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Abstract

This study examines the effect of gold price (in Rupiah) changes, US Dollar exchange rate changes
against Rupiah (USD / IDR), and Bl rate on Jakarta Composite Index (JCI) return and Jakarta Islamic Index
(JM) return in Stock Exchange Indonesia during the period of June 2008 to September 2017. The data used in
this study was obtained from the official website of Bank Indonesia and Bloomberg. Data analysis was done
by using multiple regression techniques by previously doing classical assumption test. The result of this re-
search is that the exchange rate of USD / IDR changes and Bl rate has a significant negative effect on JCI re-

turn.

Keywords: USD/IDR exchange rate, gold price, Bl rate, Jakarta Composite Index (JCI), Jakarta Islamic

Index (JI1).

Introduction

Many factors affect the movement of the stock
market in Indonesia. These factors can be external
factors (i.e., world financial market movements) as
well as internal factors (i.e., Indonesian macro indi-
cators). Associated with these factors, many studies
have attempted to conduct studies, such as research
conducted by Gumilang, Hidayat, and NP (2014);
Haholongan (2016); Harmono (2017); Hersugondo,
Robiyanto, Wahyudi, and Muharam (2015); Kurnia-
wati (2015); Triyono and Robiyanto (2017); Uligoma
(2014); Yuswandy (2013).

Gumilang et al. (2014) conducted a study on the
effects of macroeconomic variables, gold prices, and
world oil prices on the Jakarta Composite Index (JCI).
The results showed that the interest rate, exchange
rate, world oil price and gold price have a significant
influence on JCI. The interest rate, the exchange rate,
and the world oil price have a negative influence on
JCI while the gold price has a positive influence on
JCI. In line with the study, Uligoma (2014) found that
there is a negative relationship between JCI and for-
eign exchange rate. This is also supported by the re-
sults of research conducted by Yuswandy (2013),
which specifically examines individual stocks. While
Hersugondo et al. (2015) examine the effect of world
oil prices on JCI and find that oil prices have no
significant effect on JCI. Meanwhile, Kurniawati
(2015) specifically conducted a review of the banking
sector and found that interest rates had a significant
negative effect on banking sector stocks.
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From the elucidation of those previous studies, it
can be seen that those previous studies focus on JCI as
well as individual and sectoral stocks. It is still rare to
find a study that specifically conducts studies on the
Jakarta Islamic Index (JII). Stocks that included into
JII calculations have special characteristics. Some of
these characteristics such as operational activities and
products/services produced are by the principles of
sharia and have an Obligation Asset Ratio of not more
than 90%. Therefore, this study not only conducted a
study on JCI but also conducted a study on JIl. The
independent variables used are gold price, USD/IDR
rate, and Bank Indonesia interest rate.

The purpose of this research is to know the influ-
ence of gold price, USD/IDR rate, and Bank Indone-
sia interest rate on the JCI and JI1. This research is ex-
pected to provide input for stock investors in general,
as well as stock investors who prioritize sharia aspects
in investing in Indonesia Stock Exchange.

Jakarta Composite Index (JCI)

The Jakarta Composite Index (JCI) was first in-
troduced on April 1, 1983. While August 10, 1982, is
the day for the calculation basis with a value of one
hundred. JCI is an indicator of stock price movements
listed on the Indonesia Stock Exchange (or Ja-
karta/JSX Stock Exchange at JCI introduced), The
formula used to calculate the JCI is Paasche formula
as follows (Ang, 1997):
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Z(PS XSS)
K =FF—-"—"-
Z(Pbase XSS)

Whereas:

JCI : Jakarta Composite Index
Ps : Stock price

Ss : Outstanding shares
Prase ©  Stock base price

The upward JCI indicates that the Indonesian
stock market (in this case the Indonesia Stock Ex-
change) is being excited if JCI is stagnant or un-
changed it indicates that a stable market situation and
if JCI points to a decline means sluggish market con-
ditions.

