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Abstract. This paper provides a comprehensive examination of the effects of inflation
and USD exchange rate changes on company returns in Indonesia. It delves into the
intricate relationship between these macroeconomic variables and their implications for
corporate performance within the Indonesian context. The study reveals that inflation, as
measured by the consumer price index (CPI), can stimulate economic growth while
imposing cost pressures on businesses across various sectors. Additionally, fluctuations
in the USD exchange rate significantly influence company returns, with export-oriented
industries benefiting from a weaker IDR and import-dependent sectors facing challenges
during currency appreciation. The tourism and hospitality sectors are highly sensitive to
currency fluctuations, with a weaker IDR attracting more foreign tourists and boosting
tourism revenues. Effective risk management strategies, including hedging against
currency fluctuations and diversifying revenue streams, are essential for companies to
mitigate the impact of inflation and exchange rate volatility on their profitability.
Policymakers play a crucial role in maintaining exchange rate stability and implementing
measures to support businesses affected by currency movements, ensuring sustainable
economic growth and development in Indonesia.
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THE EFFECTS OF INFLATION AND USD EXCHANGE RATE ON
COMPANY RETURNS IN INDONESIA

INTRODUCTION

In Indonesia, as in many emerging economies, the interplay between inflation
rates and the fluctuating USD exchange rate plays a pivotal role in shaping the economic
landscape. As the largest archipelago nation globally, Indonesia boasts a diverse economy
with a burgeoning corporate sector spanning various industries (Saadah & Sitanggang,
2020). Against the backdrop of globalization and the increasing integration of financial
markets, Indonesian companies are increasingly exposed to the impacts of inflation and
currency fluctuations, particularly against the US dollar (Yudianto et al., 2018).

The Effects of Inflation and USD Exchange Rate on Company Returns in
Indonesia is an imperative focal point within economic research, aimed at
comprehensively understanding the nuanced interplay between these macroeconomic
factors and their ramifications on corporate performance within Indonesia (He et al.,
2024). As Indonesia stands as the largest archipelago nation and a pivotal player in the
Southeast Asian region, the intricate dynamics between inflation rates and USD exchange
rate fluctuations wield profound implications for businesses operating within its diverse
economic landscape (Kalsum et al., 2020). In recent years, heightened attention from
scholars and practitioners has been directed towards unraveling the complexities inherent
in this relationship, driven by the imperative to provide actionable insights for businesses
navigating the multifaceted challenges and opportunities within Indonesia’s dynamic
economic environment.

The phenomenon under examination encompasses a multitude of dimensions. On
one hand, inflation, gauged through metrics such as the consumer price index (CPI),
signifies the broad escalation in the costs of goods and services, thereby eroding
purchasing power and intricately shaping consumer behavior (Mutiara & Puspitasari,
2024). This inflationary pressure not only impacts household spending patterns but also
reverberates throughout the entire economic ecosystem, influencing investment
decisions, wage negotiations, and overall market dynamics. Conversely, the USD
exchange rate, serving as a linchpin in international commerce and investment, wields
substantial sway over the competitive standing and profitability of Indonesian enterprises
entrenched in global markets. Fluctuations in the USD exchange rate can either bolster
export competitiveness or expose firms to heightened import costs, fundamentally

altering the economic calculus for businesses operating within Indonesia's intricate
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economic fabric (Amhimmid et al., 2021). As such, comprehending the intricate interplay
between inflation and USD exchange rate fluctuations is imperative for stakeholders
seeking to navigate the complexities and capitalize on the opportunities inherent in
Indonesia's evolving economic landscape.

Previous research has generated invaluable insights into the intricate effects of
inflation and USD exchange rate fluctuations on company returns. Through studies
conducted in analogous emerging market environments, researchers have illuminated the
nuanced dynamics inherent in these relationships. Such investigations have elucidated
how inflationary pressures can serve as a double-edged sword, catalyzing economic
expansion while simultaneously imposing formidable cost burdens on businesses across
various sectors (Hendrawan & Dzakiri, 2014). Similarly, fluctuations in the USD
exchange rate have been shown to exert diverse impacts, potentially enhancing export
competitiveness for some firms while magnifying import costs for others. These findings
underscore the complex interplay between macroeconomic variables and corporate
performance, highlighting the imperative for tailored strategies to mitigate risks and
capitalize on opportunities within Indonesia's dynamic economic milieu (Wu et al., 2012).

