ANALYSIS OF THE EFFECT OF THE FED FUNDS RATE, VIXCLS, EXCHANGE RATE,
AND INDONESIAN GOVERNMENTBONDS ON THEMSCI INDONESIA INDEX

UNDERGRADUATE THESIS

Submitted in Partial Fulfillment of the Requirements for
the Degree of Bachelor of Economics

Prepared By :

PRASETIO DRAJAT PAMUNGKAS
22011010138/FEB/EP

DEVELOPMENT ECONOMICS STUDY PROGRAM
FACULTY OF ECONOMICS AND BUSINESS
UNIVERSITAS PEMBANGUNAN NASIONAL “VETERAN”
JAWA TIMUR
2026



ANALYSIS OF THE EFFECT OF THE FED FUNDS RATE, VIXCLS, EXCHANGE RATE,
AND INDONESIAN GOVERNMENTBONDS ON THEMSCI INDONESIA INDEX

UNDERGRADUATE THESIS

Submitted in Partial Fulfillment of the Requirements for
the Degree of Bachelor of Economics

Prepared By:

PRASETIO DRAJAT PAMUNGKAS
22011010138/FEB/EP

DEVELOPMENT ECONOMICS STUDY PROGRAM

FACULTY OF ECONOMICS AND BUSINESS

UNIVERSITAS PEMBANGUNAN NASIONAL “VETERAN”

JAWA TIMUR

2026



. Faculty of Economics and Business,

, a %,  APPROVAL PAGE :
_ ANALYSIS OF THE E.FFECTOFTE[EFEDFUNDS’RATE,VIXCIS, EXCHANGE‘

RA'yE, AND lNDO\w GOVERNMENT 30st ON THEMSCI INDONESIA
INDEX
»-"‘Comrpiled By:

‘\

Defended Before and Accepted by the ﬁuMaﬁou Team o

De elopment Economics Study- Program
Universitas Pembangunan Ndunal “Veteran” Jawa Timnr

\& 4 ' On the Date: May)22, 2026 \\._ . '}‘ f‘

\ 1:_ Board of E@ner
Chairperson

Pum Pe_’hﬁ) E.. M.Se. N TATRE

. 2 Iriani Sri Setiawati, S.E.. MLE
. NIP. 1990061320,24(? 1001 NN

... ~NIP. 196502081990022001

’/ S“ -\u A ( 4
| \| = ‘3' i S .l{ \ V1 gy | f o M
l 414 & ) \ 3 B 1
=== ==y %, \%
e // N 1A Y 'f"':—».'/ \,_;_‘71‘ \
/'/;f,/ f\‘r\ p - N
(S mm) <) /Mohamn red NLE.
‘944 / \& Lan'al 3/ NIP. 1‘711880120040

Acknowledged by,

Deln of The Faculty of Economics and Business 'Universitas Pembangunan

Nas 7@“\(tmﬂ" Jawa Timur



STATEMENT OF PLAGIARISM FREE

I, the undersigned:

Name : Prasetio Drajat Pamungkas
NPM 22011010138

Program : Bachelor’s degree (S1)
Faculty : Economics and Business

I hereby declare that in this scientific document of this Thesis, there are no parts of
other scientific works that have been submitted to obtain an academic degree at any
Higher Education institution, and there are also no works or opinions that have been
written or published by other individuals/institutions, except those that are cited in
writing in this document and published in full in the bibliography.

And I declare that this scientific document is free from elements of plagiarism. If
any indications of plagiarism are found in this thesis in the future, I am willing to
accept sanctions in accordance with the applicable laws and regulations.

Thus, this statement is made sincerely without any coercion from anyone and
intended to be used as appropriate.

Surabaya, 20 May 2026
Who made the statement

NPM, 22011010138



FOREWORD

Praise be to God Almighty who has given Guidance and His Blessings. | express
my gratitude so that | can complete this thesis with a good result which is entitled
"Analysis of the Effect of the Fed Funds Rate, VIXCLS, Exchange Rate, and
Indonesian Government Bonds on the MSCI Indonesia Index”

The purpose of this thesis research is to meet the requirements to achieve a
Bachelor of Economics degree in the Development Economics Study Program,
Faculty of Economics and Business, National Development University "Veteran" East
Java. This research is the result of investigation in relation to the completion of this
final work. The researcher conveys appreciation and gratitude to:

Mr Putra Perdana, SE, M.Sc. as thesis supervisor who sincerely takes the time to
provide assistance, guidance and direction to the researcher in completing the Final
Thesis Assignment.

