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 Purpose: This study aims to analyze the effects of exchange rates and 

inflation on the Composite Stock Price Index (IHSG), with LQ45 stock prices 

as an intervening variable, for the period 2021–2025.  

Research Method: This study employs a quantitative approach using 

monthly secondary data obtained from the Indonesia Stock Exchange, Bank 

Indonesia, and the Central Statistics Agency. The analysis was conducted 

using Partial Least Squares–Structural Equation Modeling (PLS-SEM) 

through path analysis and bootstrapping procedures using SmartPLS.  

Results and Discussion: The results show that the exchange rate has a 

positive effect on the LQ45 Stock Price and the IHSG, whereas inflation does 

not affect either variable. The LQ45 Stock Price has a positive effect on the 

IHSG and partially mediates the exchange rate's effect on the IHSG, but does 

not mediate the relationship between inflation and the IHSG.  

Implications: These findings underscore the importance of exchange rate 

stability as a foundation for investment decision-making and the 

formulation of capital market policies. 

Originality: The novelty of this study lies in testing the mediating role of 

the LQ45 stock price in explaining the transmission mechanism by which 

macroeconomic variables affect the IHSG. 
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1. Introduction 

 

The capital market is one of the key indicators reflecting a country’s economic conditions, while also 

serving as a means for companies to raise funds to increase their corporate value. From a financial 

perspective, the primary objective of a publicly traded company is to maximize shareholder wealth by 

increasing corporate value, as reflected in the stock price in the capital market. Brigham (2004) explains 

that corporate value represents investors’ perception of a company’s success, which is generally 

reflected through the stock price. The higher the stock price, the greater investors’ confidence in the 

company’s prospects. Therefore, stock price dynamics serve as a crucial indicator of how the market 

responds to changes in economic conditions and information affecting the company’s prospects. 

In Indonesia, the LQ45 Index is a strategic index comprising stocks with large market 

capitalization and high liquidity, making it a common benchmark for assessing the condition of the 

national capital market. Tandelilin (2020) states that large-cap, highly liquid stocks tend to respond 

more quickly to changes in macroeconomic information than second- or third-tier stocks. This dynamic 

means that changes in macroeconomic variables are first reflected in the stock prices of companies 
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included in the LQ45 Index before ultimately influencing the movement of the Composite Stock Price 

Index (IHSG). Thus, stock prices serve as a strategic transmission mechanism through which 

macroeconomic conditions affect aggregate market value. 

The 2021–2025 period presents highly complex macroeconomic dynamics for the Indonesian 

economy. The year 2021 marked a post-COVID-19 recovery phase, still characterized by high global 

uncertainty. Mishkin (2007) explains that rising macroeconomic uncertainty increases the risk premium 

demanded by investors, leading to higher stock market volatility. Furthermore, the 2022–2023 period 

was marked by a surge in global inflation due to post-pandemic supply chain disruptions and the 

Russia–Ukraine geopolitical conflict. In 2024–2025, the market once again faced uncertainty due to the 

post-2024 General Election government transition and adjustments to various national economic 

policies. Tandelilin (2020) states that political stability is part of systematic risk that cannot be diversified; 

thus, changes in government policy often influence investor behavior by increasing market uncertainty. 

This phenomenon is reflected in the movement of the LQ45 Index, which experienced fairly 

sharp fluctuations during the observation period. Based on data from the Indonesia Stock Exchange 

(IDX), the LQ45 Index showed a downward trend from the end of 2024 through mid-2025, as shown in 

Figure 1. This decline in the index indicates rising external and domestic pressure on Indonesia’s blue-

chip stocks, signaling a shift in investor perceptions of the national capital market's prospects. 

Figure 1. Movement of the LQ45 Index (2021–2025) 

 

Various studies have examined the relationship between macroeconomic conditions and the 

Indonesian capital market. In general, macroeconomic variables such as inflation, exchange rates, 

interest rates, and economic growth have been shown to explain changes in stock prices and market 

indices. Hamzah et al., (2021) found that interest rates have a negative effect on the LQ45 Index, while 

exchange rates and foreign exchange reserves have a significant positive effect. These findings indicate 

that changes in macroeconomic conditions can influence investors’ investment decisions through shifts 

in expectations regarding corporate performance. Another study by Ilyas (2022) on companies included 

in the LQ45 Index for the 2011–2021 period showed that exchange rates and the BI Rate have a 

significant effect on stock prices, whereas inflation and Gross Domestic Product (GDP) do not. These 
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results indicate that not all macroeconomic indicators exhibit the same sensitivity to the stock market, 

suggesting that the relationships among variables remain empirically inconsistent. Different results were 

also found by Khalifaturofiah (2023), who analyzed LQ45 companies for the 2017–2021 period. That 

study showed that the exchange rate had a negative effect on the LQ45 Index, while interest rates had 

a positive effect. Conversely, neither inflation nor economic growth had a significant effect on the index. 

These differing research findings indicate that the relationship between macroeconomic variables and 

the capital market remains dynamic and is strongly influenced by the characteristics of the study period, 

economic conditions, and investor behavior. 

In addition to these empirical findings, Indonesia’s macroeconomic data during the study 

period also revealed an interesting phenomenon. According to data from the Central Statistics Agency 

(BPS), Indonesia’s inflation rate reached 5.51% in 2022—the highest level in the past decade—due to 

rising global energy and food prices. Chiang (2023) explains that high inflation increases companies’ 

operating costs, thereby reducing profitability and ultimately putting downward pressure on stock 

prices. The rupiah's exchange rate against the U.S. dollar depreciated to nearly Rp16,000 per dollar 

during certain periods in 2022 and early 2024. According to Krugman et al., (2018), the depreciation of 

the domestic currency increases the cost of importing raw materials and companies’ foreign-currency 

debt burdens, thereby potentially reducing firm value through lower profits and stock prices. Although 

various studies have demonstrated that macroeconomic variables influence both stock prices and the 

LQ45 Index, several limitations remain in the prior literature. First, most studies have examined only the 

direct effects of macroeconomic variables on stock prices or market indices separately. Second, previous 

research findings show inconsistencies regarding the effects of inflation and exchange rates on the 

capital market. Third, previous studies have not explicitly explained the mechanism by which 

macroeconomic conditions influence the IHSG through changes in stock prices as an intervening 

mechanism, particularly for companies included in the LQ45 Index. 

Theoretically, stock prices are the first reflection of investors’ responses to changes in 

macroeconomic conditions before such changes are reflected in aggregate market index movements. 

Therefore, treating stock prices as an intervening variable provides a more comprehensive explanation 

of the transmission process through which inflation and exchange rates influence the IHSG. This 

approach is expected to broaden our understanding of the mechanisms underlying firm valuation amid 

economic uncertainty and address the limitations of previous studies, which have primarily focused on 

direct relationships among variables. Based on empirical evidence, the inconsistencies in previous 

research findings, and these research gaps, this study aims to analyze the effects of inflation and 

exchange rates on the IHSG, with stock prices as an intervening variable, for companies included in the 

LQ45 Index during the 2021–2025 period. The novelty of this study lies in the development of a 

mediation model that explains how macroeconomic variables affect the IHSG through stock prices—an 

approach that has not been extensively tested in prior research on the Indonesian capital market, 

particularly for LQ45 blue-chip stocks. Thus, this study is expected to make a theoretical contribution to 

the development of financial literature on the transmission mechanism from the macroeconomy to the 

capital market and to provide practical implications for investors, companies, and policymakers in 

formulating investment strategies and capital market stabilization policies. 

The remainder of this paper is organized as follows. Section 2 provides a literature review and 

hypothesis development. Section 3 presents the research method and design. Section 4 provides the 

results and discussion. Section 5 presents Concluding Remarks and Recommendations. 
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2. Literature Review and Hypothesis Development 

2.1 Literature Review 

2.1.1 Capital Market 

The capital market is a financial system that brings together parties with excess funds and those in need 

of long-term financing through the trading of various financial instruments, such as stocks, bonds, and 

other securities. The capital market serves not only as a source of funding for companies but also as an 

investment vehicle that reflects a country's fundamental economic conditions. In an efficient market 

mechanism, security prices are determined by the interaction of supply and demand and quickly 

incorporate new information as it becomes available, thereby reflecting investors’ expectations 

regarding a company’s prospects and the overall economic conditions. This efficiency is a critical factor 

in maintaining market credibility because it ensures that the price-formation process is transparent and 

rational. Peranginangin (2023) emphasizes that capital market efficiency is influenced by market 

participants’ ability to respond to information quickly and accurately, while Pontoh & Budiarso (2023) 

demonstrate that changes in economic conditions or external events are immediately reflected in stock 

index movements as a consequence of efficient market mechanisms. Therefore, the capital market not 

only reflects corporate value but also serves as a key indicator of economic stability and investor 

confidence in the prospects for national economic growth. 

