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THE UNITED STATES’ MONETARY POLICY SPILLOVER EFFECT AGAINST RUPIAH -US
DOLLAR EXCHANGE DURING USA — CHINA TRADE WAR

ABSTRACT

The United States (US) and China trade war has resulted in global economic crisis. This causes spillover
effects to other countries due to the policies imposed by the two big countries. The objective of the research
is to analyze the impact of Fed Fund Rate, as the monetary policy of the US, as well as other variables on
the Rupiah -US Dollar Exchange Rate. The method used in this analysis is the Error Correction Model with
time series data with period of 22 March 2018 — 16 January 2020. The result indicates that in the long run
the depreciation of Rupiah -US Dollar exchange rate is influenced by the increase of Fed Fund Rate, while
there is no impact of Fed Fund Rate on Rupiah -US Dollar Exchange Rate in the short run. The results
suggest that the US monetary policy during the trade war in form of the increase of Fed Fund Rate in long
run has resulted spillover effect in Indonesia i.e., the depreciation of the Rupiah — US Dollar exchange
rate.

Keywords: Rupiah, The FED, Trade War, Error Correction Model

INTRODUCTION According to the Bank of Indonesia (2015), the

. . . international spillover transmission that affects a
Bank of Indonesia assigns the monetary policies to

o . . country is because of the existence of monetary
prioritize the economic stability to control the

policies in a developed country to multiple channels.
exchange rate. The exchange rate movements are

. . The first channel is portfolio rebalancing the global
getting severe to the monetary policymakers to

. . i . economy. The monetary policies in developed
monitor and control, especially the relations with the y y P P

. . countries attract investors to turn their assets from a
factor that influence the exchange rate fluctuation.

) rowth country to a developed country with lower
The external factor can be a spillover effect through g y P y

. risk. The second channel is through the global
the condition of the external economy related to

i financial market. The combination of liquidity
other countries.

channel, asset price also risk-taking channel, where

The spillover is the externalities through the
economic activity that indirectly influence each
other. According to Angelucci and Maro (2015),
there are four spillover effects: externalities, social
context effects, and

interaction, equilibrium

equilibrium effects.

the normalization of monetary policies will decrease
the global liquidity, and the interest rate in a
developed country will increase. Thirdly, the
exchange rate channel is the policies in a developed
country that will influence the exchange rate in

growth countries. Therefore, this could drive



speculation, which affects the amount and volatility
of capital flows.

Through the three-spillover transmission channel
above, the depreciation of the Rupiah exchange rate
during the United States-China Trade War was
suspect to occur due to the policies in developed
countries that influenced the fluctuations in the
Rupiah exchange rate mentioned in the third channel
of spillover transmission. External factors triggered
the spillover effect of the economic recession in the
form of global pressure.

The trade war situation made The FED carry out a
policy by increasing the Fed Funds Rate (FFR)
benchmark interest rate. This instrument benefits the
United States because it triggers capital outflows
from emerging markets to the United States of

America.

The monetary policy carried out by Central Banks in
developed countries, the United States Central
Bank, the Federal Reserve has affected global
interest rates. One of The FED's steps to maintain
the stability of the United States economy is to
control the interest rates. However, the changes in
the FED's interest rates affect the interest rates of
other countries, as stated by Priola, Lorenzini,
Giacomo, and Zicchino (2020) that the FED has

influenced the other central banks.

Through research done by Caceres, Carriere, Demir,
and Gruss (2016), the central bank, which pegs the
US dollar currency, also increases the interest rates
when the Fed carries out the normalization policies

which will affect global economic shocks. The

increase in the FED interest rate or the Fed Fund
Rate throughout 2018 can be seen in Figure 1.
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Figure 1. Fed Funds Rate 2018
Source: Federal Reserve.gov (2020)

The data shows the increase of the FED interest rate
throughout 2018. The increase occurred four times,
namely in March the FED for the first time in 2018,
1.42 percent to 1.75 percent. The second increase
occurred in June 1.75 percent to 2.00 percent, the
third increase occurred in September 2.00 percent to
2.25 percent, and the fourth increase happened at the
end of 2018, namely in December 2.25 percent to
2.50 percent. In addition to triggering exchange rate
depreciation in emerging market countries, the
increase in The FED's interest rate has resulted in
foreign investors shifting from emerging markets

because they are considered less risky.

As a superpower country, the United States has a
more stable currency (dollar) than the developing
countries because the dollar is classified as a
dominant currency or hard currency. In the forex
is also considered the most
80% of

transactions use USD. The United States currency is

world, a dollar

influential currency, where almost

deemed to be essential for global economic players,



so that the price index in the United States became a
concern for the occurrence of the trade war. The
changes of the Dow Jones Industrial Average's
(DJIA) stock price, which is increasing, will reduce
the number of foreign investors to invest in
Indonesia, which will cause the demand for the
dollar to rise. The Dow Jones Average index is

shown in figure 2.
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Figure 2. The Dow Jones Average Index
Source : Investing.com (2020)

Figure 2 shows a decrease that occurred around mid-
August 2018 until the end of 2018. Then another
collapse occurred around December 2019 to April
2020 amid the Trade War between the United States
and China. A reasonably visible decrease in the
graph occurred at the end of 2018, specifically in
December around 21,792.20 until the beginning of
2019, which was around January.

Donald Trump, the United States President, has
signed a memorandum on March 22, 2018,
responding to China's trades that are considered
unfair practices. According to research by Kim and
Nguyen (2008), news about the FED interest rate
can indirectly affect other markets that indicate the

information on the announcement of the FED's

target interest rate helps reduce the level of trust
among the market's participants.

After Donald Trump, the President, raised the tariffs
and restricted the United States' access to China,
Chinese assets were affected. These conditions
burdened the economy and pressured the corporate
earnings performance in China. As the trade war's
executors, China's stock index is also concerned.
One of the stock indexes in China that were affected
is the Shanghai Index. Liu's research (2020) said that
the Chinese stock market deteriorated and was
influenced by the trade war. The level index of
Shanghai dropped. The Shanghai index posted the
worst performance globally, where the index
weakened to 24.6 percent, which can be seen in
Figure 3.
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Figure 3. 2018 Shanghai Index
Source : Investing.com (2020)

In Figure 3, there is a graph of the Shanghai Index
for the period April 2018 to April 2019. The chart
shows a downward trend in the index from the end
of 2018 to 2019. In 2018 China played a role in the
Trade War with the United States, where the most

significant stock index in Asia fell due to the trade



war. The average daily transaction on the China
Stock Exchange experienced a decline in 2018 4.

As a partner of the two countries, Indonesia is
affected by the policies issued by the two countries.
Indonesia Stock Market (JCI) in 2018-2019 also
experienced a decline due to the United States-
China Trade War. Investors often use this Indonesia
Stock Market to determine when investors can add
funds to a company or even withdraw funds or sell
shares. So, the JCI is an essential consideration for
investors. The decreasing index can be shown in

Figure 4.
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Figure 4. Indonesia Stock Market (JCI)
Source : ihsg-idx.com (2020)

In the graph shown in Figure 4, we can see that the
JCI also fluctuated. Stock prices in Indonesia also
experienced a level decrease. The decline was below
the 6,000 marks, triggered by the sentiment of the
United States' trade war with China. A downward
line is shown around March 2018 to November 2018
and around March 2019 to July 2019. JCI is an
indicator of the economy in Indonesia. When the JCI
improves, the Indonesian economy is indicated to be

improving and vice versa. The decline in the JCI is

an essential concern for the depreciation of the
Rupiah against the Dollar during the United States-
China trade war.