Prof. Dr. Ir. Akhmad Fauzi, MMT., as Rector of the National Development University
"Veteran" East Java

Dr. Dra. Ec. Tri Kartika Pertiwi, M.Si., as Dean of the Faculty of Economics and
Business, National Development University "Veteran" East Java

Mr Riko Setya Wijaya, SE, MM, as Head of the Development Economics Study
Program, Faculty of Economics and Business, Universitas Pembangunan Nasional
“Veteran” Jawa Timur

All lecturers in the Development Economics Study Program, Faculty of Economics

and Business, Universitas Pembangunan Nasional “Veteran” Jawa Timur



who have provided knowledge and support to the researcher

6. Especially to my parents, who have financed my studies and supported my learning

process.

7. To my beloved friends who have helped and shared knowledge with one another, both

during and outside the academic process.

Surabaya, July 2026

P

Writer

ii



LIST OF CONTENT

Pages

FOREWORD. ......ooiiitit ettt et e st et e e e e beeasaeeae e s saeesae e taenneeannean i
LIST OF CONTENT ..ottt sttt e et e te e e eebeesrae e e e e nneeanes i
LIST OF FIGURES. ..ottt ettt ae e e e e e s e enes Vi
LIST OF TABLE........co o e e e e e e e e e eaaraeaeeas vii
LIST OF APPENDIX ...t e e e e e viii
A B S T R A T .. e et e e e e e e e e e e a e aaaaaaaaa iX
CHAPTER I INTRODUCTION ...ooiiiiiii et 1
1.0 BACKGIOUNT ...tttk bttt ettt b e be e e e b e 1
1.2 Problem STateMIENE .......oiiiiiiec e 16
1.3 RESEAICN ODJECTIVE ...t 16
RS T oo o SRS 17
1.5 RESEAICN BENETILS .....iivieiiieiie e 18
CHAPTER I LITERATURE REVIEW ......ooiiiiiiiiiieiie e 17
2.2 Theorytical DaCKIOUNG.............coiiiiiii e e 17
2.2.1 Efficient Market Hypothesis (EMH) ..o 17
2.2.2 Modern Portfolio Theory (MPT) ... 18
2.2.3 Arbitrage Pricing Theory (APT)....cc et 19
2.2.4 The Adaptive Market HYpPOtheSiS..........cccvviiiiiiiii e 20
2.2.5 Theory of International Financial Market INtegration.............cccoocvevvieiiesiieneennnn 22
2.2.6 Mundell Fleming MOel ..........coooiiiiiiii e 23
2.2.7The Gordon Growth MOGEL............cviiiiiiiiiiiiee e 26
2.2.8 Cointegration Theory and Vector Error Correction Model (VECM)..........ccue.... 28

2.3 LITEratUre STUAY ......eciviii ettt st e e e b e e s nbe e e sabeeesareeeneeas 29
2.1 Conceptual FramMEWOIK ........ccuviiiiei et aee e saree s 35
2.2 Relationships Between Variables...........ccccoiiiiiiiiiiiie e 36