Developments in modern capital markets indicate that stock price dynamics are increasingly 

influenced by global economic volatility, financial market integration, and changes in investor behavior 

in response to information. Grebe & Schiereck (2024) explain that investor behavior and market 

efficiency play a crucial role in shaping stock price dynamics, as new information is immediately reflected 

in trading activity, thereby affecting market value. Meanwhile, Yulfajar et al., (2025) found that capital 

market volatility is closely linked to economic growth, with increasing economic uncertainty influencing 

investment decisions and amplifying stock price fluctuations. In the Indonesian context, Mahastanti & 

Oktavia (2022) demonstrate that integrating the Indonesian capital market with ASEAN capital markets 

has made domestic market movements increasingly sensitive to changes in regional and global 

economic conditions, thereby making market stability heavily influenced by external sentiment and 

international capital flows. These conditions reinforce the capital market’s role as both a mechanism for 

transmitting economic information and a barometer of the national economy’s health. Thus, movements 

in stock prices and market indices not only reflect companies’ fundamental performance but also 

represent investors’ collective response to changes in macroeconomic indicators, global risks, and 

expectations regarding future economic growth. 

2.1.2 Exchange Rate 

An exchange rate is the value of one country’s currency expressed in terms of another country’s currency 

and serves as a key indicator of monetary stability, economic competitiveness, and the balance of 

international transactions. In an open economy, changes in exchange rates affect trade, investment, 

capital flows, and corporate sector performance—particularly for companies that rely on imported raw 

materials or foreign currency financing. Depreciation of the domestic currency increases import costs, 

the burden of foreign debt payments, and exchange rate risk, which can ultimately reduce corporate 

profitability. Conversely, currency appreciation can strengthen purchasing power for imported goods, 
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although it can also reduce export competitiveness. Therefore, exchange rate stability is a key objective 

of monetary policy as it reflects investor confidence in a country’s economic fundamentals. Ibrahim & 

Sukmana (2023) explain that the effectiveness of monetary policy in developing countries is heavily 

influenced by exchange rate stability, as exchange rate fluctuations affect the transmission of policy to 

the real sector and financial markets. In line with this, Dovonou (2024) emphasizes that the dominance 

of the U.S. dollar in global trade and the financial system has made exchange rate movements an 

increasingly critical factor in domestic economic stability, particularly in developing countries with high 

levels of economic openness. 

From a capital market perspective, exchange rate movements constitute fundamental 

information that influences investors’ expectations regarding corporate prospects and investment risk. 

Exchange rate fluctuations affect cash flows, operating costs, and corporate profit estimates, which are 

then reflected in changes in stock prices and market indices. When exchange rates are highly volatile, 

investors tend to perceive greater risk, leading to portfolio adjustments and increased volatility in capital 

markets. El-Diftar (2023) demonstrates that exchange rate changes significantly affect stock market 

performance in developing countries by influencing investment decisions and corporate valuations. In 

the Indonesian context, Utama et al., (2024) found that exchange rate stability is a key determinant of 

capital market development because it affects investor confidence and stock index movements. These 

findings are reinforced by Anggi et al., (2025), who show that exchange rate fluctuations are closely 

related to changes in corporate stock prices in Indonesia, particularly in sectors with high exposure to 

international trade. Thus, the exchange rate serves not only as an indicator of macroeconomic stability 

but also as a strategic variable influencing stock price dynamics, investor behavior, and overall capital 

market movements. 

2.1.3 Inflation 

Inflation is a condition characterized by a general and sustained rise in the prices of goods and services 

in an economy, leading to a decline in the public’s purchasing power and affecting macroeconomic 

stability. As one of the key indicators of monetary policy, inflation reflects the balance between supply 

and demand, the effectiveness of controls over the money supply, and economic actors’ expectations 

regarding future economic conditions. A stable inflation rate creates an economic climate conducive to 

consumption, investment, and production. In contrast, high or uncontrolled inflation increases 

economic uncertainty, raises production costs, and reduces the real value of income and financial assets. 

These conditions prompt the central bank to adjust monetary policy—primarily through changes in 

interest rates—to maintain price stability and financial stability. Sia et al., (2024) explain that inflation is 

a key determinant influencing the transmission mechanism of monetary policy to financial markets, 

while Majok et al., (2024) demonstrate that changes in inflation have direct implications for economic 

activity and investment decisions because they affect market participants’ expectations regarding risk 

and the prospects for economic growth. 

From a capital markets perspective, inflation is a macroeconomic variable that affects corporate 

value through changes in operating costs, consumer purchasing power, and investors' expected rates 

of return. Rising inflation tends to reduce corporate profitability by increasing raw material and 

production costs, thereby affecting cash flow estimates and stock valuations. Furthermore, high inflation 

is often followed by rising interest rates, which cause investors to shift their investments from the stock 

market to relatively safer fixed-income instruments. Ramadhani et al., (2024) demonstrate that inflation 
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is a significant factor influencing the movement of the Composite Stock Price Index (IHSG), particularly 

during periods of economic uncertainty. This finding is reinforced by Fauzi & Wijoyo (2025), who state 

that inflation plays a crucial role in determining the dynamics of the Indonesian capital market alongside 

other macroeconomic variables. In line with this, Purnamasari et al., (2025) found that changes in the 

inflation rate affect the movement of the IHSG through shifts in investors’ risk and corporate profit 

expectations. Thus, inflation not only reflects price stability in the economy but also serves as a strategic 

indicator that influences investor behavior, corporate performance, and the overall dynamics of the 

capital market. 

2.1.4 LQ45 Stock Prices 

A stock price is the market value of a stock determined by the mechanisms of supply and demand in 

the capital market. It reflects investors’ expectations regarding a company’s future performance, risk, 

and prospects. In the context of the Indonesian capital market, stocks included in the LQ45 Index are 

characterized by large market capitalization, high liquidity, and active trading volume, making them a 

key indicator of the national stock market's dynamics. Stock price movements in this group are 

influenced not only by the companies’ fundamentals but also by external factors such as changes in 

macroeconomic conditions, market sentiment, and economic policies. Mahirun (2023) explains that the 

stock returns of LQ45 companies are influenced by a combination of fundamental factors and economic 

conditions that shape investors’ perceptions of a company’s value. In line with this, Satriaji & Maryanti 

(2023) demonstrate that corporate financial indicators strongly influence changes in the stock prices of 

LQ45 companies, as such information serves as the basis for investors' evaluation of return prospects 

and investment risks. Thus, LQ45 stock prices can be viewed as both a representation of corporate value 

and a reflection of market efficiency in processing available information. 

From a financial theory perspective, LQ45 stock prices play a strategic role because they reflect 

the market’s response to new information regarding corporate conditions and the economic 

environment. Information regarding financial performance, corporate policies, and changes in economic 

conditions is immediately reflected in stock prices by investors, thereby influencing market prices. Al-

Hiyari et al., (2024) explain that the quality of corporate governance and the level of information 

asymmetry play a crucial role in stock price formation because they influence investor confidence in a 

company’s value. In the Indonesian context, Saputra et al., (2025) found that the stock prices of LQ45 

companies are influenced by various fundamental factors that determine market perceptions of issuers’ 

performance, while Jayanti et al., (2026) demonstrated that accounting indicators make a significant 

contribution to explaining changes in the stock prices of LQ45 companies on the Indonesia Stock 

Exchange. Therefore, LQ45 stock prices not only represent the interaction of supply and demand in the 

market but also serve as a key indicator reflecting a company’s fundamental quality, the effectiveness 

of its corporate governance, and investor responses to changes in economic conditions and evolving 

information in the capital market. 

2.1.5 Composite Stock Price Index (IHSG) 

The Composite Stock Price Index (IHSG) is a key indicator that reflects the overall performance of the 

stock market on the Indonesia Stock Exchange (IDX) through the price movements of all listed stocks. 

As a market-capitalization-weighted index (market capitalization weighted index), the IHSG reflects 

changes in the market value of publicly traded companies and is therefore often used as a barometer 
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of capital market conditions and the health of the national economy. Movements in the IHSG are 

influenced by various factors, ranging from corporate fundamentals to macroeconomic dynamics, such 

as inflation, exchange rates, interest rates, commodity prices, and global market sentiment. Therefore, 

changes in the IHSG not only represent aggregate changes in stock prices but also reflect investors’ 

collective response to evolving economic information. Krisnandi et al., (2024), in a systematic literature 

review, explain that IHSG movements are influenced by interactions among various macroeconomic 

variables and external factors that shape investors’ expectations about the prospects of the Indonesian 

capital market. In line with this, Wardana & Masdjojo (2024) demonstrate that inflation, interest rates, 

and exchange rates are the primary determinants affecting changes in the IHSG, as these three variables 

influence investment decisions and corporate valuations in the capital market. 

As an aggregate market indicator, the IHSG also reflects investor confidence in economic 

stability and national growth prospects. When economic conditions improve, corporate performance 

rises, and investor expectations become more positive, driving up stock prices—a trend reflected in a 

rising IHSG. Conversely, economic uncertainty or global market volatility increases risk perceptions and 

prompts portfolio adjustments, leading to a decline in the index. Nugroho & Dwiridotjahjono (2025) 

demonstrate that movements in the IHSG are influenced not only by domestic factors but also by 

international market dynamics, including global stock indices, oil prices, and fluctuations in the rupiah 

exchange rate. These findings are supported by Khotimah et al., (2024), who found that inflation, interest 

rates, and gold prices are key factors driving changes in the IHSG, as they influence investors’ asset 

allocation preferences. Furthermore, Purnamasari et al., (2025) demonstrate that inflation, exchange 

rates, and interest rates affect the IHSG by altering investors’ expectations of risk and corporate profit 

prospects. Thus, the IHSG serves not only as an indicator of the Indonesian capital market’s performance 

but also as a representation of the dynamic interplay between macroeconomic conditions, corporate 

performance, and investor behavior in response to changes in the domestic and global economic 

environment. 

