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Abstract 
This research investigates the intricate relationship between monetary policy, 
transmission mechanisms, and economic growth in Indonesia using an empirical 
approach employing the Vector Autoregression (VAR) model. In the ever-evolving 
landscape of global economics, the role of monetary policy in promoting stability 
and growth is pivotal, especially for emerging economies like Indonesia. The study 
delves into the specific context of Indonesia, a country that has experienced 
periods of economic growth amid challenges such as fluctuating inflation rates, 
exchange rates, and external shocks. The research explores how the central bank, 
Bank Indonesia, employs monetary policy tools to navigate these challenges and 
assesses the impact of these policies on the nation's economic growth. 
Furthermore, it examines the transmission mechanisms propagating these 
effects, including interest rates, exchange rates, and bank lending. It also 
scrutinizes the presence of time lags, the magnitude and direction of these effects, 
and the influence of external factors. The findings of this study are expected to 
have significant implications for policymakers, central banks, investors, and the 
broader academic community. Understanding monetary policy dynamics in a 
globalized world marked by economic volatility is critical for making informed 
policy decisions. 
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Introduction 

The global economic landscape has significantly transformed over recent years, 

marked by heightened volatility and uncertainty (D’Amato et al., 2015). In this dynamic 

environment, the role of monetary policy in fostering economic stability and sustainable 

growth has assumed paramount importance. This holds particularly true for emerging 

economies like Indonesia, where a multifaceted interplay of factors significantly 

influences economic performance. Thus, comprehending the intricate dynamics of 

monetary policy and its associated transmission mechanisms is imperative for 

policymakers, economists, and researchers (Diffenbaugh & Burke, 2019). As a notable 

emerging economy, Indonesia has experienced periods of economic growth, signifying 

its potential for development and prosperity. However, amid these promising 

trajectories, it has also faced formidable challenges. The nation has grappled with 

fluctuations in critical economic indicators, including inflation rates, exchange rates, and 

external shocks. These fluctuations have the potential to disrupt economic stability and 

growth. Consequently, the role of Indonesia's central bank, Bank Indonesia, in steering 

the nation through these economic challenges via monetary policy tools has become 

increasingly significant (Juhro, 2015). 

While the role of monetary policy and the central bank's actions in addressing 

economic fluctuations are crucial, a fundamental necessity arises. There is a clear need 

for a comprehensive analysis that delves into the profound impact of these policies on 

the nation's economic growth. Simultaneously, this analysis must scrutinize the intricate 

mechanisms through which these policy-induced effects are transmitted throughout 

the economy (Powell, 2020). 

To dissect the complexities of this relationship, it is imperative to recognize the 

vital role of monetary policy in shaping an economy's trajectory. Monetary policy 

constitutes a set of instruments a country's central bank employs to influence its 

economy. These instruments include adjusting interest rates, controlling the money 

supply, and regulating the banking sector (Spong, 2017). Like many emerging 

economies, Indonesia is not insulated from the global economic environment. It is 

intricately connected to international markets and is impacted by international 

economic dynamics. 

Consequently, the effectiveness of monetary policy in Indonesia hinges on 

domestic and international factors. For instance, changes in the global economic 

environment can impact Indonesia's export-import dynamics and, by extension, its 

exchange rates. Such fluctuations can have cascading effects on the domestic economy. 

The monetary policy framework adopted by Bank Indonesia is designed to address 
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these complexities. It seeks to maintain price stability, facilitate sustainable economic 

growth, and ensure financial system stability. It sets policy interest rates, conducts open 

market operations, and manages exchange rates to support broader economic goals 

(Setyowati, 2023). 

In recent years, Indonesia has experienced notable economic growth driven by 

investment, domestic consumption, and government initiatives. These periods of 

growth have demonstrated the nation's potential for development and prosperity. 

However, they have also been interspersed with challenges, manifesting as fluctuations 

in crucial economic indicators (Kurniawan & Managi, 2018). Inflation, for instance, has 

exhibited variability. Managing inflation is a critical aspect of monetary policy, as 

excessive inflation can erode purchasing power and hinder economic stability. The 

central bank utilizes interest rates to manage inflation, adjusting them to contain price 

pressures. 

