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Abstract

This study empirically investigates the influence of key macroeconomic variables on the performance of
the IDX Sharia Growth (IDXSHAGROW) index during the period of 2022 to 2024. The research
addresses a notable gap in the literature, as the IDXSHAGROW is a newly launched index that has yet to
be comprehensively analyzed, especially when compared to more established benchmarks like the
Indonesia Sharia Stock Index (ISSI) or the Jakarta Islamic Index (JII). This research contributes by
providing the first empirical evidence on the specific macroeconomic factors that shape the performance
of this new, growth-oriented sharia index. Employing a panel data regression model on monthly data for
the 30 constituent stocks, the findings reveal a divergence from conventional economic theory. The
analysis shows that both the inflation rate and the Bl 7-Day Reverse Repo Rate (BI7DRR) have a positive
and statistically significant effect on the index’s performance, while Gross Domestic Product (GDP)
exhibits a negative and significant influence. Conversely, the money supply and foreign exchange rates
are found to have no significant impact. These results provide critical insights for investors, issuers, and
regulators, highlighting the unique sensitivities of sharia-compliant stocks to specific macroeconomic
signals.
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INTRODUCTION

The stock market stands as a cornerstone of a nation's capital market, playing a pivotal role in mobilizing
funds for corporate expansion and fostering economic growth (Andiansyah et al., 2023). In Indonesia,
this role is increasingly intertwined with the burgeoning Islamic finance sector, which has witnessed
significant growth in recent years (Restiawan & Asytuti, 2020). As the Islamic capital market expands,
the Indonesia Stock Exchange (IDX) has introduced a variety of Sharia stock indices to serve as
benchmarks for this niche, including the IDX Sharia Growth (IDXSHAGROW) index, officially
launched in late 2022. This index, which tracks 30 Sharia-compliant stocks with a focus on stable
earnings and revenue growth, represents a new and dynamic segment of the market (Indarwati, 2021).

The capital market serves as a critical mechanism for resource allocation, channeling investment into
corporate production and fostering national economic growth (Andiansyah et al., 2023). Concurrently,
the Islamic capital market has emerged as a significant and well-established alternative, offering
investment instruments that comply with Sharia principles. As of 2024, global Sharia-compliant assets
exceeded $4.5 trillion, with key markets in the Gulf Cooperation Council (GCC) and Asia-Pacific
regions, including Indonesia, demonstrating robust growth (Joudar et al., 2023; Islamic Finance News,
2025). Indonesia, in particular, has seen a remarkable expansion of its Islamic stock market, with the
number of Sharia-compliant stocks increasing consistently from 436 in 2020 to 670 in 2025.
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Figure 1. Development of Sharia Stocks

To reflect this burgeoning market, the Indonesia Stock Exchange (IDX) has introduced various Sharia
stock indices. While the Indonesia Sharia Stock Index (ISSI) serves as a broad composite of all listed
Sharia stocks and the Jakarta Islamic Index (JI1) tracks the 30 most liquid ones, this study focuses on a
more recently established and specialized index: the IDX Sharia Growth (IDXSHAGROW) index (IDX,
2025). Launched on October 31, 2022, the IDXSHAGROW index measures the performance of 30 Sharia
stocks explicitly selected for their stable earnings and revenue growth, high liquidity, and sound financial
performance (IDX, 2025). The selection criteria for this index are crucial to understanding its market
behavior. Unlike the broader ISSI or the liquidity-focused JII, the IDXSHAGROW index filters for stocks
that demonstrate a positive trend in their price-to-earnings ratio (PER) and price-to-sales ratio (PSR)
(IDX, 2025). This deliberate focus on "growth-oriented"” firms implies that its constituents are likely more
sensitive to future earnings expectations and economic sentiment than a general market index, which may
exhibit different reactions to macroeconomic signals.

