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Keywords: exchange rate. Quarterly data from 10 property and real estate companies
Firm Profitability listed on the Indonesia Stock Exchange were analyzed using panel data
Macroeconomic Condition regression, producing 160 firm-quarter observations. Based on the model-
Stock Return selection tests, the Fixed Effects Model was selected as the preferred
Property Sectors specification. The results show that ROE, NPM, and ROI are positively

and statistically significantly associated with stock returns, indicating that
stronger profitability is accompanied by higher returns in the property
sector. In contrast, interest rates exhibit a negative and statistically

JEL Classification: significant association with stock returns, consistent with the sector’s

G10; G11; G12 sensitivity to financing costs and monetary conditions. The exchange rate
shows a negative but statistically insignificant relationship with stock
returns. These findings suggest that both firm-level financial performance
and macroeconomic conditions are relevant to stock-return dynamics,
although profitability indicators appear to play a more prominentrole. The
study provides practical implications for investors and corporate managers
by highlighting the importance of jointly considering company
fundamentals and monetary conditions when evaluating property-sector
investment performance.

This is an open access article under the CC-BY-SA license.

1. Introduction

The rapid technological innovations with the increasing public awareness of investment activities
have significantly contributed to the growth of the Indonesian capital market. In the past, people
tended to invest in real assets such as soil, infrastructures, and gold. However, technological
advancement and easier access to financial information have shifted investment preferences toward
financial assets traded in the capital market, including bonds, mutual funds, and stocks (Evamelia &
Panjaitan, 2019). Among these instruments, stocks are considered one of the most attractive
investment alternatives because they provide opportunities for investors to obtains returns through
capital gains and dividends.

One of the sectors that attracts considerable attention in stock investment is the property and real
estate segment. This sector has a strategic position in the Indonesian economy due to its contribution
to Gross Domestic Product (GDP) with its ability to absorb a large workforce (Saraswati et al., 2024).
In addition, the property sector has strong linkages with various industries, including construction,
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building materials, and financial services, making it an important indicator of national economic
conditions (Gemita et al., 2026). Nevertheless, the property sector is dominantly susceptible to
macroeconomic changes, particularly fluctuations in interest rates also exchange rates.

Property-sector stocks offer the potential for relatively high returns, but they are also
characterized by considerable volatility. This condition requires investors to carefully consider the
appropriate timing for buying and selling stocks while applying suitable risk-management strategies
(Nurdina et al., 2024). Returns in Indonesia’s property and real estate sector are influenced not only
by firm-specific performance but also by broader macroeconomic shocks that can affect overall
market conditions (Ichsani et al., 2019). In addition, Indonesian property stocks may both transmit
and receive spillover effects from developments in financial markets and other economic sectors.
Their return patterns can also change during periods of market stress, such as the COVID-19
pandemic or oil-price shocks (Wahyudi & Rahmawati, 2025). Although listed property companies
may provide diversification benefits to investors, these benefits are not constant over time and depend
heavily on prevailing market conditions. Therefore, investors should consider both macroeconomic
dynamics and market-specific conditions when including property stocks in a diversified investment
portfolio (Newell et al., 2009).

During the post-pandemic period, the Indonesian property sector experienced significant
economic pressure. The property and real estate stock index declined cumulatively by approximately
24% from 2021 to 2023, reflecting the weakening performance of the sector amid economic
uncertainty. Although signs of recovery began to emerge in 2024 through increasing residential
property sales, stocks return movements among property companies remained volatile and uneven.
This phenomenon indicates that stock returns in the property sector are affected not only by extrinsic
macroeconomic conditions but by intrinsic company performance factors as well.

Internal firm-specific variables are important to include in stock-return analysis because previous
empirical findings remain inconclusive. Profitability is frequently associated with stock returns and
firm valuation, and several studies report that stronger profitability improves stock returns in
property, real estate, and building-construction companies. However, other studies find a negative
relationship between Return on Assets (ROA) and stock returns in the property and real estate sector,
indicating that the direction of the relationship is not always consistent (Endri et al., 2021). Similar
inconsistencies are found for liquidity. Some evidence suggests that liquidity significantly affects
stock returns in the property sector, whereas other studies report that the current ratio has no
significant effect. These mixed findings indicate that internal financial indicators should be examined
together within a sector-specific framework, as their effects may depend on firm characteristics,
market conditions, and the period of observation (Medyawati & Yunanto, 2017).

