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ABSTRACT 

This study aims to analyze the effect of interest rates and exchange rates on the Indonesia Composite Stock 
Price Index (IHSG) with inflation as a mediating variable during the period 2016–2024. The study employs 
a quantitative approach using monthly time-series data obtained from Bank Indonesia (BI), the Central 
Statistics Agency (BPS), and the Indonesia Stock Exchange (IDX). The variables consist of the BI 7-Day 
Reverse Repo Rate as a proxy for interest rates, the Rupiah exchange rate against the United States Dollar 
(USD), inflation measured by the Consumer Price Index (CPI), and IHSG as the dependent variable. The 
data were analyzed using multiple linear regression and path analysis. Prior to estimation, stationarity 
tests using the Augmented Dickey-Fuller (ADF) test were conducted, and all variables were found to be 
stationary at first difference (I(1)). The results show that interest rates have a positive and significant effect 
on inflation, while exchange rates do not significantly affect inflation. Furthermore, inflation and interest 
rates do not significantly affect IHSG, whereas exchange rates have a negative and significant effect on 
IHSG. The mediation test indicates that inflation does not mediate the relationship between interest rates 
and exchange rates on IHSG. The findings suggest that exchange rate stability is the most dominant 
macroeconomic factor influencing stock market performance in Indonesia. These results provide important 
implications for monetary po;icy authorities and investors in managing macroeconomic risks in financial 
markets. 
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ABSTRAK 

Penelitian ini bertujuan untuk menganalisis pengaruh suku bunga dan nilai tukar terhadap Indeks Harga 
Saham Gabungan (IHSG) dengan inflasi sebagai variabel mediasi selama periode 2016–2024. Penelitian 
ini menggunakan pendekatan kuantitatif dengan data deret waktu (*time-series*) bulanan yang diperoleh 
dari Bank Indonesia (BI), Badan Pusat Statistik (BPS), dan Bursa Efek Indonesia (BEI). Variabel-variabel 
yang digunakan meliputi BI 7-Day Reverse Repo Rate sebagai proksi suku bunga, nilai tukar Rupiah 
terhadap Dolar Amerika Serikat (USD), inflasi yang diukur dengan Indeks Harga Konsumen (IHK), serta 
IHSG sebagai variabel dependen. Data dianalisis menggunakan regresi linear berganda dan analisis jalur 
(*path analysis*). Sebelum estimasi, dilakukan uji stasioneritas menggunakan uji *Augmented Dickey-
Fuller* (ADF), dan seluruh variabel terbukti stasioner pada tingkat *first difference* (I(1)). Hasil penelitian 
menunjukkan bahwa suku bunga berpengaruh positif dan signifikan terhadap inflasi, sedangkan nilai tukar 
tidak berpengaruh signifikan terhadap inflasi. Lebih lanjut, inflasi dan suku bunga tidak berpengaruh 
signifikan terhadap IHSG, sementara nilai tukar berpengaruh negatif dan signifikan terhadap IHSG. Uji 
mediasi menunjukkan bahwa inflasi tidak memediasi hubungan antara suku bunga dan nilai tukar terhadap 
IHSG. Temuan ini mengindikasikan bahwa stabilitas nilai tukar merupakan faktor makroekonomi paling 
dominan yang memengaruhi kinerja pasar saham di Indonesia. Hasil ini memberikan implikasi penting bagi 
otoritas kebijakan moneter dan investor dalam mengelola risiko makroekonomi di pasar keuangan. 
Kata kunci: Suku bunga, Nilai tukar, Inflasi, IHSG, Analisis mediasi 
 
INTRODUCTION 

The capital market plays an 
important role in supporting economic 
development by channeling funds from 

investors to productive sectors. In 
Indonesia, the Indonesia Composite 
Stock Price Index (IHSG) is widely used 
as the main indicator of stock market 
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performance and reflects overall investor 
sentiment and economic conditions. 

Macroeconomic variables such as 
inflation, interest rates, and exchange 
rates are commonly considered key 
determinants of stock market 
movements. Inflation reflects the general 
price level in the economy and affects 
purchasing power and corporate 
profitability. High inflation tends to 
reduce real returns on investment, 
thereby negatively affecting stock 
market performance. 

Interest rates are one of the 
primary instruments of monetary policy 
used by Bank Indonesia to maintain 
economic stability. An increase in 
interest rates raises the cost of borrowing 
and tends to shift investor preference 
from riskier assets such as stocks to safer 
financial instruments such as deposits 
and bonds. 

Exchange rates also play a crucial 
role in determining financial market 
stability. A depreciation of the Rupiah 
increases the cost of imported goods and 
may reduce corporate profitability, 
particularly for companies dependent on 
imported inputs. In addition, exchange 
rate volatility affects foreign investor 
confidence and capital flows in the stock 
market. 