Bank Indonesia, as the central bank that carries out
monetary policy, also balances the economic
conditions from the policies carried out by The FED.
The Bl 7 Days RR exchange rate mechanism will
encourage an increase in the difference between
domestic interest rates and foreign interest rates.
They expected that this difference would encourage
foreign capital inflows with the ultimate goal of
achieving an appreciation of the Rupiah exchange
rate. Bank Indonesia, through the Bl 7 Days RR also
raised interest rates, which can be seen in Figure 5.
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Figure 5. Bl 7 Days RR 2018
Source : Bank Indonesia (2020)

Figure 5 shows an increase in the trend five times,
the increase occurred in May 2018 from 4.25
percent to 4.50 percent, in June 2018 from 4.50
percent to 5.25 percent, in August 2018, it was
initially 5.25 percent to 5.50 percent, in September
from 5.50 percent to 5.75 percent. Lastly, there was
an increase in November 2018 which was initially

5.75 percent to 6.00 percent.



Changes in interest rates between two currencies can
cause a carry trade, a trading system that prioritizes
profit from interest rate differences (Galati, G.,
Heath, A., and McGuire, P. 2007). According to
Jang and Ogaki (2001), the effect of US monetary
policy on domestic exchange rates when the FED
raises interest rates will appreciate in the long run

and depreciate in the short time.

The global economic turmoil that has occurred for
some time has brought the trend of the Rupiah
exchange rate to fluctuate and cause price changes,

as shown in Figure 6.
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Figure 6. The exchange rate of the Rupiah
against the Dollar in 2018-2020

Source : Bank Indonesia (2020)

Through this trend, there was a decrease in the
exchange rate of the Rupiah against the Dollar
throughout 2018. The change in the United States
against the US Dollar shows the weakening of the
Rupiah against the USD, even reaching Rp.
15,253.00 on October 11, 2018. At the same time,
this trend had increased since 2018 when the Trade
War began, and the Federal Reserve has raised its

benchmark interest rate several times.

Based on these conditions, the researchers are
interested in studying and further analyzing the
fluctuations in the Rupiah exchange rate during the
United States-China Trade War.

PREVIOUS RESEARCH

According to Bank Indonesia, based on the
theory of spillover transmission, the third path
theory states that the exchange rate channel is
caused by tightening monetary policy in developed
countries, which causes exchange rate depreciation
in developing countries. The United States-China
trade war has resulted in the two trade war players
carrying out various monetary policies. These
policies have a spillover effect on surrounding

countries, especially developing countries.

In Purwanti's research (2018), the Fed Fund
Rate has a long run effect on the Rupiah/USD
Exchange Rate. As a trade war country, the stock
price index in the United States has also decreased.
According to research by Tsagkanos and
Siriopoulos (2013), there is a relationship between
the Dow Jones Index and the exchange rate. Both are

in the long run and in the short time.

The Shanghai index experienced the worst
bookkeeping in 2018 when the trade war between
the United States and China occurred. The Shanghai
Index is an index of China, which is a rival to the US
for the Trade War. Research by Tsagkanos and
Siriopoulos (2013) shows a causal relationship

between stock prices and exchange rates.

As a partnership between the perpetrators of

the trade war, Indonesia experienced fluctuations in



the Composite Stock Price Index (JCI) throughout
2018. The JCI is an indicator of whether the
economy is good or bad in Indonesia.

Through the Bl 7 Days RR mechanism to
offset the increase in the FED interest rate, the BI 7
Days RR increased throughout 2018. According to
Charef and Ayachi (2018), there is a significant
relationship between the exchange rate and the

difference in interest rates.
RESEARCH METHODS

This study using secondary data, and the type of
research used is quantitative research. The data used
are the Rupiah exchange rate against the United
States Dollar, Fed Fund Rate, Dow Jones Index,
Shanghai Index, JCI, BI 7 Days RR in the period 22
March 2018 — 16 January 2020. Secondary data was
obtained from Bank Indonesia, Federal Reserve,
Investing .com, and ihsg-idx.com. The data
processing technique uses the Error Correction
Model (ECM) method to see the effect of the
dependent variable on the independent variable in

the short and long run.
RESULTS AND DISCUSSION
Research result

1. Measurement of Error Correction Model
(ECM)

Grangers Representation Theory explained that
if the relationship between two variables X and Y
are cointegrated, their relationship can be included
as the ECM in the Error Correction Model analysis,

which aims to bind short run values in the long run

(Febriana and Mugorobbin, 2014). Before
regression with the ECM test, the first step that
should be done is to perform a stationary test. The

tests are as follows
A. Data Stationarity Test

The variable testing on the Fed Fund Rate

level, Dow Jones Index, Shanghai Index,
Indonesia Stock Market Index, and Bl 7 Days
RR is not stationary. At the 1st difference, level
test the Fed Fund Rate variable, Dow Jones
Index, Shanghai Index, Composite Stock Price
Index, and Bl 7 Days RR is known to be
stationary, where the probability value of all
variables is below 0.10. So after getting
stationary results on the first difference, it can

be continued to test long run estimates.
B. Long Run Estimate

The results of the long run estimation test
show that the probability value of the F-statistic
is known to be 0.00000, which is smaller than
the alpha value of 0.10. Moreover, the
probability value of each variable is the Fed
Fund Rate probability value of 0.00040 with a
coefficient value of 274.9069. The Shanghai
Index probability value of 0.0785 with a
coefficient value of -0.227014. JCI probability
value of 0.0000 with a coefficient value of -
1.254952. LBI 7 Days RR probability value of
0.0000 with a coefficient value of 272.1114. It
has a probability value below the alpha value of
10% (0.10). The Fed Fund Rate, Shanghai
Index, JCI, and Bl 7 Days RR variables



significantly affect the Rupiah/USD exchange

rate variable.

Meanwhile, the value of the Dow Jones
Index variable has a probability value of 0.7049
with a coefficient value of 274.9069. So, the
probability value of the Dow Jones Index
variable is above the critical value of 10%
(0.10), the Dow Jones Index variable has no
significant effect on the Rupiah/USD exchange

rate variable.
C. Cointegration Test

This study uses the Augmented Dicker
Fulley Test method on residual data, with the
results showing the probability value. 0.0000,
which means less than 0.10, implies that the
Rupiah/USD Exchange Rate, Fed Fund Rate,
Dow Jones Index, Shanghai Index, JCI, and Bl
7 Days RR are cointegrated so that the test can

proceed to the estimation of short run equations.
D. Short run Estimation

The short run estimation results show that
only the domestic variables, namely the JCI and
Bl 7 Days RR, affect the Rupiah/USD Exchange

rate variable in the short run.

