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ABSTRACT 

This research aims to compare Active and Passive Investment Strategies on the Indonesian 
Stock Exchange for the 2013-2024 Using the Magic Formula Method introduced by Joel 
Greenblatt (2010), which is then optimized again using the Single Index Model. Magic 
formula is a simple stock selection strategy by sorting stocks based on Return on Capital 
(ROC) and Earning Yield (EY). The shares to be selected are included in the Kompas100 Index. 
The selected shares have also been listed on the stock exchange for a minimum of 18 
months. Shares included in financial shares will be eliminated. The next step is to select 20 
shares to be formed into a Portfolio based on the top ranking of the ROC and EY scores, 
these 20 shares will be optimized using the Single Index Model method. For active 
strategies, rebalancing will be carried out every year, while for passive strategies, buy and 
hold will be carried out. The results of this active strategy will be compared with passive 
strategies and IHSG. Portfolio measurement will be carried out in 4 ways, namely: return, 
Sharpe ratio, Treynor ratio and Jensen Alpha. The return from the optimized Magic Formula 
shows a value of 217.04%, higher than the original Magic Formula return of 43.43% and the 
passive strategy of 35.04% and the IHSG return of 47%, but the final research results of the 
portfolio show measurements based on return, ratio Sharpe, and Treynor ratios were not 
significantly different, being significantly different only from Jensen Alpha measurements. 

KEYWORDS Active and Passive Strategy, Magic Formula, Portfolio, Return, Single Index 
Model 
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  INTRODUCTION 

Entering the beginning of 2020, the global community was faced with various 

problems, resulting in a very high inflation rate. The increase in inflation was 
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caused by various issues, starting from the trade war between the United States and 

China, followed by the COVID-19 pandemic, and further escalated by the conflict 

between Russia and Ukraine. The impacts of these events reached Indonesia, caus-

ing a significant rise in the inflation rate, peaking at 5.71% in October 2022. This 

inflation is projected to start decreasing in 2023, with it already reaching 3.27% by 

August 2023. Based on surveys conducted in America and Germany, people are 

deeply concerned about the impact of this inflation on their standard of living 

(Shiller, 1997). Therefore, alternative methods besides saving in banks, which offer 

higher returns such as through investments, are needed. Investment vehicles in the 

capital market are diverse, including stocks, bonds, mutual funds, or ETFs, each 

with different risk profiles and returns. 

In addition to the diverse investment instruments, the financial market con-

sists of various types of investors who follow different investment strategies and 

styles. However, most investors aim to outperform the market. This common goal 

prompts investors to ask themselves the same fundamental question: how to beat 

the market (Ker-fox, 2017)? Every investor seeks the best ways and strategies to 

achieve high returns with low risk. According to (Tandelilin, 2017), there are two 

strategies for constructing stock portfolios: passive strategy and active strategy. 

The performance of the average equity mutual funds managed using an active 

strategy, which charges management fees to investors, reflected through the Ba-

reksa Equity Mutual Fund Index from January 2013 to June 2023, did not perform 

better than the Composite Stock Price Index (IHSG) used as a benchmark. For com-

parison, from January 2013 to June 2023, the IHSG had an average performance of 

5.10%, while the Bareksa Equity Mutual Fund Index had an average performance 

of 0.08%. Historically, the IHSG's return has proven to outperform inflation, as seen 

in Table 1.1, where data from 2014 to June 2023 shows that the IHSG successfully 

surpassed inflation. Hence, stocks can be considered as one of the investment in-

struments considered by investors from various layers of society to obtain higher 

returns than inflation. Data from PT. Indonesia Central Securities Depository (KSEI) 

as of August 2023 recorded that the number of investors in the Indonesian capital 

market reached 11,581,533, with 10,852,684 investing in mutual funds, and 

4,948,772 investing in stocks and other securities. Of these investors, 32.82% are 

civil servants, private sector employees, and teachers, 6.64% are housewives, and 

26.58% are students. Based on the above data, if students, housewives, teachers, 

and employees invest in equity mutual funds, they will generally find their invest-

ment returns lagging behind inflation. Therefore, to invest in the capital market, a 

simple strategy is needed to reduce investment risks and outperform the results of 

the IHSG. 

