THE EFFECT OF MONETARY POLICY RATE CHANGES ON CARRY TRADE RETURN
LIDYA DRIARYANI, Dr. Ben Tims, RSM Erasmus University

Universitas Gadjah Mada, 2015 | Diunduh dari http://etd.repository.ugm.ac.id/

ADA
) Table of contents

N o111 = Tod SRR I
TabIle OF CONTENES ..o b e e eenreers ii
LISt OF TADIES ..o iii
S o) 10 U PSS iv
ISR 104 0o [ o o 1
2. LItErature REVIEW .smssssssssssssssssssssssssssssssasssassssssssssssssssssssssssssssssssssssssssssssasasasas 4
2.1Uncovered INterest Parity (UIP) wissesesesesmssssssssmssssssssssssssmsssssessssssasssasassssssssssssases 4
O 1 Y I 1o [ 8
2.3 MONETLANY POLICY covirsmssssssssssmsssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssassssss 10
2.4Summary of Literature Review and Hypothesis Development .....umscsssssssssenss 12
TN \Y/[=1 4 aToTe [o] [T | VA= [0 I I | - 15
K T0 R Y 1=1 1 T[] 0o ), 15
T I T | - 18
4. RESUIT uiuiumsrsmmsmsmsssssssssssssssssssssssssssssasasssasassssssssssssssssssssssssssssssssssssssssssasasasssassssssnsnsnsnsnsssnsns 25
4.1 The deviation Of UIP ..ssmsmsmsisssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssassssss 25
4.2 Carry trade PerformManCe s ses 27
4.3 The effect of monetary policy rate changes to the carry trade return......ooeeee. 30
4.3.1 The effect of funding currency monetary policy rate Changes........ccccueeemeerreeeseeennees 32
4.3.2 The effect of target currency monetary policy rate Changes.......oeereenmeesesesneennees 35
4.3.3 RODUSTINESS TEST....euueeeererreesreessnesseessssssssesssessssssesssssssessssssssssssssssesssnsssmsssssssssssssssssssasssssssssnsssnsssnees 39
5. Conclusion and lMItAtioN ... sssssssssssssssssssssssnsssasasasasasass 40
5.1 CONCIUSION itururesssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssasssssssssssssssssssssssssasssssssssssassssssasssss 41
5.2 LiMitAliON aumsssssssssmssesesssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssasasassssssssssssssssasassssssssssssases 42
L ) Q=) 11 43
APPENAIX ootviiiniiiniiiniieeieeateenionetsstoessssssssssessssssssssssssssssssssossosssssssssssssnsosssos 46

ii



UNIVERSITAS
GADJAH MADA

Table 1:

Table 2:

Table 3:

Table 4:

Table 5:

Table 6:

Table 7:

Table 8:

Table 9:

Table 10:

Table 11:

Table 12:

Table 13:

Table 14:

Table 15:

THE EFFECT OF MONETARY POLICY RATE CHANGES ON CARRY TRADE RETURN
LIDYA DRIARYANI, Dr. Ben Tims, RSM Erasmus University

Universitas Gadjah Mada, 2015 | Diunduh dari http://etd.repository.ugm.ac.id/

List of tables
The expected effect of monetary policy on carry trade return......ooeeveeereeesneenne. 14
The sample of monetary poliCy rate ChANQES........ouwerereersmeessseesseessseesssessssssssseesasenes 20
The summary statistic of interest rate differential and the change of spot
exchange rate 22
The UIP regression for individual and pooled currencies 25
Carry trade performance 28
The test Of NeterOSCEAASTICITY .....vuurrrerrrrerrrereesrss s ssss st sssssssssssssssssasssasssanes 31
Summary statistic of funding currency monetary policy and carry trade return.. 32
The regression result of funding currency monetary policy on all currencies....... 33
The regression result of funding currency monetary policy rate changes on
developing and emerging currencies carry trade return ........eeenseeseessesseeens 34
Summary statistic of target currency monetary policy rate changes ... 35
The regression result of the target currency policy rate changes on the carry
LU= T LN 7 (1] o OSSP 37
The regression result of the target currency policy rate changes on developed
and emerging CUrrencies Carry trade FetUIM.... e eeeeeeeesesssseessssesssessssssssessaenes 37
Individual regression of policy rate changes to carry trade return.........ccoeeeeeneeene. 38
SUMMATY OF FINAING cevvveeeeneerseeeseesseesssesssesss s ssesssesssssessssessssessssessssessssssss s sssssssssssessssenes 39

The regression result of target and funding currency monetary policy rate
Changes 0N CarTY tra0e FELUIM ... s reessseessseessseesssessssessssessssessssesssssssssssssssssssessasenes 39

iii



THE EFFECT OF MONETARY POLICY RATE CHANGES ON CARRY TRADE RETURN
LIDYA DRIARYANI, Dr. Ben Tims, RSM Erasmus University

Universitas Gadjah Mada, 2015 | Diunduh dari http://etd.repository.ugm.ac.id/

UNIVERSITAS
GADJAH MADA

List of figures
Figure 1: Relationship DetWeen Variables.........enmrenmeennresesessssssssssssssssssssssssssssssssssssssasssanes 13
Figure 2: Funding (US) and target currency monetary policy rate Changes...........ueeereees 21

Figure 3: Funding currency change of monetary policy rate to the change of carry
trade return

iv



