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Abstract

The capital market has a major role for economic development which is able to encourage capital
formation and sustain economic growth. Financial liberalisation between countries in the world will
make capital markets in each country interconnected. If there is a large movement in the global stock
index, it will also have an impact on the JCI in Indonesia. In addition to global indices,
macroeconomics is also seen as capable of influencing capital markets. Inflation and interest rates
are macroeconomic components that can be used. The purpose of this research is to be able to see
the relationship between one variable and another, namely the Composite Stock Price Index (JCI),
Dow Jones Industrial Average (DJIA), inflation rate, interest rate. The VAR/VECM analysis
approach was used in this study. Data was taken from 2017 to 2023. The data used for modelling is
84 observations. Based on the results, Inflation and DJIA have a long-term influence on the increase
of JCI, while interest rates have no long term influence on JCI in Indonesia. With the model
projection for the next 10 years. The projection results state that the variability of JCI in Indonesia
is most dominantly explained by the JCI variable itself with a proportion of 95.21619%, while
inflation contributes 0.193202%, interest rates 0.249170%, and DJIA index 4.341438%. The results
of this analysis can be used as a consideration of strategies in increasing the JCI in Indonesia to
maintain the health and stability of the economy.

Keywords: JCI, DJIA, Inflation, Interest Rate

1. INTRODUCTION

The introductory section provides a brief overview of the research context, areas where
further research is needed, and the goals of the study. It is important for the introduction to
be succinct and backed up by appropriate sources. The capital market serves as a key
indicator of the overall economy, with the performance of companies listed on the stock
exchange reflecting its development. In Indonesia, the JCI (Composite Stock Price Index) is
used to measure this. Approximately 800 companies are listed on the Indonesian stock
exchange with the goal of raising capital. An improperly functioning financial system can
lead to inefficiencies in the economy and hinder the achievement of expected economic
growth. Therefore, the growth of the JCI is vital for maintaining a healthy and stable
economy according to Antono et al. (2019).

Various internal and external factors can influence the fluctuations of the JCI in
Indonesia, including changes in foreign stock indices. The contagion effect theory suggests
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that economic changes in dominant global economies can be transmitted to developing or
underdeveloped nations. Consequently, the movement of the JCI not only reflects national
circumstances but also worldwide conditions (Sasono, 2010). Internal factors, such as
exchange rates, interest rates, inflation, money supply, and others, originate from within the
country and can influence the stock market. Systematic risk is the potential danger associated
with investing in stocks, caused by macroeconomic factors that impact all publicly traded
companies. These factors can result in the Jakarta Composite Index (JCI) fluctuating in
response to changes in the country's overall economic conditions (Endri & Abidin, 2020).

The current global economic crisis has caused the global stock index to decline. One of
them is caused by the covid 19 pandemic that occurred in 2020 which made many countries
in the world issue fiscal policies to help their people, causing the economy to decline. In
addition, geopolitical tensions between Russia and Ukraine, Israel and Palestine are also one
of the domino effects of global economic instability. The breakdown of producers' supply
chains has caused commodity prices to soar, leading to an energy crisis and a food crisis.
The crisis that hit developed countries certainly had an impact on the whole world, especially
developing countries like Indonesia.

The weakening of the global economy has caused macroeconomic instability in
Indonesia. The Fed's move to raise interest rates more rapidly/aggressively has depressed
the rupiah exchange rate against the US dollar. One of the quickest ways to arrest
depreciation in Indonesia is by raising interest rates. Nonetheless, the economy in Indonesia
is currently considered quite good, as shown by the high trade balance surplus due to the
increase in benchmark prices of Indonesia’s leading commodities such as coal, CPO, and
nickel. It is expected that Indonesia's economic growth prospects will be maintained.

This phenomenon can make it difficult for investors to decide to invest in the Indonesian
stock market, which will have an impact on fluctuations in the JCI. The movement of the
JCI is actually more influenced by global sentiment which tends to be negative due to
geopolitics, so investors who conduct analyses with only domestic scope and believe that
economic conditions in Indonesia will experience strengthening are wrong. Conversely, if
investors focus too much on the global economy. Opportunities for investors to obtain
positive returns on the domestic economy will be lost. Therefore, investors must be able to
analyse both internal and external factors before deciding to invest in the capital market so
as to increase the JCI and achieve economic growth.

