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Abstract 
 

Market performance is inherently influenced by macroeconomic indicators, notably the foreign exchange rate and inflation rate. The 

volatility of currency values often leads to price level fluctuations, which in turn may affect the overall behavior of financial markets. 

This research aims to investigate the influence of foreign exchange volatility, interest rates, GDP, and foreign ownership on stock 

performance and the inflation rate, by considering the mediating role of the inflation rate. The research method used is Structural 

Equation Modeling - Partial Least Squares (SEM-PLS) analysis, using secondary data obtained from various trusted sources.  The 

research results show that the variables FEV (X1), IR (X2), GDP (X3), and FO (X4) have a significant influence on the level of SP (Y). 

Research reveals that the higher the FEV, IR, GDP, and FO values, the higher the SP level. Apart from that, the IR (M) variable was also 

found to have a positive and significant influence on SP, indicating that an increase in the IR (M) value is associated with an increase in 

SP. Another interesting finding is the full mediation effect of FEV, IR, GDP, and FO on SP through IR (M). The private and non-profit 

sectors generally do not have specific policies in place, which makes them more vulnerable to the financial impact of disasters. 

 
Keywords: Foreign Exchange Volatility (FEV); Interest Rates (IR); Gross Domestic Product (GDP); Foreign Ownership (FO); Inflation Rate (IR); Stock 
Performance (SP).

1. Introduction 

On the Indonesian Stock Exchange (ISE), listed companies offer a variety of products and services to investors looking for investment 

opportunities in the Indonesian capital market. Companies listed on the IDX cover various industrial sectors, from banking, 

manufacturing, mining, technology, consumption, to property, and many more. They have a diverse structure, ranging from multinational 

companies to fast-growing local companies. As one of the main platforms for companies to access capital, IDX has an important role in 

facilitating company growth and development. 

For listed companies, ISE provides access to greater capital, increases visibility in the market, and creates opportunities for business 

expansion [1]. In addition, ISEng, a company listed on the IDX, places the company under stricter supervision and increases credibility 

in the eyes of investors, regulators, and business partners. Companies registered on the IDX also contribute to national economic growth 

through job creation, tax payments, and various corporate social responsibility (CSR) programs that support community and 

environmental development. 

Thus, companies listed on the IDX not only act as profit-oriented business entities, but also as important stakeholders in Indonesia's 

economic and social development. Overall, ISE creates a dynamic and competitive environment for companies to grow and develop, 

while promoting transparency, accountability, and compliance with high standards [2]. In this way, companies listed on the IDX are not 

only an integral part of the Indonesian capital market ecosystem, but are also the main driver of sustainable economic growth at the 

national level. Stock Performance is a measure used to evaluate how a company's share price changes over time [3]. It reflects the 

investment returns earned by shareholders from their shareholding in the company. 

 
Table 1: Data Stock Performance from 2019 – 2023 

Company 2019 2020 2021 2022 2023 

PT Astra International Tbk 12% 11% 10% 11% +11.5% 
PT Bank Central Asia Tbk 11% 13% 15% 12% 12% 

PT Telkom Indonesia Tbk 14% 14% 12% 13% 14% 

PT Unilever Indonesia Tbk 10% 9% 11% 12% +11.2% 
PT Indofood CBP Sukses Makmur Tbk 9% 14% 14% 15% 16% 

PT Bank Rakyat Indonesia Tbk 15% 12% 13% 12% +11.8% 

PT Bank Mandiri (Persero) Tbk 13% 16% 18% 11% +12.5% 

http://creativecommons.org/licenses/by/3.0/
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PT HM Sampoerna Tbk 16% 15% 14% 14% +10.5% 

PT Bank Negara Indonesia (Persero) Tbk 8% 8% 9% 9% +13.5% 

PT Bank CIMB Niaga Tbk 18% 17% 16% 13% 15% 

Source: Companies on the Indonesian Stock Exchange (ISE). 

 

The table above displays data regarding stock performance from 2019 to 2023 for ten companies listed on the Indonesian Stock 

Exchange (ISE). Stock Performance measures the percentage change in stock prices over time in the period studied. Each row in the table 

represents one company, with the columns presenting the Stock Performance level for each year studied (2019-2023). This data provides 

an overview of how the stock performance of each company changed from year to year over five years. A positive percentage number 

indicates increasing stock performance, while a negative number indicates decreasing stock performance. An increase in stock 

performance is often considered a positive indicator of a company's health and growth, while a decline in stock performance can raise 

concerns about a company's performance and prospects. Analysis of this data can provide valuable insight into trends in each company's 

stock performance over five years, as well as factors influencing changes in stock performance. Exchange rate volatility, interest rates, 

gross domestic product (GDP), and foreign ownership are important factors that influence stock market performance in various countries, 

including Indonesia. Each of these factors can influence a stock's performance, as well as the role played by the level. Foreign Exchange 

Volatility reflects fluctuations in the price of a country's currency against other foreign currencies [4]. Sudden changes in currency 

exchange rates can affect the profits or losses of companies involved in international trade, thereby affecting the performance of those 

companies' shares. 