2.2.1 Relation Between the Federal Funds Rate and the MSCI Indonesia....................... 36

2.2.2 Relation Between the Volatility Index (VIXCLS) and the MSCI Indonesia........... 37
2.2.3 Relation Between the USD/IDR Exchange Rate and the MSCI Indonesia ............. 38
2.2.4 Relation Between Indonesian Bonds and the MSCI Indonesia ............cccccoevevveennee. 39
2.3 HYPOUNESIS. ...ttt 40
CHAPTER I RESEARCH METHOD ......cocoiiiiiiiteiee e 41
3.1 ReSEArch APPrOACH .....c.viiiiiicii et 41
3.2 Operational Definition and Measurement of Variables .............cccccovviiviii e, 42
3.3 Data ColleCtion MEthOd ..........coiuiiiiie e 44
3.4 Data ANalySisS IMELNOUS .........uveiiiiiiiiiieiie it 44
3.4.1 Stationarity Test (Unit ROOE TESE).......c.eerueiiiiiiiiieiii e 45
B2 VAR L. e e 46
3.4.3 Determining OPtimal Lag .......ccovveiiiiiieiie e 47
3.4.4 Cointegration Test (Johansen Cointegration TeS).........cccevvvriviiiiiiiieniiiereenee s 48
3.4.5 VECM ESHIMALION. ..ottt 49
3.4.6 Impulse Response Function (IRF) ANalYSiS........ccccovvveiiieeiiie e 51
3.4.7 Forecast Error Variance Decomposition (FEVD)..........cccceviveeiive e 52
CHAPTER IV RESULTS AND DISCUSSION ......cociiiiiiiiiiiieiiieniee e 54
4.1 Research Data DESCIIPLION ........cccvieiiie i ree e ae e 54
4.1.1 MSCH INAONESIA ...ttt sttt 54
4.1.2 Federal FUnds Rate (FFR)..........cccviiiiee it 55
4.1.3 Volatility INdeX (WIXCLS) ...cviiiiieeie ettt 55
4.1.4 USD/IDR EXChange Rate...........cciuveiiiieiiie ettt 56
4.1.5Indonesia Bond Yield ..........cooioiiiiiiiiieiie e 57
4.2 Results and Data ANAIYSIS .........cocvieiiiieeiie et 58
4.2.1 Stationarity Test (UNit ROOL TES)....cccuvviiiiieiiie et 58
4.2.2 VAR Stability TS ...cvviiiciec ittt 60
4.2.3 Johansen Cointegration TESE........c.cciiiieeiiii e 61
4.2.4 VECM EStMALION TESE.....vviiiieiiieitieeiie it 63
4.2.5 Impulse Response FUNCLION (IRF) .........coiiiiiiiiiie e 68



4.2.6 Variance Decomposition (FEVD) .......ccooiiiiiiiiiieiiceecee e 71

G I o H L1~ o o SRS 72
4.3.1 Federal Funds Rate (X:) and the MSCI Indonesia IndeX...........cccccvevvveeviveninnennnn, 72
4.3.2 CBOE Volatility Index/VIXCLS (Xz) and the MSCI Indonesia Index................... 74
4.3.3 USD/IDR Exchange Rate (Xs) and the MSCI Indonesia IndeX.........c..cccccvevevvranen. 76
4.3.4 Indonesian Government Bond Yield/IDR_BOND (X4) and the MSCI Indonesia
T 1= R STS 77

CHAPTER V CONCLUSION AND SUGGESTION.......cccoiiiiiieciece e 80
5.1 CONCIUSION. ... ceeeiiiie sttt ettt e e s rt e e ste e e e teeeanteeessaeeansneeanseeennseens 80
5.2 SUGGESTION ...ttt ettt 83

BIBLIOGRAPHY ..ottt ettt et e e aeennee e 85

APPENDIX ...ttt ettt ettt e r et e e e ae e nes 88



LIST OF FIGURES

Pages
Figure 1. 1 Price performance in USD MSCI Indonesia (2015-2024)............cccocvenunenn 4
Figure 1. 2 Composition of MSCI INdONesia SECLOrS ..........ccvvververierieiene e 5
Figure 1. 3 FED Cut Rate (2015-2024) ........cccueiiiiiiieiie ettt 7
Figure 1. 4 USD/IDR Exchange Rate (2015-2024) .........ccccoiiiiiiiiniieiiienie e 9
Figure 1. 5 Indonesia Bond Yield (2015-2024) ........ccccooeiiieiiiiiiieiie e 10
Figure 1. 6 CBOE Volatility Index (VIXCLS) (2015-2024) .......ccooveeirieireiiiiernenn 13
Figure 4. 1 Impulse Response Funcion Multigraph ..o, 68
Figure 4. 2 Multigraph Variance DecompOSItION. .........cccoiivieriiiiiiiiie e 71