All investors aim to maximize returns, hence this study will analyze invest-

ment strategies using the Magic Formula method. It is hoped that the simplicity of 

the Magic Formula, which only uses 2 metrics or variables in determining stock 

portfolios, can also be used by various layers of society. Several studies have proven 

that actively managed portfolios using the Magic Formula method can provide bet-

ter arithmetic returns compared to their respective benchmarks (Jannah & Imansyah, 

2019; Indrapratama & Sumirat, 2022; Sasmitapura et al., 2022). 
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Table 1. Inflation Data, IHSG Return, Kompas100, and Equity Mutual Fund 

Index (RD Saham) 2014 - June 2023 

Year Inflation IHSG Kompas100 Equity Mutual Fund Index 

Jun-23 3.52% -2.76% -0.40% -1.08% 

2022 5.51% 4.09% -0.82% -1.18% 

2021 1.75% 10.08% -3.42% 0.32% 

2020 1.68% -5.09% -5.52% -8.20% 

2019 2.72% 1.70% 1.52% -13.65% 

2018 3.13% -2.54% -6.35% -3.50% 

2017 3.30% 19.99% 20.31% 9.32% 

2016 3.02% 15.32% 13.17% 7.83% 

2015 3.35% -12.13% -13.79% -13.59% 

2014 8.36% 22.29% 25.77% 24.52% 

Rata2 3.63% 5.10% 3.05% 0.08% 

CAGR 3.62% 4.54% 2.38% -0.50% 

Source: www.bi.go.id and www.Bareksa.com, reprocessed 

 

Research conducted by Jannah & Imansyah, (2019) aimed to investigate the 

performance of the Magic Formula investment strategy introduced by Joel Green-

blatt applied to the Indonesia Stock Exchange. The results concluded that the Magic 

Formula could be applied to the Indonesia Stock Exchange and outperform the av-

erage return of the Composite Stock Price Index (IHSG). The research used stock 

data included in the Kompas100 index from April 2013 to April 2018, spanning a 

5-year historical data period to observe the consistency of the research results and 

surpass the minimum timeframe suggested by Joel Greenblatt for Magic Formula 

implementation. This research resulted in an average return of 12.67% compared to 

the IHSG return of 5.31%, indicating that the Magic Formula is a solid investment 

model, especially considering its simplicity, which only employs 2 metrics, namely 

ROC and Earning Yield. The Magic Formula works on average, thus (Greenblatt, 

2010) in his book recommends buying a minimum of 20-30 stocks as a portfolio 

with equal weighting and a minimum usage period of 3 years for this method to 

work effectively. 

Research conducted by Gustavsson & Stromberg (2017) concluded that it is 

possible to achieve significantly higher investment returns with the Magic Formula 

compared to the OMXS30 index in the Swedish stock market. This research was 

conducted from April 1, 2007, to March 31, 2017. In addition to comparing market 

returns, the risks inherent in investments were also considered through the use of 

the Sharpe Ratio, CAPM, and Fama and French's Three-Factor Model. The Magic 

Formula portfolio yielded a return of 21.25%, while the OMXS30 index yielded a 

return of 5.22%. The Sharpe Ratio yielded 0.769 for the Magic Formula, compared 

to 0.146 for the market. Furthermore, CAPM and Three-Factor Model analyses 

showed a significant excess return from the Magic Formula that could not be ex-

plained by risk, company size, or value. 

Other research and backtesting conducted by Gunnar Juliao de Paula, (2016) 

on the Brazil stock market from 2006 to 2015 also showed that the Magic Formula 
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portfolio outperformed both benchmarks during the analysis period, namely 

Ibovespa and IBrX-100. 