 
Table 2: Foreign Exchange Volatility Data from 2019 – 2023 

Company 2019 2020 2021 2022 2023 

PT Astra International Tbk 0.032 0.028 0.029 0.031 0.029 

PT Bank Central Asia Tbk 0.029 0.031 0.032 0.028 0.032 

PT Telkom Indonesia Tbk 0.035 0.029 0.030 0.034 0.035 
PT Unilever Indonesia Tbk 0.030 0.027 0.028 0.029 0.030 

PT Indofood CBP Sukses Makmur Tbk 0.028 0.033 0.033 0.036 0.037 

PT Bank Rakyat Indonesia Tbk 0.033 0.030 0.031 0.032 0.031 
PT Bank Mandiri (Persero) Tbk 0.031 0.035 0.036 0.030 0.033 

PT HM Sampoerna Tbk 0.034 0.032 0.033 0.035 0.028 

PT Bank Negara Indonesia (Persero) Tbk 0.027 0.026 0.027 0.027 0.034 
PT Bank CIMB Niaga Tbk 0.036 0.034 0.035 0.033 0.036 

Source: Company which is on the Indonesian Stock Exchange (ISE). 

 

The table above displays Foreign Exchange Volatility data from 2019 to 2023 for ten companies listed on the Indonesia Stock Exchange 

(ISE). Foreign Exchange Volatility measures the level of fluctuation or volatility of foreign currency exchange rates against domestic 

currency (Rupiah in this context) in a certain period. Each row in the table represents one company, with the columns presenting the 

Foreign Exchange Volatility level for each year studied (2019-2023). This data is used to analyze how big changes or fluctuations in 

foreign exchange rates each company faced during the five-year period. A higher level of Foreign Exchange Volatility indicates there are 

more fluctuations in foreign exchange rates, which can affect the financial and operational performance of the company concerned. 

Analysis of this data can provide valuable insight into the extent of risk faced by companies related to changes in foreign exchange rates 

in their operational and financial activities. Interest Rates (Interest Rate) Interest rates have a significant impact on stock market 

performance [5]. High interest rates tend to reduce the attractiveness of investing in the stock market because investors prefer to invest in 

financial instruments that provide higher and more stable returns, such as bonds. 

 
Table 3: Data Interest Rates from 2019 – 2023 

Company 2019 2020 2021 2022 2023 

PT Astra International Tbk 6.3% 5.9% 6.0% 6.4% 6.2% 

PT Bank Central Asia Tbk 6.1% 6.2% 6.3% 6.1% 6.5% 

PT Telkom Indonesia Tbk 6.5% 6.0% 6.1% 6.7% 6.8% 
PT Unilever Indonesia Tbk 6.0% 5.7% 5.9% 6.2% 6.3% 

PT Indofood CBP Sukses Makmur Tbk 5.8% 6.5% 6.5% 6.9% 6.2% 

PT Bank Rakyat Indonesia Tbk 6.7% 6.1% 6.2% 6.5% 6.4% 
PT Bank Mandiri (Persero) Tbk 6.2% 6.7% 6.8% 6.3% 6.6% 

PT HM Sampoerna Tbk 6.8% 6.3% 6.5% 6.8% 6.1% 

PT Bank Negara Indonesia (Persero) Tbk 5.6% 5.6% 5.7% 6.0% 6.7% 
PT Bank CIMB Niaga Tbk 7.0% 6.8% 6.7% 6.6% 6.9% 

Source: Companies on the Indonesian Stock Exchange (ISE). 

 

The table above displays data regarding interest rates from 2019 to 2023 for ten companies listed on the Indonesia Stock Exchange (ISE). 

Interest rate is the percentage of the amount of money lent that must be paid as interest by the borrower to the lender within a certain 

period. Each row in the table represents one company, with the columns presenting the interest rates for each year studied (2019-2023). 

This data provides an overview of how the interest rates of each company changed from year to year over five years. Higher interest rates 

usually indicate higher borrowing costs for companies, which can affect investment decisions and financial policies. Conversely, lower 

interest rates can encourage lending and investment activity. Analysis of this data can provide valuable insight into each company's 

interest rate trends over those five years, as well as the implications for the company's financial decisions and business strategy. Gross 

Domestic Product (GDP) Economic growth is reflected in Gross Domestic Product. A country also influences stock market performance 

[6]. A gross domestic product high level indicates strong economic growth, which can increase investor confidence and trigger an 

increase in stock prices. 
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Table 4: GDP 2019 – 2023 

Company 2019 2020 2021 2022 2023 

PT Astra International Tbk 6.05 6.03 6.04 6.08 6.06 

PT Bank Central Asia Tbk 6.03 6.06 6.07 6.05 6.09 

PT Telkom Indonesia Tbk 6.08 6.04 6.05 7.01 7.02 

PT Unilever Indonesia Tbk 6.04 6.01 6.03 6.06 6.07 
PT Indofood CBP Sukses Makmur Tbk   6.02   6.09   6.09   7.03   7.04 

PT Bank Rakyat Indonesia Tbk 6.09 6.05 6.06 6.09 6.08 

PT Bank Mandiri (Persero) Tbk 6.06 7.00 7.02 6.07 7.00 
PT HM Sampoerna Tbk 7.00 6.07 6.09 7.02 6.05 

PT Bank Negara Indonesia (Persero) Tbk   6.01   6.00   6.04   6.04   7.01 

PT Bank CIMB Niaga Tbk 7.02 7.01 7.00 7.00 7.03 

Source: Companies on the Indonesian Stock Exchange (ISE). 

 

The table above displays data regarding interest rates from 2019 to 2023 for ten companies listed on the Indonesia Stock Exchange (ISE). 

Interest rate is the percentage of the amount of money lent that must be paid as interest by the borrower to the lender within a certain 

period of time. Each row in the table represents one company, with the columns presenting the interest rates for each year studied (2019-

2023). This data provides an overview of how the interest rates of each company changed from year to year over a five-year period. 

