Investors aso can be grouped by age. Investor who has aged lessthan 35
yearsisthat investor can beincludedin high-risk groups. Inthisgroup, inves-
torscould receive ahigh risk without hisheart beating fast. Thisgroup of age
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usually riskseverything to get what they want. If associated with investment
instruments, this age group who are eligibleto be offered sharesand deriva
tives. Stock pricefluctuations are not a problem in thisage group because of
thedesired target, the high rate of returninlong periods

The second group of age, between the age of 35 yearsold until 50 years
old. Thisgroup of ageis presumed to have amoderaterisk. Inthisgroup, the
risk istolerated equally, between therisk and thelevel of restitution. If we put
some attention to thework, thisgroupis categorized in moderate carrier posi-
tion and near itstop. Theinvestorsinthisgroup will start to decreasethestock’ s
proportion and increasetheinstrument of fixed revenue. If investorsfromthis
group investin Mutual Fund, the Mix Mutua Fund would be the most appro-
priatetype.

Thethird group of ageisbetween the age of 50 yearsold and after. Inthis
group thetype of investment isdone extracarefully becausetheinvestorsafrad
that thefund they build al dongwill vanishif they do not careful. Thisgroup can
be called asthe follower of risk averse and usually they areretired or near
retired fromtheir job. In genera, thisgroup wantsregular revenueto pay for
their daily life. Because of that, this group does not invest their money into
stocks and usually to instrumentswhich givethem revenueregularly. If they
investin Mutua Fund; the Fixed Revenue Mutua Fund which appropriateand
few (maximum of 15%) in Stocks Mutua Fund. If investorshaveretired, itis
better to invest oninstrument which givesregular revenue. Thisactisto avoid
risk and ensureregular revenuefor their daily lives.

If investorsare categorized according to inditutions, leve of return and risk
tolerance, itiselaboratedin Table 3.

The second picture points out the 5 characteristics of investors. The 5
characteristics of investorswereintroduced by Bailard cs(1986). Thereare 2
axis, thevertica axisand horizontd axis, the verticd axisshowsthe psychology
confident —anxious aspect and horizontal axis shows psychology careful —im-

petuous aspect.

Thereare5 characteristics of investor, individualist, adventurer, guardian
and celebrity, also straight arrow. Individualist isaperson who tendsto avoid
an extreme votality, and he hashisown desire and believein himsalf also does
not want to rush. Thistype of investor lovesto do hisown research and can be
considered asanidedl client and rational asan investor.

74 Indonesia Journal of International Law

Investing and Protection of Investor in Stock Market

Table 3 - Risk Tolerance and Investors' Risks

Type of Investor Return Requirement

Individual and Personal Life cycle (education,

Trusts children, retirement)
Mutual Fund Variable

Pension Funds Assumed actuarial rate
Endowment Funds Determined by current

income needs and need for
asset growth to maintain
real venue

Life Insurance Companies ~ Should exceed new money
rate by sufficient margin to
meet expenses and profit
objectives; also actuarial
rates important

Non-life Insurance No minimum
Companies
Bank Interest spread

Risk Tolerance

Life cycle (younger are
more risk tolerant)

Variable

Depends on proximity of
payouts

Generally conservative

Conservative

Conservative

Variable

Picture 2 - The Character of Investors Personalities

Confident
A
Individualist
5 Strdlgh'r_ ______
Careful Arrpw
Guardian
A 4
Anxious

Source: Ballard cs (1986)
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While adventurer isaperson who lovesto do thework on hisown without
the help of other people. He has ahigh confidence and usualy appearslikea
businessman. Thistype of investor isreally hard to accept other people sad-
vice. Hethought that he hasthe knowledge, and ideasto invest without any
advicefrom other people. Besidethat, an adventurer isreally bravewhenin
cometorisk, intheend he put ahigh concentration in hisgamble, very divers-
fied and hasalot of assets.

How about aninvestor who hasthe celebrity character? Thistypelovesto
follow fashion and redly afraid if heisleft by the peoplearound him. Thistype
doesnot haveideasabout investment but hisglamour life usualy becometarget
of investment managers. Thistypeisreally hard to ask to do acontrary act to
investment activitiesby theinvestment managers.

Guardianisagroup of very cautious and less confident to speculate on
investment offer and like asafe course moreto protect and devel op wealth for
thefuture. Thismeansthat thisgroup doesnot like high volatility, doesnot have
the ability to predict what will happen in the future that requiresreferral to
inves.

Meanwhile, straight arrow isagroup that isnot included in thefourthabove
groups. Thisgroup isagroup of averageinvestorsandisconsidered relatively
balance of the four characteristicswere. Thisgroup usually understandsthe
investment risks he’ staking. Therefore, understanding the characteritic of in-
vestorsisreally important becauseit beneficia to build aportfolio.

