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ABSTRACT 
 

Portfolio investment in the capital market reflects investors' responses to 
monetary policy and macroeconomic conditions developing within an economy. In 
Indonesia, the dynamics of portfolio investment can be observed through movements 
in the Composite Stock Price Index as an indicator of stock market performance. This 
study analyses the effect of inflation, interest rates, exchange rates, and economic 
growth (GDP growth) on portfolio investment in Indonesia during the period from 
January 2015 to September 2025 using a time series approach and the Autoregressive 
Distributed Lag (ARDL) method. The results of the analysis show that exchange rates 
and economic growth have a significant effect on portfolio investment, while inflation 
and interest rates do not have a significant effect on the IDX composite during the 
observation period. These findings indicate that investors in the Indonesian capital 
market are more concerned with external stability and economic growth prospects than 
with monetary variables, whose changes have been relatively anticipated by the market. 

Keywords: Portfolio Investment, IDX composite, Inflation, Interest Rates, 
Exchange Rates, GDP Growth, ARDL. 
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CHAPTER I 

INTRODUCTION 

 

A. Background 

The capital market is one of today’s economic instruments experiencing rapid 

development. The capital market in Indonesia is an emerging market, which is highly 

vulnerable to general macroeconomic conditions (Goeltom 2005). The capital market 

is the place where various long-term instrument are traded. Instruments traded in the 

capital market can be in the form of debt or equity. According to (Novotný and Jaklová 

2021), the capital market is an alternative investment option that can optimize the 

profits generated by investors. One of the instruments traded in the capital market is 

shares. Shares are proof of ownership of the company in which investors have invested 

(Madyan et al. 2020). The capital market plays a crucial role in a country’s economy 

because it serves two functions: first, it serves as a means of business funding, or a 

means for companies to obtain funds from the capital market or investors. Funds 

obtained from the capital market can be used for business development, expansion, 

additional working capital, and other purposes. Second, the capital market provides a 

means for the public to invest in financial instruments such as stock, bonds, mutual 

funds and others. This allows the public to invest their funds according to the profit and 

risk characteristics of each of the financial instruments mentioned above 

(Saydimaqsudxoja 2021).  
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The Indonesia Stock Composite Index or IDX Composite serves as a key 

barometer of capital market health and investor expectations regarding Indonesia’s 

economic outlook, reflecting its reactions to changes in macroeconomic conditions and 

monetary policy (Koapaha 2022). During 2020-2024, the Indonesian stock market 

experienced a period of the sharp volatility contracting at the onset of the COVID-19 

pandemic and recovering under the influence of fiscal and monetary policy changes 

and international capital flows making the 2020-2024 period a highly relevant period 

for examining the influence of monetary policy and macroeconomic variables on the 

IDX Composite (Sugandi 2022). 

The Composite Stock Price Index is not just a market figure, but is used by 

investors as a benchmark for the performance of stock investment portfolios in 

Indonesia because it reflects the combined movement of all stocks listed on the 

Indonesia Stock Exchange. Movements in the IDX composite provide an indication of 

whether the value of stock portfolios is increasing or decreasing in line with market 

conditions, making it a key reference for investment decision-making and evaluation 

of domestic capital market performance. Previous studies have shown that the IDX 

composite greatly influences investor behaviour in portfolio investment and can be 

used as a basis for comparing investment returns against changes in economic 

conditions and the stock market as a whole (Fuad and Yuliadi 2021). 

Monetary policy through benchmark interest rates and exchange rate 

fluctuations, along with macroeconomic conditions such as inflation and GDP growth, 

are believed to influence the performance of the IDX Composite , as changes in interest 
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rates and exchange rates can affect capital costs and investment attractiveness, while 

inflation and economic growth (GDP) determine purchasing power and corporate 

prospects, which are ultimately reflected in the stock index (Fauzi and Wijoyo 2025). 

Empirical studies and official reports also confirm the IDX Composite’s role as a 

sensitive indicator to shocks in inflation, interest rates, exchange rates, and GDP 

growth (Marpaung and Pangestuti 2024). 