While the literature has extensively explored the relationship between macroeconomic variables and
conventional stock market indices, the evidence remains mixed and often contradictory (Antonio et al.,
2021). Some studies confirm the expected relationship, where factors like economic growth and money
supply positively influence stock prices, while inflation and interest rates have a negative impact
(Eldomiaty et al., 2020). However, a substantial body of research presents conflicting findings, with
some studies showing positive or insignificant effects for traditionally negative variables, and vice versa
(Fuadi, 2020). This ambiguity is even more pronounced for Islamic indices, which have unique
characteristics due to their stringent Sharia-compliant screening processes (Asutay et al., 2022; Erdogan
et al., 2020). These processes exclude companies with excessive debt, interest-based income, and
speculative activities, which may cause their performance to differ from conventional counterparts
(Alimi & Adediran, 2020).

This study aims to bridge this research gap by providing a precise and detailed analysis of the impact of
key macroeconomic variables—inflation, GDP, money supply, the Bl 7-Day Reverse Repo Rate, and
foreign exchange rates—on the unique performance of the IDX Sharia Growth index. By focusing on an
index of growth-oriented Sharia-compliant stocks, this research offers a deeper and more nuanced
understanding of the specific dynamics within this increasingly important segment of the Indonesian
capital market. The analysis provides valuable insights for investors seeking to optimize their portfolios,
for regulators aiming to support the growth of the Islamic finance sector, and for issuers looking to
strengthen their resilience against economic fluctuations.

LITERATURE REVIEW

Literature review is a state of the art of the research that is conducted, which contains concepts, theories
that support the research, and previous research which become the main reference for the research. If the
research conducts empirical tests, then this part also contains the mindset for the hypothesis.
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Efficient Market Hypothesis (EMH)

The Efficient Market Hypothesis (EMH) is a foundational theory in financial economics, positing that
asset prices fully reflect all available information. The theory, as categorized by Eugene Fama, comprises
three forms: weak, semi-strong, and strong (Kartowisastro & Trihadmini, 2024). Weak-form efficiency
suggests that prices reflect all historical trading data, making technical analysis ineffective. Semi-strong
form efficiency argues that prices incorporate all publicly available information, including financial
reports, macroeconomic data, and news releases (Maiti, 2021).

Finally, strong-form efficiency claims that prices even reflect non-public, insider information.

This study is grounded in the semi-strong form of EMH. If the IDX Sharia Growth index operates at this
level of efficiency, its prices should immediately and accurately adjust to changes in public
macroeconomic indicators. This implies that macroeconomic factors should have a discernible effect on
the index's performance, as investors process this public information and adjust their valuations. The
empirical model used in this research serves as a test of this theoretical proposition, analyzing whether
these publicly available economic signals are indeed reflected in the movements of the IDX Sharia
Growth index.

A crucial aspect of this framework is the relationship between a market's efficiency and the R-squared
value of a regression model designed to explain its movements. A high R-squared is typically interpreted
as asign that a large portion of a stock's return is explained by market-wide factors, while a low R-squared
suggests that firm-specific information, or idiosyncratic risk, plays a more dominant role (Hou, Peng, &
Xiong, 2022). The initial argument suggested that low R-squared values are a sign of market efficiency,
indicating that a firm's stock price accurately incorporates firm-specific news, making it less predictable
by broad market movements. However, this interpretation has been challenged by alternative theories,
which argue that low R-squared values may be a symptom of market inefficiency. This counterargument,
often rooted in behavioral finance, suggests that low R-squared could be a result of investor sentiment
leading to irrational over- or under-reactions to firm-specific information, a phenomenon that can lead to
price momentum and reversals (Hou, Peng, & Xiong, 2022). This study will engage with this critical
debate, using the low R-squared finding as a central point of analysis.
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Figure 2. the Efficient Market Hypothesis (EMH) Theory on IDX Sharia Growth

Inflation and Stock Prices

Traditional economic theory suggests a negative relationship between inflation and stock returns, as rising
prices can erode corporate profitability and reduce the real value of future cash flows (Eldomiaty et al.,
2020). However, some recent studies on Islamic stock markets offer a contrasting view. Research on the
Malaysian Islamic stock market, for instance, found a positive relationship between inflation and stock
performance (Sholikah & Safitri, 2024). This positive correlation may arise if investors perceive moderate
inflation as a signal of robust economic activity and strong consumer demand, which can boost corporate
revenues.