The Indonesian corporate landscape stands as a compelling subject for investigation
owing to its rich diversity across industries. From entrenched sectors like agriculture and
manufacturing to burgeoning realms such as technology and e-commerce, Indonesia
boasts a multifaceted economic ecosystem (Ratnaningrum et al., 2023). This diversity not
only reflects the country's vast potential for growth and innovation but also underscores
the imperative for nuanced analyses that factor in sector-specific dynamics and company-
level characteristics. Each industry segment operates within its distinct set of challenges
and opportunities, shaped by factors ranging from regulatory frameworks and
technological advancements to consumer preferences and market trends. As such,
comprehensive understanding of the interplay between inflation, USD exchange rate
fluctuations, and company returns necessitates tailored examinations that account for the
intricacies of Indonesia's varied industrial landscape. Such insights are instrumental in
informing strategic decision-making processes and fostering sustainable growth across
sectors within Indonesia's dynamic economic environment (Ratnaningtyas & Huda,
2024).
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The purpose of this writing is to provide a comprehensive overview of the
developments in the USD exchange rate and the Indonesian currency, as well as the
inflation rates in Indonesia over the years. The focus is on elucidating the effects of
changes in inflation and exchange rates on company returns in Indonesia. Through an in-
depth analysis of how fluctuations in inflation and the USD exchange rate impact
company returns, the aim is to offer a better understanding of the underlying economic
dynamics affecting businesses in Indonesia. Thus, this writing seeks to provide readers
with clearer insights into how exchange rate and inflation fluctuations can influence the

financial health and competitiveness of companies in Indonesia.

METHODS

The research methodology entails a multi-faceted approach. Initially, a
comprehensive literature review will be conducted to gather insights from existing studies
pertaining to USD exchange rates. This review will encompass scholarly articles,
economic reports, and relevant publications sourced from reputable academic databases
and financial institutions. The literature review will serve as a foundation for
understanding the theoretical frameworks, empirical findings, and methodological
approaches adopted in previous research on USD exchange rates. Subsequently,
quantitative analysis will be employed to examine the historical trends and fluctuations
in USD exchange rates, utilizing time-series data obtained from reliable financial
databases. Statistical techniques such as regression analysis and time-series modeling will
be applied to assess the relationships between USD exchange rates and various
macroeconomic variables. Moreover, qualitative analysis will be conducted to
contextualize the quantitative findings within the broader economic landscape of
Indonesia. Through this combined methodological approach, the research aims to provide
a comprehensive understanding of the factors influencing USD exchange rates and their

implications for the Indonesian economy.

RESULTS AND DISCUSSION
Oil price fluctuations have a favorable impact on the returns of precious metals,
with asymmetry observed in both positive and negative shocks. Conversely, movements

in exchange rates have a detrimental effect on the returns of precious metals. Moreover,
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this study addresses gaps in current research by examining the influence of oil prices and
exchange rates on precious metals both prior to and during the COVID-19 pandemic.
Significant evidence is presented, offering insights into the revised impact of the crisis
(Wang et al., 2023).

Using a predictive regression model, we find limited evidence suggesting that oil
prices have influenced the Euro/USD exchange rate. However, this relationship becomes
negligible when we account for the impact of COVID-19. In general, our analysis
indicates that COVID-19 had some noticeable effects on the exchange rate, particularly
during March 2020 (Devpura, 2021).

Formulating a correlation can serve as a valuable tool for governments or
companies to forecast the influence on the Philippine Stock Exchange Index and the USD
Exchange Rate. This can furnish evidence crucial for guiding the government in
formulating appropriate financial policies or assisting companies in determining future
critical decision points (Wu et al., 2012).