 
Graphics 1. 1 Monetary Policy and Macroeconomic Condition in January 2015 until 

September 2025 

 
Inflation affects stock prices through several channels reducing purchasing 

power and demand, increasing corporate input costs and fulling expectations of rising 

interest rates, which depress risky asset valuations (Chiang 2023). Inflation, for 
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instance, erodes purchasing power, which can negatively impact specific sectors within 

the market, such as retail, banking, and consumer goods (James and Chin 2022). 

International literature and bibliometric studies indicate that the relationship between 

inflation and stock returns is often negative in the aggregate, but results vary across 

countries and periods particularly in emerging markets where price and volatility pass 

through channels are greater (Hoong et al. 2023). Various contextual studies in 

Indonesia also find mixed evidence (some suggesting a negative effect, others finding 

an insignificant or even positive effect depending on the sample and period), so a 

specific empirical analysis for 2015-2025 is needed (Endri et al. 2024). 

Monetary policy particularly Bank Indonesia’s benchmark interest rate setting 

influences the IDX’s through the cost of capital (discounting future cash flows), 

investor preferences between risky assets and fixed income instruments, and 

international portfolio capital flows. During 2015-2025, Bank Indonesia implemented 

a monetary policy responsive to the pandemic shock and global normalization, 

resulting in changes in the BI Rate and money market instruments affecting market 

volatility and the portfolio decisions of both domestic and foreign investors (Bernanke 

and Kuttner 2004). Several empirical studies in the Indonesian context demonstrate a 

significant relationship between interest rates and IDX movements, although the 

direction and strength of the effect depend on the time horizon and transmission 

channel analysed (Reinal and Samuel 2025). 

Movements in the rupiah exchange rate against the US dollar influence the 

Indonesia Stock Composite Index (IDX) through its impact on the profits of export and 
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import oriented companies, external debt exposure, and market sentiment toward 

currency risk in developing countries (Abnaina et al. 2024). Sharp rupiah depreciation 

is often associated with increased systemic risk and a decline in stock indices, while 

rupiah depreciation and market panic during an after the pandemic demonstrate how 

external pressures and global policies quickly permeate the domestic stock market, 

making the exchange rate-IDX relationship worthy of quantitative testing over the 

2015-2025 sample (Pramudito 2023). 

GDP growth determines the outlook for corporate earnings and medium tern 

profit expectations strong growth generally supports stock sentiment, while contraction 

or slowing growth depresses valuations (Zhang 2024). The 2015-2025 period 

encompasses a major shock the pandemic, a recovery process and a policy 

normalization phase, making it important to understand GDP variability and its 

interaction with inflation, interest rates and the exchange rate as shared factors 

influencing the IDX (Redy Susila 2022). Reports from (Fact Book 2024) international 

institutions and national authorities (World Bank, IMF, OJK, Bank Indonesia) capture 

these economic dynamics, supporting the need for empirical research that examines the 

partial and simultaneous effects of macroeconomic variables on the IDX over this 

timeframe. 

Relevance of Macroprudential Policy and Policy Implications Academic 

research on the influence of macroeconomic variables on the Indonesia Stock 

Composite Index (IDX) also has important implications for monetary and 

macroprudential policymakers. (Triwardana et al. 2025) found that inflation, BI’s 
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interest rate and the rupiah exchange significantly influence the IDX Composite. These 

result indicate that BI’s policy of adjusting interest rates and intervening in the 

exchange rate can have a direct impact on stock market stability, while also influencing 

foreign and domestik capital flows. Furthermore, findings from (Valensia et al. 2022) 

also demonstrate the influence of interest rates, inflation and exchange rate on the IDX, 

confirming that the combination of monetary policy and exchange rate supervision is 

crucial for mitigating the risk of volatility in the equity market.  

Numerous studies have examined the influence of macroeconomic variables 

such as inflation, interest rates, exchange rates and GDP growth on the Indonesia Stock 

Composite Index (IDX), but previos research has shown inconsistent findings. Some 

studies found that inflatios has a significant negative impact on the IDX, while other 

found that inflation has no effect or can even have a positive impact in certain contexts. 

Similiarly, research findlings on the impact of the benchmark interest rates on the 

Indonesia Stock Composite Index (IDX) continue to show inconsistencies (Suharyanto 

and Zaki 2021).  