2.1.6 Theory of Inter-Variable Relationships 

Given the economic fluctuations during the study period, the selection of the exchange rate and inflation 

as the primary macroeconomic variables was driven by their high sensitivity to the performance of large-

cap companies in the LQ45 Index. The exchange rate affects external stability through international 

trade competitiveness, foreign-currency debt exposure, and currency conversion risk. At the same time, 

inflation reflects domestic pressures that affect production costs, interest rates, and consumer 

purchasing power (Chiang, 2023). Changes in these two indicators send economic signals that investors 

respond to immediately, in accordance with Signaling Theory, and these changes are reflected in stock 

price movements as the intervening variable. In line with Fama’s (1970) Market Efficiency Theory, stock 

prices will adjust rapidly to fundamental economic information. Since LQ45 stocks have the largest 

market capitalization on the Indonesia Stock Exchange, changes in the stock prices of this group will 

contribute significantly to movements in the Composite Stock Price Index (IHSG), the dependent 

variable. 

2.1.7 Conceptual Framework of the Study 

This study analyzes the effects of the Exchange Rate (X1) and Inflation (X2) on the Composite Stock 

Price Index (IHSG) (Y), with LQ45 Stock Prices (Z) serving as the intervening variable. The conceptual 
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framework is based on Ross’s Signaling Theory (1977) and the Efficient Market Hypothesis (Fama, 1970). 

From the perspective of Signaling Theory, changes in exchange rates and inflation serve as 

macroeconomic signals that reflect monetary stability and corporate performance prospects, thereby 

influencing investment decisions in capital markets. Furthermore, the Efficient Market Hypothesis holds 

that publicly available macroeconomic information is immediately incorporated into stock price 

changes. Therefore, the LQ45 Stock Price is positioned as an intervening variable that transmits the 

effects of exchange rates and inflation on the IHSG. Given that LQ45 stocks have dominant market 

capitalization and liquidity on the Indonesia Stock Exchange, aggregate changes in the stock prices of 

this group will influence the direction of the IHSG’s movement. Based on this relationship, the 

conceptual flow of the study is visualized in Figure 2. 

Figure 2. Conceptual Framework 

 

2.2 Hypothesis Development 

2.2.1 The Impact of Exchange Rates on the IHSG 

Exchange rates are macroeconomic indicators that reflect a country’s monetary stability and economic 

competitiveness. A depreciation of the rupiah could increase companies’ operating costs—particularly 

for listed companies that rely on imports and foreign-currency debt—thereby reducing profitability 

expectations and investor confidence. Furthermore, exchange rate volatility can trigger capital outflows, 

which in turn weaken capital market activity. The IMF (2023) emphasizes that exchange rate instability 

can disrupt the investment climate, while Astuti et al., (2016) and Jauhari et al., (2018) demonstrate that 

exchange rate fluctuations significantly affect IHSG movements. 

H1: The exchange rate has a negative effect on the Composite Stock Price Index (IHSG). 

2.2.2 The Effect of Inflation on the IHSG 

Inflation is a macroeconomic indicator that reflects the stability of purchasing power and the rate of 

price increases in the economy. High inflation increases production costs, reduces corporate 

profitability, and prompts the central bank to tighten monetary policy by raising interest rates, thereby 

reducing the attractiveness of stock market investment. Chiang (2023) demonstrates that inflation is 

negatively correlated with stock market performance because it reduces the real return on equity. These 
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findings are supported by Darmawan and Haq (2022) and Astuti et al., (2016), who demonstrated that 

inflation has a significant effect on the IHSG. Based on these findings, the proposed hypothesis is: 

H2: Inflation has a negative effect on the Composite Stock Price Index (IHSG). 

2.2.3 The Effect of Exchange Rates on LQ45 Stock Prices 

LQ45 stock prices reflect investors’ expectations regarding the prospects of large-cap companies with 

high exposure to international trade. Exchange rate depreciation increases import costs and foreign 

currency debt obligations, thereby reducing corporate profitability. According to Signaling Theory, this 

decline in fundamental performance is perceived as a negative signal, prompting investors to sell their 

shares. Pratama and Wijayanti (2020) and Situngkir and Batu (2020) demonstrated that exchange rate 

fluctuations have a significant effect on the stock prices of companies in the LQ45 index. Based on these 

findings, the proposed hypothesis is: 

H3: The exchange rate has a negative effect on LQ45 stock prices. 

2.2.4 The Effect of Inflation on LQ45 Stock Prices 

Inflation is a macroeconomic risk factor that affects a company’s fundamental performance by 

increasing production costs and reducing consumer purchasing power. These conditions lower profit 

projections and the real value of stock returns, thereby sending a negative signal to investors in 

accordance with Signaling Theory. Chiang (2023) explains that high inflation weighs on stock market 

performance, while Situngkir and Batu (2020) and Pratama and Wijayanti (2020) demonstrate that 

inflation has a significant effect on the stock prices of companies included in the LQ45 Index. Based on 

these findings, the proposed hypothesis is: 

H4: Inflation has a negative effect on LQ45 stock prices. 

2.2.5 The Effect of LQ45 Stock Prices on the IHSG 

The stock prices of companies in the LQ45 Index contribute significantly to movements in the IHSG 

because large-cap stocks dominate the index. According to Bodie, Kane, and Marcus (2021), changes in 

stock prices of major companies determine the direction of the aggregate market index. These findings 

are supported by Darmawan and Haq (2022) and Jauhari et al., (2018), who demonstrated that LQ45 

stock prices significantly affect IHSG movements. Based on these findings, the proposed hypothesis is: 

H5: LQ45 stock prices have a positive effect on the Composite Stock Price Index (IHSG). 

2.2.6 The Effect of Exchange Rates on the IHSG via LQ45 Stock Prices 

Signaling Theory holds that exchange rate depreciation signals a negative view of a company’s 

prospects because it increases import costs and foreign-currency debt obligations. This impact is first 

reflected in a decline in the stock prices of LQ45 companies before affecting the IHSG. Given that the 

LQ45 has a dominant market capitalization, changes in the stock prices of this group will be transmitted 

to the index's overall movement (Bodie et al., 2021). This relationship is supported by Pratama and 

Wijayanti (2020) and Jauhari et al., (2018). Based on these findings, the proposed hypothesis is: 
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H6: LQ45 stock prices mediate the effect of the exchange rate on the Composite Stock Price Index 

(IHSG). 

2.2.7 The Effect of Inflation on the IHSG through LQ45 Stock Prices 

Rising inflation puts pressure on corporate profitability by increasing operating costs and reducing 

consumer purchasing power. According to Signaling Theory, these conditions generate negative 

sentiment that drives down the stock prices of LQ45 companies before affecting the IHSG. Chiang (2023) 

and Situngkir and Batu (2020) demonstrate that inflation affects stock prices, while Bodie et al., (2021) 

and Darmawan and Haq (2022) explain that changes in the stock prices of large-cap companies 

influence the movement of the IHSG. Based on these findings, the proposed hypothesis is: 

H7: LQ45 stock prices mediate the effect of inflation on the Composite Stock Price Index (IHSG). 

3. Research Method 
 

This study employs a quantitative approach with an explanatory research design to test the causal 

relationship between the Exchange Rate (X1) and Inflation (X2) on the Composite Stock Price Index 

(IHSG) (Y), with the LQ45 Stock Price (Z) serving as the intervening variable. The research subject is the 

Indonesia Stock Exchange (IDX), while macroeconomic data were obtained from Bank Indonesia (BI) and 

the Central Statistics Agency (BPS). The study utilized secondary data in the form of monthly time series 

for the period 2021–2025, as this period represents the dynamics of the Indonesian capital market 

during the post-pandemic recovery phase through the national economic transition. The study was 

conducted at the Investment Gallery of the Nitro Makassar Institute of Business and Finance from March 

to May 2026. 

The study population included all companies listed in the LQ45 Index during the observation 

period. The study employed total sampling, including all LQ45-listed companies, to calculate the 

average monthly closing stock price as a proxy for the LQ45 Stock Price variable. The Exchange Rate 

variable was measured using the JISDOR mid-rate (IDR/USD) published by Bank Indonesia; Inflation was 

measured using the annual (year-on-year) inflation rate published by BPS; the IHSG was measured using 

the monthly closing value of the Composite Stock Price Index from the Indonesia Stock Exchange; while 

the LQ45 Stock Price is calculated as the average of the monthly closing prices of all issuers included in 

the LQ45 index for each observation period. All data were obtained from official publications of the 

Indonesia Stock Exchange (BEI), Bank Indonesia (BI), and the Central Statistics Agency (BPS) to ensure 

the validity and consistency of the measurements. 

Research data were collected through literature reviews and documentary studies. The literature 

review involved examining books, scientific articles, and literature related to the capital market, 

macroeconomic variables, and the theories underlying the research. The documentary study involved 

collecting monthly historical data on exchange rates, inflation, the IHSG, and LQ45 stock prices from the 

official databases of the Indonesia Stock Exchange, Bank Indonesia, and the Central Statistics Agency. 

This approach was chosen because all research variables consist of secondary data published by official 

institutions, allowing the study to be replicated by other researchers. 