The Dow Jones Industrial Average (DJIA) index, inflation, interest rates and the Jakarta
Composite Index (JCI) are analysed in this study using a vector autoregression (VAR)/vector
error correction model (VECM). The VAR/VECM model has an accountable and easy-to-
understand model for data description, forecasting, structural inference, and policy analysis.
It also presents a systematic method to capture dynamic changes in multiple time series.

The VAR/VECM model was used in the analysis of stock price indices in ASEAN
countries by Suharsono (2018), and also used in the analysis of factors affecting JCI in
Indonesia by Suhadak (2020). Forecasting and dynamic behaviour of time series of
economic data can be explained by VAR/VECM models. In addition, the advantage of the
VAR/VECM model can be expressed as a system of equations containing the same set of
explanatory variables, and the coefficients can be estimated in an effective and consistent
manner. Research conducted by Suharsono et al. (2017), Antono et al. (2019), Luwihono et
al. (2021), Chandrashekar (2019), Shahzad et al. (2016), Khan et al. (2019), Zainuri (2021),
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Herwany et al. (2021), Wahyu Umaryadi et al. (2021) stated that the connection between
JCI, inflation, interest rates, and DJIA variables has been established. This research is
focused on examining the correlation among the DJIA index, inflation, interest rates, and
JCI in Indonesia while determining the level of impact each variable has on the others.

2. LITERATURE REVIEW

2.1. Contagion Effect Theory

Contagion Effect Theory comes from the concept of interdependence, or the fact that
market economies depend on each other for things like macroeconomics, trade relations, and
bank lending. These channels are based on the idea that real and financial relationships can
spread shocks, both local and global, to all countries. If countries have similar economic or
macroeconomic conditions or trading relationships, then the crisis will spread between them.
Since bank credit and investor behaviour through financial channels are significant sources
of crisis triggers, bank credit channels also play a role in crisis propagation (Gambacorta &
Marques-lbanez, 2011). When a crisis occurs, it can have a negative impact on other
countries and weaken the economy, according to the report by Karim et al. (2009) states that
Contagion Effect Theory depends on the extent to which other countries co-operate with
each other in the economic field and the impact may be relative and not identical.

2.2. Macroeconomics

The study of the economy as a whole is called macroeconomics. It incorporates
population expansion, price changes, inflation, interest rates, exchange rate changes, and
GDP. According to Mankiw (2007), economists seek to explain economic events and
consider policies to improve economic performance. According to the results of research
conducted by Chandrashekar (2019), in developing nations like India and Brazil, there exists
a lasting connection between stock prices and macroeconomic factors like inflation,
industrial output, and interest rates. In addition, research by Khan et al. (2019) stated that
stock prices on the Karachi Stock Exchange are heavily influenced by inflation, interest
rates, and exchange rates in the long term.

2.3. Composite Stock Price Index (JCI)

According to Evi & Pramesworo (2021), a stock price index is a financial gauge that
represents the performance of a specific group of stocks on a market. Different stock
exchanges have their own unique formulas for calculating these indices. The Jakarta
Composite Index (JCI) is an example of such an index, encompassing all stocks traded on
the Indonesian stock exchange.

According to Nugroho et al. (2020), The index number is an indicator of the economy's
performance, signalling whether it is improving, declining, or remaining stable. A rising
stock price index suggests a vibrant market, while a steady index reflects a consistent market
condition and a falling index points towards a sluggish market. The movement of the JCI is
primarily influenced by large-cap stocks, as they hold significant power in determining its
direction.

The Composite Stock Price Index experiences daily fluctuations due to changes in
market prices and an increase in the number of outstanding shares. This increase is often the
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result of newly listed companies entering the market and various corporate actions like stock
splits, rights issues, warrants, stock dividends, bonuses, and conversions (Ichsani et al.,
2019).