Some studies found a significant negative effect through the cost of capital 

mechanism, while other showed a weak or insignificant effect, suggesting that 

situational factors such as investor behaviour, market conditions, and global monetary 

policy may moderate the relationship. Inconsistencies also emerged in the rupiah 

exchange rate variable, where rupiah depreciation in some studies was shown to 

depress the IDX due to increased import risk and costs, while other studies found a 

positive effect for export-oriented sectors. As in the result of the research (Kewal 2012) 
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it shows that only the exchange rate has a significant effect on the IDX Composite, 

while inflation, interest rate and GDP growth do not, different from research by (Rizki 

2021), the result of which show that the exchange rate has a significant negative 

influence on the IDX return partially, and in research it (Silalahi and Sihombing 2021) 

was found that the exchange rate had a significant negative effect, inflation had a 

significant negative effect, BI interest rates had a positive effect and GDP had a 

significant positive effect. These differing results indicate that the relationship between 

inflation, interest rate, exchange rate, GDP growth and IDX movements remains 

inconclusive, particularly during periods of economic instability. 

On the other hand, GDP growth is relatively rarely studied directly alongside 

other macroeconomic variables in an integrated model, particularly in the Indonesian 

context. Most studies focus solely on inflation, interest rates and exchange rates, 

without incorporating fundamental economic indicator such as GDP, even though 

national economic growth can influence investor sentiment and long-term stock 

valuations. The lack of research examining these variables simultaneously creates a 

conceptual gap in the literature. 

The novelty of this research lies in positioning the IDX Composite as a 

benchmark for portfolio investment performance over the 2015-2025 period, which 

reflects Indonesia’s stock market dynamics across different phases of monetary policy 

and macroeconomic conditions. Unlike previous studies that often examine individual 

macroeconomic variables in isolation or focus on shorter observation periods, this 

study simultaneously analyses the effects of inflation, the benchmark interest rate, the 
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exchange rate, and GDP growth within an integrated empirical framework. By treating 

IDX composite as a representative indicator of portfolio investment value, this research 

provides a more comprehensive understanding of how macroeconomic fundamentals 

influence portfolio investment decisions in the Indonesian capital market. 

Consequently, this study contributes empirically and theoretically by clarifying the role 

of key macroeconomic variables in shaping portfolio investment performance, while 

offering a more consistent explanation of mixed findings in prior literature on the 

sensitivity of the IDX Composite to macroeconomic conditions in Indonesia. 

Based on the explanation above, the author is interested in conducting a study entitled 

“The Impact of Monetary Policy and Macroeconomic Conditions on The Portfolio 

Investment in January 2020 until September 2025” 

 

B. Problem Formulation 

Based on the comprehensive background above, the formulation on the problem 

in this study is as follows: 

1. How does inflation affect the movement of the portfolio investment during 

the January 2015 until September 2025 period? 

2. How does the interest rate affect the movement on the portfolio investment 

during the January 2015 until September 2025 period? 

3. How does the rupiah exchange rate against the US dollar affect the 

movement on the portfolio investment during the January 2015 until 

September 2025 period? 
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4. How does Gross Domestic Product (GDP) growth affect the movement on 

the portfolio investment during the January 2015 until September 2025 

period? 

 

C. Research Purpose 

In the line with the established research problem formulation, this study aims 

to provide a deeper empirical understanding of how monetary policy dynamics (interest 

rates dan exchange rates) and macroeconomic conditions (inflation dan GDP growth) 

influence the performance of the Indonesian capital market, particularly portfolio 

investment using Indonesia Stock Composite Index, during the January 2015 until 

September 2025 period.  

The specific objectives of this research are as follows: 

1. To analyze the effect of inflation on the movement of the portfolio investment 

during the January 2015 until September 2025 period? 

2. To determine the influence of the interest rate on the movement of the portfolio 

investment during the January 2015 until September 2025 period? 

3. To identify the effect of the rupiah exchange rate against the US dollar on the 

movement of the portfolio investment during the January 2015 until September 

2025 period? 