Utilizing quarterly data spanning a period characterized by significant
international capital mobility and volatility (from January 1980 to April 2009), our
findings reveal that the hybrid model we propose offers a more comprehensive long-term
explanation for the dollar-yen exchange rate compared to the traditional monetary model
(Hunter & Menla Ali, 2014).

The results maintain their strength even after accounting for additional
macroeconomic variables, employing an instrumental variable approach grounded in
government reports and the performance of the US dollar, and conducting numerous
robustness assessments. Furthermore, we discover that businesses with varied product
portfolios, limited market dominance, and significant international competition
experience the greatest advantages from the internationalization of the Renminbi (RMB).
Despite the ongoing prominence of the US dollar in the global monetary landscape, the
internationalization of the RMB serves as a mitigating factor for Chinese firms in terms

of exposure to exchange rate fluctuations (He et al., 2024).

The Development of the USD Exchange Rate and the Indonesian Currency
The evolution of the USD exchange rate vis-a-vis the Indonesian currency, the

Rupiah, presents a compelling narrative of the interplay between domestic and global
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economic dynamics. Historically, the USD has been regarded as a pivotal currency in
international trade and finance, wielding significant influence over the global monetary
system. Its exchange rate fluctuations, therefore, carry profound implications for
countries like Indonesia, whose economies are intricately connected to global markets
(Kalsum et al., 2020).

The USD exchange rate has exhibited notable volatility, shaped by a myriad of
factors ranging from macroeconomic fundamentals to geopolitical events. Economic
indicators such as interest rates, inflation rates, and GDP growth play pivotal roles in
shaping market sentiment and, consequently, influencing the USD exchange rate (Mutiara
& Puspitasari, 2024). Moreover, geopolitical developments, such as trade tensions and
geopolitical conflicts, often trigger fluctuations in the USD exchange rate as investors
seek safe-haven assets in times of uncertainty.

The fluctuations in the USD exchange rate have profound implications for the
country's economic performance. As an emerging market economy heavily reliant on
exports, changes in the USD exchange rate directly impact Indonesia's trade balance and
external competitiveness. A depreciating Rupiah, for instance, makes Indonesian exports
more competitive in international markets but simultaneously increases the cost of
imports, leading to inflationary pressures. Conversely, a strengthening Rupiah may
improve purchasing power but could hamper export competitiveness, potentially
widening the trade deficit.

The USD exchange rate dynamics are intertwined with Indonesia's domestic
economic policies and structural reforms. The central bank's monetary policy decisions,
including interest rate adjustments and foreign exchange interventions, aim to maintain
exchange rate stability and mitigate excessive currency volatility. Additionally, structural
reforms aimed at enhancing productivity, promoting investment, and diversifying the
economy play crucial roles in shaping long-term exchange rate trends and fostering
economic resilience.

Furthermore, the USD exchange rate developments intersect with broader
macroeconomic trends, such as inflation and economic growth. Inflationary pressures,
influenced by currency depreciation and external shocks, directly impact consumer

purchasing power and business costs, thereby shaping consumption patterns and
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investment decisions. Similarly, exchange rate fluctuations can influence investor
sentiment and capital flows, impacting asset prices and financial market stability.

In conclusion, the evolution of the USD exchange rate and its relationship with
the Indonesian currency reflect the intricate interplay of domestic and global economic
forces. Understanding these dynamics is crucial for policymakers, businesses, and
investors in navigating the challenges and opportunities presented by currency
movements. By adopting prudent economic policies, promoting structural reforms, and
fostering resilience, Indonesia can harness the potential benefits of exchange rate
fluctuations while mitigating associated risks, thereby fostering sustainable economic

growth and development.

Inflation in Indonesia Over the Years

Indonesia has undergone substantial economic and social transformations, marked
by significant progress in key indicators. Economic growth has been robust, with the gross
domestic product (GDP) expanding steadily at an average annual rate of approximately
5.2% between 2000 and 2019 (Amhimmid et al., 2021). This growth trajectory
underscores Indonesia's emergence as one of the largest economies in Southeast Asia and
its transition towards becoming a middle-income country. Moreover, poverty rates have
declined markedly, from 24.2% in 1999 to 9.2% in 2018, reflecting the efficacy of
government policies aimed at enhancing livelihoods and promoting inclusive growth
(Munasir et al., 2023).