Jakarta Islamic Index (JI1)

On July 3, 2000, the Indonesia Stock Exchange
introduced the Jakarta Islamic Index (JII). JII was
formed to guide investors interested in investing in
stocks listed on the Indonesia Stock Exchange by pri-
oritizing the principles of sharia. JIl is calculated from
thirthty shares of companies that have operations that
are not contrary to Islamic law (Robiyanto, 2017b).
There are several criteria for a share to be included in
JII calculations, some of which are not involving
usury (as found in conventional banking), the compa-
ny does not conduct distribution activities, produce
and provide services that do not violate Islamic law
(e.g. cigarettes, alcoholic beverages and so forth). In
addition to this, the Indonesia Stock Exchange also set
some criteria such as shares listed on the Indonesia
Stock Exchange for at least three months; the Obliga-
tion Asset Ratio (not more than 90%); criteria of
market capitalization; and liquidity criteria (Ernayani,
Robiyanto, & Sudjinan, 2017). The Indonesia Stock
Exchange conducts a review of the shares that enter
the JII calculation once every six months.

Hypothesis Development

Gold

Gold is a chemical element found in the periodic
table with the Au (Latin: 'aurum’) with atomic number
79. Tully and Lucey (2007) argue that gold is a pre-
cious metal that can be classified as a commodity and
monetary assets. Gold can be used as a store of wealth
throughout the history of the world because of its du-
rability (Batten, Ciner, & Lucey, 2010; Baur &
McDermott, 2009; Beckmann & Czudaj, 2012) and
accepted universally (Kumar, 2014; Robiyanto, Wah-
yudi, & Pangestuti, 2017b).

Gold is also used as a financial standard in many
countries even used as jewelry, and commodities for
the electronics industry. The use of gold in the field of
monetary and financial is based on the absolute mon-
etary value of gold itself against various currencies
around the world (Tully & Lucey, 2007). Forms of
use of gold in the field of monetary are typically in the
form of bullion or gold bars in various units of grams
to kilograms weight. In international commodity mar-
kets, in addition to being traded in the spot market,
gold is also traded on the futures market.

Several studies have linked gold with the stock
market, for example, research conducted by Gumi-
lang et al. (2014); Ibrahim (2012); Ibrahim and
Baharom (2012). Ibrahim and Baharom (2012) found
that gold has a positive relationship with Kuala
Lumpur Composite Index (KLCI) in Malaysia. This
finding supported by Ibrahim (2012), which conclud-
ed that gold could be an alternative investment for the
stock market in Malaysia. While, Gumilang et al.
(2014) found that the price of gold has a significant
positive effect on the JCI in Indonesia. This indicates
that the increasing price of gold could increase the
stock price in Indonesia Stock Exchange. Hence, ac-
cording to Gumilang et al. (2014), rising gold prices
would boost the profitability of mining stocks on the
Indonesia Stock Exchange.

Research conducted by Robiyanto, Wahyudi,
and Pangestuti (2017a) also found that gold has a sig-
nificant positive relationship with JCI which is a stock
market indicator in Indonesia. The same is true of
stock markets in Singapore, Thailand, and the Philip-
pines. Based on the above, the hypothesis is formu-
lated as follows:

Hia: Gold price changes have a positive effect on the

Jakarta Composite Index (JCI)’s return
Hup: Gold price changes have a positive effect on the

Jakarta Islamic Index (JII)’s return

USD/IDR Exchange Rate

The exchange rate is the amount of a particular
currency that can be exchanged for a unit of another
currency (Joesoef, 2008). Related to exchange rates,
Nuryadin and Santoso (2004) suggest that in the mon-
etary or asset view, the exchange rate will tend toward
an international balance determined from the interac-
tion of demand and supply of money. Since August
14, 1998, the implementation of the free-floating ex-
change rate policy in Indonesia, the USD/ IDR ex-
change rate movement is completely free-floating.
This increases the degree of uncertainty in the econ-
omy and business activities in Indonesia (Atmadja,
2002).