Economic Growth (GDP) and Stock Prices
The conventional wisdom is that positive economic growth, as measured by Gross Domestic Product
(GDP), should correlate positively with stock market performance (Wang, 2024). A growing economy
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implies higher corporate earnings and improved investor sentiment (Putra & Sugiyanto, 2021). However,
this relationship is not always straightforward, particularly in emerging markets. A well-documented
"GDP paradox" shows that the cross-country correlation between GDP growth and stock returns is often
weak, insignificant, or even negative (Rindika, 2024; Wang, 2024). This paradox can be explained by the
forward-looking nature of stock markets; high GDP growth may lead to investor fears of an "overheating"
economy and subsequent tighter monetary policies, which could negatively impact future corporate
profits (Rindika, 2024). Furthermore, economic growth may be driven by sectors not represented in the
stock market or by the formation of new private firms, and its benefits may not accrue to the shareholders
of existing publicly traded companies (Maiti, 2021).

Interest Rates and Stock Prices

The classic view is that interest rates, represented by benchmark rates like the BI7DRR, are inversely
related to stock prices (Zidni et al., 2024). Higher rates increase corporate borrowing costs, reduce firm
profitability, and make fixed-income investments, such as bonds, more attractive to investors, thus
drawing capital away from the stock market (Indriani & Rochdianingrum, 2022). Yet, some empirical
studies, including those on the Jakarta Islamic Index (JII), have found a positive and significant
relationship (Haida et al., 2024), suggesting that in certain contexts, a rate hike can be interpreted as a
signal of a central bank’s confidence in macroeconomic stability.

Money Supply and Exchange Rates

The effect of money supply and foreign exchange rates is also subject to mixed evidence. Some studies
indicate a positive relationship between money supply and stock prices, suggesting that increased liquidity
in the economy can be channeled into the stock market (Hirota, 2023). However, others have found no
significant effect (Sholikah & Safitri, 2024). Similarly, while exchange rate fluctuations can theoretically
impact firms with significant international trade exposure, empirical evidence is inconsistent, with some
studies finding a significant effect while others do not (Erdogan et al., 2020; Dang et al., 2020).

The Islamic Capital Market Perspective

Islamic capital markets are distinct from their conventional counterparts due to their adherence to Sharia
principles, which prohibits investment in companies with excessive debt, interest-based income, and
speculative activities (Asutay et al., 2022; Erdogan et al., 2020). This screening process means that Sharia-
compliant firms typically have lower financial leverage and are thus less susceptible to the direct financial
burden of rising interest rates (Indarwati, 2021). This unique characteristic provides a potential
explanation for the counter-intuitive findings often observed in Islamic stock markets.

Investors in the Islamic capital market may interpret a central bank's decision to raise interest rates as a
signal of confidence in the economy's stability, rather than as a harbinger of higher borrowing costs. Since
the constituent companies are not heavily reliant on interest-based debt, a rate hike does not pose a
significant risk to their operational or financial health. Consequently, a rate increase can lead to a boost
in investor sentiment and an inflow of investment, ultimately driving up the prices of Islamic stocks
(Indarwati, 2021). This phenomenon highlights a fundamental divergence from the conventional
macroeconomic relationship and underscores the importance of studying these markets as a separate class
of assets. A comparative analysis of recent studies from various regions further illustrates the mixed
findings in the literature, which justifies the need for this focused study on the new IDX Sharia Growth
index. The following Table 1 systematically organizes some of these findings.

Table 1. Comparative Analysis of Recent Studies

Author(s) . Dependent Independent o
& Year GO RN Variable Variables Gy e
Islamic Indices Islamic indices show lower
Asutay et Global (India) . Volatility, Crises volatility and hlgher reS|I|_ence
al. (2022) . due to the exclusion of highly
Conventional leveraged stocks
Interest Rates, Inflation and GDP have long-
Setyowati Indonesia (ISSI) Islamic Stock Inflation, Money term negative effects, while
et al. (2024) Returns Supply, Exchange money supply and exchange
Rates
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rates have positive long-term
effects.
Haida et al. Indonesia (JI) Stock Exchange Rate, ’:Ipl)gsa}::ste)lzsﬁév esri(;rm?g:n:oerf]?e\ﬁ
(2024) Performance Inflation, BI Rate
on stock performance.
Erdogan ct Islamic Stock Exchange Rat e, S_hor_t-'term anal.ysis. reveals a
al. (2020) Turkey (DJIMI) Performance Interest Rate, significant negative impact from
' Inflation, COVID-19 exchange rate fluctuations.
Empirical evidence is
. inconclusive and sometimes
gho_llk_ah & Indonesia & Sharia Stock . contradictory. A positive
afitri . Macroeconomics . ) . .
(2024) Malaysia Performance relationship between inflation

and the Islamic stock market was
found in some studies.