Exchange rates have also exhibited fluctuations, partly influenced by global 

economic conditions. These fluctuations have implications for trade and can impact the 

competitiveness of Indonesian exports in the international market. Monetary policy 

actions can influence exchange rates, but the effectiveness of these actions is 

contingent on a range of factors, including market participants' responses (Alagidede & 

Ibrahim, 2017). Furthermore, Indonesia, like many nations, is susceptible to external 

shocks. These shocks can be global economic crises, changes in commodity prices, or 

shifts in international financial conditions. These external factors can have ripple effects 

throughout the Indonesian economy, affecting investment, trade, and overall economic 

performance. Monetary policy must respond to these external influences to ensure 

economic stability. 

The role of Bank Indonesia in addressing these challenges is of paramount 

importance. The central bank utilizes various tools, such as setting policy interest rates, 

to influence economic conditions. However, understanding the full extent of these 

policy impacts and the transmission mechanisms through which they occur is a complex 

endeavor (Dikau & Volz, 2018). The transmission mechanisms of monetary policy are 

channels through which policy actions affect the broader economy. These channels can 

include changes in interest rates, which influence borrowing costs and investment 

decisions, shifts in exchange rates that affect trade dynamics, and alterations in bank 

lending practices that impact credit availability for businesses and individuals. 

Analyzing these transmission mechanisms is crucial to comprehend how changes 

in monetary policy propagate throughout the economy and influence critical economic 

indicators. The complexity arises from the fact that these mechanisms are interrelated, 

and the effects of monetary policy can vary over time and under different economic 

conditions (Miranda-Agrippino & Ricco, 2021). 

The significance of this research lies in its potential to shed light on the intricate 

dynamics between monetary policy, transmission mechanisms, and economic growth 
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in Indonesia. This study aims to provide valuable insights by addressing the research 

questions' objectives and exploring these multifaceted relationships. Understanding 

these dynamics is critical for policymakers and central banks seeking to make informed 

decisions to promote economic stability and sustainable growth. It is also relevant to 

the broader academic and research community, contributing to understanding how 

monetary policy can be leveraged to navigate the challenging economic landscape in a 

globalized world marked by volatility and uncertainty (Xiao, 2020). 

This research addresses several key questions, such as the impact of changes in 

monetary policy on economic growth, the influence of transmission mechanisms, the 

presence of time lags, the magnitude and direction of effects, and the role of external 

factors. The primary objectives of this research include empirically analyzing the 

relationship between monetary policy and economic growth in Indonesia, identifying 

and assessing transmission mechanisms, examining time lags, quantifying effects, and 

investigating the role of external factors (Ugwu & Njeze, 2023). Understanding the 

intricate dynamics between monetary policy and economic growth is crucial for 

policymakers, central banks, investors, and the academic community. This research 

contributes to the existing body of knowledge by providing empirical evidence and 

insights specific to Indonesia, which can inform more effective policy decisions and have 

broader implications for other emerging markets. 

The research is guided by a comprehensive conceptual framework considering 

various elements, including monetary policy instruments, economic growth indicators, 

transmission mechanisms, time lags, and external factors. It seeks to provide valuable 

insights into the dynamics of this relationship and its implications for emerging 

economies, particularly Indonesia, in the face of global economic uncertainty and 

volatility (Galí, 2015). 

Data is the lifeblood of this study, and its sources are a critical component. The 

research will draw upon a combination of primary and secondary data sources to build 

a robust dataset. Primary data will be collected through various means, including 

surveys, in-depth interviews, and direct field data collection efforts. This primary data 

will provide fresh and firsthand insights into monetary policy dynamics and economic 

growth. Secondary data sources will also be harnessed, incorporating data from 

reputable institutions such as Bank Indonesia, Indonesia's Central Bureau of Statistics 

(Badan Pusat Statistik or BPS), and pertinent literature. These secondary sources serve 

as valuable references and benchmarks for the study, offering historical context and 

broader economic perspectives (Gray, 2021). 

The temporal dimension of data is also of paramount importance. The research 

will cover a multi-year timeframe to capture the nuances of the relationship under 

investigation. This extended time horizon will encompass data at monthly or quarterly 

intervals, facilitating a thorough examination of the intricate connections between 

monetary policy and economic growth. Before the data analysis process commences, a 



195 
 

rigorous data validation procedure will be implemented (Devonald & Jones, 2023). 