The exchange rate of USD/IDR may affect the
capital market in Indonesia. Kurniawati (2015) for ex-
ample, suggests that the exchange rate may affect the
amount of costs to be incurred and the amount of
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costs to be earned in stock transactions and securities
in the capital market. From the perspective of the
company, assuming the company uses imported raw
materials or financing in the form of United States
Dollar (USD), the strengthening of the USD/IDR ex-
change rate will cause the company's burden to in-
crease. Research results by Gumilang et al. (2014);
Irianto (2002); Triyono and Robiyanto (2017); Uli-
goma (2014) shows that the exchange rate of USD/
IDR has a negative effect on the Jakarta Composite
Index (JCI). Based on this then formulated the follow-
ing hypothesis:
Hza: The USD/IDR exchange rate has a negative ef-
fect on the Jakarta Composite Index (JCI)
Hap: The USD/IDR exchange rate has a negative ef-
fect on the Jakarta Islamic Index (J11)

Bank Indonesia’s Rate
The interest rate is the price in the form of the
percentage of borrowed money to be paid over a peri-
od (Gumilang et al., 2014). Meanwhile, a more de-
tailed definition of the interest rate of Bank Indonesia
according to Kurniawati (2015) is a policy interest
rate that reflects the stance or stance of monetary poli-
cy stipulated by Bank Indonesia and announced to the
public (via the website of Bank Indonesia, i.e. www.
bi.go.id). The BI Rate is announced by the Board of
Governors of Bank Indonesia at each monthly Board
of Governors Meeting and implemented in monetary
operations conducted by Bank Indonesia through li-
quidity management in the money market to
achieve the operational targets of monetary policy.
The increasing interest rates will make an invest-
ment in the capital market unattractive. This can hap-
pen because investors will be more likely to shift their
investments in risk-free instruments if the risk-free in-
struments provide relatively acceptable results by in-
vestors compared to investment instruments such as
stocks that contain greater risks (Ernayani, Sari, &
Robiyanto, 2017; Robiyanto, 2017a). Kurniawati
(2015) and Irianto (2002) empirically proves that inte-
rest rates have a negative impact on JCI. The same is
also found by Gumilang et al. (2014). Based on this
then formulated the following hypothesis:
Hsa: Bl rate has a negative effect on the Jakarta Com-
posite Index (JCI)
Hap: Bl rate has a negative effect on the Jakarta Isla-
mic Index (JII)

Research Method
Data

The data used in this research is time series data
consisting of gold price data (denominated in Ru-
piah), US Dollar exchange rate against Rupiah (USD/
IDR), Bl rate and 7-days repo rate, Jakarta Composite

Index (JCI) at the Indonesia Stock Exchange and Ja-
karta Islamic Index (JII) on the Indonesia Stock Ex-
change during the period of June 2008 to September
2017. The data used in this study were obtained from
the official website of Bank Indonesia and Bloom-
berg.

Operational Definition of Variables

The independent variable used in this research is
the change of gold price (denominated in Rupiah)
given GOLDIDR notation, change of US Dollar to
Rupiah exchange rate given USDIDR notation, BI
rate is given BI notation. While the dependent varia-
ble used in this study is the return of Jakarta Compo-
site Index (JCI) in Indonesia Stock Exchange, and re-
turn Jakarta Islamic Index (JI1) in Indonesia Stock Ex-
change.

The calculation of changes in the price of gold
(denominated in Rupiah) / GOLD is as follows:

GOLDIDR—GOLDIDR,_ .
GOLDIDR_s

AGOLDIDR =

Whereas,
AGOLDIDR;: change of gold price (denominated in
Rupiah) in month t

GOLDIDR; : gold price (denominated in Rupiah)
in month t

GOLDIDR::: gold price (denominated in Rupiah)
in month t-1

The calculation of changes in the US Dollar ex-
change rate against Rupiah/USDIDR is as follows:
USDIDR—USDIDR:_

USDIDRp_s

AUSDIDR =

Whereas,

AUSDIDR; : change of USD/IDR rate in month t
USDIDR; : USD/IDR rate in month t
USDIDRy; : USD/IDR rate in month t-1

The Bl rate (Bl Rate) and 7-days repo rate use
data obtained from the official website of Bank Indo-
nesia (2017a). Effective since August 19, 2016, Bank
Indonesia strengthened the monetary operations
framework by introducing a new Bl rate or Bl rate
policy, replacing the Bl Rate even in the transitional
period of the Bl Rate (Harmono, 2017). In this
research, Bl rate (for period before August 2016) and
the BI 7-Day Repo Rate which replacing Bl rate (for
period after August 2016) used as risk-free-rate proxy
in this study.