Meanwhile, research conducted by Davydov et al., (2016) from 1991 to 2013 

on the Finland stock market showed that the Magic Formula yielded results that 

could beat the market, with a return of 19.26%, while the OMX CAP GI benchmark 

yielded a return of 13.63%. Interestingly, this study also compared several methods 

considered as Traditional Value Investment Strategies such as Earning to Price, 

Book to Price, Cash Flow to Price, and Dividends to Price. The study found that all 

tested strategies consistently outperformed the market. The EBIT/EV strategy 

yielded a return of 20.57%, better than the Magic Formula return of only 19.26%. 

Even when measured based on risk-adjusted return, namely the Sharpe Ratio metric, 

the EBIT/EV method provided the highest result compared to other strategies and 

was superior to the Magic Formula, with a Sharpe Ratio of 0.704. It's worth noting 

that EBIT/EV is one of the metrics of the Magic Formula. 

The results of the above studies indicate that the Magic Formula can outper-

form benchmarks in stock indices in Finland, Brazil, Sweden, and Indonesia. Ad-

ditionally, Jannah & Imansyah (2019) concluded that while the Magic Formula has 

a good track record based on previous research, a good track record is not the reason 

why investors should follow the Magic Formula. This is because the information 

presented is based on historical financial report data, while future pricing will heav-

ily depend on the company's performance in the future. Future research could use 

longer timeframes and apply modifications to the Magic Formula. 

Research conducted by Sasmitapura et al., (2022) aimed to prove that analyz-

ing using the Magic Formula method, which is part of value investing, can be used 

by investors to select the right stocks and be profitable. The research period was 

from 2016 to 2020, using stocks listed on the Indonesia Stock Exchange in the 

LQ45 index as objects. The Magic Formula was chosen for its simplicity, only com-

bining high Earnings Yield and Return on Capital. However, the research found 

that the geometric CAGR return of the Magic Formula could not provide better 

results compared to the IHSG return, both for portfolio compositions of 15, 20, and 

25 stocks. But the geometric return with a portfolio composition of 15 stocks could 

outperform the LQ45 benchmark, which is the basis for forming the Magic Formula 

portfolio in the study. However, when calculated in arithmetic averages, portfolios 

with compositions of 20 and 25 stocks yielded returns of 5.82% and 5.62%, respec-

tively, outperforming the LQ45 index, which yielded 3.71%, but not outperforming 

the IHSG, which yielded 6.52%. Additionally, other research by Ye, (2013) con-

ducted in the Shanghai stock market from 2006 to 2011 showed that the Magic 

Formula yielded higher returns compared to the Shanghai Stock Exchange index 

on average. 

Research conducted by Kakinuma & Hongratanawong, (2014) stated that the 

Magic Formula portfolio results from 1993 to 2012 in the Thailand stock market 

produced an annualized return of 34.1% compared to the SET index's annualized 

return of 9.6%. For the Japanese market, the Magic Formula portfolio yielded a 

return of 9.3% compared to the Nikkei 225 index's return of 1.7%. In the US market, 

the Magic Formula portfolio yielded a return of 15.5% compared to the S&P 500 

index's return of 8.8%. 
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Similar research was also conducted in India from 2012 to 2019, which 

showed that the Magic Formula yielded a CAGR return of 13.89% compared to a 

return of 9.31% from the BSE Sensex Index. When measured using the Sharpe ratio, 

the Magic Formula method also outperformed its benchmark, with 0.31 compared 

to 0.20. Interestingly, in the early years, the Magic Formula did not show good 

results, but over time, it began to yield positive results. This aligns with Greenblatt's 

explanation (2010) in his book, suggesting that the Magic Formula should be given 

a minimum of 3-5 years to show good results. In their research, Preet et al. (2021) 

mentioned limitations where the return calculated for the benchmark indices did not 

account for dividends, but the portfolio return was adjusted with these variables. 

However, according to empirical results, these variables provided an additional av-

erage return of 1-2%. Sasmitapura et al., (2022) concluded that research conducted 

by forming Magic Formula stock portfolios from stocks included in the LQ45 index 

affected the overall research results because the return of the LQ45 index itself was 

not very good, only yielding a return of 1.44% below the IHSG return of 4.32%. 

