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SUMMARY 
 
ANINDITO AJIRESWARA. Volatility Transmissions from Major Stock Markets 
to the Indonesian Stock Market: Empirical Evidence from the Jakarta Composite 
Index and the Jakarta Sectoral Index. Supervised by NOER AZAM ACHSANI 
and TB. NUR AHMAD MAULANA. 
 

The Indonesian stock market is one of the worlds highest growing markets. 
In 2012, the Jakarta Composite Index (JCI) experienced a 12,03% increase in 
YoY closings making it the 8th highest growing market of 2012. This high growth 
rate, combined with relatively stable macroeconomic conditions makes the market 
appealing for both foreign and domestic investors. The effects of globalization in 
the Indonesian market can be observed through a higher percentage of foreign 
investor asset ownership at 65% compared to the 35% owned by domestic 
investors. Globalization has also allowed better portfolio diversification through 
easier intermarket trades as a result of an increasingly borderless world. However, 
globalization also brings negative effects to the global market, in which one of 
them is in the form of volatility transmission among interelating markets. These 
transmissions make individual markets less imune to the shocks and crashes that 
occur in other markets thus reducing the benefit of security through 
diversification. This research aims to empirically investigate the impacts of 
volatility transmissions from global markets on the JCI and its sectoral indices. 
The research is divided into two sections. First, investigating the existence of 
return volatility in the global markets observed, as well as in the JCI and its 
sectoral indices. The global markets observed are the US, UK, Singapore, Hong 
Kong, and Japan markets. Second, observing the speed of response as well as the 
variance decomposition from those foreign markets to the JCI and its sectoral 
indices.  

Results from the first section reveals the presence of negative asymmetric 
volatility in all of the global markets observed. The results also shows that Hong 
Kong, Japan, and Indonesia have relatively higher return volatility compared to 
the UK, US, and Singapore market. Observations on the Jakarta Sectoral Indices 
show that asymmetric volatility exists negatively in the manufacturing, mining, 
trade and services, and basic industry sectors, while exists positvely in the 
infrastructure, finance, and property sector. Meanwhile the miscellaneous 
industry, agriculture, and consumer goods sectors fail to reveal the existance of 
significant asymmetric volatility. Sectors with relatively high volatility include the 
agriculture, mining, miscellaneous industries, and infrastructure sector while the 
property, finance, and basic industries are classified as mildly volatile and the 
manufacturing, consumer goods, and trade are classified as relatively low volatile 
sectors. In the second section, impulse response analysis reveals that return 
volatility in the US market has the largest and most persistent effect on the JCI 
and its sectoral indices, with Singapore having the second largest effect. 
Meanwhile, variance decomposition analysis shows that variance of the sectoral 
indices are mostly composed by themselves or the JCI. The agriculture, mining, 
miscellaneous industries, and property sectors are dominantly influenced by the 
JCI, while the basic industry, consumer goods, finance, infrastructure, 
manufacturing, and trade are dominantly influenced by themselves. As for 
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external influences, the Singapore market has the highest influence on variance, 
while the Japanese market has the smallest influence.  

Managerial implications based on volatility levels as well as expected return 
forecasts on the observed sectoral indices reveal that the infrastructure, 
miscellaneous industries, mining, and agriculture sectors have high risk-high 
return characteristics and thus are most suitable for risk loving type investors 
while the manufacturing, property, basic industry, trade, and consumer goods 
sectors have low risk-low return and thus might be more suitable for risk neutral 
or aversing investors. Meanwhile, the finance sector stands alone with a low risk-
high return characteristic. In addition, the research also suggest that in general, 
investors are suggested to monitor the US and Singapore market, as shocks from 
these markets have the largest and most persistant impacts on the Indonesian 
market. 
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