In addition to profitability, macroeconomic conditions also have a crucial role in estimating stock
returns in the property sector. Interest rates with exchange rates are crucial macroeconomic factors
affecting property companies’ financial performance and investment attractiveness. The increase in
Bank Indonesia’s interest rate from 3.5% in 2021 to 6% in 2023 significantly increased mortgage
financing costs and reduced public purchasing power, thereby weakening the property market.
Empirical evidence from Gusvarizon et al (2024) confirmed that interest rates negatively influence
stock returns in the property sector. Meanwhile, exchange rate depreciation also creates additional
pressure because many property companies rely on imported building materials and foreign currency
debt. Depreciation of the rupiah increases operational costs and debt burdens, which may reduce
company profitability and stock performance (Saputra et al., 2024).

The exchange rate is an important macroeconomic factor in explaining stock performance in the
property and real estate sector. Previous studies have found that rupiah exchange-rate movements
can exert a strong and negative influence on property stock returns, while exchange-rate conditions
may also affect the capital-structure decisions of listed property companies. Winoto et al (2022)
highlight the relevance of currency stability and exchange-rate policy for the sector. However, the
empirical evidence does not point to a uniform response. Instead, the main pattern is one of
sensitivity: property stocks may decline during periods of monetary tightening, show resilience or
potential hedging characteristics under certain conditions, or exhibit no clear response at all. Such
differences suggest that the effect of exchange-rate movements on property stock returns depends on
firm characteristics, market conditions, the sample studied, and the observation period
(Hermuningsih et al., 2024).
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Although previous studies have examined the determinants of stock returns in Indonesia, the
evidence remains fragmented. Firm-specific profitability indicators and macroeconomic variables
are frequently examined separately, making it difficult to determine whether company fundamentals
retain their explanatory role after common macroeconomic conditions are controlled for. This issue
is particularly relevant to the property and real estate sector, where corporate performance is highly
dependent on capital-intensive investment, mortgage financing, and interest-rate conditions.
Moreover, previous findings concerning the effects of profitability, interest rates, and exchange rates
on stock returns remain inconsistent, suggesting that sector-specific characteristics may shape the
transmission of both financial and macroeconomic information into market returns. Therefore, this
study integrates ROE, NPM, ROI, interest rates, and exchange rates within a unified firm-level panel
framework to evaluate the relative contribution of internal profitability and external macroeconomic
conditions to stock returns in Indonesia’s property sector. The contribution of this study lies not in
the observation period itself, but in simultaneously evaluating multiple dimensions of corporate
profitability and macroeconomic exposure within a sector-specific panel framework. This approach
allows the study to assess whether stock returns in the property sector are more strongly associated
with firm-level financial performance or with common macroeconomic conditions.

2. Literature Review
2.1. Signaling Theory

Signaling theory became a key concept in management and finance (Spence 2018). Shahid et al
(2024) expanded Spence’s ideas to corporate finance and investment. Companies know more about
their finances and prospects than investors. To reduce information asymmetry, companies issue
signals to the market (Gumanti & Utami, 2002). In the context of profitability and stock returns,
signaling theory suggest that high profitability ratios signal positive company performance and
prospects. Profitability measures such as ROIL, ROE, and NPM highlight a company’s capability to
prompt revenue also use resources effectively. These signals increase investor trust, stock demand,
and prices. Low profitability sends negative signals, reducing investor interest. Empirical evidence
indicates that investors react to managerial signals when evaluating a company's risk and act
(Almuttaqgin et al., 2025).