Vi



LIST OF TABLE

Pages
Table 1. StAtIONEIY TESE......eeiiiie e ciee et e et ee e e s e e e st e e s e e snneeeanes 59
Table 2. VAR Stability TESE........ooiiiiieiiee e 60
Table 3. Johansen Cointegration Test Trace StatiStiC .........ccccccvvveviveeriieesiee e 62
Table 4. Johansen Cointegration Test Max-Eigen StatistiC............cccoovevieiiieniiennnn 62
Table 5. VECM ESHMALION ......ooiiiieeiiie e nnaeesnnee e 64

Vil



LIST OF APPENDIX

Pages
Appendix 1. Research Variable Data ...........cccocoeiiieiiiiiieiiecc e 88
APPENTIX 2. STALIONETY TESE ...ttt 91
Appendix 3. VAR Stability TESt......cccviiiiiiiiiiiee e 91
Appendix 4. Johansen Cointegration Test Trace StatiStiC ...........cccvvvveriveiiieniieninns 92
Appendix 5. Johansen Cointegration Test Max-Eigen StatistiC.............c.cccooverivieninnn. 92
APPENdiX 6. VECM EALION .....c.viiiiiiiii it 92
Appendix 7. Impulse Response Funcion Table...........c.cocoviiiiiiiiicin 93
Appendix 8.Variance Decomposition Table ..o 96

viii



ANALYSIS OF THE EFFECT OF THE FED FUNDS RATE, VIXCLS, EXCHANGE
RATE, AND INDONESIAN GOVERNMENT BONDS ON THE MSCI INDONESIA
INDEX

Prasetio Drajat Pamungkas
Development Economics Study Program Faculty Of Economics And Business
Universitas Pembangunan Nasional “Veteran” Jawa Timur
22011010138@student.upnjatim.ac.id

ABSTRACT

The MSCI Indonesia Index serves as the primary benchmark for international institutional
investors in Indonesia, exposing it simultaneously to global monetary conditions, external risk
sentiment, currency dynamics, and domestic fixed-income developments. This study examines
the long-run and short-run effects of the Federal Funds Rate, the CBOE Volatility Index, the
USD/IDR exchange rate, and the Indonesian government bond yield on the MSCI Indonesia
Index over January 2015 to December 2024. Data are analyzed using the Vector Error
Correction Model, supplemented by Impulse Response Function and Forecast Error Variance
Decomposition over a 24-month horizon. The Johansen cointegration test confirms multiple
stable long-run equilibrium relationships among all variables, indicating that the MSCI
Indonesia Index is structurally co-determined by all four macroeconomic forces and cannot
deviate from them permanently. A statistically significant error correction mechanism is
identified, indicating that the index adjusts rapidly back toward its long-run equilibrium
following any deviation, consistent with the high information-processing capacity of its
predominantly institutional investor base. In the short run, global risk sentiment exerts a
persistent multi-period suppressive effect on the index, while exchange rate depreciation
transmits negatively through the currency risk channel. The Federal Funds Rate produces a
counterintuitive positive short-run response attributable to the index's commodity and banking
sector composition, with its full contractionary effect materializing only after a meaningful
delay. Forecast error variance decomposition reveals that global risk sentiment dominates the
long-run structural equilibrium, while the domestic government bond yield emerges as the
largest exogenous contributor to medium-to-long-run forecast uncertainty, operating through a
portfolio substitution channel that deepens progressively over time.

Keywords: Federal Funds Rate, MSCI Indonesia, USD/IDR Exchange Rate, VECM,
VIXCLS


mailto:22011010138@student.upnjatim.ac.id

	ANALYSIS OF THE EFFECT OF THE FED FUNDS RATE, VIXCLS, EXCHANGE RATE, AND INDONESIAN GOVERNMENTBONDS ON THEMSCI INDONESIA INDEX
	FOREWORD
	LIST OF CONTENT
	LIST OF FIGURES
	LIST OF TABLE
	LIST OF APPENDIX
	ANALYSIS OF THE EFFECT OF THE FED FUNDS RATE, VIXCLS, EXCHANGE RATE, AND INDONESIAN GOVERNMENT BONDS ON THE MSCI INDONESIA INDEX
	ABSTRACT