RESEARCH METHOD

This study employs a quantitative approach to analyze the relationship between macroeconomic variables
and the stock prices of companies listed on the IDX Sharia Growth index. The research object is the
monthly stock prices of the 30 companies that constitute the index from its launch in late 2022 through
2024. The data used are monthly secondary data, sourced from official publications of the Indonesia Stock
Exchange (IDX), Bank Indonesia (BI), and the Central Bureau of Statistics (BPS). A census sampling
technique was utilized, where all 30 constituent companies within the observation period were included
in the sample. This resulted in a panel dataset suitable for regression analysis.

The research design necessitated the use of a panel data regression model. While the observation period
of 2022-2024 is relatively short for a time-series analysis, a panel data approach is a highly suitable
choice. It combines the cross-sectional dimension of the 30 companies with the time-series dimension of
the monthly observations, thereby providing a more informative dataset with an increased number of
degrees of freedom compared to a simple time-series model (Maiti, 2021; Dang et al., 2020). This
approach is particularly advantageous as it allows the model to control for unobserved, time-invariant
heterogeneity among the individual companies, such as unique management styles or business models,
which might influence stock performance but are not explicitly measured in the model (Khrisdayanti &
Manunggal, 2023; Widiastuti et al., 2024). The operationalization of the variables in this study is detailed
in the Table 2 below.

Tabel 2. Operationalization of the Variables

Variable Symbol Measurement & Unit Source
IDX Sharia Growth Index Y Index Value IDX
Inflation Rate X1 Sr?anns;emer Price Index (CPI) year-over-year percentage BPS
Economic Growth X2 grroovfrsthDomestlc Product (GDP) quarterly percentage BPS
Money Supply X3 M2 (Broad Money) in billions of IDR Bl
E:it?e-Day Reverse Repo X4  Percentage (%) BI
Foreign Exchange Rate X5 IDR/USD spot rate Bl

The panel data regression analysis was conducted using EViews 12 software, following a standard model
selection procedure. The three primary models—the Common Effect Model (CEM), the Fixed Effect
Model (FEM), and the Random Effect Model (REM)—were evaluated using the Chow Test, the Hausman
Test, and the Lagrange Multiplier Test. The results of these tests indicated that the Random Effect Model
(REM) was the most appropriate for this analysis.

Beyond the statistical test results, the choice of the REM is theoretically justified. The REM is appropriate
when the unobserved individual-specific effects are assumed to be uncorrelated with the independent
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variables in the model. The Hausman test result (p-value of 1.00), which failed to reject the null hypothesis
of no significant difference between the FEM and REM coefficients, supports this assumption. In cases
with a short time series and limited within-subject variability, the REM typically provides more efficient
and precise estimates than the FEM, making it a theoretically sound and statistically robust choice for this
study.

RESULTS AND DISCUSSION

The IDX Sharia Growth (IDXSHAGROW) index is a key indicator that measures the price performance
of 30 select Sharia-compliant stocks. These stocks are chosen for their consistent positive growth in net
income and revenue relative to their share price, supported by strong transaction liquidity and sound
financial health. The index was officially launched by the Indonesia Stock Exchange (IDX) on October
31, 2022, and its constituent stocks are periodically evaluated twice a year, in May and November, in
alignment with the OJK's Sharia Securities List (DES) review schedule. The selection criteria for the 30
constituent stocks include being part of the Jakarta Islamic Index (J1170), having positive net income with
a non-extreme price-to-earnings (PER) ratio, and possessing the highest growth trend scores for both the
PER and price-to-sales ratio (PSR).