Understanding the persond characterigtics of investor and therisk that will
betolerated will provideinvestment asset alocation in accordance with the
investor. Often theinvestors were deceived because they do not understand
theinvestment objectives, risk tolerance and persona characteristicssoinves-
torsinvest without ca culation, and not only tagging along.

IV.Stock Exchange Efficiency

Fama (1970) gave hisopinion about efficient market and how to divide
that market into 3 big groups, such aswesak form efficient market, semi-strong
efficient market, and strong efficient market. Picture 3 below showsthereation
of 3 basictypeof efficient market which elaborated by Fama.
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Picture 3 - The Form of Market Efficiency

Strong Efficient

Semi-Strong Efficient

Weak-Form Efficient

Source: Fama (1970)

Weak-Form Test isatest to seethe effectiveness of past restitution level to
predict theregtitutionleve inthefuture. Semi-Strong Efficient isatest to seethe
speed level of stocks movement to reflect the announcement for publicinfor-
mation. Strong Efficient formisatest to seeif thereisan investor who has
privateinformation and doesnot reflect it in market’ sprice. Later Fama(1991)
changethethreeefficient forms: weak-form efficient was changed into Test for
Return Predictability; Semi-srong Form Efficient was changed into Event Studies
and Strong Form Efficient was changed into Testsfor Private Information. This
changewasto state the test that wasreally been done.

Efficient market according to the decision made devel oped by Hartono
(2001 and 2005) who pointed out 2 factors which caused efficient market
according to the decision, which is provided information and the cleverness of
market’ sactors. The elaboration about efficient market according to adecison
isadevel opment of semi-strong efficient market, according to Fama (1970).

Market’ sactorsmust beclever inusing al of the publicinformation which
was provided by the emitter in making their decision becausethe given infor-
mation gavesignd to the market’ sactorsabout companies. Thedecison made
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must be donecarefully.

Table4 - Research on the Market's Efficiency of Some Stock M arkets

Stock Resear cher Sample HO Received HO Denied
Exchange (Random) (Not Random)
BEJ Manurung 30 26 (86,7%) 4 (13,3%)
(1995)
Jasmina (1996) | 32 21 (66%) 11 (34%)
Suha (2004) 45 28 (62,3%) 17 (37,7%)
KualaLumpur | Laurence 16 10 (62,5%) 6 (37,5%)
(1986)
Singapore 24 7 (29,2%) 17 (70,8%)
Kuwait Butler and 36 22 (61,2%) 14 (38,8%)
Saudi Arabia Malaikah 35 35 (100%)
(1992)
Johannesburg Roux and 24 1(4,2%) 23 (95,8%)
Gilberson
(1978)
Norwey Jennergrenand | 15 1(6,7%) 14 (93,3%)
Sweden Korsvold 30 27 (90%) 3 (10%)
(1975)
New York Fama (1965) 30 22 (73%) 8 (27%)

Source: Manurung (2006)

The problem which occursfromthiselaborationis, if aninvestor wasal-
ready clever enough but does not followed by proper law enforcement, the
investorswill not get what they want. Because of it, an efficient market hasa
characteristic, whichisasmart investor, provided information, law enforce-
ment, and order insidethe market.

Some research which was done showed that BEJ in general could not
accept Fama’ stheory (1970), which stipulated that Stock Exchange hasto
follow thethree basic efficiency forms. Husnan (1991) did aresearch on BEJ
about the efficiency by using the 1990 data. Thetest was done by testing the
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auto-correlation of price and runstest technique on 24 stockswhich wasreg-
istered before deregulation was done on 1988. The result said therewas an
increase of efficiency in aweak form. Moreover, Husnan (1992) wrote an
article about the efficiency of Capital Market in Indonesiawhichwasseenin
micro and macro point of view by using 1990 data.

The conclusion gtipulated that an increase has happened in wesk efficiency,
but not for semi-strong efficiency. Manurung did aresearch onthe efficiency of
BEJmarket and gave aconclusion that BEJdid not reach efficiency in weak-
form efficient and aso in semi-strong efficient. Moreover, Affandi and Utama
(1998) did aninvestigation on BEJ by using cumul ative average abnormal re-
turn to test the announcement of profit by stock return which wasaso known
by efficient market intheform of semi-strong for the 1996 and 1997 period.