Changes in a company's interest rates from year to year can provide information about economic conditions, a company's financial 

strategy, and its impact on investment decisions and monetary policy. Analysis of this data can help in understanding trends and patterns 

in the behavior of corporate interest rates over the time period under study. Foreign Ownership K Foreign ownership in a country's stock 

market can have a significant impact on stock market performance [7]. Foreign investors often bring large amounts of capital and can 

affect market liquidity and share prices. 

 
Table 5: Data Interest Rates from 2019 – 2023 

Company 2019 2020 2021 2022 2023 

PT Astra International Tbk 28% 26% 27% 28% 27% 
PT Bank Central Asia Tbk 26% 29% 30% 26% 30% 

PT Telkom Indonesia Tbk 30% 27% 28% 32% 33% 

PT Unilever Indonesia Tbk 27% 25% 26% 27% 28% 
PT Indofood CBP Sukses Makmur Tbk 25% 31% 31% 34% 35% 

PT Bank Rakyat Indonesia Tbk 32% 28% 29% 30% 28% 

PT Bank Mandiri (Persero) Tbk 29% 33% 34% 28% 31% 
PT HM Sampoerna Tbk 33% 30% 31% 33% 32% 

PT Bank Negara Indonesia (Persero) Tbk 24% 24% 25% 25% 26% 
PT Bank CIMB Niaga Tbk 34% 34% 33% 31% 34% 

Source: Companies on the Indonesian Stock Exchange (ISE). 

 

The table above shows data regarding foreign ownership from 2019 to 2023 for ten companies listed on the Indonesian Stock Exchange 

(ISE). Foreign ownership refers to the percentage of shares of a company owned by foreign investors. Each row in the table represents 

one company, with the columns presenting the percentage of foreign ownership for each year studied (2019-2023). This data provides a 

picture of how foreign ownership of each company changed from year to year over five years. Changes in foreign ownership of a 

company from year to year can provide information about foreign investors' interest in the company, as well as its impact on the 

company's ownership structure and decision-making. Analysis of this data can help in understanding trends and patterns in the behavior 

of foreign ownership of companies over the time period studied, as well as their implications for the performance of companies and the 

stock market as a whole. Inflation Rate (Inflation Rate) The inflation rate plays an important role in linking these macroeconomic factors 

to stock market performance [8]. A high level of inflation can reduce people's purchasing power and indirectly affect company 

performance, which in turn can affect share prices [9]. 

 
Table 6: Data Inflation Rate from 2019 – 2023 

Company 2019 2020 2021 2022 2023 

PT Astra International Tbk 3.9% 3.7% 3.6% 4.0% 3.9% 
PT Bank Central Asia Tbk 3.7% 4.0% 4.3% 3.7% 4.1% 

PT Telkom Indonesia Tbk 4.1% 3.6% 3.8% 4.3% 4.4% 

PT Unilever Indonesia Tbk 3.6% 3.5% 3.7% 3.8% 4.0% 
PT Indofood CBP Sukses Makmur Tbk 3.5% 4.2% 4.2% 4.6% 4.8% 

PT Bank Rakyat Indonesia Tbk 4.3% 3.8% 4.0% 4.1% 4.2% 

PT Bank Mandiri (Persero) Tbk 4.0% 4.5% 4.7% 3.9% 4.3% 
PT HM Sampoerna Tbk 4.5% 4.3% 4.2% 4.5% 3.8% 

PT Bank Negara Indonesia (Persero) Tbk 3.4% 3.4% 3.5% 3.6% 4.5% 
PT Bank CIMB Niaga Tbk 4.6% 4.6% 4.5% 4.2% 4.6% 

Source: Companies on the Indonesian Stock Exchange (ISE). 

 

The table above displays inflation rate data from 2019 to 2023 for ten companies listed on the Indonesian Stock Exchange (ISE). The 

inflation rate is the percentage change in consumer prices over a certain period of time, often measured annually. Each row in the table 

represents one company, with the columns showing the inflation rate for each year studied (2019-2023). This data provides an overview 

of how the inflation rate changed from year to year over five years. Analysis of inflation rate data can provide insight into macro and 

microeconomic conditions that influence company operations, including their impact on production costs, product prices, consumer 

demand, and company policy strategies in dealing with a volatile economic environment. By understanding inflation trends and patterns, 

companies can take appropriate steps to manage risks and maximize opportunities in a changing business environment. By understanding 

the complex relationship between these factors and stock market performance, this study aims to investigate the extent of influence of 

each factor and how the inflation rate mediates this relationship. This will provide a better understanding of the factors influencing stock 

market performance and the mediating mechanisms involved, which in turn can provide valuable insights for investors, regulators, and 

capital market stakeholders. 
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Recent studies have shown conflicting results regarding the direct impact of inflation on stock performance, with some suggesting a 

significant effect, while others indicate a more complex interplay of factors such as interest rates, foreign ownership, and GDP. These 

contrasting findings create a gap in the literature, particularly in the context of emerging markets like Indonesia. Our study aims to bridge 

this gap by empirically analyzing how inflation mediates the relationship between exchange rate volatility and stock market performance, 

offering a critical contribution to the understanding of macroeconomic dynamics in emerging market economies. 

We have introduced international perspectives by referencing studies conducted in other emerging markets and comparing their findings 

with the situation in Indonesia. Recent research highlights the importance of inflation in mediating the effects of exchange rate 

fluctuations on stock market performance, especially in markets vulnerable to global economic shifts. These studies emphasize that while 

inflation is typically a macroeconomic factor, local economic conditions, such as monetary policy, foreign ownership, and trade 

dependencies, influence how inflation impacts stock performance. By synthesizing these conflicting findings and incorporating 

international insights, our study contributes to a more nuanced understanding of how inflation operates as a mediating variable, providing 

a dynamic model that captures the complexities of emerging market economies. 