2.4. Dow Jones Industrial Average (DJIA)

The Dow Jones Industrial Average (DJIA) is the world's oldest stock index and is
frequently utilised as a reference point for tracking stock market movements globally.
Comprising of the stock prices of the top 30 publicly traded American companies, the DJIA
is calculated as a weighted average (Rahmayani, 2020). Being the biggest country globally,
the focus of investors worldwide, including Indonesia, is on the state of the US economy.
Due to the strong economic connection between Indonesia and the US, with exports and
foreign investments in the Indonesian capital market, any positive economic developments
in the US will affect Indonesia's economy too (Endri, 2020). Foreign investment capital
entering the Indonesian capital market will have a definite impact on the JCI movement
(Salim & Siregar, 2022).

2.5. Inflation

The liquidity of a country's economy will increase during inflation. This understanding
is based on what happens when there is more money in circulation, which will cause the
prices of some goods to rise. Inflation can also be referred to as the trend of increasing value
of goods and services that continue to increase along with the rapid development (Lesmana,
2022). Excessive inflation can detrimentally affect the economy, leading to multiple
businesses facing bankruptcy due to the increased expenses of raw materials. If there is a
drastic increase in inflation, it will certainly affect the stock price of a country which will
have an impact on fluctuations in the JCI (Suhadak, 2020).

2.6. Interest Rate

Banking development can be disrupted by inappropriate changes in exchange rates.
Investors will be more likely to keep money in deposit instruments if interest rates are high,
which will cause more money to flow into the banking industry. Since investors will
naturally be more interested in keeping their funds in banks to earn higher interest rates and
lower risk, an increase in the Bl Rate will negatively impact the increase in the JCI. As a
result, the JCI will fall. Based on research conducted by (Endri, 2020), according to reports,
a rise in interest rates will harm companies listed on the stock exchange, leading to higher
borrowing costs and lower profits. Shareholders may choose to sell their shares, contributing
to the decrease in the JCI as company earnings drop.

3. RESEARCH METHODS

This research utilises data from investing.com as a secondary source, the Indonesian
stock exchange, and Bank Indonesia, from January 2017 to December 2023, the data consists
of monthly observations. There are four data used for modelling which are Indonesian stock
price index ( JCI ), inflation, interest rate, and American stock price index ( DJIA ). There
are 84 observations in total. The vector autoregression (VAR)/vector error correction model
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(VECM) method supported by Eviews application version 10.0 will be used to analyse the
research model.

Monthly time series data from 2017 to 2023 are used to estimate this model. Using the
Augmented Dickey-Test (ADF), non-stationarity of each data series is tested. At first
differencing, the test results show that all data are stationary. To minimise the Akaike
Information Criteria (AIC) value, the number of lags of the ADF test is selected. The optimal
lag test results recommend using a lag length of one (which contains white noise residuals).
The ADF form used to evaluate the unit root problem of the data series (equation [1]) is
shown below.

Equation (1)

AY, = By + Byt + 8Y,_1 + ay Z AY, 1 + &
i=1
The examination determines whether the lack of stationarity in the data series
significantly skews the regression estimates for the entire dataset. As a result of this
discovery, we carried out a test for cointegration. Typically, there are two common methods
for conducting cointegration tests: Johansen's maximum likelihood estimation and Engle and
Granger (1987). In this research, we employed the Johansen technique to assess the presence
of cointegrating vectors and calculate the long-term impacts due to the limitations of the
Engle and Granger method in separately estimating multiple cointegrating vectors.
The estimation for the VAR model i in this study is obtalned as follows
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Incorporating the VAR framework suggested by Sims (1980), equation [2] considers all
variables to be endogenous. The appropriate VAR order is determined through the Bayesian
Schwarz criterion (SBIC), Hannan and Quinn information criterion (HQIC), and adjusted
likelihood ratio evidence (AIC).

Equation (2)

zy = A1zp 4+ F ApZeg e

In order to examine the connection between endogenous variables, we will be looking
at the vector error correction model (VECM) as outlined in equation [3].
Equation. (3)

AZy = LAZ + LAZe o+ F [ 1 AZy joyq + 2 g+ iy
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In this scenario, Zt represents a set of stationary exogenous variables, while Zt
represents a set of non-stationary endogenous variables. The parameter matrix si, with a size
of (n x n), is calculated using the equation i = -(I - A1 - A2 -...Ai), where i ranges from 1 to
k-land=(l-1-2-..- k). The matrix I'.i provides insights into short-term and long-term
adjustments based on changes in Zt. The rank of this matrix helps in determining the number
of co-integrating relationships present in the vector Zt. If the rank is denoted as r, with 0 <r
> n, the matrix can be divided into two separate (n x r) matrices to estimate the long-term
impact and error correction in the short-term impact. Two likelihood ratio (LR) tests, namely
the trace test and the maximum eigenvalue test, are conducted to evaluate the cointegrating
vector according to equations [4] and [5].