Theresearch stated that BEJ has not reached the semi-strong efficiency
form. Hermanto (1998) a so stated the sameresult for the un-efficiency of BEJ
by using co-integration and adding an additional changer, that ismacro mon-
etary changer such asUSD rate of exchange towards Rupiah and revolving
money (M2). Jasmina(1999) did aninvestigation toward the efficiency of BEJ
inaweak form and by using run test, autocorrelation test and varianceratio test
since January 1990 until December 1996. The conclusion was BEJ did not
fulfill the market in weak efficiency form. Moreover, Suha(2004) dsodida
research on BEJby using datafrom January 1999 until May 2004. Theresult
wasdaily IHSG did not posses arandom characterization and also correlated
between timesuntil BEJwas stated that it did not meet thewesk efficiency form
of the market.

Theempiric result stated that Stock Exchange has not efficient; Stock Ex-
change management hasto put more effortsto make their Stock Exchange
moreefficient. If the Stock Exchange hasbecome efficient, investorshave been
protected by from transaction done by clever investors. Stock Exchange man-
ager should keep making regulationsto avoid investors making atransaction
which could make them suffer from losswhich resulting them do not want to
invest anymorein the Stock Exchange. Stock Exchange Regulationsisanin-
srument of Stock Exchange management to protect investorsfrom athird party
act in transaction or the spread of information. One of the concrete example
which need to be done by Stock Exchange management isto make acareful
short sdlling regulation to prevent ahuge salling which only make profit for one
party. The REPO transaction made the Stock Exchange shocked becausethe
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management did not anticipate all transactionsin Capital Market and those
which hasrelation with the Stock Exchange.

The Minister of Finance has requested a haste investigation toward the
short saling player casethat was unableto be catch. But, thismatter still invites
alot of comments. Therequest of the Minister of Finance can not befulfilled as
long astheregulation has not been made. Evenif the regul ation hasbeen made,
itisimpossiblefor aregulation to prevail backward. If it prevails backward,
there shall beaproblemin our law system. Means, what has been done by the
board of directorsal dong?Have not they existed to protect investorsor just
becausethey were closeto the entrepreneurs so they worked asthey wish.

V. Howtolnvestin Stock Exchange M ar ket

Thereare sometechniqueswhich can beused to invest in Indonesian Stock
Exchange (BEI). Manurung (2004) stated that there are some techniquesto
play stocksin BEI, suchas:

a Contrarian Strategy
b. Random Strategy
c. Filter Strategy
d. Market Timing Strategy
e. VaueStrategy

Contrarian strategy isstock transaction whichiscontrary with its habits.
Investorswho usethis strategy buy some stockswhile market islow inwhich
other investorsare happily salling their stocksand they sell their stockswhile
market ishigh, inwhich other investorsistrying to enter by buying stock.

What was meant by random strategy isinvestorsdo arandom transaction
whichwas not predicted and even do ashort selling. Investors bought stocks
which havethe possibility toincreasein short term period and investors could
get profit fromit. But, investorswill aso faceahigh risk by holding ontothe
stocks. Usualy investorssell their stocksif anincrease of 5% to 15%has hap-
penedin short term period.

Filter strategy isastrategy that usesafilter in stockstransaction whichwill
be done. The concept usedisinvestorswill buy stocksif the price of the stocks
go up ashigh asthetarget filter and then sall themiif it decreasesaslow asthe
filter. If the stocks price keep increasing and never decrease as low as the
targeted filter, the stockswill be kept by theinvestors. Filter meant isapercent-
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age, example 1%, 3% and etcetera, dsofilter shal bedifferent for every stock.
Filter for Telkom stock will be different with Indosat stocks filter.

Market timing strategy isastock exchange movement to buy and sell or
doing atransaction of stock in Stock Exchange market. Market timing strategy
usesthe Stock Exchange movement to buy and sell or doing astock transac-
tioninthe Stock Exchange market. If stocksare predicted to bullish, investors
will buy the stocksand sdll themif the Stock Exchange bearish. Thistechnique
isused only to buy stocks atogether or stocksthat hasthe same movement
with stock exchange market (beta=1).

Vauedrategy givesmeaning that investorshavealong rangeview or invest
inlong term period. Thispoint of view makesinvestorshaveto find stocksthat
havevaue. Value stock isstockswhich pricein market islower than itsbook
value. If acompany doesliquidation, investorswill gain resultsasbig asthe
book valuein which the sum of debt could be paid with company current as-
Sets.