2 ™\
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Source: IDX, 2025
Figure 3. Comparison Between IDX Sharia Growth and Jakarta Islamic Index

As of June 2025, the IDX Sharia Growth index stood at 80.09, representing a decline of 9.46 points or
10.56% from the previous period. This sharp decline suggests that growth-oriented stocks, while
promising high returns, also exhibit higher volatility and are more susceptible to market pressures and
macroeconomic uncertainty. In contrast, the Jakarta Islamic Index (J1I), a long-standing benchmark for
Islamic investments in Indonesia, experienced a more moderate decline of 3.31%. This difference in
performance is attributed to the composition of the indices; the JII tends to consist of more stable and
diversified stocks, whereas the IDX Sharia Growth is concentrated on stocks more sensitive to growth
expectations and external conditions.

Panel Data Regression Analysis

The empirical analysis yielded the following results, which are based on the Random Effect Model (REM)
selected through the model elimination tests. The regression output is presented in a professionally
formatted table below, with clear significance levels.
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Tabel 2. Summary of Random Effect Model Output

Dependent GDP (¥) Interpretation
Independent Variables Coefficient t-Statistic Probability

C 7.561210 1.992354 0.043
INFLASI (X1) 0.018292 1.848592 0.000%*** Positive Significant
PDB (X2) -0.002181 -2.191120 0.960 Not Significant
JUB (X3) -0.026269 -0.107755 0.778 Not Significant
BI7DDR (X4) 0.110032 2.030536 0.000%*** Positive Significant
EXCHANGE RATE (X5) -0.011628 -1.547322 0.096* Negative Significant
R-squared 0.016629
Adjusted R-squared 0.010734
F-statistic 2.820678
Prob (F-statistic) 0.0155**=

Note: * significant at « = 10%; **significant at « = 5%; ***significantat « = 1%

The regression equation derived from the model is:

Y =7.561210+0.018292 X1 — 0.002181 X2 — 0.026269 X3 + 0.110032 X4 — 0.011628 X5

The Positive and Significant Effect of Inflation

The analysis revealed a positive and statistically significant relationship between inflation and the IDX
Sharia Growth index. This challenges the conventional view that inflation erodes stock value. The
findings are consistent with the semi-strong form of Efficient Market Hypothesis (EMH) Theory, as
investors appear to process inflation data as a positive signal. Rather than fearing a decline in purchasing
power, the market interprets a moderate increase in the inflation rate as a sign of a robust and healthy
economy. In such a climate, businesses, particularly those in the real sector, are expected to see increased
demand and higher revenues, which boosts investor confidence and drives up stock prices. This result
aligns with findings from studies on other Islamic stock markets, such as in Malaysia, which also found
a positive correlation between inflation and market performance (Sholikah & Safitri, 2024).

The GDP Paradox: A Deeper Analysis of the Negative Effect

A highly notable and seemingly paradoxical finding is the negative and statistically significant effect of
GDP on the IDX Sharia Growth index. This result contradicts the theoretical assumption that economic
growth is a boon for stock markets. This phenomenon, however, is a well-documented "GDP paradox,"
observed in both developed and emerging markets, where the cross-country correlation between GDP
growth and stock returns is often weak or even negative (Rindika, 2024; Wang, 2024). The explanation
is rooted in the forward-looking nature of the stock market. High GDP growth in a short, dynamic period
can lead to investor concern about an “overheating” economy. This concern triggers an anticipation of
future central bank policy responses, such as interest rate hikes and tighter monetary conditions, which
could suppress future profit potential (Rindika, 2024). Furthermore, GDP growth may not directly benefit
publicly traded companies, as it can be driven by new private firms or sectors not represented in the stock
market (Wang, 2024). This is also consistent with research on the Indonesia Sharia Stock Index (ISSI)
which found that in the long term, GDP had a negative effect (Setyowati et al., 2024).

The Counter-Intuitive Positive Effect of the Bl 7-Day Reverse Repo Rate

The finding that the BI7DRR has a positive and significant effect on the IDX Sharia Growth index is a
key contribution of this study. This result directly challenges the conventional negative relationship
between interest rates and stock prices, and provides a clear link to the unique principles of Islamic
finance. The Sharia-compliant companies in the index avoid excessive leverage and interest-based
financing (Asutay et al., 2022). Consequently, they are insulated from the direct financial burden that a
rate hike would impose on conventional, debt-laden firms. Investors in the sharia market may therefore
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interpret a central bank’s decision to increase the BI7DRR not as a cost burden but as a signal of
macroeconomic stability and a sound monetary policy environment. This boost in confidence can lead to
an inflow of investment and ultimately drive up stock prices, demonstrating the market's efficiency in
pricing in the fundamental differences of Sharia-compliant firms (Widiastuti et al., 2024).