Infrastructure development has been prioritized to support economic expansion
and improve connectivity across the archipelago. Significant investments in
transportation, energy, telecommunications, and water resources management have
resulted in tangible improvements. For example, the construction of toll roads, ports,
airports, and power plants has enhanced transportation efficiency and facilitated regional
integration. Additionally, Indonesia has emerged as an attractive destination for foreign
investors, with foreign direct investment (FDI) inflows increasing from $4.8 billion in
2000 to $22.6 billion in 2019, reflecting investor confidence in the country's economic
prospects (Ratnaningrum et al., 2023).

Despite these achievements, Indonesia continues to face challenges, including

income inequality, infrastructure gaps, bureaucratic inefficiencies, and environmental
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degradation. Efforts to address these challenges require sustained commitment from the
government, private sector, civil society, and international partners. Initiatives to promote
inclusive and sustainable development, enhance governance, and protect the environment

are essential for ensuring continued progress and prosperity for all Indonesians.

The Effects of Inflation Changes on Company Returns in Indonesia

The effects of inflation changes on company returns in Indonesia are multifaceted
and impact various sectors of the economy differently. Inflation, as measured by the
consumer price index (CPI), reflects the general increase in prices of goods and services
over time (Hidayat & Effendi, 2015). When inflation rates rise, companies often face
higher input costs, including raw materials, labor, and utilities, which can squeeze profit
margins. Additionally, inflation erodes the purchasing power of consumers, leading to
changes in consumption patterns and demand for certain products and services.

Inflation can have differential effects on companies depending on their industry
and business model. For example, companies in industries with high fixed costs, such as
manufacturing and construction, may struggle to pass on increased costs to consumers
through higher prices, leading to reduced profitability. Similarly, companies that rely
heavily on imported inputs may face challenges due to currency depreciation, which
exacerbates inflationary pressures.

Inflation can impact investment decisions and capital allocation within
companies. High inflation rates can erode the real value of financial assets and
investments, leading to lower returns on investment portfolios. As a result, companies
may prioritize short-term investments or allocate resources towards inflation-hedging
assets such as real estate or commodities.

Furthermore, the effects of inflation on company returns can vary depending on
the competitive landscape and market structure. In industries with low barriers to entry
and intense competition, companies may have limited pricing power, making it difficult
to pass on increased costs to consumers. Conversely, companies with strong market
positions or differentiated products may be better positioned to maintain pricing
discipline and preserve profit margins during periods of inflation.

In the financial sector, inflation can impact the performance of banking and

financial services companies. Higher inflation rates may lead to an increase in interest
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rates by central banks, which can affect borrowing costs and credit demand. Additionally,
inflation expectations can influence bond yields and equity valuations, affecting the
profitability of financial institutions.

The effects of inflation changes on company returns in Indonesia underscore the
importance of proactive management strategies and risk mitigation measures. Companies
need to closely monitor inflation trends, adjust pricing strategies, manage costs
efficiently, and diversify revenue streams to maintain profitability in an inflationary
environment. Additionally, policymakers play a crucial role in maintaining price stability
and implementing policies that support sustainable economic growth while minimizing

inflationary pressures on businesses and consumers.

The Effects of USD Exchange Rate Changes on Company Returns in Indonesia

The effects of USD exchange rate changes on company returns in Indonesia are
intricate and varied, influencing diverse sectors of the economy in distinct ways. Export-
oriented industries, such as manufacturing and agriculture, experience both positive and
negative impacts depending on the direction of the currency movement. A depreciation
of the Indonesian Rupiah (IDR) against the USD typically benefits export-oriented
companies by making their products more competitive in international markets. This can
lead to increased export revenues and improved company returns (Azmi et al., 2022).
Conversely, an appreciation of the IDR can erode export competitiveness and reduce
profitability for these companies.