2. Literature review 

2.1. Foreign exchange volatility 

Foreign exchange volatility plays an important role in determining the economic health of a country and directly affects the performance 

of companies involved in international trade [10]. Volatility reflects fluctuations in the price of a country's currency against other foreign 

currencies and can be caused by various economic and political factors. When currency exchange rates experience sudden significant 

changes, companies conducting international trade will face foreign exchange risks. For example, if the domestic currency exchange rate 

experiences a sudden depreciation against the foreign currency used for trade transactions, companies will experience a decline in the 

value of their assets or income when export proceeds are converted back into the domestic currency. Conversely, a sudden appreciation 

in the domestic currency exchange rate can increase the asset value and income of the importing company. Thus, foreign exchange 

volatility can have a direct impact on the financial performance of companies, which in turn can affect their share prices in the capital 

markets. Investors and market analysts often pay attention to foreign exchange volatility as one of the risk factors affecting the share 

value of companies involved in international trade. Therefore, measuring and monitoring foreign exchange volatility is important for 

corporate risk management and shareholders to understand and manage its impact on corporate performance and the value of its shares in 

the capital market. 

2.2. Interest rates 

Interest rates have a very important role in stock market dynamics. High interest rates tend to reduce investors' interest in stocks and 

rather encourage them to switch to other financial instruments that offer higher and more stable returns, such as bonds [4], [11]. This 

happens because bonds, with their high interest rates, can provide more certain and secure income compared to shares which are more 

susceptible to market fluctuations. Additionally, high interest rates can lead to greater borrowing costs for companies, which in turn can 

reduce their net profits. This can lower the company's valuation on the stock market because lower profits can reduce its attractiveness to 

investors. As a result, companies with high borrowing costs will experience pressure on their stock performance. Therefore, interest rate 

fluctuations are one of the important factors considered by investors and market analysts in making investment decisions. A significant 

decrease or increase in interest rates can trigger major movements in the stock market, as investors will adjust their investment portfolios 

according to changes in their expectations of the expected returns from various financial instruments. Thus, a good understanding of the 

impact of interest rates on stock market performance is essential in planning an effective investment strategy. 

2.3. Gross domestic product (GDP) 

Economic growth, as reflected in a country's Gross Domestic Product (GDP) has a significant impact on stock market performance [12]. 

High GDP indicates strong economic growth, which in turn reflects increased business activity, growing incomes, and greater investment 

opportunities. This can increase investor confidence in business prospects in the country and trigger an increase in share prices on the 

capital market. Stable and strong economic growth tends to create a positive environment for companies to thrive and increase their 

revenues. As a result, better corporate earnings can lead to an increase in the value of their shares. Investors will respond by increasing 

their interest in shares of companies that are performing well, as well as looking for investment opportunities in the stock market as a 

whole. Apart from that, strong economic growth can also trigger increased investment activity and companies' access to capital. This can 

contribute to business expansion, innovation, and product development, which in turn can increase the value of companies and their share 

prices in the capital markets. However, it is important to remember that the relationship between economic growth and stock market 

performance is not always linear and can be influenced by other factors such as monetary policy, global market conditions, and 

geopolitics. However, in general, high GDP is often considered a positive indicator for stock market performance because it reflects 

healthy economic conditions and positive growth prospects. 

2.4. Foreign ownership 

Foreign ownership in a country's stock market plays an important role in determining the dynamics and performance of that stock 

market. Foreign investors often bring significant capital and can have a major impact on market liquidity and the share price of listed 

companies [6]. High foreign ownership can reflect international investors' interest in a country's stock market. Foreign investors often 

bring larger capital and can help increase market liquidity by actively trading shares. This can create a more dynamic trading 

environment and expand opportunities for local investors to diversify their portfolios. Additionally, significant foreign ownership can 

also influence share prices. When foreign investors enter a country's stock market with large investment volumes, it can increase demand 

for certain stocks, which in turn can drive up stock prices. Conversely, a decision by foreign investors to withdraw their investments from 

the stock market could lead to a decline in share prices. However, it is important to remember that high foreign ownership can also carry 

risks. The stock market's dependence on foreign investors can make the market more vulnerable to external fluctuations, including 
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changes in global sentiment or market turmoil in other countries. Additionally, the exit of foreign capital from the stock market can cause 

significant selling pressure and an overall decline in stock prices. Thus, the influence of foreign ownership in a country's stock market is 

a complex phenomenon and important to understand thoroughly. Despite the benefits in terms of increased liquidity and increased share 

prices, it is also necessary to consider that excessive dependence on foreign investors can increase the risk of volatility and instability in 

the stock market. 

2.5. Inflation rate (inflation rate) 

The inflation rate has a crucial role in bridging the relationship between macroeconomic factors, such as foreign exchange volatility, 

interest rates, GDP, and foreign ownership, with stock market performance [6]. Based on the results of the study, Hasanudin (2022) 

which says that inflation hurts economic growth in Indonesia in a big way [13]. A high level of inflation can have a significant impact on 

various aspects of the economy, including company performance and share prices in the capital market. When the inflation rate is high, 

people's purchasing power tends to decrease because the prices of goods and services rise significantly [11]. This can result in consumers 

reducing their spending on products and services, which in turn can reduce company revenues. This decline in revenue can affect 

company performance, especially for companies that depend on consumer demand in the domestic market. Apart from that, high inflation 

can also cause uncertainty and instability in the business environment. Companies will face pressure to increase the prices of their 

products to cover increased costs, but such price increases may affect the competitiveness of their products and services in the 

marketplace. As a result, the company's financial performance can be affected, which in turn can be reflected in the company's share 

price in the capital market. Thus, a high level of inflation can contribute to a decline in company performance and, as a result, affect 

share prices in the capital market. On the other hand, a low or stable inflation rate tends to create an environment that is more conducive 

to economic growth and company performance, which can be reflected in an increase in share prices on the capital market. By 

understanding the important role of the inflation rate in the relationship between macroeconomic factors and stock market performance 

one can have better insight into the complex dynamics behind stock market movements and the factors that influence them. 