Previous studies have shown 
inconsistent results regarding the 
relationship between macroeconomic 
variables and stock market performance. 
Some studies find that inflation and 
interest rates significantly affect stock 
prices, while others report insignificant 
effects. This inconsistency indicates the 
need for further empirical investigation, 
particularly by incorporating inflation as 
a mediating variable. 

Therefore, this study aims to 
analyze the effect of interest rates and 
exchange rates on IHSG, both directly 
and indirectly through inflation, during 
the period 2016–2024. 

LITERATURE REVIEW 
Efficient Market Hypothesis 
The Efficient Market Hypothesis (EMH) 
states that financial markets are efficient 
in reflecting all available information. In 
an efficient market, macroeconomic 
variables such as inflation, interest rates, 
and exchange rates are quickly 
incorporated into stock prices, affecting 
investor behavior and market 
movements. 
 
Loanable Funds Theory 

The Loanable Funds Theory 
explains that interest rates are 
determined by the supply and demand 
for funds. Higher interest rsates reduce 
investment activities, which in turn may 
negatively affect stock market 
performance. 
 
Purchasing Power Parity (PPP) 

PPP theory explains the 
relationship betwesen exchange rates 
and price levels. Changes in exchange 
rates can influence inflation through 
import prices, thereby affecting 
economic stability. 
 
Interest Rate Parity (IRP) 

IRP explains the relationship 
between interest rate differentials and 
exchange rate movements, which 
influence capital flows in financial 
markets.  
 
Inflation as a Mediating Variable 
Inflation acts as a transmission 
mechanism that connects monetary 
policy and external shocks to financial 
market performance. Changes in interest 
rates and exchange rates can influence 
inflation, which subsequently affects 
stock prices. 
 
Hypothesis Development 
H1: Interest rates affect inflation 
H2: Exchange rates affect inflation 



2026. COSTING: Journal of Economic, Business and Accounting 9(4): 882-888 

884 

H3: Inflation affects IHSG 
H4: Interest rates affect IHSG 
H5: Exchange rates affect IHSG 
H6: Inflation mediates the effect of 
interest rates on IHSG 
H7: Inflation mediates the effect of 
exchange rates on IHSG 
 
RESEARCH METHOD 
This study uses a quantitative causal 
research design with time-series data 
from January 2016 to December 2024. 
The data are obtained from Bank 
Indonesia, BPS, and IDX. 
Variables: 

• X1: Interest Rate (BI 7-Day 
Reverse Repo Rate)  

• X2: Exchange Rate (IDR/USD)  
• Z: Inflation (CPI YoY)  
• Y: IHSG  

Analytical Model: 
Model 1: 
Inflation = β0 + β1 Interest Rate + β2 
Exchange Rate + ε 
Model 2: 
IHSG = β0 + β1 Inflation + β2 Interest 
Rate + β3 Exchange Rate + ε 
Method: 

• Augmented Dickey-Fuller 
(ADF) test for stationarity  

• Multiple regression analysis  
• Path analysis for mediation  

All variables become stationary after 
first differencing (I(1)), making the data 
suitable for regression analysis. 
 
RESULTS AND DISCUSSION 
Descriptive Statistics 
The macroeconomic indicators observed 
in Indonesia during the period 2016–
2024 exhibit dynamic movements 
influenced by both domestic and global 
economic conditions. These fluctuations 
were driven by several major events, 
including monetary policy adjustments 
by Bank Indonesia, the COVID-19 
pandemic shock, and global geopolitical 
tensions. 