The Insignificant Effect of Money Supply and Foreign Exchange Rate

The study found that neither the money supply nor the foreign exchange rate had a statistically significant
effect on the IDX Sharia Growth index. This suggests that fluctuations in broader market liquidity or
currency values do not directly influence the performance of this specific segment of Sharia stocks. The
lack of a significant relationship with money supply may indicate that new liquidity is being directed
towards other investment avenues rather than into this specific capital market segment (Widiastuti et al.,
2024). Similarly, the insignificant effect of the foreign exchange rate is likely due to the nature of the
constituent companies, many of which operate primarily in domestic sectors like retail and construction.
Their minimal direct exposure to international trade means their fundamental performance and stock
prices are not significantly impacted by currency fluctuations (Mary et al., 2021).

Acknowledging the Low R-squared and the Role of Micro Factors

The adjusted R-squared value of 1.07% indicates that the macroeconomic variables included in this model
explain only a very small portion of the variation in the index’s performance. This is a transparent
acknowledgement of a limitation but is not uncommon in financial market studies. It suggests that while
macroeconomic factors play a role, their influence is overshadowed by a myriad of other variables,
particularly firm-specific (micro) factors such as corporate earnings, liquidity, dividend policy, and
governance, which are often the dominant drivers of a company's stock price (Putra & Sugiyanto, 2021;
Thampanya, 2020). This finding underscores that investors in this market should not focus solely on
macro-level indicators, but must also conduct a thorough analysis of individual company fundamentals
to make informed decisions.

CONCLUSION AND SUGGESTION

This study provides the first empirical evidence on the influence of key macroeconomic variables on the
newly launched IDX Sharia Growth index. The findings challenge several conventional macroeconomic
relationships, revealing that inflation and the Bl 7-Day Reverse Repo Rate (BI7DRR) have a positive and
significant effect, while Gross Domestic Product (GDP) has a negative and significant impact. The money
supply and foreign exchange rates were found to be insignificant determinants of the index's performance.
The low R-squared value highlights that while these macroeconomic factors are relevant, firm-specific
and other unexamined variables likely play a much more dominant role in explaining the index's
movements. The findings carry important practical implications for key stakeholders in the Indonesian
capital market.

1. For Investors: The results suggest that investors should not rely solely on conventional economic
theory when analyzing sharia stock performance. Instead, they should incorporate the unique
sensitivities of these stocks into their investment strategies, recognizing that inflation and interest
rate hikes may signal positive outcomes, while rapid GDP growth might lead to a paradoxical
negative market reaction.

2. For Issuers: Companies on the IDX Sharia Growth index should focus on strengthening their firm-
specific fundamentals, such as improving operational efficiency, fostering product innovation, and
reinforcing Sharia-based corporate governance. This will enhance their resilience to macroeconomic
fluctuations and build value that is more influential on their stock prices than aggregate economic
indicators.

3. For Regulators: The OJK and IDX are encouraged to continue their efforts to support the growth
of the sharia capital market. The finding of an insignificant money supply effect suggests a need for
policies that promote more liquid and attractive Sharia-compliant instruments to ensure that new
liquidity in the economy is channeled into this market segment (S&P Global Ratings, 2025).

The limitations of this study, particularly the short observation period, provide several avenues for future
research. Future studies should consider a longer data span to capture a wider range of economic cycles
and potentially reveal different relationships between the variables. A comparative analysis between the
IDX Sharia Growth index and a conventional counterpart, such as the 1DX80, or other Islamic indices
like the 1SSI and JII, would provide deeper insights into the structural differences in their responses to
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macroeconomic variables. Furthermore, future research should incorporate micro-level, firm-specific
variables (e.g., profitability, liquidity, dividend policy) into the model. This would help explain the large
portion of unexplained variance and provide a more comprehensive understanding of the determinants of
stock price movements in this important and growing market
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