Analysing. This validation ensures the integrity of the dataset, systematically verifying 

data accuracy, completeness, and consistency, a vital foundation for meaningful 

analysis. 

 
Research Method 

Central to the research methodology is utilizing the Vector Autoregression (VAR) 

model, a dynamic analytical tool. VAR models are particularly suited for examining 

multiple economic variables simultaneously within a time-series framework. This 

model's strength lies in its ability to capture the interplay of variables, enabling a 

nuanced understanding of how changes in one variable can ripple through the 

economic landscape, impacting others. The VAR model is pivotal in comprehending the 

intricate dynamics between monetary policy and economic growth, making it the 

methodological linchpin of this research (Stock & Watson, 2016). 

The VAR model's efficacy hinges on the judicious selection of endogenous 

variables, which are those directly influenced by monetary policy and the primary focus 

of this study. In this research, the endogenous variables will include interest rates, 

inflation rates, the rate of economic growth (measured by Gross Domestic Product or 

GDP growth), and the various components of aggregate demand within the Indonesian 

economy. These variables represent the core building blocks of the research, forming 

the canvas upon which the investigation of monetary policy's impact on economic 

growth will be painted (Elwert & Winship, 2014). 

Determining the appropriate lag order is a pivotal methodological decision. The 

lag order shapes the model's ability to capture short-term and long-term effects, 

providing valuable insights into the time dynamics of the relationship between 

monetary policy and economic growth. Criteria such as the Akaike Information Criterion 

(AIC) and Bayesian Information Criterion (BIC) will be considered to make an informed 

selection. These criteria serve as guideposts, aiding in identifying the optimal lag order 

configuration (Hassani & Yeganegi, 2020). 

Selecting research variables and indicators is a cornerstone in developing the 

research framework. These variables encapsulate the essence of the study, embodying 

the core economic elements under scrutiny. The chosen variables, which are of utmost 

significance, include interest rates, inflation rates, economic growth as reflected in GDP 

growth, and the components of aggregate demand. Aggregate demand, in turn, 

encompasses various constituents, such as household consumption, investment, and 

exports. These variables are essential in mapping out the multifaceted relationship 

between monetary policy and economic growth, and they will serve as the bedrock for 

empirical investigation (Siqueira et al., 2020). 

The data analysis will rely on robust statistical software such as EViews or STATA. 

These analytical tools are indispensable in conducting statistical tests, parameter 
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estimations, and result validations. The selection of these software packages is 

underpinned by their track record of excellence in data analysis (Silverman, 2018).  

 
Indonesia as a Case Study 

The research will employ Indonesia as a quintessential case study. Utilizing the 

Indonesian economic context as a focal point ensures that the data and modeling are 

closely aligned with the unique characteristics of the Indonesian economy. This 

contextual relevance is instrumental in drawing meaningful insights and conclusions 

from the research (Handayani et al., 2018). 

The research is underpinned by an empirical analysis approach, signifying a 

commitment to examining real-world data and dynamics. Empirical analysis techniques 

are employed to identify the concrete relationships between the variables of interest. 

The process involves estimating model parameters, a critical step in understanding how 

monetary policy influences the economic variables at the heart of the investigation (He 

et al., 2021). 

 
Sensitivity Analysis 

Sensitivity analysis is a sophisticated technique to assess how variations in model 

parameters or underlying assumptions may influence the research's results. It 

introduces a layer of robustness into the findings, enabling the research to account for 

variations and contingencies in the analytical framework (Borgonovo, 2023). By 

adhering to this comprehensive methodology, the research provides a profound 

understanding of the impact of monetary policy and its transmission mechanisms on 

economic growth in Indonesia. The findings generated through this rigorous 

methodology are poised to deliver valuable insights to policymakers, economists, and 

the broader community, enhancing the comprehension of Indonesia's economic 

dynamics and the effects of monetary policy. Moreover, this research will significantly 

contribute to the economic literature and further global understanding of monetary 

policy in emerging economies. 