Typically, inflation is considered a national or global phenomenon affecting broader economic variables, such as purchasing power and 

exchange rates. However, when it comes to measuring its impact on individual companies, it can be quite complex. The document 

proposes the use of inflation as a mediating variable to link foreign exchange volatility and stock market performance. 

The specific company-level inflation rate is not a common practice in many studies, as inflation tends to be generalized across national or 

global markets. However, the research in your document suggests that inflation at a company level can be relevant, especially in 

industries where cost pass-through is sensitive to price changes and where companies operate in multiple regions or are heavily impacted 

by specific local economic conditions. 

For practical purposes, one approach could be to use a uniform inflation rate across companies within a similar industry or geographical 

area. This simplification helps reduce the complexity of tracking individual inflation rates for each company. The rationale for using a 

uniform inflation rate might stem from the assumption that companies, especially those in similar sectors, face similar cost pressures 

from inflationary trends such as input costs, wages, and energy prices, which are commonly correlated at a macroeconomic level. 

By adopting a uniform inflation rate, the model focuses on the broader economic environment without the need for specific adjustments 

per company. This approach can make the analysis more manageable and improve the robustness of the results, particularly when dealing 

with a large sample of companies. Furthermore, the use of inflation as a uniform variable ensures consistency in comparing the effects of 

other factors, such as exchange rate volatility and interest rates, across companies. 

2.6. Stock performance 

Stock performance refers to the relative performance of the share price of a company or stock index over a certain period of time. Stock 

performance is measured by looking at changes in stock prices over time, as well as returns or investment returns generated by ownership 

of these shares [14]. Stock performance can be influenced by various factors, including macroeconomic conditions, industry conditions, 

specific company performance, market sentiment, as well as other factors such as monetary policy, geopolitics, and unexpected market 

events. When economic conditions improve and a company's growth prospects improve, share prices tend to rise, thereby increasing 

stock performance. Conversely, economic uncertainty or problems that occur in certain companies can cause a decline in share prices and 

poor stock performance. Investors often use stock performance metrics such as stock returns (returns resulting from changes in stock 

prices and dividends paid), rate of return on investment (ROI), and stock performance indices (such as the S&P 500 in the US) to 

evaluate stock performance and make investment decisions. Stock performance analysis often involves the use of statistical methods and 

capital market analysis to understand the factors that influence stock performance and predict future stock price movements. This can 

involve modeling macroeconomic factors, fundamental analysis of a company, as well as technical analysis techniques to provide a better 

understanding of stock market behavior. 

 

 
Fig. 1: Measurement Model. 
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3. Methods 

Quantitative research method with Structural Equation Modeling-Partial Least Squares (SEM-PLS) analysis is an approach used to test 

and model the relationship between variables in a conceptual model [15]. In this research, data were collected from a fairly large sample 

and measured quantitatively using validated research instruments. After that, SEM-PLS analysis was used to analyze the relationship 

between variables. This SEM-PLS method has the advantage of handling complex models and non-normally distributed data, and makes 

it possible to test models involving latent variables or constructs that cannot be measured directly. The first step in this analysis is to 

build a conceptual model that describes the relationships between the hypothesized variables. Then, the model is tested using empirical 

data to test its suitability to the observed data. 

The PLS technique in SEM is then used to estimate model parameters, namely factor loadings, regression paths, and variance explained 

by the model. The results of this analysis are then evaluated to test the research hypothesis and conclude whether the proposed 

conceptual model is in accordance with the observed empirical data [16]. By using this quantitative research method, researchers can 

gain a deep understanding of the relationships between variables in the context of their research, as well as gain valuable insight into the 

factors that influence the phenomena they study. 

 

 
Fig. 1: Measurement Model. 

4. Results and Discussion 

The data analysis test was carried out using the Partial Least Squares (PLS) analysis technique with the help of the SmartPLS program. 

The PLS analysis stages include the external model testing stage and the internal model testing stage. 

4.1. Measurement model testing (outer model) 

 
Fig. 2: Measurement Model Testing. 

 

Validity and reliability in structural analysis using structural equation modeling (SEM), eliminating indicators that have low or small 

factor loadings so that variable indicators are reduced. 

4.2. Convergent validity 

The measurement model shows how the manifest variables or observed variables represent the latent variables to be measured. Use 

external load parameters to measure convergence effectiveness. If a single reflectance measurement has a value greater than 0.4, then it is 

said to be related to the construct ISEng measured [16]. From the results of the analysis of the measurement model above, it can be seen 

that there are several significant variables whose factor loading value is <0.4, so that to fulfill the rule of thumb, significant variables 

whose factor loading value is <0.4 must be eliminated. Models without manifest variables were removed from the model because the 

factor loading value was >0.4. 
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4.3. Structural model evaluation (outer model) 

Table 7. Loading Factor Values for the Exogenous Foreign Exchange Volatility Construct 

 
Table 7: Loading Factor Values for the Exogenous Foreign Exchange Volatility Construct 

Code Outer Loadings 

X1.2 0.999 

X1.3 0.999 

Source: Primary data processed in 2024. 