The calculation of the return of the Jakarta Com-
posite Index (AJCI) on the Indonesia Stock Exchange
and the return of the Jakarta Islamic Index (AJII) in
the Indonesia Stock Exchange are as follows:
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AJCL = JCh=JCh_s
JCh_y
AJCI; : JCl return in month t
JCl; :JClinmontht
JCl1 :JCI in month t-1
AJTIL = =il _y
J_s
AJTL; : JIl return in month t
JIk - Jllinmonth t
ks ;I in month t-1

Technique of Analysis

Multiple regression analysis with Ordinary Least
Square (OLS) method was used to analyze the data in
this study. The regression equation used to examine
the effect of changes in gold prices, changes in ex-
change rates and Bl rate are as follows:

For JCI,

AJCI; = a + SLIAGOLDIDR; — B,AUSDIDR; — :Bl; + €

Whereas,

AJICL; - JClI return in month t

AGOLDIDR;: change of gold price (in Rupiah
Currency) in month t

AUSDIDR; : change of USD/IDR exchange rate in
month t

Bl . Blrateinmontht

o . Constant

S, Bo, B3 . Regression coefficient

e . error

For Jll,

Al = a + f1AGOLDIDR; — f,AUSDIDR; — 3Bl; + &

Whereas,

AJTl; > JIl return in month t

AGOLDIDR;: change of gold price (in Rupiah
Currency) in month t

AUSDIDR; : change of USD/IDR exchange rate in
month t

Bl : Bl rate in month t

o : Constant

P, P2, Bs . Regression coefficient

e . error

Before multiple regression analysis, classical as-
sumption test such as residual normality test, multi-
collinearity test, heteroscedasticity test and autocorre-
lation test are done.

Result and Discussion
Residual Normality Test Results

The residual normality test is performed by look-
ing at the histogram and pp-plot patterns of the stan-
dardized residual. If the histogram pattern follows the
normal curve and the p-p plot follows the diagonal
line, then it is stated that the standardized residual is

normally distributed. The result of residual normality
test for JCI and JII equation can be seen in Figure 1
and Figure 2. From Figure 1 and Figure 2 it is seen
that the standardized residual equations of JCI and JII
follow normal curve pattern, further pp plot of stan-
dardized residual equation JCI and JII also follows the
diagonal line, so it can be concluded that the standard-
ized residual equations JCI and JII are normally distri-
buted.
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Figure 1. Histogram and normal p-p plot for standard-
ized residual in JCI equation
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Figure 2. Histogram and normal p-p: plot for stan-
dardized residual in JII equation
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Multicollinearity Test Results

Multicollinearity test is done by looking at the
value of Variance Inflation Factor (VIF), if found VIF
value greater than 10, then the regression equation in-
dicated the existence of multicollinearity. In Table 1
we can see the VIF values for each variable in the re-
gression equation used in this study.

Table 1
Multicollinearity Test Results for JCI and JIl Regres-
sion Equations

Independent Variables VIF
GOLDIDR 1.107
USDIDR 1.148
Bl 1.043

Source: Bank Indonesia, 2017b; Bloomberg, 2017.

Based on Table 1, it can be seen that the inde-
pendent variables of GOLDIDR, USDIDR, and BI
either for JCI regression equation or JII regression
equation do not have VIF value greater than 10. There
is no multicollinearity in JCI and JII regression equ-
ation.

Heteroscedasticity Test Results

The heteroscedasticity test was performed by the
White test. If there are no independent variables
(either in the normal form, quadratic or interaction)
that have a significant effect on the residual squared
value, then there is no heteroscedasticity in the model.
In Table 2, we can see the results of heteroscedasticity
test using White test for JCI and JII regression e-
quation.

Table 2
White Test Results for JCI and JII Regression Equa-
tions

this, it is concluded that there is no heteroscedasticity
on JCI and JII regression equation.

Autocorrelation Test Results

The autocorrelation test was performed using
Durbin Watson test. The Durbin Watson test results
can be seen in Table 3. The DW-values for JCI and
JII regression equations are 1.847 and 1.940, respec-
tively, in the range of dU (1.747) to 4-dU (2.253).
Based on this it can be concluded that there is no auto-
correlation in both regression equations used in this
study.