In the Indonesian property sector, ROA does not appear to be a consistently reliable predictor of
stock returns. The available evidence suggests that ROA remains relevant, but its relationship with
stock returns depends on the sample, observation period, and prevailing market conditions. In some
cases, stronger profitability is positively valued by investors and associated with higher stock returns
(Endri et al., 2021), while in other cases ROA is statistically insignificant or even negatively related
to returns (Medyawati & Yunanto, 2017). Previous studies that specifically examine the relationship
between ROA and stock returns in property-sector firms also report substantial differences across
periods and model specifications. These mixed findings indicate that the effect of ROA on stock
returns is context-dependent rather than uniform, highlighting the need to evaluate profitability
together with other firm-specific and market-related factors.

For the Indonesian property sector, NPM may help explain firm performance under certain
conditions, particularly when considered alongside other company-level financial indicators.
However, the existing evidence does not support NPM as a consistently reliable standalone predictor
of stock returns or stock prices. A more appropriate interpretation is that NPM represents a context-
dependent profitability indicator whose relevance may vary across firms, market conditions, and
periods of observation (Almasyhari & Nurcahyono, 2021; Edison et al., 2019). Empirical studies
covering the property sector and other Indonesian listed companies report mixed findings, ranging
from positive and significant relationships to insignificant or negligible effects. These inconsistent
results suggest that the influence of NPM on stock-market performance is not uniform and should
therefore be evaluated together with other firm-specific and market-related variables (Zulfiatf &
Wijaya, 2015; Winarso et al., 2019; Darsono et al., 2025).

2.2. Macroeconomic Indicators

Among the macroeconomic variables examined in previous studies, exchange rates, interest rates
(Bl Rate), inflation, and GDP or economic growth are the factors most consistently associated with
stock returns in Indonesia’s property sector. Among these variables, the exchange rate appears to be
the most prominent single driver, reflecting the sector’s sensitivity to currency movements and broader
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macroeconomic conditions. Qil prices may also affect property stock returns, particularly during
periods of external shocks, although the direction and significance of their effects are less consistent
across studies. Given these patterns, the present study focuses specifically on exchange rates and
interest rates as key macroeconomic factors in explaining stock returns in the Indonesian property
sector.

Fluctuation in interest rates impact both the real sector and investor behavior, including investment
decision in the capital market. For the Indonesian property sector, the Bl Rate appears to be an
important macroeconomic factor influencing stock-market performance, although the empirical
evidence remains mixed regarding whether its direct effect on stock returns is consistently significant.
Studies examining sectoral indices in Indonesia generally report a negative relationship between
interest rates and the property-sector index, suggesting that tighter monetary conditions can weaken
property-stock performance (Prastuti & Setianingrum, 2015). This pattern is also consistent with
broader evidence from the Indonesian stock market, where monetary tightening tends to reduce equity
prices through higher financing costs, lower investment demand, and increased attractiveness of
interest-bearing assets.

However, other studies report that the Bl Rate does not significantly affect the broader Indonesian
Composite Index (IHSG), while property-sector research has also found insignificant effects on
certain dimensions of firm performance and dividend policy (Kaluge, 2019). These contrasting
findings suggest that the influence of the Bl Rate depends on the outcome being examined, the sample,
market conditions, and model specification. Therefore, in the Indonesian property sector, the Bl Rate
is more appropriately viewed as an important macroeconomic driver with a generally negative
relationship with stock performance, rather than as a consistently significant predictor of stock returns
across all periods and empirical settings (Suhendra & Anwar, 2022). Whitin the capital market,
elevated interest rates typically diminish the attractiveness of stocks, as investors may reallocate funds
to lower-risk financial instruments such as deposits or bonds. Furthermore, increasing interest rates
raise corporate borrowing costs and constrain cash flows, which negatively impacts stock valuations
(Handayani & Nuswandari, 2025). Consequently, interest rates are regarded as a critical
macroeconomic indicator influencing stock returns and shaping investor expectations regarding future
investment prospects.