4. To analyze the effect of Gross Domestic Product (GDP) growth on the 

movement of the portfolio investment during the January 2015 until September 

2025 period? 
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D. Research Benefit 

Based on the purpose of the research, the benefits that can be taken in this 

research among others: 

1. Theoretical Contributions 

a. This research provides new empirical evidence on the relationship 

between monetary policy and macroeconomic conditions on the 

Portfolio investment using Indonesia Stock Composite Index (IDX) in 

Indonesian context, particularly during 2015-2025 period, which was 

rife with economic turmoil. This study can enrich the literature, which 

has so far yielded mixed results. 

b. This research supports academic understanding of how variables such 

as inflation, interest rates, exchange rates and GDP growth influence 

capital market behavior and the monetary policy transmission process 

in developing countries. 

c. By using a relevant research period and a measurable analysis approach, 

this research can be a methodological reference for subsequent research 

that wants to examine the integration of macroeconomic variables in 

capital market analysis. 

2. Practical Contributions 

a. This research provides empirical insight into how macroeconomic 

variables influence the movement of the portfolio investment using 

Indonesia Stock Composite Index (IDX). This information can serve as 
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a reference for investors in analyzing economic conditions before 

investing capital, ensuring that investment decisions are not based 

solely on speculation but also on relevant fundamental indicators. This 

way, investors can minimize risk and increase the opportunity for 

optimal returns. 

b. By understanding the extent to which inflation, interest rates, exchange 

rates, and GDP growth affect the stock market, market participants can 

develop more adaptive risk management strategies. This research helps 

investors, portfolio managers, and securities firms anticipate changing 

economic conditions and make timely portfolio adjustments. This 

becomes even more crucial in the 2015-2025 period, which is 

characterized by high volatility due to the global crisis and changes in 

monetary policy. 

3. Social Contributions 

a. This research contributes to improving public financial literacy, 

especially for prospective investors who are still unfamiliar with how 

economic conditions affect the capital market. With this information, 

the public can make more responsible and informed financial decisions. 

In the long term, increased public financial literacy will help create a 

healthier, more transparent, and more inclusive investment ecosystem. 

b. When the public has a better understanding of the relationship between 

macroeconomic variables and capital market performance, they tend to 
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make more rational investments and are less easily swayed by fleeting 

sentiment. This can help reduce collective panic in the market, which 

often triggers excessive volatility. Thus, this research can indirectly 

contribute to strengthening financial market stability and supporting 

national economic development. 

 

E. Research Systematics 

The writing systematics in this study are described in five chapters as follows: 

Chapter I Introduction, in this chapter consists of the background of the 

problem that contains issues and a brief explanation of the Indonesian capital market, 

particularly portfolio investment using Indonesia Stock Composite Index (IDX) and 

briefly explains the variables that affect it. This background becomes a reference for 

the formation of the problem formulation, research purpose, research benefits and 

systemic discussion to provide research direction. 

Chapter II Theoretical Foundation, in this chapter contains the theoretical 

foundation that explains the relationship between variables and research objects. This 

chapter also contains a literature review containing relevant previous research, research 

frameworks and hypothesis development. 

Chapter III Research Methodology, this chapter explains the methods used 

to analyse the effects of variables on the object using a quantitative approach based on 

time series data for the January 2025 until September 2025. This chapter includes an 
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explanation of the research variables, operational definitions, data collection 

techniques, and the analysis method using Autoregressive Distributed Lag (ARDL).  

Chapter IV Research Result and Discussion, this chapter presents the results 

of an empirical analysis based on data on inflation, interest rates, exchange rates, GDP 

growth, and the Indonesia Stock Composite Index (IDX) for the 2020–2024 period. 

This section presents a description of the data, the results of classical assumption tests, 

and estimates of the regression models used in the study. Next, the empirical findings 

are comprehensively interpreted to explain the direction, magnitude, and significance 

of the influence of each macroeconomic variable on the Indonesia Stock Composite 

Index (IDX).  