Equation (4)

n
Merace = =T ) log(1 =)

i=r+1

Wherer=0,1,2, ..., n- 1, T =number of observations, 4 1 = estimation of characteristic
roots (eigenvalues).
Equation (5)
Amax = —Tlog(1 —7;)

Wherer=0,1,2, ... n—-2n-1.

4. RESULTS AND DISCUSSION

4.1. Data stationarity test

In order to meet the requirements of VAR modelling, it is essential to carry out a
stationarity test first. The Augmented Dickey Fuller Test (ADF) unit root test is utilized in
this research to assess stationarity. Using non-stationary data can lead to spurious regression,
which occurs when a relationship between variables seems significant but is actually not.
The results of the initial stationarity test conducted using Eviews 10 for each variable are as
follows:

Table 1. Stationarity Test

Variable Stationary test Conclusion
Level difference
JCI 0.3512 0.0000 stationer
Inflation 0.3587 0.0000 stationer
Interest Rate 0.1115 0.0000 stationer
DIJIA 0.5460 0.0000 stationer

Table 1 shows that the JCI, Inflation, Interest Rate, and DJIA variables are stationary at
the degree of differentiation. Therefore, further testing can be done.
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4.2. Optimal Lag Determination

VAR modelling's performance can be greatly affected by the number of lags
incorporated in the model. Hence, the identification of the ideal lag length is crucial. This
can be achieved by observing the smallest value of the Akaike Information Criteria (AlIC).

Table 2. Lag Optimal

Lag LogL LR FPE AIC SC HQ

0 -1157.053 NA 2.19e+08 30.55404 30.67671* 30.60306*
1 -1134.725 41.71919* 1.85e+08* 30.38750* 31.00085 30.63262
2 -1126.711 14.12997 2.29e+08 30.59765 31.70168 31.03888
3 -1114.247 20.66390 2.54e+08 30.69071 32.28542 31.32803
4 -1109.323 7.644937 3.46e+08 30.98218 33.06758 31.81561
5 -1101.666 11.08290 4.43e+08 31.20173 33.77780 32.23125
6 -1082.537 25.67244 4.26e+08 31.11940 34.18616 32.34503
7 -1062.522 24.75632 4.07e+08 31.01372 34.57116 32.43545

Based on table 2, the AIC value produces the minimum value at lag-1 so that the
optimum lag length is chosen, namely 1. This lag length will be used to estimate the vector
autoregressive model.

4.3. Stability Model Check

Stability can be assessed using the model stability test. if the test results show that the
characteristic root has a modulus of less than 1, then the model is considered stable.
Conversely, the VAR model is unstable if the characteristic root has a modulus greater than
1. The following are the results of the VAR stability test:

Table 3. Model stability

Root Modulus
0.337879 0.337879
0.172470 0.172470

-0.139683 0.139683
-0.103468 0.103468

Inverse Roots of AR Characteristic Polynomial
1.5

1.0

0.5

0.0+ -

-0.54

-1.04

-1.5 T T T T T
-1.5 -1.0 -0.5 0.0 0.5 1.0 1.5

Figure 1. Inverse roots
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Based on table 3 and figure 1, it can be seen that the VAR model is stable because the
modulus value of the characteristic roots is less than 1 and all characteristic roots are in the
unit circle (a circle with radius 1 on the complex plane).

4.4. Granger Causality Test

The Granger test is used to examine the relationship of cause and effect among different
variables. This research will investigate the causal connections between JCI, inflation rate,
interest rate, and DJIA. By conducting the causality test, we aim to determine if an
endogenous variable can be considered as an exogenous variable due to lack of awareness
about the influence between variables. If the likelihood value is less than 0.05, it suggests
the presence of a causal relationship.