Additionally, decision-making related to investments should not only be based on 

the Magic Formula but also require other supporting information and analyses for 

stock selection. 

Research conducted by Indrapratama & Sumirat, (2022) from 2016 to 2022 

aimed to provide options for new investors in Indonesia who are not very financially 

literate, thus reducing errors in stock selection. The methods recommended in their 

research are the Magic Formula strategy and the Acquirer’s Multiple. The results 

of the research showed that the Magic Formula yielded significant results, with an 

arithmetic average return of 26.24%, while the IHSG only yielded an arithmetic 

average return of 8.56%. When using the Sharpe ratio to measure the return of a 

portfolio based on inherent risks, a figure of 0.930 was obtained compared to the 

Sharpe Ratio of the IHSG, which was 0.043. This research also explained Tobias 

Carlisle's strategy, namely the Acquirer’s Multiple, which only uses 1 metric from 

the Magic Formula, namely EV/EBIT. Based on the arithmetic average return, a 

return of 26.32% was obtained, slightly superior to the Magic Formula return. Re-

search conducted by Ye (2013) aimed to determine whether using value investing 

strategies could work well in the Shanghai stock market. This research compared 

investment strategies from several gurus, such as Benjamin Graham, Peter Lynch, 

and Joel Greenblatt, on the Shanghai stock exchange from 2006 to 2011. The study 

found that portfolios formed from Joel Greenblatt's and Peter Lynch's investment 

strategies yielded higher returns than the market. However, the number of stocks in 

the portfolio using Peter Lynch's investment strategy was much larger than Joel 

Greenblatt's Investment Strategy, although both succeeded in beating the market. 

Joel Greenblatt's investment strategy also uses fewer criteria than Benjamin Gra-

ham's and Peter Lynch's investment strategies, as mentioned in his book, that the 

Magic Formula strategy is based on only 2 simple metrics that can beat the market. 

Another study conducted by Audini & Dewi, (2022) in the Indonesian capital mar-

ket showed that the Magic Formula could yield better returns than the IHSG and 

Kompas100. In conclusion, Indrapratama & Sumirat (2022) stated that both invest-

ment strategies from Joel Greenblatt and Tobias Carslisle yielded similar results, 

with Tobias Carslisle's strategy slightly outperforming Joel Greenblatt's in terms of 
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return and Sharpe ratio value. Therefore, this strategy is recommended for beginner 

investors because historically it can provide decent returns and only uses 1 meas-

urement metric. 

It is evident from Table 1.2. that several studies conducted by various re-

searchers show that the results of Sasmitapura et al. (2022) differ significantly from 

other researchers. According to the researchers, this is because the data used did not 

have a very long period, only 5 years, and the end period coincided with the out-

break of the Covid19 pandemic. Additionally, the population data from LQ45 was 

too small, resulting in limited sample selection in portfolio formation. According to 

Sasmitapura et al. (2022), the performance of the LQ45 index itself, which was not 

very good, yielding only a return of 1.44% compared to the IHSG return of 4.32%, 

made the formed portfolio less optimal. The differences observed in previous re-

search in the Indonesian capital market motivated the study of active strategies us-

ing the Magic Formula method in the Indonesian capital market with a longer period, 

where active strategies are suspected to provide better results than passive strategies. 

Thus, investors can achieve higher returns than the annual inflation rate in Indonesia 

and also higher than the Kompas100 and IHSG indices. 

 

Table 2. Summary of Magic Formula Returns in Previous Research 

No Researchers Title Index 
Index 

Return 

Magic 

Formula 

Return 

1 

Miftahul 

Jannah and 

Fadlul 

Imansyah 

Analysis of Magic 

Formula Investment 

Strategy in Indonesia 

Stock Exchange (April 

2013 - April 2018) 

IHSG 5.1% 12.67% 

2 

Oscar 

Gustavsson and 

Oskar 

Stromberg 

Magic Formula Investing 

and The Swedish Stock 

Market (April 1, 2007 - 

March 31, 2017) 

