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Abstract 
This study aims to determine the differences in Abnormal Return and Trading Volume Activity before and after the announcement of the BI Rate reduction in LQ-45 index banking companies. This study uses the event study method. This study uses secondary data, which is data obtained directly through intermediary media and is data obtained and recorded by another party or a second party. The data consists of documents and information in the form of daily stock prices and trading volumes that can be accessed through the official website of the Indonesia Stock Exchange and through yahoo.finance.com.The event study method in this research is conducted in two main periods, namely the estimation period and the observation period. The observation period covers 11 trading days, consisting of five days before and five days after the event date (event window), while the estimation period spans 60 trading days starting from the sixth day before the event (H–6) until H–65. The estimation period is used to calculate the expected return, which serves as a benchmark to identify abnormal returns during the observation period. The normality of the data is tested using the Shapiro–Wilk test. If the data are normally distributed, the Paired Sample t-Test is used to examine mean differences before and after the event; otherwise, the Wilcoxon Signed Rank Test is applied. The results of the study show: (1) there is a significant difference in Abnormal Return before and after the announcement of the BI Rate reduction, and (2) there is a significant difference in Trading Volume Activity before and after the announcement of the BI Rate reduction.
Keywords: Event Study, Abnormal Return, Trading Volume Activity.
 Author1, Author2
[bookmark: _Hlk70543852]Journal of Artificial Intelligence and Digital Business (RIGGS) Volume X Nomor X, Juli 2022 

 Received: xx-xx-2022 | Accepted: xx-xx-2022 | Published: xx-xx-2022
1


[bookmark: _Hlk70513816]DOI: https://doi.org/10.xxxx/riggs.xxxx.xxx
Lisensi: Creative Commons Attribution 4.0 International (CC BY 4.0)
2