Data analysis was performed using Partial Least Squares Structural Equation Modeling (PLS-

SEM) via the SmartPLS software. This method was selected because it can simultaneously analyze both 
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direct and indirect relationships within a model involving mediating variables. Given that all research 

variables are manifest variables (single indicators) derived from secondary data, the analysis focused on 

evaluating the inner model, including the coefficient of determination (R²), path coefficients, hypothesis 

testing via the bootstrapping procedure using t-statistics values (>1.96) and p-values (<0.05), as well as 

testing the mediating effect (indirect effect) of the LQ45 Stock Price on the relationship between the 

Exchange Rate and Inflation and the IHSG. This approach allows for a comprehensive examination of 

the transmission mechanism of macroeconomic variables’ influence on the IHSG and yields results that 

can be replicated in future research. 

 

4. Results and Discussion 

4.1 Analysis Results 

4.1.1 Descriptive Statistical Analysis 

Descriptive statistical analysis is used to provide a general overview of the characteristics of the data for 

each variable under study, without intending to draw conclusions that apply universally. These data 

characteristics are represented by the minimum and maximum values, the mean, and the standard 

deviation. Based on the results of processing the monthly time-series data (N = 60) for the period from 

2021 to 2025 using data analysis software, a summary of descriptive statistics for each variable is 

presented in Table 1. 

 

Table 1. Description of Research Variable Data 

Variable Minimum Maximum Mean Standard Deviation 

Exchange Rate (X1) 14084 16720 15378.467 829.962 

Inflation (X2) -0.760 1.650 0.239 0.388 

LQ45 Stock Prices (Z) 3650 4810 4266.25 278.218 

IHSG (Y) 5947.46 8646.94 6965.963 551.939 

Source: SmartPLS 4 output; Data processed in 2026 

 

Based on Table 1, a brief description of the data for each research variable is presented as 

follows: 

▪ Exchange Rate (X1): Based on the analysis results, the Exchange Rate variable has a minimum 

value of 14,084 and a maximum value of 16,720. The mean value of the Exchange Rate during 

the observation period is 15,378.467, with a standard deviation of 829.962 

▪ Inflation (X2): The Inflation variable recorded a minimum rate of price increase of -0.760% and 

a maximum rate of 1.650%. The average monthly national inflation rate during the observation 

period was 0.239%, with a standard deviation of 0.388%. 

▪ LQ45 Stock Prices (Z) The LQ45 Stock Price variable, measured by the average value of all 

constituent issuers in the index, showed a minimum value of Rp3,650 and reached a maximum 

value of Rp4,810. The overall average value of the data was Rp4,266.25, with a standard 

deviation of 278.218. 

▪ Composite Stock Price Index / IHSG (Y) As the dependent variable, the movement of the IHSG 

on the Indonesia Stock Exchange recorded a lowest (minimum) index value of 5,947.46 points 
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and a highest (maximum) index value of 8,646.94 points. The average IHSG value during the 

observation period was 6,965.963 points, with a standard deviation of 551.939. 

4.1.2 Results of the Structural Model (Inner Model) Evaluation 

Structural Model Path Diagram 

The first step in evaluating a structural model (inner model) is to create a path diagram. This path 

diagram visually illustrates the causal relationships, the direction of influence, and the interrelationships 

among the research variables in accordance with the hypothesized conceptual framework. Based on the 

results of the PLS algorithm estimation using SmartPLS software on monthly time-series data for the 

2021–2025 period, the structural model path diagram for this study is presented in Figure 3 below:  

Figure 3. Graph of Path Coefficient Results 

 
Source: SmartPLS 4 output, Data processed in 2026 

Based on the visual representation in Figure 3, the structural model of this study can be 

generally interpreted through two main numerical components, namely: 

▪ Numbers on the Arrows Between Variables: These indicate the values of the path coefficients, 

which reflect the strength and direction (positive or negative) of the direct relationship between 

the exogenous variables Exchange Rate (X1) and Inflation (X2) and the endogenous variables 

LQ45 Stock Price (Z) and IHSG (Y). 

▪ Numbers Inside the Circles of Endogenous Variables: These indicate the values of the coefficient 

of determination (R²) for the LQ45 Stock Price (Z) and IHSG (Y) variables. These numbers reflect 

the percentage of variance in these variables that the model's influencing variables explain. 

 

Overall, Figure 3 shows that the model has been successfully estimated using an integrated 

path analysis structure, in which the LQ45 Stock Price (Z) is visually positioned as a mediating variable 

linking the macroeconomic block to the aggregate capital market index. A detailed explanation and 

statistical significance tests of the values in this path diagram will be elaborated in the following 

subsection. 
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Coefficient of Determination (R²) Test 

The coefficient of determination (R²) quantifies the extent to which variation in an endogenous variable 

is explained by exogenous variables or other endogenous variables within the structural model. The R² 

value ranges from 0 to 1; the closer it is to 1, the stronger the ability of the independent variables to 

explain the dependent variable. Based on the estimation results and statistical analysis using SmartPLS, 

a summary of the coefficients of determination for each endogenous variable in this study is presented 

in Table 2. 

Table 2. Coefficient of Determination (R²) 

Variable R-square R-square adjusted 

IHSG (Y) 0.645 0.626 

Harga Saham LQ45 (Z) 0.309 0.285 

Source: SmartPLS 4 output, Data processed in 2026 

Based on the table of PLS algorithm estimation results, the R-Square value for the LQ45 Stock 

Price (Z) variable was 0.309. This indicates that the macroeconomic variables—comprising Exchange 

Rate (X1) and Inflation (X2)—account for 30.9% of the variation in LQ45 Stock Price fluctuations. The 

majority of the remaining variation—namely, 69.1% (100% – 30.9%)—is attributable to exogenous 

factors outside this conceptual model. Furthermore, the Composite Stock Price Index (IHSG) (Y) variable 

yields an R-Square value of 0.645. This indicates that the integration or simultaneous influence of the 

Exchange Rate (X1), Inflation (X2), and LQ45 Stock Prices (Z) accounts for 64.5% of the variation in the 

IHSG. The remaining 35.5% (100% – 64.5%) is determined by other variables not observed in this study. 

Referring to Ghozali’s (2021) classification of R-Square values—0.75 (strong), 0.50 (moderate), 

and 0.25 (weak)—the structural model in this study demonstrates good predictive ability. The LQ45 

Stock Price (Z) variable falls into the moderate category, while the IHSG (Y) variable is categorized as 

moderate tending toward strong. These empirical findings provide important insights: over the 2021–

2025 observation period, domestic macroeconomic dynamics and the performance of liquid stocks were 

strong drivers of market sentiment toward stock market movements in Indonesia. The remaining 

percentage of the effect not explained by the model leaves room for the interpretation that index 

movements still respond to other catalysts, such as global geopolitical fluctuations, the micro-financial 

fundamentals of individual issuers, and the direction of international interest rate policy (the Fed). 

4.1.3 Hypothesis Testing 

After evaluating the structural model (inner model) using the coefficient of determination (R²), the next 

step is to conduct hypothesis testing. This test aims to empirically prove the relationship and direction 

of influence between the variables formulated in the research hypotheses. In this study, hypothesis 

testing was conducted by analyzing path coefficients obtained via bootstrapping at a 95% confidence 

level (α = 0.05). The decision to accept or reject the hypothesis was made by comparing the T-statistic 

values with the critical value of 1.96 and ensuring that the P-values were below 0.05. If the T-statistic is 

greater than 1.96 and the P-value is less than 0.05, then the research hypothesis is statistically supported 

(i.e., accepted). The results of the structural model testing, which detail the direct effects of the Exchange 

Rate (X1), Inflation (X2), LQ45 Stock Prices (Z), and the IHSG (Y), are presented in Table 3 below: 
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Table 3. Results of the Direct Effect Test (Path Coefficient) 

 
Original 

Sample (O) 

Sample 

Mean (M) 

Standard 

deviation (STDEV) 

T statistics 

(|O/STDEV|) 

P 

values 

Exchange Rate (X1) ➔ IHSG 

(Y) 
0.337 0.358 0.117 2.877 0.004 

Exchange Rate (X1) ➔ 

LQ45 Stock Prices (Y) 
0.555 0.573 0.093 6.003 0.000 

Inflation (X2) ➔ IHSG (Y) 0.099 0.107 0.094 1.050 0.294 

Inflation (X2) ➔ LQ45 Stock 

Prices (Y) 
-0.021 -0.009 0.151 0.136 0.892 

LQ45 Stock Prices (Z) ➔ 

IHSG (Y) 
0.563 0.547 0.117 4.834 0.000 

Source: SmartPLS 4 output, Data processed in 2026 

Based on Table 3 presented earlier, an analytical decision can be made as follows: if the P-values 

are < 0.05 or the T-statistics are > 1.96, then the exogenous variable is deemed to have a significant 

effect on the endogenous variable. Conversely, if the P-values are > 0.05 or the T-statistics are < 1.96, 

then the exogenous variable is deemed to have no significant effect on the endogenous variable. Based 

on these decision criteria, the relationship between each exogenous variable and the endogenous 

variable for the models in the respective studies can be described as follows: 

▪ In the table of path coefficients and significance values above, hypothesis H1 states that the 

exchange rate affects the LQ45 stock price. The test results show an Original Sample value of 

0.555, a T-statistic of 6.003 (> 1.96), and a P-value of 0.000 (< 0.05). Since the probability value 

is far smaller than the significance threshold of 0.05, H1 is accepted. This means that the 

exchange rate has a positive and significant effect on fluctuations in LQ45 stock prices during 

the observation period. 