OMXS

30 
5.22% 21.25% 

3 

Alexander 

Gunnar Juliao 

de Paula 

Backtesting the Magic 

Formula in the Brazilian 

Stock Market (2006 - 

2015) 

IBrX10

0 
1.69% 5.04% 

4 

Denis 

Davydov, Jarno 

Tikkanen, and 

Janne Äijö 

Magic Formula vs. 

traditional value 

investment strategies in 

the Finnish stock market 

(1991 - 2013) 

OMX 

CAP 

GI 

13.63% 19.26% 

5 

Arif 

Indrapratama 

and Erman Arif 

Sumirat 

Implementation of Magic 

Formula and Acquirer’s 

Multiple Stock Investment 

Strategy in The Indonesia 

IHSG 8.56% 26.24% 
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Source: Compiled Research Data 

 

The research objects used in this thesis are stocks listed on the Indonesia 

Stock Exchange represented by the Kompas100 index. The research period starts 

from 2013 to 2023. The Kompas100 index is the result of daily collaboration be-

tween Kompas and the Indonesia Stock Exchange aimed at complementing various 

existing investment references in the Indonesia Stock Exchange. The Kompas100 

index was chosen because it consists of 100 company stocks traded on the Indonesia 

Stock Exchange, has high liquidity and market value, and also has good fundamen-

tals and returns. Stocks in the Kompas100 index are estimated to represent 70-80% 

of the market capitalization of all listed parts in the IDX. Every six months, Kompas 

and the Indonesia Stock Exchange jointly evaluate which issuers will be included 

in the Kompas100 index. Some criteria for selecting the Kompas100 index include 

being listed on the IDX for a minimum of 3 months, calculations based on funda-

mental factors and company patterns passing through 2 stages of filtration from 150 

stocks with the largest capitalization. The first stage selects only the top 60 stocks. 

The second stage selects 40 stocks based on returns. All stocks are considered based 

on value, volume, and frequency of transaction activity in the regular market. The 

research period from 2013 to 2023 was chosen because the Magic Formula requires 

a long period to provide optimal results. 

In the world of value investing, there are many gurus whose strategies can be 

followed, but in this study, the Magic Formula investment strategy by Joel Green-

blatt was chosen because this strategy is very simple as it only uses 2 metrics in 

stock selection, namely Earning Yield and ROC, making it very easy to follow for 

various segments of society. And based on several existing studies, it shows that 

Stock Exchange (2016-

2022) 

6 

Angga 

Sasmitapura, 

Michael, and 

Sandra Faninda 

Portfolio Performance 

Analysis of Magic 

Formula on LQ45 Index in 

the Indonesia Stock 

Exchange (2016-2020) 

IHSG 6.52% 5.82% 

7 

Yosuke 

Kakinuma and 

Hongratanawon

g, Lalita 

Testing the Validity of 

Greenblatt’s Magic 

Formula: Evidence from 

Thailand, Japan and US 

Stock Markets (1993-

2012) 

SET, 

Nikkei, 

S&P 

500 

9.6%, 

1.7%, 

8.8% 

34.1%, 

9.3%, 

15.5% 

8 

Simmar Preet, 

Ankita Gulati, 

Arnav Gupta, 

and Aadit 

Aggarwal 

Back Testing Magic 

Formula on Indian Stock 

Markets: An Analysis of 

Magic Formula Strategy 

(2012-2019) 

BSE 

Sensex 
9.31% 13.89% 
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the Magic Formula can work well in the capital markets of several countries and in 

Indonesia. 

 

RESEARCH METHOD 

This research was conducted with the aim of proving six hypotheses that have 

been formulated as follows: 

1. The first hypothesis aims to prove that an active portfolio strategy using the 

Magic Formula method by Joel Greenblatt can provide higher returns than 

the Composite Stock Price Index (IHSG). Therefore, the hypothesis is for-

mulated as follows:  

Ha 1: The return of the active portfolio strategy using the Original Magic 

Formula is significantly greater than the return of the IHSG. 