Table 3
Durbin Watson Test Results For JCI and JII Regres-
sion Equations

Regression DW- dL dU Conclusion
Equation  Value

JCI 1.847 1.637 1.747 No Autocorrelation

JII 1.940 1.637 1.747 No Autocorrelation

Source: Bank Indonesia, 2017b; Bloomberg, 2017.
Results of Multiple Regression Analysis

Based on the results of classical assumption test
that has been done then it can be concluded that there
is no violation of classical assumption in the regres-
sion equation produced so that the regression equation
can meet the criteria of the best linear unbiased esti-
mator. The results of multiple regression analysis can
be seen in Table 4 and Table 5.

Table4
Results of Multiple Regression Analysis with JCI As
Independent Variable

Unstandardized Standardardized t

Coefficient Coefficient
Constant 0.101 3.225*
GOLDIDR 0.102 0.094 1.345
USDIDR -1.211 -0.682 -9.555*
BI -15.290 -0.191 -2.807*
R Square 0.521
F 39.158*

Probabilityt-  Probability t-
value Coefficient value

Variable In JCI Coefficient In

Regression  JIl Regression

Equation Equation

C 0.3179 0.1019
GOLDIDR 0.1161 0.3115
GOLDIDR"2 0.6629 0.6422
GOLDIDR*USDIDR 0.7130 0.7416
GOLDIDR*BI 0.1345 0.3396
USDIDR 0.3414 0.2880
USDIDR"2 0.1757 0.3113
USDIDR*BI 0.3866 0.2898
BI 0.3471 0.0981
BI"2 0.3056 0.0672

Source: Bank Indonesia, 2017b; Bloomberg, 2017.
Information: *significant at a significance level of 1%

Table 5
Results of Multiple Regression Analysis with JII as
Independent Variable

Unstandardized Standardardized t

Source: Bank Indonesia, 2017b; Bloomberg, 2017.

Based on Table 2, it can be seen that the proba-
bility t-value of all regression coefficients used in the
White test for JCI regression equation and JII regres-
sion equation has a value greater than 5%. Based on

Coefficient Coefficient
Constant 0.115 2.955**
GOLDIDR 0.182 0.159 1.927*
USDIDR -0.984 -0.522 -6.213**
BI -18.658 -0.220 -2.741%*
R Square 0.336
F 18.233**

Source: Bank Indonesia, 2017b; Bloomberg, 2017.
Information: *significant at a significance level of 10%
**significant at a significance level of 1%
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Based on the result of multiple regression ana-
lysis can be formed regression equation as follows:

For JCI,

AJCI; = 0.101 + 0.102AGOLDIDR; — 1.211AUSDIDR; —

15.290Bl; + e

Whereas,

AJCL; : JClI return in month t

AGOLDIDR;: change of gold price (in Rupiah
Currency) in month t

AUSDIDR; : change of USD/IDR exchange rate in
month t

Bl . Blrateinmontht

e . error

For JII,

AJII; = 0.115 + 0.182AGOLDIDR; — 0.984AUSDIDR; —

8.658Bl; + e

Whereas,

Al > JIl return in month t

AGOLDIDR;: change of gold price (in Rupiah
Currency) in month t

AUSDIDR; : change of USD/IDR exchange rate in
month t

Bl . Blrateinmontht

e . error

The value of GOLDIDR regression coefficient
on JCI equation is 0.102 with a t-value of 1.345 which
is not significant. Based on this, Hi, which states that
the gold price has a positive effect on the Jakarta
Composite Index (JCI), is rejected. But different
things are found in JII equation. The value of the re-
gression coefficient of GOLDIDR in the JII equation
is 0.182 with the t-value of 1.927 which is significant
at the 5% significance level. Based on this case Huy
stating that the price of gold has a positive effect on
the Jakarta Islamic Index (JIl), cannot be rejected.
These findings suggest that gold can serve as a diver-
sifier for JCI. Baur and Lucey (2010) argue that an
asset can function as a diversifier for the stock market
if it has a non-significant positive relationship with
the stock market. It also supports various findings
on the potential for gold to be a diversifier for the
stock market that has been done by Ghazali, Lean,
and Bahari (2013); Ghazali, Lean, and Bahari (2015);
Hoang, Lean, and Wong (2015); Ibrahim and Baha-
rom (2012); Robiyanto et al. (2017b). Meanwhile, the
finding that gold has a significant positive effect on JII
provides empirical evidence supporting research done
by Irianto (2002) and Hussin, Muhammad, Awang,
Marwan, and Razak (2013) which says gold is the in-
strument most often associated with sharia invest-
ment. But on the other hand, it also shows that gold
cannot function as hedge or diversifier for JII.

