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ABSTRACT

The transformation of world paradigm in human economic activity has
changed dynamically at every second. It’s obliging every company to operate not
only limited to their native state but also the need to run business throughout the
world in order to aitaining more profit and being competeable as multinational
company. Only a company with efficient operating activity and able 1o
anticipating risk can staying in, while the market has grown and moving rapidly
from local to regional, from regional to global, as well as every effort of seeking
human and raw material resources only to get competitive price in tight
competition of new emerging market.

All of instrumernt which is made by human to assist their economic activity
in globally bring consequences of risk on it, including money. Money as exchange
instrument generaling different exchange rate between two countries and become
one of several important things on a company activity. Even exchange rate act as
a risk in a company and should be leveled but they may give benefit to the others,
whether on how far they can take a best deal with it or not. The movement of
exchange rate can vary from day to day, and give reasonable theory of exchange
rate movement possibility having an effect on company stock prices by open
market theory approach.

This research aim to reconfirm the previous research about the
relationship between exchange rates and stock prices. In limited terms, to analyze
the relationship between IDR/USD rate movement to stock prices (represent by
composite index or IHSG) in JSX conversely during 2002 — 2007 period with
assumption of no crucial factor distorting in both market. Sectoral index has also
taken as research object based on general observation that investor may have
different preferrences about stock grouped from their bases sector. Sectoral index
attractiveness depend on their growth and may differ in each country including
Indonesia. This research perform Engle-Gr ger cointegration concept and VAR
Granger Causality as method of analysis.

Empirical result shows that IDR/USD rate and stock prices (both in
composite and sectoral index) during 2002 — 2007 period are cointegrated (long
term relationship) but their relationship indicates very weak and lead into
inconclusive in short term (provided by error correction mechanism) except for
consumer good and mining sector index. lts cointegration coefficient shows
negative sign which mean stock price changes with IDR/USD rate at the opposite
direction (it can be intepreted as if stock prices move into positif direction, may be
Jollowed by appreciation of IDR against USD). Test of causality give proof that only
agriculture, consumer goods, infrastructure and trade sector index which have
one way causality realtionship with IDR/USD rate movement, while other sectoral
index are not. For property sector index, it have two way relationship with
IDR/USD rate movement.
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