According to Ahmed and Delin (2019), by
Granger's theory, significant ECT has a negative
sign. The short run equation model has an ECT
probability value of 0.0903 which means it is
essential at an alpha level of 0.10 with a
coefficient value of 0.091901.

E. Coefficient of Determination

Based on the results of data processing in
the long run and short run. The value of R?, in
the long run, is 0.770388. In a long time, the set
of variations of the X variable can explain the
interpretation of the Y variable by 77 percent. In
contrast, the rest is explained by variations of
other variables not used in the study. More
specifically, in the long run, the Fed Fund Rate,
Dow Jones Index, Shanghai Index, JCI, and BI
7 Days RR variables can explain the
Rupiah/USD Exchange Rate by 77%. In
contrast, the remaining 23% is explained by

other variables not used in the analysis study.

In the short run, the value of R?is 0.101386.
In a short time, the set of variables X can explain
the variation of variable Y by 10 percent, while
the rest is explained by variations of other
variables that are not used in the study. More
specifically, it means that in the short run, the
Fed Fund Rate, Dow Jones Index, Shanghai
Index, JCI, and Bl 7 Days RR can explain the
Rupiah/USD Exchange Rate by 10 percent. In
contrast, the remaining 90 percent is explained

by other variables not used in the analysis study.

2. Classical Assumption Test
A. Data Normality Test

The normality test has a probability value of
0.00000 or less than the alpha value of 0.10. So,
that shows that the data used in the ECM model
is not normally distributed. Central Limit
Theory or Central Limit Theory is a theory that
says that if in a study with a large sample, the

sample distribution will approach the normal



distribution. So the data will be normally
distributed when the number of samples

increases.
B. Autocorrelation Test

Since this study uses multiple linear
regression OLS (Ordinary Least Square), there
is an autocorrelation problem using the
Covarian Method, namely HAC (Newey-west),
where all the estimated coefficients are immune
to autocorrelation violations. Hari and Brorsen
(2002) research stated that HAC could help
solve autocorrelation and heteroscedasticity in

hypothesis testing that has overlapping data.
C. Multicollinearity Test

The results of the multicollinearity test
between the independent variables obtained that
the Centered VIF value of the Fed Fund Rate,
Dow Jones Index, Shanghai Index, JCI, and BI
7 Days RR is less than 10, so it can be stated that

there is no multicollinearity problem.
D. Heteroscedasticity Test

The  results of  processing the
heteroscedasticity —test data with the
Heteroskedasticity ~ Test:  Breusch-Pagan-
Godfrey test and in the estimation, the
researcher uses the Covariant Method, namely
HAC (Newey-west) where the wvalue of
probability indicates the p-value chi-square (6)
in Obs*R- Squared is equal to 0.1086. Because
the p-value is 0.1086 > 0.10, then HO is

accepted, which means that the regression

model does not have heteroscedasticity
symptoms.

Discussion
1. Interpretation of Regression Results

The influence of each factor that affects the
Rupiah/USD Exchange Rate includes the Fed Fund
Rate, Dow Jones Index, Shanghai Index, JCI, and BI

7 Days RR are as follows:

A. The Effect of the Fed Funds Rate on the
Rupiah/USD Exchange Rate

Based on the regression analysis of the
ECM model, the short run regression results of
the Fed Fund Rate variable have no significant
effect on the Rupiah/USD exchange rate, and
the coefficient value is 21,59335. Meanwhile,
the results of long run regression of the Fed
Fund Rate variable have a significant effect on
the Rupiah/USD Exchange rate variable with a
coefficient value of 274.9069. So, if there is an
increase in the Fed Fund Rate variable by 1%,
the Rupiah/USD Exchange Rate will increase
by 274.9 Rupiah. The increase in the Fed Fund
Rate variable is an increase in the amount of the
exchange rate, which means there is a

depreciation in the exchange rate.

In the long run, the increasing Fed Fund
Rate will cause depreciation or weakening of the
Rupiah exchange rate against the United States
Dollar. This study supports the research
conducted by Purwanti, D. (2018), showing the

research results. In the short run, the FED rate



does not significantly affect the Rupiah/USD
exchange rate, while in the long run, the interest
rate has a significant effect on the Rupiah/USD
exchange rate. The FED interest rate does not
affect the Rupiah exchange rate against the
United States Dollar in the short run. So, when
certain external economic conditions occur,
Bank Indonesia, as the central bank, participates
in adjusting the economic conditions in
Indonesia. When The FED increased its interest
rate, Bank Indonesia made efforts to keep
capital from moving from Indonesia to the
United States. Suppose the domestic interest
rate is higher in the long run compared to
foreign interest rates. In that case, it will attract
foreign investors to invest their capital in
Indonesia, hoping that they will receive high
profits and vice versa when domestic long run
interest rates tend to be lower. From abroad,
there will be a tendency for Capital Outflow to

occur.

B. . The Influence of the Dow Jones Average
on the Rupiah/USD Exchange Rate

The Dow Jones Index data processing in the
short run results have no significant effect on the
Rupiah/USD exchange rate and have a negative
value of -0.043872. The results of the long run
regression of the Dow Jones Index also have no
significant effect on the Rupiah/USD exchange

rate with a coefficient value of 0.007355.

In the short run, fluctuations in the Dow
Jones Index do not affect the Rupiah/USD

exchange rate value. That fact is supported by

the research of Suriani et al. (2015), the results
of the Granger Causality test support that there
is no relationship between the exchange rate and
stock prices. In the mean times, the Dow Jones
Index does not affect the Rupiah/USD
Exchange Rate. However, it does not rule out
the possibility that when foreign stock prices are
more attractive than stock prices in Indonesia, it
will attract investors domestically and abroad.
So, when that happens, the flow of funds will
run out and affect economic conditions in

Indonesia.

This study contradicts Tsagkanos and
Siriopoulos's (2013) research results in that
study, which showed a causal relationship
between stock prices and exchange rates in the
long run and short run. However, this study
aligns with Dewanto's research (2014) that the
Dow Jones Industrial Average does not
significantly affect Indonesia when subprime
mortgages erode stock prices in America. The
most affected subprime mortgages are banking
stocks in Australia, Singapore, Taiwan, China,

or India.

C. The Effect of the Shanghai Index on the
Rupiah/USD Exchange Rate

Based on the regression analysis of the
ECM model, in the short run, the Shanghai
index variable has no significant effect on the
Rupiah/USD exchange rate, and the coefficient
value is 0.167452. While in the long run, the
Shanghai Index has a negative and significant

effect on the Rupiah/USD exchange rate with a



coefficient value of -0.227014. So, when the
Shanghai Index variable increases by 1%, the
exchange rate variable will decrease by 0.227
Rupiah. The decrease in the Rupiah exchange
rate against the United States Dollar, in this
case, is a reduction in the amount of the
exchange rate, which means there is an
appreciation  or  strengthening of the
Rupiah/USD exchange rate. The results of the
short run estimation of the Shanghai Index do
not affect the Rupiah/USD exchange rate.
However, long run estimation has a significant
effect and other independent variables on the

Rupiah/USD exchange rate.