▪ In the table of path coefficients and significance values above, hypothesis H2 states that 

inflation affects LQ45 stock prices. The test results show an Original Sample value of -0.021, a 

T-statistic of 0.136 (< 1.96), and a P-value of 0.892 (> 0.05). Since the p-value exceeds the 

significance threshold of 0.05, H2 is rejected. This means that the inflation rate shows a negative 

relationship, but its effect on the movement of LQ45 stock prices during the observation period 

is not significant. 

▪ In the table of path coefficients and significance values above, hypothesis H3 states that the 

exchange rate affects the IHSG. The results of the bootstrapping procedure show an Original 

Sample value of 0.337, a T-statistic of 2.877 (> 1.96), and a P-value of 0.004 (< 0.05). Since these 

values meet the significance criteria, H3 is accepted. This indicates that the Exchange Rate has 

a direct, positive, and significant impact on IHSG appreciation. 

▪ In the table of path coefficients and significance values above, hypothesis H4 states that 

inflation affects the IHSG. The data analysis results show a positive Original Sample value of 

0.099 with a T-statistic of 1.050 (< 1.96) and a P-value of 0.294 (> 0.05). Therefore, H4 is rejected. 

This indicates that the dynamics of domestic macroeconomic inflation have not yet made a 

significant direct contribution to the IHSG’s movement. 

▪ In the table of path coefficients and significance values above, Hypothesis H5 states that LQ45 

stock prices influence the IHSG. The bootstrapping results show an Original Sample value of 

0.563, a very high T-statistic of 4.834 (> 1.96), and a P-value of 0.000 (< 0.05). This confirms that 

https://creativecommons.org/licenses/by/4.0/
https://creativecommons.org/licenses/by/4.0/
https://portal.issn.org/resource/ISSN/2985-7538
https://doi.org/10.60079/amfr.v4i3.971


2026. The Author(s). This open-access article is distributed under a Creative Commons 

Attribution 4.0 International License. 

 

Advances in Management & Financial Reporting  

Volume 4, Issue 3 (2026). 666-688   e-ISSN: 2985-7538 

DOI: https://doi.org/10.60079/amfr.v4i3.971   

 

 
Page | 680  

    
 

H5 is accepted. Empirically, the movement of LQ45 stock prices is proven to have a positive and 

highly significant effect on the IHSG, indicating that strength in the blue-chip stock cluster is 

indeed the primary driver of the aggregate market index’s rise. 

4.1.4 Mediation Effect Test 

In addition to testing direct effects, this study also examines the presence of a mediation effect to 

understand the transmission mechanism of influence between the exogenous variables (Exchange Rate 

(X1) and Inflation (X2)) and the endogenous variable IHSG (Y) through the mediating variable, namely 

the LQ45 Stock Price (Z). This analysis was conducted to provide an empirical explanation of whether 

the LQ45 Stock Price (Z) variable functions as a transmission channel or mediating mechanism in 

mediating the relationship between macroeconomic indicators and the aggregate stock market index. 

The mediation effect was tested using the Specific Indirect Effects analysis with bootstrapping. The 

significance criteria used were a T-statistic> 1.96 and a P-value < 0.05, indicating that the indirect effects 

between variables are statistically significant. This test determines whether the resulting influence 

mechanism constitutes full, partial, or no mediation. 

Detailed results regarding the estimates of specific indirect effects and their significance values 

are presented in Table 4. 

Table 4. Results of the Indirect Effect Test (Mediation Effect) 

 Original 

Sample (O) 

Sample 

Mean (M) 

Standard 

deviation (STDEV) 

T statistics 

(|O/STDEV|) 

P 

values 

Exchange Rate (X1) ➔ 

LQ45 Stock Prices (Z) ➔ 

IHSG (Y) 

0.313 0.309 0.069 4.547 0.000 

Inflation (X2) ➔ LQ45 

Stock Prices (Z) ➔ IHSG 

(Y) 

-0.012 -0.008 0.083 0.141 0.888 

Source: SmartPLS 4 output, Data processed in 2026 

Based on Table 4 presented earlier, an analytical decision can be made as follows: if the P-values 

are < 0.05 or the T-statistics are > 1.96, then the mediating variable is deemed to have a significant 

effect in mediating the relationship between the exogenous and endogenous variables. Conversely, if 

the P-values are > 0.05 or the T-statistics are < 1.96, then the mediating variable is deemed to have no 

significant mediating effect. Based on these decision criteria, each indirect relationship between the 

exogenous and endogenous variables through the mediation process in the model used in this study 

can be described as follows: 

▪ In the mediation effect test table and significance values above, the test results show an Original 

Sample value of 0.313 with a T-statistic of 4.547 (> 1.96) and a P-value of 0.000 (< 0.05). Since 

the probability value is far smaller than the significance threshold of 0.05, H6 is accepted. This 

proves that the LQ45 Stock Price (Z) serves as a transmission channel or mediator (partial 

mediation), amplifying the exchange rate’s influence on the JCI’s movement. This means that 

changes in the exchange rate not only have a direct impact on the aggregate index but are also 

tangibly transmitted through fluctuations in the prices of liquid stocks first. 

▪ In the mediation effect test table and significance values presented above, the test results show 

an Original Sample value of -0.012 with a T-statistic of 0.141 (< 1.96) and a P-value of 0.888. 
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Since this value is well above the significance threshold of 0.05, H7 is rejected. Empirically, the 

LQ45 Stock Price (Z) did not mediate the relationship between inflation and the IHSG (i.e., no 

mediation). This indicates that the pathway by which inflation influences the aggregate stock 

market index does not operate, or is not mediated, through fluctuations in the stock prices of 

the LQ45 group during this observation period. 

4.2 Discussion 

4.2.1 The Effect of the Exchange Rate (X1) on LQ45 Stock Prices (Z) 

The results of the study show that the exchange rate has a positive effect on LQ45 stock prices, indicating 

that a strengthening of the rupiah is met with an increase in the stock prices of companies included in 

the LQ45 Index. This finding suggests that exchange rate stability is one of the macroeconomic 

indicators investors consider when evaluating a company’s prospects, particularly for large-cap issuers 

engaged in international trade and possessing high liquidity. This finding aligns with Signaling Theory, 

which explains that changes in macroeconomic conditions serve as external signals that investors use 

to form expectations regarding a company’s performance. An appreciating exchange rate is perceived 

as a positive signal because it lowers the cost of importing raw materials, reduces the burden of foreign 

currency liabilities, and improves a company’s profitability outlook. These fundamental improvements 

boost investor confidence, leading to increased demand for LQ45 stocks and subsequent price rises. 

The results of this study also support the Efficient Market Hypothesis, which holds that publicly 

available macroeconomic information is immediately reflected in stock prices. As a group of stocks with 

large market capitalizations and high trading volumes, companies in the LQ45 Index tend to respond 

more quickly to changes in economic information than other stock groups. This indicates that exchange 

rate fluctuations are a fundamental factor influencing stock pricing through efficient market 

mechanisms. The findings of this study are consistent with the results of Suwanda et al., (2024), which 

show that exchange rate changes affect the stock prices of LQ45 companies. That study finds that 

companies with high exposure to international trade and foreign currency liabilities are more sensitive 

to exchange rate changes because such fluctuations directly affect operating costs, profitability, and 

firm value. Thus, the results of this study strengthen the empirical evidence that exchange rates are an 

important determinant of LQ45 stock prices and reaffirm the role of macroeconomic variables as signals 

influencing investor behavior in the Indonesian capital market. 

4.2.2 The Effect of the Inflation Rate (X2) on LQ45 Stock Prices (Z) 

The results of the study show that inflation does not affect LQ45 stock prices. This finding indicates that 

changes in the inflation rate during the study period have not influenced investors’ decisions in 

evaluating the stocks included in the LQ45 Index. This suggests that large-cap companies possess a 

relatively strong ability to maintain their financial performance despite fluctuations in the inflation rate. 

The characteristics of LQ45 constituents—dominated by companies with strong fundamentals, large 

market shares, and stable financial positions—enable these firms to leverage pricing power, operational 

efficiency, and hedging strategies to mitigate the impact of rising production costs. Consequently, 

inflationary pressures do not directly alter investors’ expectations regarding a company’s prospects; 

thus, movements in LQ45 stock prices tend to be more influenced by corporate fundamentals than by 

short-term inflation changes. 

https://creativecommons.org/licenses/by/4.0/
https://creativecommons.org/licenses/by/4.0/
https://portal.issn.org/resource/ISSN/2985-7538
https://doi.org/10.60079/amfr.v4i3.971


2026. The Author(s). This open-access article is distributed under a Creative Commons 

Attribution 4.0 International License. 

 

Advances in Management & Financial Reporting  

Volume 4, Issue 3 (2026). 666-688   e-ISSN: 2985-7538 

DOI: https://doi.org/10.60079/amfr.v4i3.971   

 

 
Page | 682  

    
 

These findings can be explained through Signaling Theory and the Efficient Market Hypothesis. 