The exchange rate is the value of one currency relative to another and is a key indicator in
international economic activity and financial markets. Fluctuations in exchange rates are driven by
both domestic and global economic conditions, which can influence corporate performance and
investor decision-making. Depreciation of the Indonesian Rupiah against the United States Dollar
(USD) increases operational costs, especially for companies dependent on imported materials, thereby
reducing profitability and stock performance (Sudaryo, 2019). For Indonesian property stocks,
exchange-rate volatility should be regarded as an important macroeconomic risk factor rather than a
stable and consistently directional predictor of stock returns. The sector remains exposed to
movements in the rupiah, but the magnitude and statistical significance of this relationship can vary
depending on the sample, observation period, and empirical specification. Previous evidence from
Indonesia also indicates a long-run relationship between exchange-rate movements and stock-market
returns, while earlier studies have reported a strong negative association between rupiah depreciation
and returns in the property and real estate sector (Amado & Choon, 2020; Wahyudi & Rahmawati,
2025; Kurniawan et al., 2025). Taken together, these findings suggest that exchange-rate movements
remain relevant to property-stock performance, although their effects are highly context-dependent
rather than uniform across different market conditions.

3. Method

This study used a quantitative method and secondary quarterly data from property-segment
companies which on the arranged list from the Indonesia Stock Exchange (IDX) throughout 2021
until 2024. The exploration included 96 property and real estate companies which on the arranged
list by the Indonesia Capital Market Directory (ICMD). Purposive sampling was applied based on
specific criteria: (1) availability of complete and consistent financial reports, (2) variations in
profitability, (3) sensitivity to macroeconomic changes, and (4) active stock market performance
throughout the exploration period. These characteristic generated in a final sample contains 10
companies, yielding 160 observations. The analysis assessed the impact of profitability and
macroeconomic variables to the stock returns. The independent variables included Return on
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Investment (ROI), Return on Equity (ROE), also Net Profit Margin (NPM) all measured as
percentages. Interest rates, expressed as a percentage, and the Rupiah-to-US dollar exchange rate
(IDR/USD), measured in Indonesian Rupiah (IDR), were also examined. The dependent variable,
stock return, was measured as a percentage. Panel data regression analysis was utilised, as it
integrates cross-sectional data (different companies at a single point in time) with time-series data
(the same companies over multiple periods) (Gujarati 2012; Digdowiseiso, 2023).

SRit = a + B;ROE; + B,NPM;t + B3RO + B,1ie + BsERic + €t 1)

Where i represents a firm in property sectors listed in Indonesia capital market; t denotes the
observation period from 2021 to 2024; ROE represents return on equity; NPM denotes net profit
margin. ROI refers to return on invesment; r represents interest rate; ER denotes exchange rate; €;;
denotes the random disturbance term. Panel data can generally be estimated using three main models,
namely the Common Effect Model (CEM), Fixed Effect Model (FEM), and Random Effect Model
(REM). The appropriate estimation model is subsequently identified through several statistical tests.
The Chow test is initially conducted to assess whether the pooled or fixed effect model is more
suitable. Subsequently, the Hausman test is applied to determine the appropriate choice between the
fixed effect and random effect models.

4. Results and Discussion

Descriptive statistical examination summarises the research's variables and their distribution. The
dataset includes 160 quarterly observations from 10 property-sector companies which included in a
list of the Indonesia Stock Exchange throughout 2021 until 2024. Table 1 shows Return on Equity
(ROE) has a mean at 17.203 with a standard deviation at 13.033, signalling variation in property-
sector companies' ability to generate returns on shareholders’ equity. Net Profit Margin (NPM)
recorded an average value at 56.910 with the highest standard deviation among the profitability
indicators (83.150), suggesting substantial differences in profitability performance across firms.
Meanwhile, Return on Investment (ROI) has a mean around 28.268 and a standard deviation at
44.808, indicating considerable variation in the effectiveness of investment utilization among the
sampled companies. Regarding macroeconomic variables, the interest rate averages 0.0469, with a
range of 0.0300 to 0.0600 during the observation period. The exchange rate recorded a mean value
of 15.297, with minimum and maximum values of 14.188 and 16.192, independently, indicating
fluctuations in Indonesia’s macroeconomic conditions throughout 2021-2024.