Table 4. Granger Causalities

Null Hypothesis: Obs F-Statistic Prab.

INF does not Granger Cause JCI 84 0.38879  0.5347
JCI does Granger Cause INF 12.2601  0.0008

Interest rate does not Granger Cause JCI 84 1.71073  0.1946
JCI does Granger Cause Interest rate 8.40449  0.0048

DJIA does not Granger Cause JCI 84 1.00305 0.3196
JCI does not Granger Cause DJIA 0.51773  0.4739
Interest rate does not Granger Cause INF 84 3.46742  0.0663
INF does Granger Cause Interest rate 8.08121  0.0057

DJIA does Granger Cause INF 84 4.73454  0.0325
INF does not Granger Cause DJIA 0.13464  0.7146

DJIA does not Granger Cause Interest rate 84 0.86917  0.3540
Interest rate does not Granger Cause DJIA 1.72605 0.1927

According to the data in table 4, it appears that there is no direct correlation between
inflation and the JCI variable, however, the JCI variable does affect inflation. The interest
rate variable does not seem to impact the JCI variable, but rather, the JCI variable affects
interest rates. There is no clear causality between the DJIA variable and the JCI variable,
and vice versa. The interest rate variable does not have a direct relationship with inflation,
but inflation does affect interest rates. The DJIA is linked to inflation, while inflation does
not have a direct impact on the DJIA. There is no causality between the DJIA variable and
interest rates, and likewise, there is no direct relationship between interest rates and the
DIJIA.
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4.5. Cointegration Test

The aim of the cointegration analysis is to establish if there will be a balance in the
future. In other words, to see if the connection between the variables in this research behaves
in a consistent and steady manner. The Johansen cointegration test is employed for this
analysis. If the likelihood score is below 0.05, the equation shows long-term balance and is
known as a cointegrating equation.

Table 5. Cointegration test

Hypothesized Trace 0.05

No. of CE(s) Eigenvalue Statistic Critical Value Prob.**
None * 0.485213 127.2757 47.85613 0.0000

Atmost 1 * 0.370896 73.49157 29.79707 0.0000

At most 2 * 0.216712 35.95145 15.49471 0.0000

At most 3 * 0.180934 16.16683 3.841466 0.0001

Based on table 5 above, it can be seen that each variable has a probability value <0.05,
which means that there is cointegration or a long-term relationship between variables.

4.6. VECM Test

Table 6. VECM Test

Cointegrating Eq: CointEql

D(JCI(-1)) 1.000000

D(INFLATION(-1)) -1401.314

(323.623)

[-4.33008]

D(Interest rate (-1)) 599.7463

(393.106)

[ 1.52566]

D(DJIA(-1)) 0.832675

(0.08946)

[9.30792]

C 186.0146
Error Correction: D(SER01,2) D(SER02,2) D(SER03,2) D(SER04,2)
CointEql 0.095807 7.52E-05 2.38E-05 1.805971

(0.05057) (7.8E-05) (4.9E-05) (0.27203)
[1.89440]  [0.96612]  [0.48961] [ 6.63891]

D(SER01(-1),2) -0.499981 5.80E-05 7.83E-05  -0.289000
(0.11880) (0.00018) (0.00011) (0.63899)
[-4.20866]  [0.31728]  [0.68586]  [-0.45227]
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D(SER02(-1),2) 67.30309  -0.501389 0.010138 1586.651
(70.7068) (0.10881) (0.06796) (380.319)
[0.95186]  [-4.60781]  [0.14917]  [4.17190]

D(SER03(-1),2) 37.75883 0.065984  -0.479126  -550.1876
(110.063) (0.16938) (0.10579) (592.007)
[0.34307]  [0.38956]  [-4.52888]  [-0.92936]

D(SER04(-1),2) 0.046451  -2.51E-05 9.02E-06 0.270708
(0.02739) (4.2E-05) (2.6E-05) (0.14734)
[1.69577]  [-0.59597]  [0.34252]  [1.83733]

c -6.200797  -0.003624 0.002994  -18.74456
(28.3837) (0.04368) (0.02728) (152.671)
[-0.21846]  [-0.08296]  [0.10976]  [-0.12278]