From the perspective of Signaling Theory, inflation serves as a strong signal only if it significantly alters 

investors’ perceptions of a company’s earnings prospects. However, for LQ45 companies, the impact of 

inflation is relatively manageable through operational capabilities and business strategies; thus, 

information about rising inflation is not interpreted by the market as a negative signal. Furthermore, the 

Efficient Market Hypothesis holds that investors generally anticipate inflation news before it is officially 

announced, so its impact is already reflected in stock prices and no longer triggers significant price 

changes at the time of data publication. These research results are consistent with the findings of Jafar 

(2023), who stated that inflation does not have a significant effect on the stock prices of companies in 

the LQ45 Index because investors place greater emphasis on companies’ fundamentals than on inflation 

fluctuations when making investment decisions. Thus, these findings reinforce the view that, among 

blue-chip stocks, a company’s fundamental strength can mitigate the impact of inflation changes on 

stock price formation in the Indonesian capital market. 

4.2.3 The Effect of the Exchange Rate (X1) on the Composite Stock Price Index (Y) 

The research results show that the exchange rate has a positive effect on the Composite Stock Price 

Index (IHSG). This finding indicates that the stability of the rupiah exchange rate is one of the factors 

shaping investor confidence in the Indonesian capital market as a whole. A strengthening exchange rate 

is perceived as a reflection of more stable macroeconomic conditions, thereby boosting investor 

confidence in investing in equity instruments. These conditions drive increased stock-buying activity 

across various industrial sectors, ultimately strengthening the IHSG as an indicator of the national capital 

market’s performance. Thus, the research results support the hypothesis that exchange rate changes 

are a key determinant of IHSG movements. This finding can be explained by the Portfolio Balance 

Approach, which holds that changes in the exchange rate influence international investors’ portfolio 

allocation decisions because they are related to exchange rate risk and the rate of return on investment. 

When the rupiah is relatively strong and stable, investment risk in the domestic market decreases, 

thereby encouraging capital inflows into the stock market. From the perspective of Signaling Theory, a 

strengthening exchange rate also signals positive national economic stability, boosting investor 

optimism about corporate prospects and the capital market. These research results are consistent with 

the findings of Kewal (2012), who stated that the exchange rate has a positive effect on the IHSG because 

exchange rate stability enhances investor confidence and creates a more conducive investment climate. 

Thus, this study reinforces the empirical evidence that the exchange rate is a macroeconomic indicator 

that plays a crucial role in shaping the dynamics of the IHSG by improving market sentiment and 

investment flows on the Indonesia Stock Exchange. 

4.2.4 The Effect of the Inflation Rate (X2) on the Composite Stock Price Index (Y) 

The results of the study indicate that inflation does not affect the Composite Stock Price Index (IHSG). 

This finding suggests that changes in the inflation rate during the study period have not been sufficient 

to alter investor behavior or the aggregate direction of the Indonesian capital market. This suggests 

that investors do not consider inflation a primary factor in their investment decisions, particularly when 

the inflation rate remains within a relatively stable, controlled range. In such situations, the market tends 

to be more responsive to other macroeconomic indicators that have a more direct impact on corporate 

prospects and investment returns, such as exchange rates, monetary policy, and global economic 

https://creativecommons.org/licenses/by/4.0/
https://creativecommons.org/licenses/by/4.0/
https://portal.issn.org/resource/ISSN/2985-7538
https://doi.org/10.60079/amfr.v4i3.971


2026. The Author(s). This open-access article is distributed under a Creative Commons 

Attribution 4.0 International License. 

 

Advances in Management & Financial Reporting  

Volume 4, Issue 3 (2026). 666-688   e-ISSN: 2985-7538 

DOI: https://doi.org/10.60079/amfr.v4i3.971   

 

 
Page | 683  

    
 

dynamics. Thus, inflation stability means that changes are not strong enough to influence the collective 

formation of stock prices, as reflected in the IHSG. This finding can be explained by the Efficient Market 

Hypothesis, which states that public economic information—once anticipated by market participants—

is immediately factored into stock prices before it is officially announced. Therefore, when inflation 

moves in line with market expectations and remains within Bank Indonesia’s target range, this 

information is no longer perceived as an information shock capable of significantly altering investor 

sentiment. From the perspective of Signaling Theory, inflation also fails to send a sufficiently strong 

negative signal about corporate prospects as long as national economic fundamentals remain sound 

and companies can maintain their performance. The results of this study are consistent with the findings 

of Faizah & Mudjijah (2025), who stated that inflation does not affect the IHSG because investors place 

greater emphasis on companies’ fundamentals and the overall economic outlook than on short-term 

inflation fluctuations. Thus, this study reinforces the empirical evidence that, under relatively stable 

economic conditions, inflation is not a primary determinant of IHSG movements on the Indonesia Stock 

Exchange. 

4.2.5 The Effect of LQ45 Stock Prices (Z) on the Composite Stock Price Index (Y) 

The study's results show that LQ45 stock prices have a positive effect on the Composite Stock Price 

Index (IHSG). This finding indicates that changes in the stock prices of companies in the LQ45 Index play 

a significant role in shaping the direction of the IHSG, the primary indicator of the Indonesian capital 

market’s performance. This can be understood because LQ45-listed companies are characterized by 

large market capitalization, high liquidity, and active trading frequency; consequently, changes in stock 

prices within this group exert a relatively dominant influence on aggregate index value changes. Thus, 

an increase in LQ45 stock prices reflects growing investor optimism about the companies’ prospects 

and, in turn, drives up the IHSG. This finding aligns with Signaling Theory, which posits that rising stock 

prices of leading companies signal positive corporate fundamentals and economic prospects, thereby 

boosting investor confidence and capital market activity. Furthermore, the IHSG’s construction 

mechanism—which employs a market capitalization-weighted approach—means that stocks with large 

market capitalizations, such as LQ45 constituents, carry greater weight than other stocks in determining 

index movements. Consequently, any change in stock prices within the LQ45 group is reflected more 

rapidly and significantly in changes to the IHSG. The results of this study are consistent with the findings 

of Putri & Muliyani (2025), who stated that stock price movements of large-cap companies are strongly 

related to changes in the IHSG, as this group of stocks is the primary driver of dynamics in the Indonesian 

capital market. Thus, this study reinforces the empirical evidence that LQ45 stock prices serve as a key 

indicator of market sentiment and as a primary determinant of IHSG movements. 

4.2.6 The Effect of the Exchange Rate (X1) on the IHSG (Y) Mediated by LQ45 Stock Prices (Z) 

The research results show that LQ45 stock prices mediate the effect of the exchange rate on the 

Composite Stock Price Index (IHSG). This finding indicates that changes in the exchange rate do not 

directly affect aggregate capital market movements but are first transmitted through changes in the 

stock prices of companies included in the LQ45 Index. This mechanism demonstrates that large-cap 

issuers act as a link between changes in macroeconomic conditions and changes in capital market 

performance. When the exchange rate is more stable, investor expectations regarding corporate 
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prospects improve, thereby driving up LQ45 stock prices, which in turn strengthen the IHSG as an 

indicator of the Indonesian capital market. 

These findings can be explained through Signaling Theory and the Efficient Market Hypothesis. 

From the perspective of Signaling Theory, exchange rate changes serve as macroeconomic signals that 

influence investors’ perceptions of risk and corporate prospects. These signals are first reflected in LQ45 

stocks because this group of issuers has large market capitalization, high liquidity, and is the primary 

target for institutional investment. Furthermore, in accordance with the Efficient Market Hypothesis, 

information regarding exchange rate changes is immediately reflected in stock prices before ultimately 

influencing the movement of the overall market index. Thus, LQ45 stock prices function as a 

transmission mechanism linking changes in macroeconomic conditions to the dynamics of the IHSG. 

The results of this study are consistent with the findings of Mark et al., (2025), who state that large-cap 

stocks act as a transmission channel in conveying the impact of macroeconomic stability and monetary 

policy on capital market performance. Consequently, this study strengthens the empirical evidence that 

the LQ45 Stock Price is not only influenced by exchange rate changes but also serves as a crucial channel 

for transmitting the impact of exchange rates on aggregate IHSG movements. 

4.2.7 The Effect of Inflation (X2) on the IHSG (Y) Through the Mediation of LQ45 Stock Prices (Z) 

The research results show that LQ45 stock prices do not mediate the effect of inflation on the Composite 

Stock Price Index (IHSG). This finding indicates that changes in the inflation rate do not significantly 

affect the stock prices of LQ45 companies; thus, there is no transmission mechanism that passes the 

effect of inflation to IHSG movements. This suggests that companies included in the LQ45 Index have 

relatively strong fundamentals and are well-equipped to manage the impact of rising inflation-driven 

costs; consequently, changes in the inflation rate do not directly alter investors’ perceptions of the 

companies’ value. As a result, LQ45 stock prices fail to serve as an intervening variable in bridging the 

relationship between inflation and IHSG. This finding can be explained through Signaling Theory and 

the Efficient Market Hypothesis. From the perspective of Signaling Theory, inflation will serve as a signal 

influencing the market only if it can alter investors’ expectations about a company’s profit prospects. 

However, for LQ45 companies, the impact of inflation can be relatively mitigated through operational 

efficiency, the ability to implement pricing strategies, and the strength of the companies’ fundamentals; 

thus, inflation is not perceived as sufficiently strong information to alter investment decisions. 