Import-dependent industries, including electronics and automotive sectors, face
challenges when the USD exchange rate appreciates. A stronger USD increases the cost
of imported inputs and raw materials, leading to higher production costs and potentially
lower profit margins (Devpura, 2021). This can hinder the performance of import-
dependent companies, particularly those with limited pricing power or difficulties passing
on increased costs to consumers.

Moreover, the tourism and hospitality sectors are highly sensitive to currency
fluctuations. A weaker IDR can attract more foreign tourists to Indonesia by making
travel more affordable, resulting in higher tourism revenues and increased company

returns for businesses in this sector. Conversely, a stronger IDR may deter foreign tourists
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due to higher travel costs, leading to reduced profitability for companies operating in
tourism-related industries.

In the financial services sector, including banking and insurance, USD exchange
rate changes have significant implications for asset valuation and investment flows.
Currency fluctuations can impact the valuation of foreign currency-denominated assets
and liabilities, affecting the financial performance of companies in this sector.
Additionally, changes in the USD exchange rate can influence interest rates, credit
demand, and investment decisions, further shaping company returns in the financial
services industry.

Overall, the effects of USD exchange rate changes on company returns in Indonesia
are nuanced and sector-specific. Companies need to adopt robust risk management
strategies, including hedging against currency fluctuations and diversifying revenue
streams, to mitigate the impact of exchange rate volatility on their profitability.
Additionally, policymakers play a crucial role in maintaining exchange rate stability and
implementing measures to support businesses affected by currency movements, ensuring

a conducive environment for sustainable economic growth and development.

CONCLUSION

The effects of inflation and USD exchange rate changes on company returns in
Indonesia underscore the intricate and multifaceted nature of economic dynamics within
the country. Inflation, as measured by the consumer price index (CPI), can both stimulate
economic growth and impose cost pressures on businesses across various sectors. High
inflation rates erode purchasing power and lead to higher input costs, affecting profit
margins and consumption patterns. However, the impact of inflation varies depending on
industry characteristics, market structure, and competitive dynamics. Export-oriented
industries may benefit from currency depreciation, while import-dependent sectors face
challenges when the USD exchange rate appreciates.

Fluctuations in the USD exchange rate have significant implications for company
returns in Indonesia. Export-oriented industries stand to gain from a weaker IDR, as it
enhances export competitiveness and boosts revenues. Conversely, import-dependent
sectors may experience lower profitability when the IDR strengthens, as it increases the

cost of imported inputs and raw materials. Moreover, the tourism and hospitality sectors
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are highly sensitive to currency fluctuations, with a weaker IDR attracting more foreign
tourists and boosting tourism revenues.

In the financial services sector, USD exchange rate changes influence asset
valuation, investment flows, and interest rates, shaping the financial performance of
companies in this industry. Overall, effective risk management strategies, including
hedging against currency fluctuations and diversifying revenue streams, are essential for
companies to mitigate the impact of inflation and exchange rate volatility on their
profitability. Additionally, policymakers play a crucial role in maintaining exchange rate
stability and implementing measures to support businesses affected by currency
movements, ensuring a conducive environment for sustainable economic growth and

development in Indonesia.

REFERENCE

Amhimmid, O. M. H., Yanto, H., & Setyadharma, A. (2021). The Effect of Interest Rates,
Money Supply and Exchange Rate on Inflation in Indonesia and Libya. Business and
Economic Analysis Journal, 1(2), 104-121.
https://doi.org/10.15294/beaj.v1i2.33590

Azmi, A., Adam, M., Widiyanti, M., & Malinda, S. (2022). Impact of US dollar exchange
rate and inflation on profitability. International Research Journal of Management,
IT and Social Sciences, 9(1), 131-137. https://doi.org/10.21744/irjmis.v9n1.2019

Devpura, N. (2021). Effect of COVID-19 on the relationship between Euro/USD
exchange rate and oil price. MethodsX, 8.
https://doi.org/10.1016/j.mex.2021.101262

He, Q., Liang, B., & Liu, J. (2024). RMB internationalization and exchange rate exposure
of Chinese listed firms. Journal of International Money and Finance, 145(May),
103098. https://doi.org/10.1016/j.jimonfin.2024.103098

Hendrawan, R., & Dzakiri, R. (2014). The Impact Of Inflation Rates And US Dollar
Exchange Rates On Indonesian Stock Market Index Return Volatility. Jurnal
Keuangan Dan Perbankan, 18(1), 88-94.