Chapter V Closing, this chapter contains the research conclusions, 

implications of the results, and recommendations for future researchers, investors, and 

other relevant parties. The chapter concludes the overall discussion by summarizing 

the main findings and recommendations generated by the research. 
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CHAPTHER V 

CLOSING 

 
A. Conclusion 

This study aims to analyse the effect of monetary policy and 

macroeconomic conditions proxied by inflation, interest rates, exchange rates, and 

GDP growth on portfolio investment as proxied by the Composite Stock Price 

Index in Indonesia during the period January 2015 to September 2025, it can be 

concluded that macroeconomic variables have different effects on stock market 

movements. Using the Autoregressive Distributed Lag (ARDL) approach, this 

study comprehensively explains the dynamics of short-term and long-term 

relationships between variables in the context of the Indonesian capital market. 

The results show that exchange rates and economic growth are the main 

factors affecting portfolio investment in Indonesia. Conversely, inflation and 

interest rates did not have a significant effect on the IHSG during the research 

period. These findings indicate that investors are more responsive to 

macroeconomic indicators that directly reflect external stability and economic 

growth prospects than to monetary variables, whose changes have been relatively 

anticipated by the market. 

1. Hypothesis 1 (Inflation) Inflation does not have a significant effect on 

portfolio investment, indicating that price pressures during the study period 

were not a major factor in stock investment decisions. 
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2. Hypothesis 2 (Interest Rates) Interest rates do not have a significant effect 

on portfolio investment, indicating that changes in benchmark interest rates 

do not directly affect investor interest in the Indonesian stock market. 

3. Hypothesis 3 (Exchange Rate) The exchange rate has a significant effect on 

portfolio investment, reflecting the sensitivity of the stock market to 

fluctuations in the rupiah exchange rate, especially through foreign capital 

movements. 

4. Hypothesis 4 (Economic Growth) Economic growth has a positive and 

significant effect on portfolio investment, confirming that increased 

economic activity drives corporate performance and enhances the 

attractiveness of the stock market. 

 

B. Research Limitations 

In this study, there are several limitations that can affect the results of the 

analysis obtained, including: 

1. Limitations of aggregate data 

This study uses the Composite Stock Price Index as a proxy for portfolio 

investment, so the data used is aggregate and does not represent portfolio 

investment behavior at the sectoral or individual stock level. 

2. Limitations of research variables 

The independent variables in this study are limited to inflation, interest 

rates, exchange rates, and economic growth, so other factors that could 
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potentially affect portfolio investment, such as fiscal policy, foreign capital 

flows, money supply, investor sentiment, and global economic factors, have 

not been included in the research model. 

3. Limitations of time series scope 

The observation period used is an aggregate time series, so it is not yet 

able to capture differences in stock market responses between industrial 

sectors to changes in macroeconomic conditions. 

4. Limitations of the methodological approach 

The Autoregressive Distributed Lag (ARDL) method used has 

limitations in accommodating nonlinear relationships and potential long-

term structural changes in the capital market, which can affect the stability 

of the relationship between variables. 

 

C. Suggestions 

For future research, some suggestions that can be considered to improve the 

quality and depth of analysis include: 

1. Disaggregation of portfolio investment data 

Further research should use more detailed data, such as sectoral indices 

or individual stock data, in order to capture more specific differences in 

portfolio investment responses to changes in macroeconomic variables. 

2. Expansion of macroeconomic and financial variables 
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Future research could add other relevant variables, such as fiscal policy, 

foreign capital flows, money supply, investor sentiment, and global factors, 

to obtain a more comprehensive picture of the determinants of portfolio 

investment. 

3. Comparative and sectoral analysis 

Further research could develop the analysis using a comparative 

approach between industrial sectors or between specific time periods to 

identify differences in stock market sensitivity to macroeconomic 

conditions. 

4. Application of alternative econometric models 

To enrich the research results, further studies are recommended to use 

alternative econometric methods capable of capturing nonlinear 

relationships and structural changes, such as VAR, VECM, or regime-

switching approaches. 

Further research is expected to expand the scope of data, variables, and 

analytical methods in order to provide a deeper understanding of the dynamics of 

portfolio investment in the Indonesian capital market. Thus, future research results 

will not only reinforce empirical findings, but also make a greater contribution to 

investor decision-making and the formulation of effective economic policies. 
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