Furthermore, the Efficient Market Hypothesis posits that information about inflation has already been 

anticipated by market participants and reflected in stock prices before it is officially announced; thus, it 

does not trigger a subsequent response that could influence the IHSG through changes in LQ45 stock 

prices. The results of this study are consistent with the findings of Suwadji et al., (2024), who stated that 

the stock prices of large-cap companies do not serve as a transmission channel for the impact of 

inflation on the capital market because investors place greater emphasis on a company’s fundamental 

prospects and other macroeconomic factors deemed more relevant in determining their investment 

decisions. Thus, this study reinforces empirical evidence that the relationship between inflation and the 

IHSG is not mediated by LQ45 stock prices as long as companies’ fundamentals remain sound and 

inflation remains at a level that the market can anticipate. 
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5. Concluding Remarks and Recommendation 
 

This study aims to analyze the effects of the exchange rate and inflation on the Composite Stock Price 

Index (IHSG), with LQ45 stock prices as an intervening variable, during the 2021–2025 period using a 

quantitative approach and Partial Least Squares Structural Equation Modeling (PLS-SEM). The results 

show that the exchange rate has a positive effect on LQ45 stock prices and the IHSG, whereas inflation 

does not affect either variable. Furthermore, the LQ45 stock prices were found to have a positive effect 

on the IHSG and mediate the effect of the exchange rate on the IHSG. Conversely, the LQ45 stock prices 

do not mediate the relationship between inflation and the IHSG. These findings indicate that exchange 

rate stability is a more dominant macroeconomic factor than inflation in influencing the dynamics of 

the Indonesian capital market, particularly through changes in the stock prices of large-cap companies 

included in the LQ45 Index. 

This study makes a theoretical contribution by reinforcing Signaling Theory and the Efficient 

Market Hypothesis, which hold that macroeconomic information does not always affect markets directly 

but can be transmitted through changes in the stock prices of leading companies. The findings on the 

mediating role of LQ45 stock prices expand our understanding of the transmission mechanism by which 

macroeconomic variables influence the IHSG in the Indonesian capital market. From a practical 

perspective, the research results have implications for companies to strengthen their exchange rate risk 

management, particularly through strategies to mitigate foreign exchange exposure. In contrast, for 

investors, movements in exchange rates and LQ45 stock prices can serve as key indicators for 

formulating investment strategies and anticipating market trends. From a policy perspective, the 

findings highlight the importance of maintaining exchange rate stability as a means of fostering a 

conducive investment climate and enhancing investor confidence in the Indonesian capital market. 

This study has several limitations. First, the analysis relies on only two macroeconomic 

variables—exchange rates and inflation—and thus does not fully capture all macroeconomic factors 

influencing the IHSG. Second, the scope of the study is limited to companies included in the LQ45 Index 

during the 2021–2025 period; therefore, the findings cannot yet be generalized to all sectors or stock 

indices on the Indonesia Stock Exchange. Therefore, future research is recommended to include 

additional macroeconomic variables, such as the benchmark interest rate, economic growth, money 

supply, or global commodity prices, and to expand the study's scope to include other indices, such as 

the IDX30, IDX80, or sectoral indices. The use of a longer observation period and analytical methods 

that compare multiple index groups is also expected to provide a more comprehensive understanding 

of the transmission mechanisms by which macroeconomic variables affect the performance of the 

Indonesian capital market.  

Statement of Use of Generative AI 

During the preparation of this work, the author used generative artificial intelligence tools to support 

the scientific writing process. Grammarly was used to check grammar, refine writing style, and improve 

clarity in scientific writing. All interpretations, analyses, and conclusions presented in this study are the 

sole responsibility of the author. 

 

https://creativecommons.org/licenses/by/4.0/
https://creativecommons.org/licenses/by/4.0/
https://portal.issn.org/resource/ISSN/2985-7538
https://doi.org/10.60079/amfr.v4i3.971


2026. The Author(s). This open-access article is distributed under a Creative Commons 

Attribution 4.0 International License. 

 

Advances in Management & Financial Reporting  

Volume 4, Issue 3 (2026). 666-688   e-ISSN: 2985-7538 

DOI: https://doi.org/10.60079/amfr.v4i3.971   

 

 
Page | 686  

    
 

References 

Al-Hiyari, A., Kolsi, M. C., Lutfi, A., Shakkour, A. S., & Aljumah, A. I. (2024). Information asymmetry and dividend 

payout in an emerging market: Does corporate governance quality matter? Journal of Open Innovation: 

Technology, Market, and Complexity, 10(1), 100188. 

https://doi.org/https://doi.org/10.1016/j.joitmc.2023.100188  

Anggi, E., Saragih, F., & Rangkuty, D. M. (2025). Analysis of Exchange-Rate and Stock-Price Fluctuations in Indonesia. 

International Journal of Management, Economic and Accounting, 3(1), 1478–1492. 

https://doi.org/10.61306/ijmea  

Brigham, E. F. (2004). Fundamentals of financial management. Thomson South-Western. 

Chiang, T. C. (2023). Real stock market returns and inflation: Evidence from uncertainty hypotheses. Finance 

Research Letters, 53, 103606. https://doi.org/https://doi.org/10.1016/j.frl.2022.103606  

Dovonou, V. O. (2024). Trilemma revisited with dollar dominance in trade and finance. The World Economy, 47(1), 

122–144. https://doi.org/10.1111/twec.13525  

Eduardus Tandelilin, M. B. A. (2020). Manajemen Portofolio dan Investasi. PT Kanisius. 

El-Diftar, D. (2023). The impact of exchange rates on stock market performance of the Emerging 7. Journal of Capital 

Markets Studies, 7(2), 125–139. https://doi.org/10.1108/JCMS-03-2023-0005  

Faizah, N. P., & Mudjijah, S. (2025). The Effect of Inflation, World Oil Prices, and The USD/IDR Exchange Rate on The 

Jakarta Composite Index (JCI). PEARL, 1(2), 92–104. https://doi.org/10.31253/pearl.v1i2.4000  

Fama, E. F. (1970). Efficient Capital Markets: A Review of Theory and Empirical Work. 25(2), 383–417. 

Fauzi, A., & Wijoyo, A. (2025). The Impact of Inflation, Exchange Rate, Interest Rate, and Economic Growth on The 

Indonesia Stock Exchange Composite Index. International Journal of Multidisciplinary Sciences and Arts, 

4(3), 1–7. https://doi.org/10.47709/ijmdsa.v4i3.6326  

Grebe, L., & Schiereck, D. (2024). Day-of-the-week effect: a meta-analysis. Eurasian Economic Review, 14(4), 1057–

1094. https://doi.org/10.1007/s40822-024-00293-9  

Hamzah, H., Valeriani, D., & Yusfany, A. (2021). Pengaruh variabel Makro Ekonomi terhadap indeks harga saham 

LQ-45 di Bursa Efek Indonesia. SOROT, 16(2), 85–98. 

Herry Krisnandi, Melati, Elwisam, Kumba Digdowiseiso, & Latifah Abdul Ghani. (2024). The Determinants of The 

Composite Stock Price Index In Indonesia. International Journal of Educational Review, Law And Social 

Sciences (IJERLAS), 4(1), 276–291. https://doi.org/10.54443/ijerlas.v4i1.1449  

Ibrahim, M. H., & Sukmana, R. (2023). Monetary policy and exchange rate in a large emerging economy. Global 

Business Review, 09721509231198660. https://doi.org/10.1177/09721509231198659  

Jafar, A. N. (2023). The Influence of Fundamental and Macroeconomic Analysis on Stock Price. Jurnal Economic 

Resource, 6(2), 279–287. https://jurnal.feb-umi.id/index.php/JER/article/download/662/491  

Jayanti, F. D., Tantra, A. R., & Nurani, B. K. (2026). Accounting Based Determinants of Stock Prices in LQ45 IDX Firms. 

Owner : Riset dan Jurnal Akuntansi, 10(1), 249–258. https://doi.org/10.33395/owner.v10i1.2871  

Kewal, S. S. (2012). Pengaruh Inflasi, Suku Bunga, Kurs, dan Pertumbuhan PDB terhadap Indeks Harga Saham 

Gabungan. Jurnal Economia, 8(1), 53–64. https://doi.org/10.21831/economia.v8i1.801  

Khalifaturofiah, P. R. A. S. O. (2023). Analisis Pengaruh Indikator Makro Ekonomi Terhadap Indeks Harga Saham 

LQ45 di Bursa Efek Indonesia. Buletin Studi Ekonomi, 28(2), 153–167. 

https://doi.org/10.24843/bse.2023.v28.i02.p04  

Khotimah, S. H., Pratiwi, S. N., Kusumaningrum, P., Destianti, A., & Syaban, I. (2024). Determinants of the Composite 

Stock Price Index (IHSG) in Indonesia. Bengkulu International Conference on Economics, Management, 

Business and Accounting (BICEMBA), 2, 561–570.  

Krugman, P., Obstfeld, M., & Melitz, M. (2018). International Economics Theory and Policy 10e. Pearson. 

Mahastanti, L. A., & Oktavia, U. B. A. D. (2022). Integration of Indonesian Capital Market and ASEAN Capital Market: 

A Study during the Covid-19 Pandemic. Jurnal Keuangan Dan Perbankan, 26(3), 475–491. 

https://doi.org/10.26905/jkdp.v26i3.7813  

https://creativecommons.org/licenses/by/4.0/
https://creativecommons.org/licenses/by/4.0/
https://portal.issn.org/resource/ISSN/2985-7538
https://doi.org/10.60079/amfr.v4i3.971
https://doi.org/https:/doi.org/10.1016/j.joitmc.2023.100188
https://doi.org/10.61306/ijmea
https://doi.org/https:/doi.org/10.1016/j.frl.2022.103606
https://doi.org/10.1111/twec.13525
https://doi.org/10.1108/JCMS-03-2023-0005
https://doi.org/10.31253/pearl.v1i2.4000
https://doi.org/10.47709/ijmdsa.v4i3.6326
https://doi.org/10.1007/s40822-024-00293-9
https://doi.org/10.54443/ijerlas.v4i1.1449
https://doi.org/10.1177/09721509231198659
https://jurnal.feb-umi.id/index.php/JER/article/download/662/491
https://doi.org/10.33395/owner.v10i1.2871
https://doi.org/10.21831/economia.v8i1.801
https://doi.org/10.24843/bse.2023.v28.i02.p04
https://doi.org/10.26905/jkdp.v26i3.7813


2026. The Author(s). This open-access article is distributed under a Creative Commons 

Attribution 4.0 International License. 