Hidayat, D., & Effendi, A. U. (2015). Analysis Effect of Inflation Rates, Interest Rates,
Exports and Imports To Value of Currency Exchange Rate of Rupiah Against United
States Dollars 1998 - 2012. Jurnal Akuntansi, 1(2), 31-44.



THE EFFECTS OF INFLATION AND USD EXCHANGE RATE ON
COMPANY RETURNS IN INDONESIA

https://core.ac.uk/download/pdf/327232910.pdf

Hunter, J., & Menla Ali, F. (2014). Money demand instability and real exchange rate
persistence in the monetary model of USD-JPY exchange rate. Economic Modelling,
40, 42-51. https://doi.org/10.1016/j.econmod.2014.03.019

Kalsum, U., Hidayat, R., & Oktaviani, S. (2020). The Effect of Inflation, US Dollar
Exchange Rates, Interest Rates, and World Qil Prices on Gold Price Fluctuations in
Indonesia 2014 — 2019. Journal of Business Management Review, 1(3), 155-171.
https://doi.org/10.47153/jbmr13.342020

Munasir, M., Karyatun, S., & Digdowiseiso, K. (2023). The Effect of Inflation, Interest
Rates, IDR / USD Exchange Rates and Money Supply on The LQ45 Stock Price
Index on The Indonesia Stock Exchange for The Period 2016 — 2020. Jurnal Syntax
Admiration, 4(4), 535-551. https://doi.org/10.46799/jsa.v4i4.838

Mutiara, E. A., & Puspitasari, D. (2024). Pengaruh Inflasi, Ekspor dan Impor Terhadap
Stabilitas Nilai Tukar Rupiah per Dollar AS Periode 2016-2022. Jurnal Simki
Economic, 7(1), 50-62. https://doi.org/10.29407/jse.v7i1.516

Ratnaningrum, R., Putri, B. K., Wulandari, R., & Purnama, K. D. (2023). The Influence
of Bl Rate, Inflation, and Exchange Rate on The IDX Composite Stock Index
(IHSG). International Journal of Science, Technology & Management, 4(2), 428—
433. https://doi.org/10.46729/ijstm.v4i2.779

Ratnaningtyas, A. H., & Huda, S. (2024). The Influence of Interest Rates, Inflation,
Exchange Rates and Exports on Indonesia’s Foreign Exchange Reserves. Indonesian
Journal of Business Analytics, 3(6), 2039-2054.
https://doi.org/10.55927/ijba.v3i6.5727

Saadah, S., & Sitanggang, M. L. (2020). Value at risk estimation of exchange rate in
banking industry. Jurnal Keuangan Dan Perbankan, 24(4), 474-484.
https://doi.org/10.26905/jkdp.v24i4.4808

Wang, Y., Chen, J., & Ren, X. (2023). Asymmetric effects of crude oil prices and USD
exchange rate on precious metals returns : Evidence from pre and during COVID-
19 outbreak. Heliyon, 9(11). https://doi.org/10.1016/j.heliyon.2023.e21996

Wu, K.-J,, Lu, C.-C., Jono, H., & Perez, I. (2012). Interrelationship between Philippine
Stock Exchange Index and USD Exchange Rate. Procedia - Social and Behavioral
Sciences, 40, 768—782. https://doi.org/10.1016/j.sbspro.2012.03.264

12 | JMA - VOLUME 2, NO. 6, JUNI 2024



Yudianto, I., Muharam, H., & Sugiono, S. (2018). the Effect of Inflation, Usd and Yuan
Exchange Rate, Crude Oil Wti and Icp To Indices Sectoral Returns in Indonesian
Stock Exchange. Jurnal Bisnis Strategi, 27(1), 63.
https://doi.org/10.14710/jbs.27.1.63-78