Table 1. Descriptive Statistics

Variable Obs Mean Std.Dev Min Max
Return on Equity 160 17.20329 13.03259 0.000000 49.71097
Net Profit Margin 160 56.91049 83.14987 0.000000 248.1859
Return on Investment 160 28.26775 44.80835 0.000000 134.0000
Interest Rate 160 0.046875 0.009595 0.030000 0.060000
Exchange Rate 160 15.29731 0.629953 14.18800 16.19200

Source: data processed

The panel-data model selection results indicate that the Fixed Effects Model (FEM) is the
preferred specification. The Chow test (p = 0.001) rejects the Common Effects Model in favour of
the Fixed Effects Model, while the Hausman test (p = 0.000) supports FEM over the Random Effects
Model. Therefore, the interpretation of the empirical results is primarily based on the FEM estimates.
The model produces an adjusted R2 of 0.405, indicating that approximately 40.5% of the variation in
stock returns is explained by the profitability and macroeconomic variables included in the model.
Moreover, the F-statistic of 19.70 is statistically significant at the 1% level, indicating that the
explanatory variables are jointly associated with stock returns.

Table 2 show Return on Equity (ROE) has a positive and statistically significant relationship with
stock returns, with a coefficient of 0.042 and a t-statistic of 5.05. This finding indicates that
companies with stronger returns on shareholders’ equity tend to exhibit higher stock returns. A higher
ROE reflects a firm's ability to generate earnings from the capital invested by shareholders and may
therefore provide investors with a favourable signal regarding managerial effectiveness and future
earnings prospects. From the perspective of Signaling Theory, strong ROE can reduce information
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asymmetry by communicating positive information about firm performance to the market, potentially
increasing investor confidence and demand for the company’s shares. This finding is consistent with
previous studies reporting a positive association between profitability and stock returns in the
Indonesian capital market. This result supports Signaling Theory, which says that profitability
information is a positive indicator of a firm's future accomplishment. It also supports the Capital
Asset Pricing Model (CAPM), where investor expectations about future profitability affect stock
values and expected returns. Alfatin et al (2026) and Nurisnaini et al (2024) confirmed that ROE has
a positive and significant effect on stock returns.

Table 2. Result of Panel Data

Variables CEM FEM REM
ROE 0.035*** 0.042%** 0.040%***
(3.65) (5.05) (4.75)
NPM 0.002 0.006*** 0.005***
(1.15) (4.48) (3.88)
ROI 0.006** 0.009*** 0.008***
(2.08) (3.30) (2.97)
r -0.088 -0.041 -0.051
(-0.84) (-0.49) (-0.59)
ER -0.667 -0.628 -0.597
(-1.22) (-1.38) (-1.29)
C 10.857** 9.797** 9.657**
(2.04) (2.24) (2.17)
Diagnostic Tools
Adj R? 0.223 0.405 0.404
F-stat 10.09*** 19.70*** 88.42%***
Chow Test 0.001
Hausman Test 0.000

Source: data processed

Net Profit Margin (NPM) also exhibits a positive and statistically significant relationship with
stock returns. The FEM coefficient of 0.006, with a t-statistic of 4.48, suggests that firms with higher
net profit margins tend to generate higher stock returns. NPM reflects a company’s ability to convert
revenue into net income after accounting for operating and other expenses. A stronger profit margin
can signal greater operational efficiency and cost management, which may be positively evaluated by
investors. Consistent with Signaling Theory, improvements in NPM can convey favourable
information about a firm's earnings capacity and financial condition, thereby strengthening investor
confidence and supporting stock-market performance. The finding also reinforces the view that
profitability information constitutes an important component of investors’ assessment of property-
sector firms. Additionally, the Efficient Market Hypothesis (EMH) also suggests that profitability data
is quickly incorporated into stock prices. This result is consistent with (Mohsin et al., 2025), who
discovered that NPM has a significant also positive impact to stock returns.

Table 2 show Return on Investment (ROI) has a positive and statistically significant relationship
with stock returns, with a FEM coefficient of 0.009 and a t-statistic of 3.30. The result implies that
firms that utilise their investments more effectively tend to be associated with better stock-return
performance. A higher ROI signals greater efficiency in generating returns from invested resources
and may strengthen investor perceptions of managerial effectiveness and future profitability. This
relationship is consistent with Signaling Theory, as favourable investment performance provides
positive information to investors regarding a firm's ability to allocate resources productively.
Therefore, the significant positive coefficient of ROI further supports the importance of firm-level
profitability in explaining stock-return variation within Indonesia’s property and real estate sector. It
also supports the Capital Asset Pricing Model (CAPM) that implies the firms with superior earnings
prospects are likely to propose higher expected returns. This result is consistent with (Rofi’i, 2026),
which demonstrated that ROI positively and significantly influences stock returns.