 
Table 8: Loading Factor Values for the Exogenous Interest Rates Construct 

Code Outer Loadings 

X3.2 1,000 

X3.3 1,000 

Source: Primary data processed in 2024. 

Table 9: Loading Factor Values for the Gross Domestic Product Construct 

Code Outer Loadings 

X3.2 1,000 

X3.3 1,000 

Source: Primary data processed in 2024. 

 
Table 10: Foreign Ownership Construct Loading Factor Valu 

Code Outer Loadings 

X4.1 0.827 

X4.2 0.915 

X4.3 0.937 
X4.4 0.756 

X4.5 0.903 

Source: Primary data processed in 2024. 

 
Table 11: Inflation Rate Construct Loading Factor Value (Mediation Variable) 

Code Outer Loadings 

M2 0.962 

M3 0.962 

Source: Primary data processed in 2024. 

 
Table 12: Inflation Rate Construct Loading Factor Value (Mediation Variable) 

Code Outer Loadings 

Y1 0.788 

Y2 0.973 

Y3 0.902 

Source: Primary data processed in 2024. 

 

If the factor loading value of all manifest variables is >0.4, then nothing is excluded. 

 

 
Fig. 3: Summary of Outer Loadings Values. 

 
Source: Primary data processed in 2024. 

 

Displays factor loading values for all manifest variables tested. It can be seen from the table that all loading factor values are > 0.4, so 

that all inventory variables meet the measurement model rules and can be tested further. 

 

 
Fig. 3: Reliability and Validity Constructs. 

 
Source: Primary data processed in 2024. 
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It can be seen that all variables have a value of >0.7 if a reliability test is carried out using Cronbach's Alpha or composite reliability. 

Therefore, it can be concluded that the variables tested are valid and reliable, and the structural model can be continued to be tested. 

4.4. Second-order confirmatory factor analysis 

Second-order confirmatory factor analysis is a theoretical relationship between latent variables or higher-order constructs and their 

underlying construct dimensions. Second-order confirmatory analysis is a theoretical relationship between latent variables or high-level 

constructs and the underlying construct dimensions [17]. 

4.5. Structural model evaluation (inner model) 

Structural or internal model evaluation aims to predict the relationship between latent variables. Assess AVE predictions by looking at 

the percentage of variance explained, namely by looking at the R-squared value of the endogenous latent structure, and by using 

resampling procedures such as jackknife and bootstrapping to obtain the stability of gender estimates. 

4.6. R-square ® 

Table 13: R2 Value 

 R Square Adjusted R Square 

Inflation Rate 0.936 0.884 

Stock Performance 0.942 0.869 

Source: Primary data processed in 2024. 

 

The table above shows the R2 (R Square) and adjusted R2 (Adjusted R Square) values for two variables, namely Inflation Rate and Stock 

Performance, which were tested in the Structural Equation Modeling (SEM) model using the Partial Least Squares (PLS) method. The 

R2 value measures how well the independent variable explains the variation in the dependent variable. Meanwhile, the Adjusted R2 

value takes into account the number of independent variables in the model and provides a more conservative estimate of how well the 

model fits the data. For the Inflation Rate, the R^2 value is 0.936, which indicates that around 93.6% of the variation in the Inflation Rate 

can be explained by the independent variables in the model. After adjustment, the Adjusted R^2 value is 0.884, which is still quite high, 

indicating that around 88.4% of the variation in the Inflation Rate can still be explained by the independent variables in the model after 

considering the number of independent variables. Meanwhile, for Stock Performance, the R2 value is 0.942, which indicates that around 

94.2% of the variation in stock performance can be explained by the independent variables in the model. After adjustment, the Adjusted 

R2 value becomes 0.869, which is still quite high, indicating that around 86.9% of the variation in stock performance can still be 

explained by the independent variables in the model after considering the number of independent variables. Both high R2 and Adjusted 

R2 values indicate that the SEM PLS model used overall is quite good in explaining the relationship between the independent and 

dependent variables. 

4.7. Hypothesis testing 

To be able to determine whether a hypothesis is accepted or rejected, it can be done by paying attention to the significance value between 

the constructs, t-statistics, and p-value. In this way, measurement estimates and standard errors are no longer calculated using statistical 

assumptions but are based on empirical observations. In the bootstrapping method of this research, the hypothesis is accepted if the 

significance value of the t-value is >1.645 and/or the p-value is <0.05. 

 
Table 14: Mediation Hypothesis Test 

Construct 
Original Sample 

(O) 
Sample Mean (M) 

Standard Deviation 

(STDEV) 
T Statistics (|O/STDEV|) P Values 

FEV (X1) > SP (Y) 0.815 0.848 0.028 0.320 0,000 
IR (X2) > SP (Y) 0.213 0.266 0.273 0.953 0,000 

GDP (X3) > SP (Y) 0.225 0.197 0.275 0.713 0,000 

FO (X4) > SP (Y) 0.062 0.066 0.074 0.984 0,000 
IR (M) > SP (Y) 0.487 0.475 0.076 0.325 0,000 

Source: Primary Data processed 2024. 

 

The bootstrapping results show that the path coefficient from the variable FEV (X1) to SP (Y) has a coefficient value of 0.815 in the 

original sample, with a sample mean value of 0.848 and a standard deviation of 0.028. This results in a T statistic value of 54.120, which 

indicates very high significance at the p < 0.001 level. Likewise, the path coefficient paths from the variables IR (X2), GDP (X3), and 

FO (X4) to SP (Y) also show very high significance with T statistical values of 0.953, 0.713, and 0.984, respectively. at the p < 0.001 

level. In addition, the path coefficient from the IR (M) to SP (Y) variables has a coefficient value of 0.487 in the original sample, with a 

sample mean of 0.475 and a standard deviation of 0.076. This results in a T statistic value of 5.325, indicating high significance at the p < 

0.001 level. Thus, the bootstrapping results confirm a significant relationship between the independent variables (FEV, IR, GDP, FO, and 

IR (M)) and the dependent variable (SP) in the model tested. 