The value of the USD/IDR regression coefficient
on the JCI equation is -1.211 with a t-value of -9.555
which is significant at 1% significance level. Based
on this, Ho. which states that the USD/IDR exchange
rate has a negative effect on the Jakarta Composite
Index (JCI), cannot be rejected. The same is true of
the value of the USDIDR regression coefficient on
the JIl equation whose magnitude is -0.984 with a t-
value of -6.213 which is significant at a significance
level of 1%. Based on this, Han, which states that the
USD/IDR exchange rate has a negative effect on the
Jakarta Islamic Index (JII), it cannot be rejected. This
is consistent with the results of the results of
Gumilang et al. (2014); Irianto (2002) and Uligoma
(2014). These findings suggest that the higher rate of
USD/ IDR exchange rate changes will further
decrease JCI and JII.

The value of BI regression coefficient on JCI
equation is -15.290 with t-value counted -2.807 which
is significant at 1% significance level. Based on this,
Hs, which states that BI rate has a negative effect on
the Jakarta Composite Index (JCI), cannot be rejected.
The same thing also happened to the value of Bl re-
gression coefficient on JII equation whose magnitude
is -18.658 with t-value equal to 2.741 which is signif-
icant at 1% significance level. Based on this, Hap,
which states that Bl rate has a negative effect on the
Jakarta Islamic Index (J11), cannot be rejected. These
findings are consistent with the results of Irianto
(2002); Kurniawati (2015) and Gumilang et al.
(2014). This indicates that the increasing Bl rate will
cause a decrease in JCI and JII.

The independent variables that have the most
dominant influence on JCI and JII are USDIDR, fol-
lowed by Bl and GOLDIDR. Meanwhile, the coeffi-
cient of determination showing the ability of inde-
pendent variables in the JCI equation to explain the
amount of variation in JCI return is 52.1%, whereas
the coefficient of determination showing the ability of
independent variables in the equation JIl to explain
the amount of variation in JIl return is equal to 33.6%.
The JCI and JII regression equations yield significant
F-value at the 1% significance level. This shows that
JCI and JII regression equations are suitable for use.

Conclusion and Implication

The results of this study indicate that changes in
USD/IDR rate and Bl rate have a significant negative
effect on JCI return. Furthermore, the results of this
study also show that changes in USD/IDR rate and Bl
rate have a significant negative effect on JII return,
while changes in the price of gold in the currency of
Rupiah has a positive influence on JII return. The
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positive influence of this gold price change on the JII
return can occur because as a stock price index
formed from sharia stocks, JII becomes an indicator
of sharia-based investment in Indonesia Stock
Exchange, and sharia investment, in general, is
strongly associated with gold. Changes in USD/IDR
exchange rates have the most dominant influence on
JCl and JII returns compared to Bl rate and gold price
changes.

The findings in this study imply that investors in
the Indonesia Stock Exchange should pay attention to
changes in USD/IDR rate and Bl rate. If there is a
strengthening of the USD/IDR rate, then investors are
better to sell their stocks because the strengthening of
the USD/IDR exchange rate will decrease both JCI
and JII returns, the same is necessary if there is an in-
crease in Bl rate. Especially for sharia stock investors,
it is advisable to pay attention to the movement of
gold price due to the change of gold price will cause
the increasing return of sharia stocks that enter into
the calculation of JII.

Future research is recommended to use a longer
period of research to know the impact of the variables
studied on JCI and JII in the long run. Future research
can also examine other stock indices in Indonesia
Stock Exchange or can analyze for each stock.
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