According to table 6, the VECM model produces two estimation results for assessing
the cointegration or long-term equilibrium relationship between variables, as well as gauging
the error correction or the rate at which these variables move towards their long-term
equilibrium using VAR and VECM models. This study evaluates the impact of one variable
on another using a T-table value of 1.96 and a 5% significance level. The upper section
presents the outcomes of the long-term regression relationship involving JCI, inflation,
interest rate, and DJIA index based on the cointegration examination. Following the VECM
assessment, there is a considerable negative association between inflation and JCI in
Indonesia. Which means that when inflation increases it will reduce the JCI, the same
research is also conducted by (Endri, 2020) and (Antono et al., 2019) stated that inflation
negatively affects the increase in JCI, this is because an increase in inflation is a negative
signal for investors to invest in the capital market, due to an aggressive increase in inflation
which makes investors tend to switch to other forms of investment such as savings or
deposits. The shift in investment will cause a decline in the JCI. Interest rates have no
influence on the JCI in Indonesia. This research is similar to the research conducted by
(Ahmad, 2021) said that Bl Rate has no effect on JCI. This is because investors do not pay
attention to the movement of the Bl Rate in investing in the capital market, so interest rates
do not have an impact on the JCI in Indonesia.

The rise in JCI is impacted by the DJIA index. Being the most established stock index
globally, the Dow Jones Industrial Average (DJIA) is commonly utilised as a benchmark for
stock index variations worldwide. With the United States boasting the largest economy
globally, it has drawn investors from various countries, including Indonesia. Due to the
robust economic connection between Indonesia and the United States in terms of exports
and foreign investment flowing into the Indonesian stock market, any positive economic
situation in the US will affect Indonesia's economy (Endri, 2020). The movement of the JCI
will certainly be influenced by foreign investment capital entering the Indonesian capital
market (Salim & Siregar, 2022). Research findings conducted by Suharsono et al., (2017),
Endri & Abidin (2020), Lesmana (2022), Arsy et al. (2021), Nuraeni & Panjawa (2021),
Ahmad (2021), Situngkir (2019), Slaihin (2021), Lesmana (2022), Rahmayani (2020) stated
that the DJIA has an effect on the movement of the JCI in Indonesia.
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4.7. Variance decomposition

In the VAR system, variance decomposition assesses the significance of each variable
in relation to a shock. It strives to anticipate the extent to which alterations in specific
variables within the VAR system impact the variance explained by each variable.

Table 6. JCI variance decomposition results

Period S.E. D(UCI)  D(Inflation)  D(rate) D(DJIA)
1 255.2936  100.0000  0.000000  0.000000  0.000000
2 293.0695  98.13002  0.036652  0.351392  1.481932
3 349.7680  95.88926  0.120805  0.248599  3.741337
4 386.9450 9592672  0.160792  0.303660  3.608828
5 426.4215  95.74978  0.152634  0.265166  3.832425
6 459.8535 9550925  0.175554  0.274116  4.041076
7 492.1476  95.43050  0.178929  0.259207  4.131364
8 521.9411  95.34283  0.185362  0.258104  4.213707
9 550.3804  95.27317  0.189253  0.251689  4.285890

10  577.2792  95.21619  0.193202  0.249170  4.341438

Based on the table, it can be seen that in the first period, the diversity of changes in the
JCI level variable is influenced by the JCI level variable itself by 100%, but in the same
period other variables have not given a big influence on the diversity of variable changes,
which means that other variables have not contributed to changes in the JCI level variable.
In the next period the contribution of the JCI level variable that influences the change in the
JCI level variable itself continues to decline. In contrast to the level of contribution of other
variables in influencing changes in the JCI level variable continues to increase and fluctuate.
This means that the Inflation, Interest Rate and DJIA index variables have an important
influence or contribution to changes in the JCI variable.