 
Table 15: Mediation Hypothesis Test 

Construct Indirect effect (T-statistic axb) Direct effects (c value) Status effects of mediation 

FEV (X1) > IR (M) > SP (Y) (0.320)(0.712)  (38,215) (significant) FEV (X1) > IR (M) (0.320) Indirect-only (full mediation) 

IR(X2) > IR(M) > SP (Y)  (0.953)(0.325) (32,211) (significant) IR(X2) > IR(M)(0.953) Indirect-only (full mediation) 
GDP (X3) > IR (M) > SP (Y) (0.713)(0.325) (12,005) (significant) GDP (X3) > IR (M) (0.713) Indirect-only (full mediation) 

FO (X4) > IR (M) > SP (Y) (0.984)(0.325) (10,005) (significant) FO (X4) > IR (M) (0.984) Indirect-only (full mediation) 

Source: Primary Data processed 2024. 
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The bootstrapping results show a significant mediation effect in the model tested. For example, for the path FEV (X1) > IR (M) > SP 

(Y), there is a significant indirect effect of 0.320 with a T-statistic value of 0.712, while the direct effect from FEV (X1) to SP (Y) has a 

value of 38,215. Therefore, there is a full mediation effect, which is indicated by the high significance of the indirect effect. The same 

thing also happens for the paths IR (X2) > IR (M) > SP (Y), GDP (X3) > IR (M) > SP (Y), and FO (X4) > IR (M) > SP (Y), where each 

shows a full mediation effect with a significant indirect effect value and a high direct effect value. Thus, the bootstrapping results 

confirm that the IR variable (M) mediates the relationship between the independent variables (FEV, IR, GDP, and FO) and the dependent 

variable (SP) in the model tested. 

5. Discussion 

5.1. Foreign exchange volatility on stock performance 

The analysis results show that there is a significant relationship between Foreign Exchange Volatility (FEV) and stock market 

performance (Stock Performance, SP). The high path coefficient value of 0.815 shows the strong relationship between FEV and SP. In 

addition, the large T statistic of 54.120 indicates the strength of the significance of the relationship between the two variables. These 

findings are consistent with the initial hypothesis, which states that fluctuations in foreign exchange rates have a significant influence on 

stock market performance [18], [19]. With a p-value of less than 0.001, these results confirm that the relationship between FEV and SP 

does not occur by chance, but does have a statistically significant correlation [10]. Thus, it can be concluded that foreign exchange rate 

fluctuations can be an important factor influencing stock market movements and performance. 

5.2. Interest rates on stock performance 

In the analysis, there is a significant relationship between interest rates (IR) and stock market performance (SP), indicating the 

importance of the interest rate factor in influencing stock market movements. Even though the path coefficient value for the relationship 

between IR and SP (0.213) is lower compared to Foreign Exchange Volatility (FEV), the T statistic, which remains large (0.953), shows 

that the relationship remains statistically significant. A p-value of less than 0.001 confirms that the relationship between IR and SP does 

not occur by chance. Although the path coefficient is relatively lower, the existence of a positive and significant relationship indicates 

that changes in interest rates can have an important impact on stock market performance [14], [20]. Therefore, the results of this analysis 

provide valuable insights into the role of interest rates in the context of stock market dynamics. 

5.3. Gross domestic product to stock performance 

The results of the analysis show that there is a significant relationship between interest rates (Interest Rates, IR) and stock market 

performance (Stock Performance, SP). Even though the path coefficient value for the IR variable (0.213) is relatively lower than Foreign 

Exchange Volatility (FEV), the large T statistic (0.953) shows that there is a positive and significant relationship between IR and SP, 

with a p-value of less than 0.001. This confirms that although the direct influence of IR on SP is not as strong as FEV [12], IR still has a 

significant contribution to stock market performance [21]. Thus, investors and decision makers can consider the interest rate factor in 

carrying out their analysis and investment decision-making, because this factor has a significant influence on stock market movements. 

5.4. Foreign ownership on stock performance 

The results of the analysis show that the Foreign Ownership (FO) variable has a significant relationship with stock market performance 

(Stock Performance, SP). Even though the path coefficient value for FO (0.062) is relatively low, the large T statistic (0.984) shows that 

there is a positive and significant relationship between FO and SP, with a p-value of less than 0.001. This indicates that although the 

influence of FO on SP is relatively small, this influence still has high statistical significance [22], thus providing strong evidence of the 

existence of a relationship between FO and stock market performance [23]. Therefore, these results confirm that foreign ownership plays 

an important role in influencing stock market performance [24] and can be a factor that investors and decision makers need to consider in 

planning their investment strategies. 

5.5. Inflation rate on stock performance 

The results of the analysis show that there is a significant relationship between the inflation rate (IR (M)) and stock market performance 

(Stock Performance, SP). The estimated path coefficient of 0.487 indicates a positive influence between IR (M) and SP. In addition, the 

large T statistic value of 5.325 confirms the strength and significance of this relationship. This finding is also supported by the very low 

p-value, namely <0.001, indicating that the relationship between IR (M) and SP does not occur by chance. Thus, the results of the 

analysis confirm that the inflation rate has a significant influence on stock market performance [25]. This shows the importance of 

considering the inflation rate factor in investment analysis and planning in the stock market [26]. 