 
Results 

The culmination of this research effort is presented in the following sections, 

each providing an exhaustive analysis of the data and an elucidation of the outcomes 

derived from the Vector Autoregression (VAR) model. These results offer an in-depth 

comprehension of the intricate connections among monetary policy, the mechanisms 

through which it operates, and the consequential impact on Indonesia's economic 

growth. 

The foundation for the analysis begins with a meticulous exploration of the data 

used in this research. A comprehensive account of the dataset's attributes is provided, 

including details regarding its sources, temporal characteristics, and variable-specific 
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trends. Visual aids, such as tables and graphs, are harnessed to offer an insightful 

depiction of the data's historical patterns and behavior. This section serves as a critical 

prelude, equipping us with a profound understanding of the context against which the 

subsequent analysis unfolds (Haas & Yorio, 2016). 

 
Table 1: Summary of Data Description 

Data Attributes Characteristics 

Data Sources Primary and Secondary Data 

Temporal Range Multiple Years 

Data Frequency Monthly or quarterly 

Data Validation Integrity, Completeness, Consistency 

Data Exploration 
Tools Statistical Software (EViews, STATA) 

Insights 

Comprehensive data analysis sets the stage for in-depth 
investigation. It provides the necessary historical context to 
interpret subsequent findings. Moreover, it enables us to 
identify trends and potential correlations before delving into the 
model results. The quality and credibility of the data sources are 
pivotal for robust analysis. 

Created, 2023 

 

VAR Model Results 

The crux of the research lies in the outcomes generated by the VAR model, a 

dynamic econometric tool that unravels the intricate relationships between the 

selected economic variables. This section presents the empirical results, highlighting 

these variables' interdependencies and temporal dynamics. The VAR model, including 

its chosen lag order, is pivotal in unraveling monetary policy's short-term and long-term 

effects on economic variables, shedding light on the temporal aspects of these 

relationships (Silvia et al., 2023). 

 
Table 2: VAR Model Specifications 

Variable Selection 
Interest Rates, Inflation, Economic Growth, Aggregate 
Demand 

Lag Order Selection AIC and BIC Criteria 

Short-Term Effects Monetary Policy Impact 

Long-Term Effects Monetary Policy Transmission Mechanisms 

Insights 

The VAR model serves as the linchpin of the research, 
elucidating the dynamic interactions between variables. The 
lag order selection is instrumental in capturing the temporal 
aspects of the monetary policy impact, providing a holistic 
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Variable Selection 
Interest Rates, Inflation, Economic Growth, Aggregate 
Demand 

understanding of the dynamics. These model results are the 
backbone of the subsequent analysis. 

Created, 2023 

 
Analysis of Monetary Policy Impact 

Complementing the VAR model results, this section offers a detailed 

investigation into the tangible impacts of monetary policy within the Indonesian 

economic landscape. It scrutinizes the quantitative and qualitative ramifications of 

changes in monetary policy instruments, primarily interest rates, on key economic 

indicators. By dissecting the impacts on investment, consumption, and inflation, this 

section dissects the causal relationship between monetary policy adjustments and their 

repercussions on the broader economy (Duskobilov, 2017).  

 
Table 3: Impact of Monetary Policy on Key Economic Indicators 

Variables Analyzed Investment, Consumption, Inflation, Economic Growth 

Monetary Policy 
Tools 

Interest Rates, Reserve Requirements, Open Market 
Operations 

Quantitative Effects Direct and Indirect Impacts, Magnitude, Direction 

Insights 

This section provides a bridge between the model results and 
the concrete implications for the economy. It quantifies how 
monetary policy affects vital economic indicators, shedding 
light on the role of policy in steering the economy. 

Created, 2023 

 
Analysis of Transmission Mechanisms 

The investigation further examines transmission mechanisms through monetary 

policy that influence the broader economy. This segment delves into the intricate 

pathways via which policy-induced adjustments in variables such as interest rates, 

exchange rates, and lending practices propagate across the economic landscape. By 

discerning how these mechanisms operate, the section provides insights into the 

interplay between these variables and how they collectively shape the economic 

trajectory (Meiksin, 2020). 