1. Introduction 
By the end of 2024, the market capitalization of the Indonesia Stock Exchange (IDX) reached IDR 12,264 trillion, making it one of the largest capital markets in Southeast Asia (IDX, 2024). Of this amount, the financial sector contributed more than 35%, with the banking sector accounting for around 95% of this value, confirming its strategic role in the movement of the Composite Stock Price Index (IHSG). Capital market performance is directly influenced by monetary policy, particularly Bank Indonesia's benchmark interest rate (BI Rate), which serves as the main instrument in maintaining macroeconomic stability. Changes in the BI Rate are often seen as a strong signal for investors in assessing liquidity prospects and risks in the stock market, especially for banking stocks that are sensitive to interest rates (Rusadi & Nugroho, 2024).
The BI Rate is a monetary policy instrument that has a broad impact on capital costs, banking liquidity, and investment decisions. A decrease in the benchmark interest rate encourages banks to lower lending rates, thereby increasing credit, consumption, and investment. Conversely, an increase in interest rates raises funding costs, suppresses credit demand, and reduces investment interest. This transmission mechanism is then reflected in the capital market through changes in stock valuations, particularly in the banking sector. Previous studies have shown a close relationship between monetary policy and the stock market in Indonesia, reinforcing the relevance of the BI Rate as a key variable in the analysis (Martin Luter Purba et al., 2025).
The banking sector is highly sensitive to interest rate changes because its main source of income is net interest margin (Obeid, 2024). With its significant contribution to the LQ45 capitalization, this sector can be used as an ideal proxy to test how monetary policy affects the capital market. According to the semi-strong form of efficient market theory, stock prices should directly reflect public information, including monetary policy announcements (Fama, 1970). This means that if the market is efficient, changes in the BI Rate will be immediately reflected in stock prices.
Signaling theory, as introduced by Spence (1973), emphasizes the role of information as a signal that can reduce information asymmetry between market participants. In the context of capital markets, information announced by authorities, such as monetary policy in the form of a BI Rate cut, is perceived by investors as an important signal that indicates credibility and future economic prospects. A reduction in the benchmark interest rate is generally viewed as a positive signal because it lowers funding costs, strengthens liquidity stability, and opens up opportunities for credit and investment growth, particularly in the banking sector, which is highly sensitive to interest rate changes. This makes LQ45 banking stocks the most affected, with the signal reflected in market reactions in the form of stock price changes, abnormal returns, and trading activity. 
[bookmark: _Hlk67818193]In May 2025, Bank Indonesia lowered the BI Rate by 25 basis points from 5.75% to 5.50%, in line with efforts to maintain macroeconomic stability amid the global slowdown. This policy is expected to lower funding costs, increase liquidity, and encourage banking credit growth. From an investor's perspective, the BI Rate cut could trigger positive expectations for banking stock returns (Oktavennica et al., 2025). However, on the other hand, this policy also has the potential to increase price volatility and trading activity due to differences in risk perception (Fatih & Ismiyanti, 2016; Rahmi & Jamal, 2019). This phenomenon shows that any change in monetary policy can cause market reactions that are reflected in price movements and trading activity in the capital market. Market reactions are investors' responses to information or events that affect stock prices in the capital market. To measure market reactions, the most commonly used method is event study, which is an approach that analyzes the impact of a particular event on stock performance within a certain period. Event studies provide an overview of whether certain information is considered relevant by investors by looking at changes in price, volume, and market volatility around the date of the event (Yadav, 1992).
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Figure 1. BI Rate during September 2023-2025
One of the main measures in event studies is abnormal return, which is the difference between actual return and expected return. If information is considered important, it will generate abnormal returns, both positive and negative. Research shows that policy announcements or certain political events can generate significant abnormal returns, indicating a direct response from the market (Wahyuni & Sukmaningrum, 2019). In addition, trading volume activity is also important, because an increase in volume reflects changes in investor interest and buying and selling decisions regarding a particular stock. Humaira et al. (2022) found that high stock trading volume indicates that the stock is actively traded and in demand by investors, while low volume reflects a lack of interest and has the potential to reduce liquidity.
Research on the impact of BI rate reductions on abnormal returns and trading volume activity still shows inconsistent results, creating a research gap. Several studies have found that changes in BI interest rates trigger significant reactions in the capital market, both in terms of abnormal returns and trading volume activity (Fajarwati & Nurasik, 2021). However, there are also studies that state that the decline in the BI rate does not have a significant effect on either abnormal returns or trading volume activity, because external factors such as the global crisis dominate investor psychology (Sumantyo & Anggraeni, 2016). Different results are also seen in other studies that found market reactions in the form of abnormal returns but not followed by significant changes in trading volume (Cahyaningdyah & Cahyasani, 2017). These differing findings confirm that the relationship between BI rate cuts, abnormal returns, and trading volume activity is still inconsistent, requiring further research to clarify the market mechanism in responding to such monetary policy.
Based on the above description, this study aims to analyze the response of the Indonesian capital market to the announcement of a BI rate cut, focusing on LQ45 banking sector stocks. Specifically, this study tests several key indicators, namely abnormal returns and trading volume activity. Thus, the following hypothesis is proposed: H1: There is a significant difference in abnormal returns before and after the announcement of the BI rate cut for companies included in the LQ-45 Index listed on the Indonesia Stock Exchange (IDX). H2: There is a significant difference in abnormal trading volume activity before and after the announcement of the BI rate reduction in companies included in the LQ-45 Index listed on the Indonesia Stock Exchange (IDX).
2. Research Methods
This study uses a quantitative research method, with the population being banking companies listed on the Indonesia Stock Exchange, particularly those included in the LQ45 index. This study uses an event study approach, which was chosen because it is able to measure the capital market's reaction to a particular event through changes in stock prices and trading activity. In this study, the event period was set at 11 days, from t-5 to t+5, with t as the day the event occurred. In addition, an estimation period of 60 days was used, from t-6 to t-65, to estimate the normal return on shares before the event occurred. 
Estimation Period			        Event Period 