 

Advances in Management & Financial Reporting  

Volume 4, Issue 3 (2026). 666-688   e-ISSN: 2985-7538 

DOI: https://doi.org/10.60079/amfr.v4i3.971   

 

 
Page | 687  

    
 

Mahirun, M. (2023). Determinants of LQ45 stock return in Indonesia. Scientific Papers of the University of Pardubice, 

Series D: Faculty of Economics and Administration, 31(2), 1–11. https://hdl.handle.net/10419/334812  

Majok, A. J., Kaluge, D., & Satria, D. (2024). Analyzing the Effects of Interest Rates, Inflation, and Exchange Rates on 

Stock Market Performance: A Comparative Study of Indonesia and Japan. Journal of Indonesian Applied 

Economics, 12(1), 13–26. https://doi.org/10.21776/ub.jiae.2024.012.01.2  

Mark, E. J. E., Lee, K. S., & Karim, Z. A. (2025). Monetary policy and the sectoral stock market in Malaysia. Economic 

Journal of Emerging Markets, 17(2), 157–177. https://doi.org/10.20885/ejem.vol17.iss2.art4  

Mishkin, F. S. (2007). The economics of money, banking, and financial markets. Pearson Education. 

Nugroho, T. B. A., & Dwiridotjahjono, J. (2025). Determinants of the Composite Stock Price Index (JCI) on the 

Indonesia Stock Exchange (IDX) Based on the Nikkei Stock Exchange 225 Index (N225), Brent Crude Oil 

Price, and Rupiah Exchange Rate for the Period 2020-2023. Indonesian Interdisciplinary Journal of Sharia 

Economics (IIJSE), 8(3), 15419–15433. https://doi.org/10.31538/iijse.v8i3.6547  

Peranginangin, A. M. (2023). Agency Control on Capital Market Efficiency: Evidence from Earnings Announcement. 

JASF: Journal of Accounting and Strategic Finance, 6(2), 300–319. https://doi.org/10.33005/jasf.v6i2.465  

Pontoh, W., & Budiarso, N. S. (2023). Efficient market and the COVID-19 pandemic: Case of ASEAN-5. The 

Contrarian : Finance, Accounting, and Business Research, 1(1), 23–29. https://doi.org/10.58784/cfabr.7  

Purnamasari, M. I., Azizi, E., & Adiwinata, D. (2025). The Effect of Inflation, Exchange Rates, and Interest Rates on 

The Jakarta Composite Index in The Indonesia Stock Exchange During The Period of 2017- 2022. 

International Journal of Management Research and Economics, 3(1), 503–525. 

https://doi.org/10.54066/ijmre-itb.v3i1.2970  

Putri, A. A., & Muliyani, M. (2025). Investigating the Impact of Stock Trading Volume, Market Capitalization, and 

Dividend Policy on Stock Returns: Challenges and Strategic Insights. Indonesian Financial Review, 5(2), 

718–740. https://doi.org/10.55538/ifr.v5i2.154  

Ramadhani, Y. C., Kartiko, A., & Mayasari, E. (2024). The Impact of Inflation, Interest Rates, Exchange Rates, and 

Money Supply on IHSG. Indonesian Interdisciplinary Journal of Sharia Economics (IIJSE), 7(3 SE-Articles). 

https://doi.org/10.31538/iijse.v7i3.6223  

Ristia Ilyas, S. (2022). Pengaruh Indikator Makroekonomi Terhadap Harga Saham Perusahaan (Studi pada 

Perusahaan yang Tercatat dalam Indeks LQ45). Jurnal Ekonomi Manajemen Sistem Informasi, 4(1 SE-

Articles), 93–105. https://doi.org/10.31933/jemsi.v4i1.1153  

Ross, S. A. (1977). The determination of financial structure: the incentive-signalling approach. The Bell Journal of 

Economics, 23–40. https://doi.org/10.2307/3003485  

Saputra, F., Satriawan, N., Saputra, R., & Luthfi Nabillah, J. (2025). Determinasi Harga Saham Perusahaan LQ45 yang 

Terdaftar di BEI Periode 2020-2023. Orbit: Jurnal Ilmu Multidisiplin Nusantara, 1(4 SE-Articles), 195–209. 

https://doi.org/10.63217/orbit.v1i4.188  

Satriaji, M. B. D., & Maryanti, E. (2023). Financial Metrics Impact on LQ-45 Stock Price Changes: Evidence from the 

IDX: Dampak Metrik Keuangan pada Perubahan Harga Saham LQ-45: Bukti dari IDX. Indonesian Journal of 

Law and Economics Review, 18(4 SE-Finance Management). https://doi.org/10.21070/ijler.v18i4.969  

Sia, P.-C., Puah, C.-H., Leong, C.-M., Yii, K.-J., & Tang, M. M.-J. (2024). Does inflation or interest rate matter 

to Indonesian stock prices? An asymmetric approach. Journal of Economics and Development, 27(1), 72–

86. https://doi.org/10.1108/JED-07-2024-0239  

Suwadji, S. A., Lestari, R., & Abdunnafi, F. I. (2024). Studi Komparatif: Harga Saham LQ45 Sebelum Dan Selama Masa 

Pandemi Covid-19. Jurnal Nusantara Aplikasi Manajemen Bisnis, 9(1), 168–183. 

https://doi.org/10.29407/nusamba.v9i1.21185  

Suwanda, S., SYAKILA, F., JUMRIANI, J., & ZAINUDDIN, F. (2024). The Impact of Inflation, Interest Rates, and 

Exchange Rates on Stock Prices in the LQ-45 Stock Index. Journal Of Governance, Taxation and Auditing, 

3(1), 55–63. https://doi.org/10.38142/jogta.v3i2.1238  

Utama, S. K., Darwanti, D., & Lailani, E. O. (2024). Pengaruh Nilai Tukar Dan Suku Bunga Terhadap Perkembangan 

https://creativecommons.org/licenses/by/4.0/
https://creativecommons.org/licenses/by/4.0/
https://portal.issn.org/resource/ISSN/2985-7538
https://doi.org/10.60079/amfr.v4i3.971
https://hdl.handle.net/10419/334812
https://doi.org/10.21776/ub.jiae.2024.012.01.2
https://doi.org/10.20885/ejem.vol17.iss2.art4
https://doi.org/10.31538/iijse.v8i3.6547
https://doi.org/10.33005/jasf.v6i2.465
https://doi.org/10.58784/cfabr.7
https://doi.org/10.54066/ijmre-itb.v3i1.2970
https://doi.org/10.55538/ifr.v5i2.154
https://doi.org/10.31538/iijse.v7i3.6223
https://doi.org/10.31933/jemsi.v4i1.1153
https://doi.org/10.2307/3003485
https://doi.org/10.63217/orbit.v1i4.188
https://doi.org/10.21070/ijler.v18i4.969
https://doi.org/10.1108/JED-07-2024-0239
https://doi.org/10.29407/nusamba.v9i1.21185
https://doi.org/10.38142/jogta.v3i2.1238


2026. The Author(s). This open-access article is distributed under a Creative Commons 

Attribution 4.0 International License. 

 

Advances in Management & Financial Reporting  

Volume 4, Issue 3 (2026). 666-688   e-ISSN: 2985-7538 

DOI: https://doi.org/10.60079/amfr.v4i3.971   

 

 
Page | 688  

    
 

Pasar Modal Indonesia. Remittance: Jurnal Akuntansi Keuangan dan Perbankan, 5(2), 62–70. 

https://doi.org/10.56486/remittance.vol5no2.645  

Wardana, A. K., & Masdjojo, G. N. (2024). The Effect of Inflation, Interest Rates, and Exchange Rates on The Jakarta 

Composite Index. Jurnal Manajemen Bisnis, 11(1), 151–163. https://doi.org/10.33096/jmb.v11i1.704 

Yulfajar, A., Noor, G. M., & Putranto, R. S. (2025). The Impact of Financial Market Instability on Economic Growth 

and Long-Term Investment. Advances in Economics & Financial Studies, 3(1), 43–55. 

https://doi.org/10.60079/aefs.v3i1.454    

 

 

 

Corresponding author 

Dody Admiral Iskandar can be contacted at: dodyadmiral2158@gmail.com  

https://creativecommons.org/licenses/by/4.0/
https://creativecommons.org/licenses/by/4.0/
https://portal.issn.org/resource/ISSN/2985-7538
https://doi.org/10.60079/amfr.v4i3.971
https://doi.org/10.56486/remittance.vol5no2.645
https://doi.org/10.33096/jmb.v11i1.704
https://doi.org/10.60079/aefs.v3i1.454
mailto:dodyadmiral2158@gmail.com