The condition of the world economy,
especially the United States and China, is
experiencing tension due to the trade war. The
Shanghai index is one of the indices whose
movements are watched by investors. The trade
war some time ago triggered the emergence of
economic problems that impacted the
fluctuations in the Rupiah/USD exchange rate.
Investors will keep stock assets in countries
whose currencies are not susceptible to
fluctuations during global economic turmoil.
This condition resulted in the decline in stock
prices in developing countries, which became a

competition for stock prices between countries.

Indonesia is a trading partner of China, so
conditions that occur in China can impact
conditions in Indonesia. The Shanghai Index, as
an indicator of China's economic condition, is

still relatively safe in the midst of the trade war

between the United States and China. In the long
run, the increase in the Shanghai Index affects
the Rupiah/USD Exchange Rate. Capital
inflows in the form of portfolio investments are
more prone to the risk of instability, so solid and
responsive economic fundamentals are needed
to maintain the Rupiah/USD Exchange Rate to

prevent depreciation.

D. The Effect of the Composite Stock Price
Index on the Rupiah/USD Exchange Rate
Based on the results of ECM calculations in

the short run, the Composite Stock Price Index

has a negative and significant effect on the

Rupiah/USD Exchange Rate. The estimation

shows the JCI coefficient value of -0.358604. So

it can be concluded that for every 1% increase
in the JCI, the Rupiah/USD Exchange Rate
value will decrease by 0.358 Rupiah. The long
run regression results also show a significant

Composite Stock Price Index variable against

the Rupiah/USD Exchange Rate with a

coefficient of -1.234952. That means that when

the Composite Stock Price Index variable
increases by 1%, the Rupiah/USD Exchange
rate variable will decrease by 1.23 Rupiah. The

decrease in short run and long run results is a

reduction in the Rupiah/USD Exchange Rate

value, which means an appreciation or
strengthening of the Rupiah/USD Exchange

Rate.

The Composite Stock Price Index
influences the attitude of investors on whether
to buy, hold or sell their shares. As an indicator

of the economy in Indonesia, when stock prices



increase, it indicates that the economic
conditions in Indonesia are improving. If there
is a decline, it indicates that the economic
condition in Indonesia is not good.

According to Haryanto's research (2020),
there is a negative and significant relationship
between the Composite Stock Price Index and
the Rupiah/USD Exchange Rate. When the
Composite Stock Price Index increases, capital
inflows into Indonesia will strengthen the
Rupiah/USD exchange rate. This inflow of
capital will strengthen the capital market and
positively impact the domestic economy, so the
demand for domestic currency will increase and
appreciate the Rupiah/USD exchange rate. The
data aligns with Lee's (2007) research that
managing a healthy stock market must maintain
exchange rate stability.

E. The Influence of Bl 7 Days RR on the
Rupiah/USD Exchange Rate

The Bl 7 Days RR test results in the short
run show a probability value of 0.0002 and a
coefficient value of 116.8727. So, it can be said
that the Bl 7 Days RR variable has a significant
effect on the Rupiah/USD exchange rate
because it has a probability value smaller than
the alpha value of 0. ,10. That also means if
there is an increase in the Bl 7 Days RR of 1%,
the Rupiah/USD Exchange Rate value will
increase by 116.8727 Rupiah, assuming all
other variables are fixed. The long run
regression results have a significant effect with
a coefficient of 272.1114. So, when the Bl 7

Days RR variable increases by 1%, the
Exchange Rate/USD variable strengthens by
272.1 Rupiah. The increase in the short and long
run is the addition of the Rupiah exchange rate
against the United States Dollar or depreciation.
Therefore, this study proves that every 7 Days
RR increase in Bl causes the Rupiah/USD
Exchange Rate to depreciate. This research is
not in line with Charef's (2018), which says that
any increase in domestic interest rates will
encourage the appreciation of the domestic
exchange rate because the demand for local

currency increases.

The results of this study are also
strengthened by the research of Kemu and lka
(2016) regarding the 7 Days RR BI
Transmission as an Instrument to achieve
Monetary Policy targets, stating that the rise and
fall of deposit and credit interest rates will
reduce and increase the money supply in the
community. In terms of the exchange rate, this
will cause the exchange rate of the Rupiah to
rise and fall against foreign currencies. The
implication can have an impact on the ups and
downs of exports and imports. Only at the final
stage of the Bl 7 Days RR transmission will it
touch the ups and downs of inflation, economic
growth, employment opportunities, and the

balance of payments.

This study also agrees with the Flexible
Price Monetary Model theory and the
International Fisher Effect Theory, which states

that when domestic interest rates rise against



foreign interest rates, it will cause depreciation.
The International Fisher Effect Theory assumes
that nominal interest rates are the same as actual
interest rates. Rising interest rates reflect high
inflation expectations. Inflation represents that
the price of domestic products is much higher,
so they tend to import at a lower price because
the high import results in higher demand for
foreign currency because payments are made in
foreign currencies, causing the depreciation of
the Rupiah/USD.

In this study, the authors support Daulay et
al. (2013)

exchange rate or exchange rate requires a time

research, which says that the

lag or time to respond to changes in monetary
policy. Each variable can contribute to
influencing exchange rate fluctuations both in
the long and short run. However, in the short
run, the only variables that significantly affect
the Rupiah/USD exchange rate are the domestic
variables, namely the composite stock price
index and Bl 7 Days RR. In contrast, the Fed
Fund Rate, Dow Jones Index, and Shanghai

Index variables have no significant effect.
CONCLUSION

The results of the study using the Error
Correction Model method from research on the
Spillover Effect of US Monetary Policy on the
Rupiah exchange rate against the United States
Dollar during the United States-China Trade War,
namely the Fed Fund Rate variable in the short run
is not significant to the Rupiah/USD exchange rate

but in the short run significant long run against the

Rupiah/USD exchange rate. The Dow Jones Index
the
Rupiah/USD Exchange Rate both in the long run

variable has no significant effect on
and short run. The Shanghai Index variable has a
significant long run effect on the Rupiah/USD
exchange rate. The Composite Stock Price Index
variable has an effect in the short and long run.
Suggestions from this research are to pay attention
to the Fed Fund Rate variable. Solid and responsive
economic fundamentals are needed to maintain the
Rupiah/USD Exchange Rate, for the Dow Jones
Index Variables do not need to be considered. By
paying attention to the increase in the Shanghai
Index variable to keep the Rupiah exchange rate
appreciated. Manage the stability of the Index value
Healthy Composite Stock Price. To encourage the
stability of the Rupiah Exchange, Pay attention to
the increase in Bl 7 Days RR to maintain the
Rupiah/USD exchange rate so that there is no

depreciation.
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THE UNITED STATES” MONETARY POLICY SPILLOVER EFFECT AGAINST RUPIAH -US
DOLLAR EXCHANGE DURING USA — CHINA TRADE WAR

ABSTRACT

The United States (US) and China trade war has resulted in global economic crisis. This causes spillover
effects to other countries due to the policies imposed by the two big countries. The objective of the
research is to analyze the impact of Fed Fund Rate, as the monetary policy of the US, as well as other
variables on the Rupiah -US Dollar Exchange Rate. The method used in this analysis is the Error
Correction Model with time series data with period of 22 March 2018 — 16 January 2020. The result
indicates that in the long run the depreciation of Rupiah -US Dollar exchange rate is influenced by the
increase of Fed Fund Rate, while there is no impact of Fed Fund Rate on Rupiah -US Dollar Exchange
Rate in the short run. The results suggest that the US monetary policy during the trade war in form of the
increase of Fed Fund Rate in long run has resulted spillover effect in Indonesia i.e., the depreciation of
the Rupiah — US Dollar exchange rate.