2. The second hypothesis aims to prove that an active portfolio strategy using 

the Magic Formula method by Joel Greenblatt, which has been optimized 

using the Single Index Model, can provide higher returns than the Compo-

site Stock Price Index (IHSG). Therefore, the hypothesis is formulated as 

follows:  

Ha 2: The return of the active portfolio strategy using the Original Magic 

Formula is significantly greater than the return of the IHSG. 

3. To achieve the third objective of the research, portfolio performance will be 

measured using four metrics: return, Sharpe ratio, Treynor ratio, and 

Jensen's alpha ratio. The hypotheses are formulated as follows:  

Ha 3: The return of the active portfolio strategy using the Magic Formula, 

optimized using the Single Index Model, is significantly greater than the 

return of the passive strategy.  

Ha 4: The Sharpe ratio of the active portfolio strategy using the Magic For-

mula, optimized using the Single Index Model, is significantly greater than 

the Sharpe ratio of the passive strategy.  

Ha 5: The Treynor ratio of the active portfolio strategy using the Magic 

Formula, optimized using the Single Index Model, is significantly greater 

than the Treynor ratio of the passive strategy.  

Ha 6: The Jensen's Alpha ratio of the active portfolio strategy using the 

Magic Formula, optimized using the Single Index Model, is significantly 

greater than the Jensen's Alpha ratio of the passive strategy. 

 

In terms of research type, this study falls into the category of basic research 

because it tests, modifies, and develops theories and previous research. Based on 

its purpose, this research belongs to the category of conclusive descriptive research, 

which is used to create a picture or explain a situation objectively using numerical 

data, including data collection, interpretation, presentation, and results. In terms of 

approach, this research belongs to the category of quantitative research because it 

emphasizes analysis on numerical data processed using statistical methods. 

 

RESULT AND DISCUSSION 
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1. MAGIC FORMULA VS IHSG 

 

 
 

2. MAGIC FORMULA YANG SUDAH DIOPTIMALISASI VS IHSG 
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TOT
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Geo
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1 

Kompas100 
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7% 
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% 

86.2

2% 
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% 
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% 
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% 
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IHSG 
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-
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8% 

-

2.21
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5 

Magic 

Formula ( 

Active ) 
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66

% 

116.
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% 

83.1

6% 

122.

56
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95.8

7% 
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3% 

57.3
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% 
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27

% 

110.

32

% 

113.

11

% 

43.4

3% 

3.33
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6 
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Formula 

optimized 
using Single 

Index Model 

(Active) 
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74
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185.
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% 

102.
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41

% 
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% 
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09

% 
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47
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217.

04% 
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6% 

7 
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Strategy 

(Passive) 

89.3

3% 
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8% 

81.4

1% 
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28
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15
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0% 

56.9

8% 

150.
94

% 

123.
85

% 

115.
44

% 

112.
02

% 

35.0

4% 

2.77

% 

8 
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3. MAGIC FORMULA YANG SUDAH DIOPTIMALISASI ( AKTIF 

STRATEGI ) VS NAÏVE STRATEGI ( PASSIVE STRATEGI ) 

 

 
 

4. MAGIC FORMULA YANG SUDAH DIOPTIMALISASI ( SHARPE 

RATIO) VS NAÏVE STRATEGI ( SHARPE RATIO) 
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5. MAGIC FORMULA YANG SUDAH DIOPTIMALISASI ( TREY-

NOR RATIO) VS NAÏVE STRATEGI ( TREYNOR RATIO) 

 

 
 

6. MAGIC FORMULA YANG SUDAH DIOPTIMALISASI ( JENSEN 

ALPHA) VS NAÏVE STRATEGI ( JENSEN ALPHA) 
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CONCLUSION 

From the results of the above research from March 2013 to March 2024, the 

measurement of total return shows greater results than the optimized Magic 

Formula method of 217.04%, higher than  the original Magic Formula return of 

only 43.43% and passive strategy (Naïve strategy) of 35.04% and return JCI by 

47%, but not significantly. as well as measurements based on the Sharpe ratio, and 

the Treynor ratio did not differ significantly, which differed significantly only from 

the Jensen Alpha measurement. 
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