The interest rate exhibits a negative but statistically insignificant relationship with stock returns in
the FEM specification, with a coefficient of —0.041 and a t-statistic of —0.49. The negative direction
is consistent with the theoretical expectation that higher interest rates may place pressure on property-

sector firms by increasing borrowing costs and reducing mortgage affordability. However, the lack of
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statistical significance indicates that interest-rate movements did not independently explain variations
in stock returns during the 2021-2024 observation period after firm-specific effects and profitability
indicators were taken into account. One possible interpretation is that the effects of monetary
tightening may have been transmitted indirectly through company profitability, financing structures,
or investor expectations rather than appearing as an immediate and uniform effect on stock returns.
The result is also consistent with the mixed evidence reported in previous studies, which suggests that
the effect of interest rates on property-stock performance depends on the observation period, company
characteristics, and prevailing market conditions. Therefore, the present finding should not be
interpreted as evidence that interest rates are irrelevant to the property sector; rather, their direct effect
on stock returns is not statistically distinguishable from zero in the current FEM specification.

The exchange rate also shows a negative but statistically insignificant relationship with stock
returns, with a FEM coefficient of —0.628 and a t-statistic of —1.38. The negative coefficient suggests
that rupiah depreciation may place downward pressure on property-stock returns, potentially through
higher costs of imported materials, foreign-currency liabilities, and broader investor risk perceptions.
Nevertheless, the relationship is not statistically significant, indicating that exchange-rate movements
did not exert a systematic direct effect on stock returns during the sample period. This result may
reflect the predominantly domestic orientation of Indonesia’s property sector, where firm profitability,
domestic financing conditions, and company-specific characteristics may have a stronger influence
on investor valuation than short-term currency movements. The insignificant result is also consistent
with previous evidence showing that the effect of exchange-rate fluctuations on property-sector
returns varies across periods, firms, and market conditions.

The exchange rate also shows a negative but statistically insignificant relationship with stock
returns, with a FEM coefficient of —0.628 and a t-statistic of —1.38. The negative coefficient suggests
that rupiah depreciation may place downward pressure on property-stock returns, potentially through
higher costs of imported materials, foreign-currency liabilities, and broader investor risk perceptions.
Nevertheless, the relationship is not statistically significant, indicating that exchange-rate movements
did not exert a systematic direct effect on stock returns during the sample period. This result may
reflect the predominantly domestic orientation of Indonesia’s property sector, where firm profitability,
domestic financing conditions, and company-specific characteristics may have a stronger influence
on investor valuation than short-term currency movements. The insignificant result is also consistent
with previous evidence showing that the effect of exchange-rate fluctuations on property-sector
returns varies across periods, firms, and market conditions.

5. Conclusion

This research analysed how profitability indicators, Net Profit Margin, Return on Investment,
Return on Equity and macroeconomic variables, contains interest rates also exchange rates, influence
stock returns of property and real estate companies that included in a list that conducted by the
Indonesia Stock Exchange. The findings show that NPM, ROE, also ROI have a positive significant
influence to the stock returns, emphasising the importance of profitability in investor assessments of
company performance and investment potential in the property sector. Conversely, interest rates
significantly downsize stock returns, highlighting the role of monetary policy and financing costs in
shaping investor expectations and market performance. Exchange rates have no significant effect,
indicating that investors focus more on company fundamentals than on exchange rate movements
when making investment decisions.

These findings support the research objective and show that both company performance and
macroeconomic conditions affect stock returns in the property sector, with profitability factors playing
a more dominant role. The results provide practical guidance for investors choosing investment
options and for company management aiming to improve profitability and increase shareholder value.
Future research should prolong the observation period, contain additional macroeconomic variables
for example inflation, economic growth, or money supply, and compare different industry sectors to
gain more extensive insights of the factors effecting stock returns in the Indonesian capital market.
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