Inflation in Indonesia during the study 
period recorded an average level of 
approximately 3 percent, indicating 
relatively stable price conditions within 
the inflation targeting framework 
implemented by Bank Indonesia. 
However, inflation dynamics show 
noticeable variation across sub-periods. 
The highest inflation occurred in 2022, 
reaching around 5.95 percent, mainly 
driven by global energy price increases 
and supply chain disruptions following 
the post-pandemic recovery phase. In 
contrast, the lowest inflation level was 
recorded in 2020 at approximately 1.32 
percent, reflecting weak aggregate 
demand during the early COVID-19 
pandemic period. 
The Bank Indonesia 7-Day Reverse 
Repo Rate (BI7DRR), used as a proxy 
for the interest rate, averaged around 
4.93 percent during the observation 
period. The interest rate showed 
significant fluctuations, reaching its 
highest level at 7.25 percent during 
tightening monetary policy periods 
aimed at controlling inflationary 
pressure and stabilizing the exchange 
rate. Meanwhile, the lowest interest rate 
was recorded at 3.50 percent, reflecting 
accommodative monetary policy 
implemented to support economic 
recovery. 
The exchange rate of the Indonesian 
Rupiah against the US Dollar 
demonstrated relatively high volatility 
compared to other macroeconomic 
variables. The average exchange rate 
stood at approximately IDR 14,530 per 
USD, with the weakest Rupiah value 
reaching IDR 16,375 per USD and the 
strongest level at IDR 13,047 per USD. 
These fluctuations were largely 
influenced by global financial 
conditions, particularly US Federal 
Reserve policy changes, capital flow 
volatility, and global uncertainty. 
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Overall, the Indonesia Composite Stock 
Price Index (IHSG) exhibited 
movements consistent with 
macroeconomic conditions, showing a 
sharp decline during the pandemic 
period followed by gradual recovery in 
the post-pandemic era. 
Stationarity Test (ADF Test) 
Prior to regression analysis, a stationarity 
test was conducted using the Augmented 
Dickey-Fuller (ADF) test to ensure the 
validity of time-series estimation and to 
avoid spurious regression problems. 
The ADF test results indicate that all 
variables—interest rates, exchange rates, 
inflation, and IHSG—are non-stationary 
at the level form, as indicated by 
probability values above the 5 percent 
significance level. This implies that the 
variables contain a unit root and cannot 
be directly used in regression analysis. 
To address this issue, a first-difference 
transformation was applied to all 
variables. After transformation, all 
variables became stationary at the 5 
percent significance level. This confirms 
that all variables are integrated of order 
one, I(1). 
These results confirm that the dataset is 
suitable for further regression analysis 
using transformed stationary data, 
ensuring that the estimated relationships 
are not spurious. 
Regression Results 
Model 1: Determinants of Inflation 
The first regression model examines the 
effect of interest rates and exchange rates 
on inflation. The estimation results show 
that the interest rate has a positive 
coefficient of 0.294485 with a 
probability value of 0.0035, indicating 
statistical significance at the 5 percent 
level. 
This finding suggests that changes in the 
interest rate are significantly associated 
with movements in inflation during the 
study period. The positive relationship 
reflects the monetary policy response 

mechanism, where interest rate 
adjustments are closely linked to 
inflationary pressures in the economy. 
In contrast, the exchange rate exhibits a 
positive coefficient of 0.017711 with a 
probability value of 0.6784, indicating 
that it is statistically insignificant. This 
implies that exchange rate fluctuations 
do not have a direct impact on inflation 
in Indonesia during the observed period. 
However, the joint significance test (F-
statistic probability = 0.013491) 
indicates that interest rates and exchange 
rates collectively have a significant 
effect on inflation. This suggests that 
while individual effects may vary, the 
overall model is statistically meaningful. 
Model 2: Determinants of IHSG 

The second regression model 
analyzes the effect of inflation, interest 
rates, and exchange rates on IHSG. The 
results show that inflation has a negative 
coefficient of -0.264931 with a 
probability value of 0.3105, indicating 
that the effect is statistically 
insignificant. 

This implies that inflation does 
not directly influence stock market 
performance during the study period. 
This may be explained by market 
efficiency, where inflation expectations 
are already incorporated into stock 
prices. 

Interest rates also show a 
negative coefficient of -0.257199 with a 
probability value of 0.3487, indicating 
an insignificant relationship with IHSG. 
Although theoretically higher interest 
rates reduce stock market attractiveness, 
the empirical results suggest that this 
effect is not statistically strong in the 
Indonesian market during the study 
period. 

In contrast, the exchange rate 
shows a negative and statistically 
significant coefficient of -0.909895 with 
a probability value of 0.0000. This 
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indicates that exchange rate depreciation 
has a strong negative effect on IHSG. 

This result can be explained 
through capital outflow mechanisms, 
where currency depreciation increases 
economic uncertainty and reduces 
investor confidence. Additionally, firms 
relying on imported inputs experience 
higher production costs, which 
negatively affects profitability and stock 
valuations. 

The F-statistic probability value 
of 0.000000 indicates that all 
independent variables jointly have a 
significant effect on IHSG. Meanwhile, 
the R-squared value of 0.389729 
suggests that approximately 38.97 
percent of IHSG variation is explained 
by the model, while the remaining 
variation is influenced by other external 
factors such as global market conditions, 
fiscal policy, and investor sentiment. 

Mediation Analysis 
The mediation analysis indicates 

that inflation does not function as a 
mediating variable in the relationship 
between interest rates, exchange rates, 
and IHSG. 

Although interest rates have a 
significant effect on inflation, inflation 
itself does not significantly affect IHSG. 
Therefore, the necessary condition for 
mediation is not satisfied. As a result, the 
indirect effect through inflation cannot 
be established statistically. 
Consequently, the relationship between 
macroeconomic variables and IHSG is 
better explained through direct effects 
rather than indirect transmission via 
inflation, particularly through the 
exchange rate channel. 
 
CONCLUSION 

This study concludes that interest 
rates have a positive and significant 
effect on inflation, while exchange rates 
do not significantly affect inflation. 
Inflation and interest rates do not 

significantly affect IHSG, whereas 
exchange rates have a negative and 
significant effect on IHSG. 

Inflation is not proven to mediate 
the relationship between interest rates 
and exchange rates on IHSG. The 
findings indicate that exchange rate 
stability is the most important 
macroeconomic factor influencing stock 
market performance in Indonesia during 
the period 2016–2024. 
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