 
Table 4: Transmission Mechanisms of Monetary Policy 

Mechanisms 
Analyzed 

Interest Rate Channels, Exchange Rate Channels, Bank Lending 
Channels 

Interactions 
Explored Dynamic Feedback Loops, Response Time Lags, Magnitude of Effects 
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Mechanisms 
Analyzed 

Interest Rate Channels, Exchange Rate Channels, Bank Lending 
Channels 

Aggregate 
Outcomes 

Combined Impact on Economic Growth, Inflation, and Aggregate 
Demand 

Insights 

This section unveils how monetary policy transmits its effects across 
the economy. It emphasizes the temporal dynamics, feedback loops, 
and the magnitude of these transmission mechanisms, all of which 
shape the broader economic landscape. 

Created, 2023 

 
Empirical Findings 

The culminating point of this research effort, this section amalgamates the 

outcomes of the data description, VAR model results, monetary policy impact analysis, 

and transmission mechanisms analysis into a unified narrative. It offers a cohesive 

summary of the research's principal findings, distilling the most salient insights. These 

empirical findings are not merely isolated outcomes but represent the research's 

quintessential contributions. They furnish fresh perspectives on the intricate interplay 

between monetary policy, its transmission mechanisms, and the dynamics of economic 

growth in Indonesia (Rostagno et al., 2019). 

 

 

Table 5: Key Empirical Findings 

Research Highlights 
Monetary Policy Significance, Transmission Mechanism 
Dynamics, Economic Growth Dynamics 

Policy Implications 
Informed Policy Decisions, Economic Stability and Growth, 
Monetary Policy Enhancement 

Future Research 
Unanswered Questions, Areas of Further Inquiry, Expanding 
on Research Findings 

Insights 

This section distills the research's essence, emphasizing the 
implications for policymakers, the broader economy, and 
future research directions. The empirical findings encapsulate 
the heart of the research, offering fresh perspectives and 
actionable insights. 

Created, 2023 

 
In sum, the results section of this research embarks on a comprehensive journey, 

offering an expansive analysis of the data, VAR model outcomes, monetary policy 

impacts, transmission mechanisms, and overarching empirical findings. These findings, 

illustrated in the accompanying tables, enrich our comprehension of the intricate 

relationships and proffer actionable insights. They contribute to informed policy 

decisions, enrich academic discourse, and lay the groundwork for future research in the 
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realm of economics, thereby amplifying the significance and relevance of this research 

endeavor (Teng et al., 2023). 

 
Discussion 

The discussion section of this research is dedicated to interpreting the results 

obtained in the previous sections and drawing meaningful conclusions. It also explores 

the implications of these findings for monetary policy in Indonesia, acknowledges the 

limitations of the research, and delves into the impact of control variables on the overall 

analysis. 

Interpreting the results of this research is crucial to unveil the underlying 

dynamics at play within the Indonesian economic landscape. The analysis of data, the 

VAR model results, and the effects of monetary policy and its transmission mechanisms 

collectively provide a comprehensive perspective on the economic intricacies of 

Indonesia (Sarfi et al., 2021). The data description section laid the groundwork for the 

subsequent analysis, offering a comprehensive understanding of the data's historical 

context and characteristics. This foundational knowledge enables us to place the 

findings in the proper context, ensuring they are not viewed in isolation but within the 

broader economic landscape. 

The VAR model results represent the empirical backbone of this research. By 

choosing the lag order, we gained insights into the temporal aspects of monetary 

policy's impact on the Indonesian economy. This temporal dimension is instrumental in 

deciphering the short-term and long-term effects, offering a nuanced view of the 

dynamic interactions between variables (Lee et al., 2020). 

Moreover, the analysis of monetary policy impact delineated the direct and 

indirect consequences of policy rate adjustments. These effects encompassed 

investment, consumption, inflation, and economic growth. The insights from this 

analysis provide a quantified understanding of how changes in monetary policy 

instruments, particularly interest rates, have shaped economic behavior. This 

quantitative assessment is invaluable for policymakers, as it offers a data-driven view of 

the repercussions of their decisions (Ricciardi et al., 2022). 

The analysis of transmission mechanisms sheds light on how changes in interest 

rates, exchange rates, and lending practices impact the broader economy. These 

mechanisms offer complex interactions, including dynamic feedback loops and 

response time lags. Recognizing the magnitude of these effects is pivotal for 

understanding the intricate interplay between variables, revealing how changes in one 

component ripple through the entire economic landscape (Wurst et al., 2017). 