Table 7. Variance decomposition results Inflation

Period S.E. DUCI)  D(Inflation)  D(Rate) D(DJIA)
1 0.392880  8.389331  91.61067  0.000000  0.000000
2 0.454113  8.569234  87.08605  0.066839  4.277874
3 0.536620  9.033867  87.84199  0.048864  3.075279
4 0.597613  8.726337  88.30045  0.052575  2.920643
5 0.655049  8.998309  88.28934  0.050943  2.661407
6 0.707146  8.955058  88.52767  0.048987  2.468288
7 0.755936  9.005823  88.62571  0.048911  2.319554
8 0.801678  9.014368  88.72208  0.047843  2.215705
9 0.844944  9.037000  88.78911  0.047597  2.126296

10 0.886118 9.046348  88.85252  0.047025  2.054110

Based on the variance decomposition results of the inflation variable which can be seen
in the table above, it shows that the JCI variable in the first period contributed to changes in
the Inflation variable by 8.389331% and the inflation variable influenced the inflation
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variable itself by 91.61067%, but the interest rate variable and the DJIA variable have not
contributed in the first period. In the next period, the contribution of JCI, interest rate, and
DJIA index variables contributed with fluctuating values.

4.8. Interest Rate decomposition variance results

Table 8. Interest Rate decomposition variance results

Period S.E. D(UCI)  D(Inflation)  D(rate) D(DJIA)
1 0.245391  0.163340  1.350395  98.48627  0.000000
2 0.278758  1.047255  1.231527  97.54919  0.172032
3 0.335084  0.758557  1.144591  97.78769  0.309166
4 0.370826  0.924199  1.093095  97.63951  0.343197
5 0.408864  0.850192  1.074885  97.72913  0.345797
6 0.441074  0.878850  1.053838  97.68890  0.378409
7 0.472301  0.855524  1.037366  97.72143  0.385676
8 0.500977  0.860594  1.027692  97.71486  0.396853
9 0.528412  0.852482  1.017679  97.72572  0.404115

10  0.554326  0.851783  1.010706  97.72657  0.410941

Based on the variance decomposition results of the interest rate variable which can be
seen in the table above, it shows that the JCI variable in the first period contributed to
changes in the interest rate variable by 0.163340% and the inflation variable influenced the
interest rate variable by 1.350395%, but the DJIA variable has not contributed to the first
period of the interest rate variable. In the next period, the contribution of JCI, inflation, and
DJIA index variables contributed to the interest rate with fluctuating values.

Table 9. Variance decomposition results of DJIA Index

Period S.E. D@CI)  D(inflation)  D(rate) D(DJIA)
1 1373.178  24.04457  13.55955  1.615114  60.78076
2 1456.972  26.90220  14.36552  1.808739  56.92354
3 1613.589  25.08325  24.58498  2.335298  47.99647
4 1705.789  27.13137  26.76668  2.413155  43.68879
5 1799.101  28.43871  29.56329  2.704037  39.29397
6 1884.465  29.18580  32.14708  2.839846  35.82727
7 1967.009  30.01122  34.11797  2.986349  32.88447
8 2045.680  30.69971  35.79629  3.100126  30.40387
9 2121.691  31.26388  37.26804  3.203006  28.26508

10 2195.007 31.76288  38.53924  3.289374  26.40851

Based on the variance decomposition results of the DJIA index variable which can be
seen in the table above, it shows that the JCI variable in the first period contributed to
changes in the DJIA variable by 24.04457% and the inflation variable influenced the DJIA
variable by 13.55955%, the interest rate variable contributed to the DJIA by 1.615114%, and
the DJIA variable contributed to the DJIA by 60.78076. In the next period, the contribution
of JCI, inflation and interest rate variables to the DJIA increased in value.
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5. CONCLUSION

The occurrence of long-run cointegration is observed in the estimation of the vector
autoregression (VAR) model at first difference with lag 1. The VECM estimation shows that
the interest rate variable has no long-run effect on the JCI, while the DJIA and inflation
variables have a significant impact on the increase in the JCI in Indonesia. The model is
projected for ten years. The projection results show that the variability of JCI in Indonesia is
still dominantly explained by the JCI variable itself with a proportion of 95.21619%, while
inflation contributes 0.193202%, interest rate 0.249170%, and DJIA index 4.341438%.

The contribution of each of the factors identified contributes to changes in the JCI in
Indonesia, therefore this variable should be the focus of investors' attention in investing in
the capital market so as to increase the JCI in Indonesia and ultimately contribute to
economic progress
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