t-6         t-5	       t-0	                   t+5		
t-65


The type of data used in this study is secondary data. The data sources were obtained from the IDX (Indonesian Stock Exchange) through its official website www.idx.co.id and from www.finance.yahoo.com. The data includes the number of shares outstanding, the number of shares traded during the observation period, and the daily closing price of the shares. The data was obtained from official sources that provide capital market information, thereby providing an objective and accurate picture of market conditions during the research period. The data analysis method in this study aims to test the difference in abnormal returns and trading volume activity before and after the announcement of the BI Rate Cut. If the data meets the normal distribution assumption, a parametric test in the form of a paired sample t-test is used. Conversely, if the data is not normally distributed, the analysis is performed using a nonparametric Wilcoxon signed rank test. This study sets a significance level of 5%.
The variables used in this study are: 
a. Abnormal Stock Return The technique used to determine stock returns uses daily stock returns, market returns, and abnormal returns. The steps taken in calculating abnormal stock returns are as follows:

1) Daily Abnormal Stock Return (Individual Stocks)
(Jogiyanto, 2015:263)

Explanation :
Rit	= Return of stock i in period t
Pit	= Price of stock i in period t
Pit-1	= Price of stock i in period t-1

2) Calculating Market Return (Rmt)

Explanation :
Rmt	= IHSG return in period t
IHSGt	= Composite stock price index in period t
IHSGt-1	= Composite stock price index in period t-1 Calculating Market Return (R

3) Regress daily individual stock returns against daily market returns to obtain the α (alpha) and β (beta) of each stock using a single index model.
(Jogiyanto, 2015:263)

Explanation :
Rit	= Return of stock i in period t 
Rmt	= Return of the IHSG in period t
αi	= The portion of stock i's return that is not influenced by market performance  
βi	= Residual error

4) Calculate Expected Return (E(Rit)
(Jogiyanto, 2015:263)

Explanation:
E(Rit)	= Expected Return of stock i in period t 
Αi	= The portion of stock i's return that is not influenced by market performance  
Βi	= Sensitivity of stock i's return to the market (also known as stock i's beta)
E(Rmt)	= E(Rmt) of the market in period t (using Rmt data during the event period)

5) Calculating Abnormal Return (ARit)
(Jogiyanto,2010:416)

Explanation:
Arit	= Abnormal return of stock i in period t
Rit	= Return of stock i in period t
E(Rit)	= Expected return of stock i in period t

b. Trading Volume Activity or trading volume in this study is based on daily trading.

1) Calculating changes in stock trading volume
(Suryawijaya and Setiawan, 1998)



2) Calculating the average stock trading volume






3. Results and Discussions
Results
Table 1 shows the Average Abnormal Return (AAR) values and standard deviations before and after the announcement of the BI Rate cut. The standard deviation value before the event (0.006187351) was lower than after the event (0.008945718). This indicates that the price movements of LQ45 banking stocks were relatively more stable before the announcement, but became more volatile after the policy announcement. In terms of mean value, a positive result of 0.00707662 was obtained before the event, while after the event, the value was negative at -0.00385778. This shows that the market reacted positively before the announcement, but after the announcement, it reacted negatively, indicating investor caution or a pessimistic response to the policy. Thus, on average, the market showed negative signs in abnormal returns after the event, which can be interpreted as a bad signal for investors.
Table 1. Descriptive Statistical Analysis of Abnormal Returns
	Variabel
	N
	Minimum
	Maximum
	Mean
	Std.Deviation

	AAR Before
	7
	-0.000365
	0.018264
	0.00707662
	0.006187351

	AAR After
	7
	-0.019515
	0.008439
	-0.00385778
	0.008945718


Based on Figure 1, the Average Abnormal Return (AAR) of banking stocks included in the LQ45 index during the period of the BI Rate cut announcement shows significant fluctuations before and after the announcement date (t-0). At t-5, the AAR was at its highest level of around 0.025, then experienced a sharp decline to a negative value at t-3. Approaching the announcement date (t-2 to t-0), the AAR rose again, albeit on a small scale, and stabilized at a positive value. After the announcement (t+1 to t+4), the AAR moved back into negative territory, albeit relatively small, then showed a slight recovery at t+5. This pattern indicates that the market reacted quite strongly before the announcement, but after the announcement the reaction tended to subside with lower fluctuations.