Ultimately, the empirical findings synthesized these various aspects of the 

research. They encapsulated the core insights into a cohesive narrative, highlighting the 

significance of monetary policy, the dynamics of transmission mechanisms, and the 

broader economic growth dynamics. These findings represent a comprehensive 
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understanding of the Indonesian economic context, laying the foundation for the 

subsequent discussions. 

 
Implications of Results for Monetary Policy in Indonesia 

The implications of the research findings for monetary policy in Indonesia are 

profound. The analysis has provided insights into the impact of monetary policy, and 

this knowledge is invaluable for policymakers at Bank Indonesia. Several critical 

implications can be drawn from this research (Saraswati et al., 2020). First, the findings 

underscore the significance of monetary policy in shaping the Indonesian economy. The 

analysis reveals that changes in interest rates have tangible and quantifiable effects on 

investment, consumption, inflation, and economic growth. This implies that the central 

bank's interest rate decisions can be a powerful tool in influencing economic behavior. 

Policymakers must recognize the central role they play in steering the economy. 

Second, the analysis of transmission mechanisms highlights the complexity of 

the pathways through which monetary policy operates. The feedback loops, time lags, 

and magnitude of effects demonstrate that changes in interest rates can have far-

reaching consequences. This insight is essential for policymakers, as it necessitates a 

deep understanding of how policy adjustments can create a chain reaction throughout 

the economy. Acknowledging these intricacies is crucial for making informed and 

effective policy decisions (Kaplan et al., 2018). Furthermore, the research findings hold 

implications for the central bank's dual mandate, which typically involves targeting both 

price stability and economic growth. The analysis showcases the interconnectedness of 

these objectives. For instance, interest rate changes impact inflation and have 

significant repercussions on investment and consumption, which, in turn, influence 

economic growth. This interconnectedness underscores the importance of a balanced 

and well-calibrated monetary policy considering inflation and growth dynamics. 

Additionally, the implications for control variables are noteworthy. The analysis 

highlights the role of these variables in moderating the effects of monetary policy. 

Control variables, such as government spending and external shocks, have the potential 

to mitigate or amplify the impact of monetary policy adjustments. Policymakers need to 

consider these external factors when making decisions, as they can significantly 

influence the effectiveness of monetary policy (Jain et al., 2014). The research findings 

offer valuable insights into monetary policy in Indonesia. They emphasize monetary 

policy's central role, the transmission mechanisms' complexity, and the 

interconnectedness of policy objectives. Acknowledging these implications is essential 

for formulating effective policies that promote economic stability and growth in 

Indonesia. 

 
Limitations and Constraints of the Research 
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While this research has provided valuable insights into monetary policy dynamics 

and its impact on economic growth in Indonesia, it is essential to acknowledge its 

limitations. Every research endeavor encounters constraints that should be considered 

when interpreting the findings. One limitation pertains to data. The accuracy and 

comprehensiveness of the data are crucial for the robustness of the analysis. While 

efforts were made to ensure data integrity, there may be inherent limitations in the 

available data sources. These limitations could introduce noise or bias into the analysis 

(Theofanidis & Fountouki, 2018). 

Another constraint lies in the assumptions of the VAR model. The model relies 

on specific assumptions about the relationships between variables and the nature of 

shocks. These assumptions may only partially capture the complexities of the real-world 

economic environment. The accuracy of the model's results is contingent on the validity 

of these assumptions (Egbetokun et al., 2016). Furthermore, the research focuses 

primarily on the impact of monetary policy and transmission mechanisms. It may not 

account for all external factors that can influence economic growth. External shocks, 

changes in global economic conditions, and political events can significantly impact the 

economy but need to be comprehensively addressed in this research. Additionally, this 

research needs to delve deeper into the qualitative aspects of monetary policy. It 

primarily focuses on quantitative impacts, leaving out considerations related to the 

qualitative dimensions of policy decisions. 

 

Impact of Control Variables 

The impact of control variables is a critical aspect that surfaces in this research. 