Keywords: Rupiah, The FED, Trade War, Error Correction Model

INTRODUCTION According to the Bank of Indonesia (2015), the

i ) . international spillover transmission that affects a
Bank of Indonesia assigns the monetary policies to

— . - country is because of the existence of monetary
prioritize the economic stability to control the
policies in a developed country to multiple
exchange rate. The exchange rate movements are
i . channels. The first channel is portfolio rebalancing
getting severe to the monetary policymakers to
i . i i the global economy. The monetary policies in
monitor and control, especially the relations with

that developed countries attract investors to turn their

the factor influence the exchange rate

i i assets from a growth country to a developed
fluctuation. The external factor can be a spillover

country with lower risk. The second channel is

the The

combination of liquidity channel, asset price also

effect through the condition of the external

through global financial market.

economy related to other countries.

The spillover is the externalities through the
economic activity that indirectly influence each
other. According to Angelucci and Maro (2015),
there are four spillover effects: externalities, social
context effects, and

interaction, equilibrium

equilibrium effects.

43

risk-taking channel, where the normalization of

monetary policies will decrease the global

liquidity, and the interest rate in a developed
country will increase. Thirdly, the exchange rate
channel is the policies in a developed country that
will rate

influence the exchange in growth
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countries. Therefore, this could drive speculation,
which affects the amount and volatility of capital

flows.

Through the three-spillover transmission channel
above, the depreciation of the Rupiah exchange
rate during the United States-China Trade War was
suspect to occur due to the policies in developed
countries that influenced the fluctuations in the
Rupiah exchange rate mentioned in the third
channel of spillover transmission. External factors
triggered the spillover effect of the economic

recession in the form of global pressure.

The trade war situation made The FED carry out a
policy by increasing the Fed Funds Rate (FFR)
benchmark interest rate. This instrument benefits
the United States because it triggers capital

outflows from emerging markets to the United

The monetary policy carried out by Central Banks
in developed countries, the United States Central
Bank, the Federal Reserve has affected global
interest rates. One of The FED's steps to maintain
the stability of the United States economy is to
control the interest rates. However, the changes in
the FED's interest rates affect the interest rates of
other countries, as stated by Priola, Lorenzini,
Giacomo, and Zicchino (2020) that the FED has
influenced the other central banks.

Through research done by Caceres, Carriere,
Demir, and Gruss (2016), the central bank, which
pegs the US dollar currency, also increases the
interest rates when the Fed carries out the
normalization policies which will affect global
economic shocks. The increase in the FED interest

rate or the Fed Fund Rate throughout 2018 can be

. seen in Figure 1.
States of America.
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Figure 1. Fed Funds Rate 2018
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Source: Federal Reserve.gov (2020)

The data shows the increase of the FED interest
rate throughout 2018. The increase occurred four
times, namely in March the FED for the first time
in 2018, 1.42 percent to 1.75 percent. The second
increase occurred in June 1.75 percent to 2.00
percent, the third increase occurred in September
2.00 percent to 2.25 percent, and the fourth
increase happened at the end of 2018, namely in
December 2.25 percent to 2.50 percent. In addition
to triggering exchange rate depreciation in
emerging market countries, the increase in The
FED's interest rate has resulted in foreign investors
shifting from emerging markets because they are

considered less risky.

[Andryan Setyadharma, Anisa Rahmawati,, Anisa Rahmawati]

As a superpower country, the United States has a
more stable currency (dollar) than the developing
countries because the dollar is classified as a
dominant currency or hard currency. In the forex
is also considered the most
80%
transactions use USD. The United States currency

world, a dollar

influential currency, where almost of
is deemed to be essential for global economic
players, so that the price index in the United States
became a concern for the occurrence of the trade
war. The changes of the Dow Jones Industrial
Average's (DJIA) stock price, which is increasing,
will reduce the number of foreign investors to
invest in Indonesia, which will cause the demand
for the dollar to rise. The Dow Jones Average

index is shown in figure 2.
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Figure 2. The Dow Jones Average Index
Source : Investing.com (2020)

Figure 2 shows a decrease that occurred around
mid-August 2018 until the end of 2018. Then
another collapse occurred around December 2019
to April 2020 amid the Trade War between the

45

United States and China. A reasonably visible
decrease in the graph occurred at the end of 2018,
specifically in December around 21,792.20 until

the beginning of 2019, which was around January.

Donald Trump, the United States President, has
signed a memorandum on March 22, 2018,

responding to China's trades that are considered
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unfair practices. According to research by Kim and
Nguyen (2008), news about the FED interest rate
can indirectly affect other markets that indicate the
information on the announcement of the FED's
target interest rate helps reduce the level of trust
among the market's participants.

After Donald Trump, the President, raised the
tariffs and restricted the United States' access to
China,
conditions burdened the economy and pressured

Chinese assets were affected. These

the corporate earnings performance in China. As
the trade war's executors, China's stock index is
also concerned. One of the stock indexes in China
that were affected is the Shanghai Index. Liu's
research (2020) said that the Chinese stock market
deteriorated and was influenced by the trade war.
The
Shanghai index posted the worst performance

level index of Shanghai dropped. The
globally, where the index weakened to 24.6

percent, which can be seen in Figure 3.

SHANGHAI INDEX

Apr-18 May-18 Jun-18 Jul-18 Aug-18 Sep-18 Oct-18 Nov-18 Dec-18 Jan-19 Feb-19 Mar-19 Apr-19

Figure 3. 2018 Shanghai Index
Source : Investing.com (2020)

In Figure 3, there is a graph of the Shanghai Index
for the period April 2018 to April 2019. The chart
shows a downward trend in the index from the end
of 2018 to 2019. In 2018 China played a role in the
Trade War with the United States, where the most
significant stock index in Asia fell due to the trade
war. The average daily transaction on the China

Stock Exchange experienced a decline in 2018 4.

As a partner of the two countries, Indonesia is
affected by the policies issued by the two countries.
Indonesia Stock Market (JCI) in 2018-2019 also
experienced a decline due to the United States-
China Trade War.