Figure 1. Average Abnormal Return of Bi Rate Cut Announcement
Based on the results of descriptive statistical analysis for the Average Trading Volume Activity (ATVA) variable presented in Table 2, there was a striking difference between the periods before and after the bi rate cut announcement. In the period before the announcement, the mean value of ATVA was recorded at 0.75698060, with a minimum value of 0.303191 and a maximum value of 1.450237. The data distribution in this period was relatively wider, as indicated by a higher standard deviation value of 0.430295003. Conversely, in the period after the announcement, the average ATVA decreased significantly to 0.43933497, indicating a decline in trading volume activity. This decline was also accompanied by a more concentrated data distribution, as indicated by a drastic decrease in the standard deviation to 0.164702013, as well as a narrower data range with a minimum value of 0.259874 and a maximum value of 0.746791. Thus, descriptively, these results show that the announcement of a bi rate cut does not directly increase trading volume, but rather correlates with a decline in trading activity, as indicated by a decrease in the average ATVA and reduced trading volume volatility.
Table 2. Descriptive Statistical Analysis of Trading Volume Activity
	Variabel
	N
	Minimum
	Maximum
	Mean
	Std.Deviation

	ATVA Before
	7
	0.303191
	1.450237
	0.75698060
	0.430295003

	ATVA After
	7
	0.259874
	0.746791
	0.43933497
	0.164702013


Based on Figure 2, which presents the results of Average Trading Volume Activity calculations for the five days before and after the announcement of the bi rate cut (t=0), there was fluctuating movement but with a clear pattern. In general, trading volume activity shows a downward trend leading up to the announcement day. ATVA is at its highest level at t-5 and continues to decline until it reaches its lowest point at t+2. This sharp decline indicates that trading volume tends to decrease significantly immediately after the policy is announced, indicating a market response that tends to be cautious or wait-and-see. After passing the lowest point, trading activity began to show signs of recovery, albeit with a gradual increase at t+3, t+4, and t+5. This pattern descriptively illustrates that the announcement of the bi rate cut policy had a temporary impact that suppressed trading activity, but the market began to adjust and recover transaction volume a few days after the event.

Figure 2. Trading Volume Activity Announcement of Bi Rate Reduction
To determine the hypothesis test to be used, this study first conducted a normality test by adopting the Shapiro-Wilk method at a significance level (α) of 5% (0.05). This test serves to determine whether the distribution of data on abnormal return and trading volume activity variables is normally distributed, both before and after the announcement of the BI rate cut. The criteria set in this test are that if the Asymptotic Sig. value from the Shapiro-Wilk test result is greater than 0.05, the data is considered to be normally distributed. Conversely, if the Asymptotic Sig. value is equal to or less than 0.05, the data is concluded to be not normally distributed. Based on the test results table, all significance values for AAR and ATVA in the period before and after the announcement are above 0.05. This indicates that all research data has met the normality assumption, which will then be used for parametric statistical testing for further analysis.
Table 3. Normality Test Results (Shapiro-Wilk)
	Ket
	Periode
	AAR
	ATVA

	
	
	Statistic
	df
	Sig.
	Data Distribution
	Statistic
	df
	Sig.
	Data Distribution

	BR
	Before
	.940
	7
	0.637
	Normal
	0.910
	7
	0.398
	Normal

	
	After
	.964
	7
	0.850
	Normal
	0.921
	7
	0.480
	Normal



Based on the results of the paired sample t-test hypothesis presented in the table, it can be interpreted that there was a significant market reaction to the announcement of the BI rate cut, both in terms of abnormal returns and trading volume activity. For the Average Abnormal Return (AAR) variable, the significance value (Sig.) obtained is 0.031. This value is smaller than the significance limit of 0.05, which is in accordance with the criteria set, so the null hypothesis (Ho) is rejected. The rejection of Ho indicates that there are significant abnormal returns in the period before and after the announcement of the BI rate cut. This is in line with the alternative hypothesis (Ha), which states that there are indeed abnormal returns. Similarly, for the Average Trading Volume Activity (ATVA) variable, the significance value is 0.030, which is also smaller than 0.05. Therefore, Ho is also rejected for this variable. This rejection indicates that there is a significant difference in trading volume between the period before and after the announcement of the BI rate cut. Overall, the results of this test prove that the announcement of this monetary policy triggered a significant and measurable market reaction.
Table 4. Results of AAR Hypothesis Testing Before and After the Announcement
	[bookmark: _Hlk209535369]Variabel
	Event
	df
	Sig. (Two Sided P)
	Limit
	Description