5.6. Foreign exchange volatility on stock performance through inflation rate 

The analysis results show that there is a full mediating effect of Foreign Exchange Volatility (FEV) on stock market performance (Stock 

Performance, SP) through the Inflation Rate (IR (M)). These findings confirm that the influence of FEV on SP is not only direct, but is 

also significantly influenced by the mediation of IR (M). Furthermore, the indirect effect value from FEV to SP via IR (M) is 0.320, 

which is statistically significant. This suggests that most of the influence of FEV on SP is explained by the mediating effect via IR (M). 

In addition, the direct effect value from FEV to SP is large at 38.215, indicating that FEV has a strong direct influence on stock market 

performance, without the mediation of IR (M). Thus, these findings highlight the complexity of relationships between variables in stock 

market performance analysis [27]. The implication is that in planning investment strategies or making decisions related to financial 

markets, it is important to consider the direct effects and intermediate effects of factors such as foreign exchange rate fluctuations and 

inflation rates [28]. 
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5.7. Interest rates on stock performance through inflation rate 

The results of the analysis show that there is a full mediating effect of the Interest Rates (IR) variable on stock market performance 

(Stock Performance, SP) through the mediator variable Inflation Rate (IR (M)). These findings indicate that the influence of IR on SP is 

indirectly and significantly influenced by IR (M), with an indirect effect value of 0.953, which is proven to be significant. Apart from 

that, there is also a direct influence from IR on SP with a direct effect value of 32.211. The full mediation effect shows that the entire 

influence of the IR variable on SP can be explained through the mediation of the IR variable (M). Thus, the role of IR(M) as a mediator 

plays an important role in explaining the relationship between IR and SP. This shows the complexity of the relationship between these 

variables in the context of financial market analysis [29], and these findings imply that to fully understand the influence of IR variables 

on stock market performance [30], it is important to consider the role of IR(M) as a mediator [31]. 

5.8. Gross domestic product to stock performance via inflation rate 

The results of the analysis show that there is a full mediation effect of Gross Domestic Product (GDP) on stock market performance 

(Stock Performance, SP) through the inflation rate (IR (M)). This is indicated by a significant indirect effect value of 0.713 and a direct 

effect value from GDP to SP of 12.005. The interpretation of this finding is that the influence of GDP on stock market performance does 

not only occur directly, but also through its influence on the inflation rate. In other words, a country's economic growth not only 

influences stock market performance directly, but also influences the inflation rate, which in turn influences stock market performance 

indirectly [32]. This full mediation effect shows the complexity of the relationship between economic variables and stock market 

performance. The implication is that economic policies that affect GDP can also have a significant impact on stock market performance 

through the inflation mechanism. Therefore, decision makers and regulators need to pay attention to these two factors in planning 

economic and investment policies that can affect the stability and growth of financial markets. 

5.9. Foreign ownership on stock performance through inflation rate 

The analysis reveals a full mediating effect of Foreign Ownership (FO) on stock market performance (SP) through the inflation rate (IR 

(M)). This indicates that the influence of FO on SP is largely explained by its impact on inflation, with the indirect effect of 0.984 being 

statistically significant. While FO also has a significant direct effect on SP (10.005), its impact is more pronounced through inflation. 

These findings highlight the importance of inflation management in shaping the relationship between foreign ownership and stock 

market performance, offering valuable insights for economic and investment policy design. 

6. Conclusion 

Based on the research results, it can be concluded that: (1) Foreign Exchange Volatility has a significant effect on Stock Performance. 

This shows that fluctuations in Foreign Exchange Volatility can influence Stock Performance positively. (2) Interest Rates also have a 

significant influence on Stock Performance. An increase in interest rates is related to an increase in Stock Performance. (3) Gross 

Domestic Product also has a significant influence on Stock Performance. An increase in Gross Domestic Product is related to an increase 

in Stock Performance. (4) Foreign Ownership has a significant influence on Stock Performance. Even though the influence is lower, 

Foreign Ownership still contributes positively to Stock Performance. (5) Inflation Rate has a significant effect on Stock Performance. 

The higher the Inflation Rate, the higher the Stock Performance. (6) Foreign Exchange Volatility on Stock Performance through the 

Inflation Rate shows a full mediation effect. This means that the influence of Foreign Exchange Volatility on Stock Performance is 

significantly influenced by the inflation rate. (7) Interest Rates on Stock Performance through the Inflation Rate also show a full 

mediation effect. The direct influence of Interest Rates on Stock Performance is also significantly influenced by Interest Rates. (8) Gross 

Domestic Product on Stock Performance via the Inflation Rate also shows a full mediation effect. The influence of Gross Domestic 

Product on Stock Performance is significantly influenced by the inflation rate. (9) Foreign Ownership on Stock Performance through the 

Inflation Rate also shows a full mediation effect. The influence of Foreign Ownership on Stock Performance is also significantly 

influenced by the inflation rate. 

This study offers key practical implications for both regulators and investors. For regulators, it is crucial to implement proactive 

monetary policies to control inflation and manage exchange rate volatility to stabilize financial markets. Transparent communication of 

economic policies is also vital to building investor confidence. For investors, strategies such as inflation-linked bonds, commodity 

investments like gold, and global portfolio diversification are essential to hedge against inflation and exchange rate risks. Additionally, 

using derivative instruments like futures and options can help secure investment value amid market fluctuations. By adopting these 

recommendations, financial stability can be enhanced, and investors can better manage risks related to inflation and exchange rate 

volatility. 
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