Indonesia Stock Market to determine when

Investors often use this

investors can add funds to a company or even
withdraw funds or sell shares. So, the JCI is an
for investors. The

essential  consideration

decreasing index can be shown in Figure 4.
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INDONESIA STOCK MARKET
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Figure 4. Indonesia Stock Market (JCI)
Source : ihsg-idx.com (2020)

In the graph shown in Figure 4, we can see that the
JCI also fluctuated. Stock prices in Indonesia also
experienced a level decrease. The decline was
below the 6,000 marks, triggered by the sentiment
of the United States' trade war with China. A
downward line is shown around March 2018 to
November 2018 and around March 2019 to July
2019. JCI is an indicator of the economy in
Indonesia. When the JCI improves, the Indonesian
economy is indicated to be improving and vice

versa. The decline in the JCI is an essential concern
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22-Feb-19
22-Mar-19
22-Apr-19
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22-Jul-19
22-Aug-19
22-Sep-19
22-Oct-19
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the
Dollar during the United States-China trade war.

for the depreciation of Rupiah against the

Bank Indonesia, as the central bank that carries out
monetary policy, also balances the economic
conditions from the policies carried out by The
FED. The Bl 7 Days RR exchange rate mechanism
will encourage an increase in the difference
between domestic interest rates and foreign interest
rates. They expected that this difference would
encourage foreign capital inflows with the ultimate
goal of achieving an appreciation of the Rupiah
exchange rate. Bank Indonesia, through the Bl 7
Days RR also raised interest rates, which can be

seen in Figure 5.

Bl 7 DAYS RR

ORNWAUION
7
7
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Figure 5. Bl 7 Days RR 2018
Source : Bank Indonesia (2020)

Figure 5 shows an increase in the trend five times,
the increase occurred in May 2018 from 4.25
percent to 4.50 percent, in June 2018 from 4.50
percent to 5.25 percent, in August 2018, it was
initially 5.25 percent to 5.50 percent, in September
from 5.50 percent to 5.75 percent. Lastly, there was
an increase in November 2018 which was initially

5.75 percent to 6.00 percent.

Changes in interest rates between two currencies

can cause a carry trade, a trading system that

RUPIAH

15,500.00
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Figure 6. The exchange rate the

against the Dollar in 2018-2020
Source : Bank Indonesia (2020)

Through this trend, there was a decrease in the
exchange rate of the Rupiah against the Dollar
throughout 2018. The change in the United States
against the US Dollar shows the weakening of the
Rupiah against the USD, even reaching Rp.
15,253.00 on October 11, 2018. At the same time,

this trend had increased since 2018 when the Trade

22-Jan-19

Rupiah  War began, and the

prioritizes profit from interest rate differences
(Galati, G., Heath, A., and McGuire, P. 2007).
According to Jang and Ogaki (2001), the effect of
US monetary policy on domestic exchange rates
when the FED raises interest rates will appreciate
in the long run and depreciate in the short time.

The global economic turmoil that has occurred for
some time has brought the trend of the Rupiah
exchange rate to fluctuate and cause price changes,

as shown in Figure 6.

22-Feb-19
22-Mar-19
22-Apr-19
22-May-19
22-Jun-19
22-Jul-19
22-Aug-19
22-Sep-19
22-Oct-19
22-Nov-19
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Federal Reserve has raised its

benchmark interest rate several times.

Based on these conditions, the researchers are
interested in studying and further analyzing the
fluctuations in the Rupiah exchange rate during the
United States-China Trade War.

PREVIOUS RESEARCH

According to Bank Indonesia, based on the

theory of spillover transmission, the third path
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theory states that the exchange rate channel is
caused by tightening monetary policy in developed
countries, which causes exchange rate depreciation
in developing countries. The United States-China
trade war has resulted in the two trade war players
carrying out various monetary policies. These
policies have a spillover effect on surrounding

countries, especially developing countries.

In Purwanti's research (2018), the Fed
Fund Rate has a long run effect on the Rupiah/USD
Exchange Rate. As a trade war country, the stock
price index in the United States has also decreased.
According to research by Tsagkanos and
Siriopoulos (2013), there is a relationship between
the Dow Jones Index and the exchange rate. Both

are in the long run and in the short time.

The Shanghai index experienced the worst
bookkeeping in 2018 when the trade war between
the United States and China occurred. The
Shanghai Index is an index of China, which is a
rival to the US for the Trade War. Research by
Tsagkanos and Siriopoulos (2013) shows a causal
relationship between stock prices and exchange

rates.

As a partnership between the perpetrators

of the trade war, Indonesia experienced
fluctuations in the Composite Stock Price Index
(JCI) throughout 2018. The JCI is an indicator of

whether the economy is good or bad in Indonesia.

Through the Bl 7 Days RR mechanism to
offset the increase in the FED interest rate, the Bl 7

Days RR increased throughout 2018. According to
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Charef and Ayachi (2018), there is a significant
relationship between the exchange rate and the
difference in interest rates.

RESEARCH METHODS

This study using secondary data, and the type of
research used is quantitative research. The data
used are the Rupiah exchange rate against the
United States Dollar, Fed Fund Rate, Dow Jones
Index, Shanghai Index, JCI, Bl 7 Days RR in the
period 22 March 2018 - 16 January 2020.
Secondary data was obtained from Bank Indonesia,
Federal Reserve, Investing .com, and ihsg-idx.com.
The data processing technique uses the Error
Correction Model (ECM) method to see the effect
of the dependent variable on the independent

variable in the short and long run.
RESULTS AND DISCUSSION
Research result

1. Measurement of Error Correction

Model (ECM)

Grangers Representation Theory explained that
if the relationship between two variables X and Y
are cointegrated, their relationship can be included
as the ECM in the Error Correction Model analysis,
which aims to bind short run values in the long run
2014).
regression with the ECM test, the first step that

(Febriana and  Mugorobbin, Before
should be done is to perform a stationary test. The

tests are as follows
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A. Data Stationarity Test

The variable testing on the Fed Fund Rate
level, Dow Jones Index, Shanghai Index,
Indonesia Stock Market Index, and Bl 7 Days
RR is not stationary. At the 1st difference,
level test the Fed Fund Rate variable, Dow
Jones Index, Shanghai Index, Composite Stock
Price Index, and Bl 7 Days RR is known to be
stationary, where the probability value of all
variables is below 0.10. So after getting
stationary results on the first difference, it can

be continued to test long run estimates.
B. Long Run Estimate

The results of the long run estimation test
show that the probability value of the F-
statistic is known to be 0.00000, which is
smaller than the alpha value of 0.10. Moreover,
the probability value of each variable is the Fed
Fund Rate probability value of 0.00040 with a
coefficient value of 274.9069. The Shanghai
Index probability value of 0.0785 with a
coefficient value of -0.227014. JCI probability
value of 0.0000 with a coefficient value of -
1.254952. LBI 7 Days RR probability value of
0.0000 with a coefficient value of 272.1114. It
has a probability value below the alpha value
of 10% (0.10). The Fed Fund Rate, Shanghai
Index, JCI, and Bl 7 Days RR variables
significantly affect the Rupiah/USD exchange

rate variable.

Meanwhile, the value of the Dow Jones

Index variable has a probability value of

0.7049 with a coefficient value of 274.90609.
So, the probability value of the Dow Jones
Index variable is above the critical value of
10% (0.10), the Dow Jones Index variable has
no significant effect on the Rupiah/USD
exchange rate variable.