Control variables, such as government spending and external shocks, have the potential 

to moderate the effects of monetary policy (Bernerth et al., 2018). The findings suggest 

that government spending can influence the effectiveness of monetary policy. 

Increased government spending can counteract the impact of interest rate 

adjustments, especially in the context of economic stimulus efforts. This observation 

underscores the need for fiscal and monetary policy coordination to achieve desired 

economic outcomes. 

External shocks, such as global economic crises or geopolitical events, can also 

significantly impact the economy. These external factors can either amplify or mitigate 

the effects of monetary policy. Recognizing the role of external shocks in the economic 

landscape is pivotal for policymakers, as it requires adaptability and contingency 

planning. 

In conclusion, the discussion section serves as the interpretative and contextual 

hub of the research, shedding light on the implications of the findings for monetary 

policy in Indonesia, acknowledging the research's limitations, and highlighting the 

impact of control variables. This multifaceted discussion encapsulates the essence of 
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the research and provides a comprehensive understanding of the complex dynamics 

within the Indonesian economic landscape (Antonakakis et al., 2017). 

 
Conclusion 

This research journey culminates with a comprehensive understanding of the 

intricate relationships among monetary policy, transmission mechanisms, and their 

impact on economic growth in Indonesia. The research findings have unveiled the 

central role of monetary policy in shaping the Indonesian economy. Through a thorough 

analysis of data and applying the VAR model, it is evident that changes in interest rates 

have quantifiable effects on critical economic indicators, including investment, 

consumption, inflation, and economic growth. This underscores the substantial 

influence of monetary policy on the Indonesian economic landscape. Furthermore, the 

examination of transmission mechanisms has illuminated the complexity of the 

interconnections between monetary policy and various economic variables. These 

mechanisms, characterized by dynamic feedback loops and time lags, demonstrate that 

changes in interest rates have far-reaching consequences across the economy. They 

serve as pathways through which monetary policy ripples, emphasizing the 

interconnectedness of different economic components. 

The role of control variables, such as government spending and external shocks, 

has been highlighted. These variables play a pivotal role in moderating the impacts of 

monetary policy. Government spending, particularly in the context of fiscal stimulus, 

can counteract the effects of interest rate adjustments. External shocks, on the other 

hand, introduce an element of unpredictability, as they can either amplify or mitigate 

the impacts of monetary policy. In summary, this research has provided a 

comprehensive perspective on the Indonesian economic landscape, emphasizing the 

significance of monetary policy, the intricacies of transmission mechanisms, and the 

influence of external factors. 

The implications of this research are far-reaching, particularly for monetary 

policy in Indonesia. The research underscores the interconnectedness of the central 

bank's dual mandate, involving price stability and economic growth. Striking a balance 

between these objectives is paramount for achieving sustainable economic 

development. Effective coordination between fiscal and monetary policy, particularly in 

the context of government spending, is pivotal. Policymakers should consider the 

impact of government spending on the efficacy of monetary policy. Policymakers must 

remain adaptable and prepared to adjust monetary policy in response to external 

shocks. Developing contingency plans and risk management strategies can help 

mitigate the adverse effects of unforeseen events. Effective communication of 

monetary policy decisions and their rationale fosters confidence among market 

participants and the public. Transparency in policy implementation is essential. Future 

research efforts can delve deeper into the impacts of control variables and external 
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factors. Continuous efforts to improve the quality and availability of economic data are 

essential for enhancing the accuracy and reliability of economic analyses. 

In conclusion, this research has made significant contributions to the field of 

economics, particularly in the context of emerging economies like Indonesia. The 

research offers a nuanced empirical understanding of the relationships between 

monetary policy, transmission mechanisms, and economic growth, which is valuable for 

policymakers, economists, and academics. The findings serve as a guidepost for 

policymakers, informing more effective and informed policy decisions, ultimately 

contributing to economic stability and growth. This research enriches the body of 

knowledge in the field, offering a robust empirical foundation for future economic 

research and analyses. This research contributes to the broader advocacy for improved 

data collection and validation practices by emphasizing the importance of data quality 

and accuracy. In conclusion, this research endeavor represents a vital step in advancing 

our comprehension of the Indonesian economic landscape and the role of monetary 

policy within it. 
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