	AAR
	Before & After
	6
	0.031
	0.05
	Ho Ditolak

	ATVA
	
	6
	0.030
	0.05
	Ho Ditolak


Discussion
The results of the study show that the announcement of a BI Rate cut affected market reactions, as reflected in abnormal returns. Prior to the announcement, the market showed a positive response, indicating investor optimism. However, after the announcement, the direction of abnormal returns reversed to negative. This phenomenon can be interpreted to mean that although interest rate cuts are usually seen as a positive stimulus for the economy, market participants do not always respond enthusiastically. On the contrary, there were signs of caution that reflected investors' doubts about the effectiveness of this policy in the short term.
The fluctuations in abnormal returns seen around the announcement date also reinforce the argument that monetary policy information has strong informational content for the capital market. The upward trend prior to the event can be linked to the anticipation effect phenomenon, which is the tendency of investors to react before official information is announced. After the announcement, the weakening abnormal return movement reflects that the market has begun to make adjustments by considering fundamental factors and long-term expectations.
These findings are in line with signaling theory, in which monetary policy acts as an important signal that is captured by market participants. However, not all signals are interpreted uniformly. The BI Rate cut does signal expansion, but for some investors, it can also be interpreted as an indication of domestic economic pressure. Thus, the market reacts in various ways, and the result is reflected in negative abnormal returns after the announcement. The hypothesis test results show that there is a significant difference in abnormal returns between the periods before and after the announcement, so it can be concluded that the market did respond to the policy.
In terms of stock trading activity, the results of the study show a significant difference before and after the announcement. Before the announcement, trading volume was relatively higher, while after the announcement, activity declined. This condition can be understood as a wait-and-see response from investors. They tend to refrain from making transactions because they are still assessing the real impact of monetary policy on macroeconomic conditions and the performance of the banking sector. The hypothesis test results support this finding by showing a significant difference in trading volume between the periods before and after the event.
The downward trend in trading activity after the announcement may also reflect a decline in speculative interest in the market. Investors are more cautious in making decisions, resulting in a decline in transaction volume. However, the gradual recovery pattern several days after the announcement indicates that the market is beginning to adjust. This supports the view that the impact of monetary policy is temporary, before the market eventually stabilizes. Thus, the BI Rate announcement not only affects returns but also market liquidity dynamics.
Overall, the results of this study confirm that the announcement of a BI Rate cut has a real impact on both abnormal returns and stock trading volume activity. The market's reaction is not entirely positive, but mixed with signals of caution. The hypothesis test results, which show significant differences in both variables, reinforce the conclusion that monetary policy can trigger market reactions that can be measured statistically. Thus, investment decisions in the capital market are greatly influenced by how investors interpret monetary policy signals and their perceptions of risk and future economic prospects.
4. Conclusion
[bookmark: _Hlk67818646]Based on the discussion and analysis of data regarding the effect of the announcement of a reduction in the BI Rate on LQ45 index banking companies listed on the Indonesia Stock Exchange, the following conclusions can be drawn: 1). The announcement of a reduction in the BI Rate has a significant effect on abnormal returns before and after the announcement. Therefore, the first hypothesis of the study, which states that there is a significant difference in abnormal returns before and after the announcement of the BI Rate reduction, is accepted. 2). The announcement of the BI Rate reduction has a significant effect on trading volume activity before and after the announcement, as measured by trading volume. Therefore, the second hypothesis of the study, which states that there is a significant difference in stock trading volume before and after the announcement of the BI Rate reduction, is accepted.
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