C. Cointegration Test

This study uses the Augmented Dicker
Fulley Test method on residual data, with the
results showing the probability value. 0.0000,
which means less than 0.10, implies that the
Rupiah/USD Exchange Rate, Fed Fund Rate,
Dow Jones Index, Shanghai Index, JCI, and Bl
7 Days RR are cointegrated so that the test can
proceed to the estimation of short run

equations.
D. Short run Estimation

The short run estimation results show that
only the domestic variables, namely the JCI
and Bl 7 Days RR, affect the Rupiah/USD

Exchange rate variable in the short run.

According to Ahmed and Delin (2019), by
Granger's theory, significant ECT has a
negative sign. The short run equation model
has an ECT probability value of 0.0903 which
means it is essential at an alpha level of 0.10
with a coefficient value of 0.091901.

E. Coefficient of Determination

Based on the results of data processing in
the long run and short run. The value of R?, in

the long run, is 0.770388. In a long time, the
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set of variations of the X variable can explain
the interpretation of the Y variable by 77
percent. In contrast, the rest is explained by
variations of other variables not used in the
study. More specifically, in the long run, the
Fed Fund Rate, Dow Jones Index, Shanghai
Index, JCI, and Bl 7 Days RR variables can
explain the Rupiah/USD Exchange Rate by
77%. In contrast, the remaining 23% is
explained by other variables not used in the

analysis study.

In the short run, the value of RZ is
0.101386. In a short time, the set of variables X
can explain the variation of variable Y by 10
percent, while the rest is explained by
variations of other variables that are not used in
the study. More specifically, it means that in
the short run, the Fed Fund Rate, Dow Jones
Index, Shanghai Index, JCI, and Bl 7 Days RR
can explain the Rupiah/USD Exchange Rate by
10 percent. In contrast, the remaining 90
percent is explained by other variables not used

in the analysis study.

2. Classical Assumption Test
A. Data Normality Test

The normality test has a probability value
of 0.00000 or less than the alpha value of 0.10.
So, that shows that the data used in the ECM
model is not normally distributed. Central
Limit Theory or Central Limit Theory is a
theory that says that if in a study with a large
sample, the sample distribution will approach

the normal distribution. So the data will be

normally distributed when the number of

samples increases.
B. Autocorrelation Test

Since this study uses multiple linear
regression OLS (Ordinary Least Square), there
is an autocorrelation problem using the
Covarian Method, namely HAC (Newey-west),
where all the estimated coefficients are
immune to autocorrelation violations. Hari and
Brorsen (2002) research stated that HAC could
help solve autocorrelation and
heteroscedasticity in hypothesis testing that has

overlapping data.
C. Multicollinearity Test

The results of the multicollinearity test
between the independent variables obtained
that the Centered VIF value of the Fed Fund
Rate, Dow Jones Index, Shanghai Index, JCI,
and Bl 7 Days RR is less than 10, so it can be
stated that there is no multicollinearity

problem.
D. Heteroscedasticity Test

The results of  processing  the

heteroscedasticity —test data with the

Heteroskedasticity ~ Test:  Breusch-Pagan-

Godfrey test and in the estimation, the
researcher uses the Covariant Method, namely
HAC (Newey-west) where the value of
probability indicates the p-value chi-square (6)
in Obs*R- Squared is equal to 0.1086. Because

the p-value is 0.1086 > 0.10, then HO is
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accepted, which means that the regression
model does not have heteroscedasticity
symptoms.

Discussion
1. Interpretation of Regression Results

The influence of each factor that affects the
Rupiah/USD Exchange Rate includes the Fed Fund
Rate, Dow Jones Index, Shanghai Index, JCI, and
Bl 7 Days RR are as follows:

A. The Effect of the Fed Funds Rate on the
Rupiah/USD Exchange Rate

Based on the regression analysis of the
ECM model, the short run regression results of
the Fed Fund Rate variable have no significant
effect on the Rupiah/USD exchange rate, and
the coefficient value is 21,59335. Meanwhile,
the results of long run regression of the Fed
Fund Rate variable have a significant effect on
the Rupiah/USD Exchange rate variable with a
coefficient value of 274.9069. So, if there is an
increase in the Fed Fund Rate variable by 1%,
the Rupiah/USD Exchange Rate will increase
by 274.9 Rupiah. The increase in the Fed Fund
Rate variable is an increase in the amount of
the exchange rate, which means there is a

depreciation in the exchange rate.

In the long run, the increasing Fed Fund
Rate will cause depreciation or weakening of
the Rupiah exchange rate against the United
States Dollar. This study supports the research

conducted by Purwanti, D. (2018), showing the

research results. In the short run, the FED rate
does not significantly affect the Rupiah/USD
exchange rate, while in the long run, the
interest rate has a significant effect on the
Rupiah/USD exchange rate. The FED interest
rate does not affect the Rupiah exchange rate
against the United States Dollar in the short
run. So, when certain external economic
conditions occur, Bank Indonesia, as the
central bank, participates in adjusting the
economic conditions in Indonesia. When The
FED increased its interest rate, Bank Indonesia
made efforts to keep capital from moving from
Indonesia to the United States. Suppose the
domestic interest rate is higher in the long run
compared to foreign interest rates. In that case,
it will attract foreign investors to invest their
capital in Indonesia, hoping that they will
receive high profits and vice versa when
domestic long run interest rates tend to be
lower. From abroad, there will be a tendency

for Capital Outflow to occur.

B. . The Influence of the Dow Jones
Average on the Rupiah/USD Exchange
Rate

The Dow Jones Index data processing in
the short run results have no significant effect
on the Rupiah/USD exchange rate and have a
negative value of -0.043872. The results of the
long run regression of the Dow Jones Index
also have no significant effect on the
Rupiah/USD exchange rate with a coefficient
value of 0.007355.
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In the short run, fluctuations in the Dow
Jones Index do not affect the Rupiah/USD
exchange rate value. That fact is supported by
the research of Suriani et al. (2015), the results
of the Granger Causality test support that there
is no relationship between the exchange rate
and stock prices. In the mean times, the Dow
Jones Index does not affect the Rupiah/USD
Exchange Rate. However, it does not rule out
the possibility that when foreign stock prices
are more attractive than stock prices in
Indonesia, it will attract investors domestically
and abroad. So, when that happens, the flow of
funds will run out and affect economic

conditions in Indonesia.

This study contradicts Tsagkanos and
Siriopoulos's (2013) research results in that
study, which showed a causal relationship
between stock prices and exchange rates in the
long run and short run. However, this study
aligns with Dewanto's research (2014) that the
Dow Jones Industrial Average does not
significantly affect Indonesia when subprime
mortgages erode stock prices in America. The
most affected subprime mortgages are banking
stocks in Australia, Singapore, Taiwan, China,

or India.

C. The Effect of the Shanghai Index on the
Rupiah/USD Exchange Rate

Based on the regression analysis of the
ECM model, in the short run, the Shanghai
index variable has no significant effect on the

Rupiah/USD exchange rate, and the coefficient

value is 0.167452. While in the long run, the
Shanghai Index has a negative and significant
effect on the Rupiah/USD exchange rate with a
coefficient value of -0.227014. So, when the
Shanghai Index variable increases by 1%, the
exchange rate variable will decrease by 0.227
Rupiah. The decrease in the Rupiah exchange
rate against the United States Dollar, in this
case, is a reduction in the amount of the
exchange rate, which means there is an
appreciation  or  strengthening of the
Rupiah/USD exchange rate. The results of the
short run estimation of the Shanghai Index do
not affect the Rupiah/USD exchange rate.
However, long run estimation has a significant
effect and other independent variables on the

Rupiah/USD exchange rate.