Thestipulation of theinvestment strategy was a so gave advicetothein-
vestorsto understand therisk they face. Investors could not seethe past profit
asan instrument to predict future investment because doing investmentisa
matter of buying in uncertain future Situation. Because of that, informationis
very important ininvesting becauseinformation gained isan instrument used to
make adecisonwhilemaking aninvestment (Stiglitz, 1993). Thevadueof infor-
mation (Copeland, 2005:355) mathematicaly can beillustrated asfollow:

V(?) = Sg(m)*Max Sp(e/m)*U(a,e) — V(?0)

Inwhich
g(m) =margind probability received an minformation.
p(e/m) = conditiona probability a Situatione in whichmwasdecided.
U(ae) = utility resulted from actaif e happened, in which must be stated as
beneficia function.
V(cO) =expected utility decisonwithout information.

Theinformation could be bought or gained freely and thisinformation was
used by many partiesto create un-efficient market so some parties could get
benefit fromit. The management of informationto avoid lossininvestors Sdeis
away to protect investors.
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V1.TheProtection of I nvestors

Investorsare avery important factor in doing transactionin Capital Mar-
ket. Investorswho do such transaction should get protection from regulations.
The certainty to buy and sell goods must be gained by therelated investors.
Thistype of investors could be categori zed into minority investorsand mgority
investors. Minority investors could only control the company through the Gen-
era Meeting of Share Holders (RUPS), in which mgjority investors havefull
authority in controlling the company. Protection towardsthe minority investors
becomes so important to keep the Stock Exchange Market running. Protection
towardstheinvestorsisan obligation of the Stateasaformto protect itscitizen
(Hadjon, 1987). State means Bapepam as stipulated in Law Number 8 Year
1995 about Capital Market.

Thisprotection of investorsisamanifestation of justicetowardsal inves-
tors. Justiceisapurpose of law that hasto be upheld by State and community.
Rawls(1995) in hisbook A Theory of Justice, stipulated justiceisa so an act of
fairness. Investorswho purchase or sell towardsthefinance instruments (either
stocksor obligation) should so prevail fairness. Thisfairnessisvery important
intransaction. Thefairnesswill occur if the spread of information was done
equally or company provides publicinformation.

Justicetowardsinvestorsisaso aprotection towardsthem. To givethe
protection of law, law enforcement must be conducted. Soekanto (2004) also
said that there are some factorswhich affected thelaw enforcement, such as:

aThe law factor itself, Law, Bapepam Regulations, and Stock Exchange

Regulations.
b.Law Enforcement Factor, the partieswho regulate and enforce law.
c.Infrastructure and Facility Factor which support thelaw enforcement.
d.Community Factor, environment in whichthelaw prevailsor enforces.
e.Culture Factor, asaproduct of civilization which based on socid life of the

community.

Thefivefactors become a standard in law enforcement which assessed
fromitsresult. Thislaw enforcement must be donewith high commitment and
congstency so theinvestorsare dwaysprotected. One of theimportant factors
in law enforcement isthe enforcement of law itself, in Capital Market case
starting with Stock Exchange and then Bapepam and in theend Court. If the
ending was absurd and finished in the early phase, in Stock Exchange, the next
ending will not be clear and finished.

82 Indonesia Journal of International Law

Investing and Protection of Investor in Stock Market

Reformation on all Stock Exchange hasto be doneto ensurethelaw en-
forcement. Thereformation of regulation now, whichisonly beneficid for Cepitd
Market’ s Criminal, hasto be changed to ensure the protection of investors.
One of the actsthat have to be doneimmediately is giving education to the
community so their understanding about investment increases. Regulaionswhich
protect investors haveto be maderegularly and if thereisanything wrong, a
haste measure hasto be done. How comethe regulator could punish the per-
petratorsif theregulationitself isuncertain?

The settlement in Stock Exchange market hasto be changedinto T+1 and
not T+3 anymore. T+1 create amore efficient Stock Exchange market and
investors could be protected. With the existence of T+1 every investor must
have an account in central custody, which are PT KSEI and PT KPEI. Every
investor could make atransactionin every securitiesfirm, not only in one com-
pany. Investors have PIN which can open their account in KSEI and KPEI, so
transaction could be done and the possibility of short selling will not happen
anymore.

Thisactionisimpossibleto be done because of the desireto control the
Stock Exchange market or there is amafiain the market. On the contrary,
regulators put aside the Stock Exchange Mafiaso the Stock Exchange market
could become efficient likein theory introduced by Fama.

VI1l.Conclusion

Ininvesting in Stock Exchange Market, investors must use unused fund so
that investorswill not paying to much attention to the decrease of pricewhich
happen in short term period. Investorswho invest in Stock Exchange market
awayshavealongtermgod. Investors should also understand riskswhich can
betolerated ininvesting. But, investors should a so be protected so there will
not happen atransaction which should not happen. Regulatorshaveto create
rulesto keep the protection toward investors going and those ruleshasto be
updated periodically asthesituation call for the benefit of the mgjority party.
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