The condition of the world economy,
especially the United States and China, is
experiencing tension due to the trade war. The
Shanghai index is one of the indices whose
movements are watched by investors. The trade
war some time ago triggered the emergence of
economic  problems that impacted the
fluctuations in the Rupiah/USD exchange rate.
Investors will keep stock assets in countries
whose currencies are not susceptible to
fluctuations during global economic turmoil.
This condition resulted in the decline in stock
prices in developing countries, which became a

competition for stock prices between countries.

Indonesia is a trading partner of China, so

conditions that occur in China can impact
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conditions in Indonesia. The Shanghai Index,
as an indicator of China's economic condition,
is still relatively safe in the midst of the trade
war between the United States and China. In
the long run, the increase in the Shanghai Index
affects the Rupiah/USD Exchange Rate.
Capital inflows in the form of portfolio
investments are more prone to the risk of
instability, so solid and responsive economic
fundamentals are needed to maintain the
Rupiah/USD Exchange Rate to prevent

depreciation.

D. The Effect of the Composite Stock Price
Index on the Rupiah/USD Exchange
Rate
Based on the results of ECM calculations

in the short run, the Composite Stock Price

Index has a negative and significant effect on

the Rupiah/lUSD Exchange Rate. The

estimation shows the JCI coefficient value of -

0.358604. So it can be concluded that for every

1% increase in the JCI, the Rupiah/USD

Exchange Rate value will decrease by 0.358

Rupiah. The long run regression results also

show a significant Composite Stock Price

Index variable against the Rupiah/USD

Exchange Rate with a coefficient of -1.234952.

That means that when the Composite Stock

Price Index variable increases by 1%, the

Rupiah/USD Exchange rate variable will

decrease by 1.23 Rupiah. The decrease in short

run and long run results is a reduction in the

Rupiah/USD Exchange Rate value, which

means an appreciation or strengthening of the
Rupiah/USD Exchange Rate.

The Composite Stock Price Index
influences the attitude of investors on whether
to buy, hold or sell their shares. As an indicator
of the economy in Indonesia, when stock prices
increase, it indicates that the economic
conditions in Indonesia are improving. If there
is a decline, it indicates that the economic
condition in Indonesia is not good.

According to Haryanto's research (2020),
there is a negative and significant relationship
between the Composite Stock Price Index and
the Rupiah/USD Exchange Rate. When the
Composite Stock Price Index increases, capital
inflows into Indonesia will strengthen the
Rupiah/USD exchange rate. This inflow of
capital will strengthen the capital market and
positively impact the domestic economy, so the
demand for domestic currency will increase
and appreciate the Rupiah/USD exchange rate.
The data aligns with Lee's (2007) research that
managing a healthy stock market must

maintain exchange rate stability.

E. The Influence of Bl 7 Days RR on the
Rupiah/USD Exchange Rate

The Bl 7 Days RR test results in the short
run show a probability value of 0.0002 and a
coefficient value of 116.8727. So, it can be said
that the BI 7 Days RR variable has a significant
effect on the Rupiah/USD exchange rate
because it has a probability value smaller than

the alpha value of 0. ,10. That also means if
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there is an increase in the Bl 7 Days RR of 1%,
the Rupiah/USD Exchange Rate value will
increase by 116.8727 Rupiah, assuming all
other wvariables are fixed. The long run
regression results have a significant effect with
a coefficient of 272.1114. So, when the Bl 7
Days RR variable increases by 1%, the
Exchange Rate/USD variable strengthens by
272.1 Rupiah. The increase in the short and
long run is the addition of the Rupiah exchange
rate against the United States Dollar or
depreciation. Therefore, this study proves that
every 7 Days RR increase in Bl causes the
Rupiah/USD Exchange Rate to depreciate.
This research is not in line with Charef's
(2018), which says that any increase in
domestic interest rates will encourage the
appreciation of the domestic exchange rate
local

because the demand for currency

increases.

The results of this study are also
strengthened by the research of Kemu and lka
(2016) the 7 Days RR BI

Transmission as an Instrument to achieve

regarding

Monetary Policy targets, stating that the rise
and fall of deposit and credit interest rates will
reduce and increase the money supply in the
community. In terms of the exchange rate, this
will cause the exchange rate of the Rupiah to
rise and fall against foreign currencies. The
implication can have an impact on the ups and
downs of exports and imports. Only at the final
stage of the Bl 7 Days RR transmission will it

touch the ups and downs of inflation, economic

growth, employment opportunities, and the
balance of payments.

This study also agrees with the Flexible

Price. Monetary Model theory and the
International Fisher Effect Theory, which states
that when domestic interest rates rise against
foreign interest rates, it will cause depreciation.
The International Fisher Effect Theory assumes
that nominal interest rates are the same as
actual interest rates. Rising interest rates reflect
high inflation expectations. Inflation represents
that the price of domestic products is much
higher, so they tend to import at a lower price
because the high import results in higher
demand for foreign currency because payments
are made in foreign currencies, causing the

depreciation of the Rupiah/USD.

In this study, the authors support Daulay et
al. (2013) research, which says that the
exchange rate or exchange rate requires a time
lag or time to respond to changes in monetary
policy. Each variable can contribute to
influencing exchange rate fluctuations both in
the long and short run. However, in the short
run, the only variables that significantly affect
the Rupiah/USD exchange

domestic variables,

rate are the
namely the composite
stock price index and Bl 7 Days RR. In
contrast, the Fed Fund Rate, Dow Jones Index,
have no

and Shanghai Index variables

significant effect.

CONCLUSION
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The results of the study using the Error
Correction Model method from research on the
Spillover Effect of US Monetary Policy on the
Rupiah exchange rate against the United States
Dollar during the United States-China Trade War,
namely the Fed Fund Rate variable in the short run
is not significant to the Rupiah/USD exchange rate
but in the short run significant long run against the
Rupiah/USD exchange rate. The Dow Jones Index
the
Rupiah/USD Exchange Rate both in the long run

variable has no significant effect on
and short run. The Shanghai Index variable has a
significant long run effect on the Rupiah/USD
exchange rate. The Composite Stock Price Index
variable has an effect in the short and long run.
Suggestions from this research are to pay attention
to the Fed Fund Rate variable. Solid and responsive
economic fundamentals are needed to maintain the
Rupiah/USD Exchange Rate, for the Dow Jones
Index Variables do not need to be considered. By
paying attention to the increase in the Shanghai
Index variable to keep the Rupiah exchange rate
appreciated. Manage the stability of the Index
value Healthy Composite Stock Price. To
encourage the stability of the Rupiah Exchange,
Pay attention to the increase in Bl 7 Days RR to
maintain the Rupiah/USD exchange rate so that

there is no depreciation.
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