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Abstract.This study focuses on analysis (1) money supply effect, previous period money 

supply, the level of SBI (Bank Indonesia Certificate), the exchange rate, and the economy on 

inflation in Indonesia (2) The effect of inflation, domestic investment, previous period 

domestic investment, foreign investment, previous period foreign investment, and economic 

labor in Indonesia. Time series data using the simultaneous analysis model equation of the 

Two-Stage Least Squared (TSLS) method. The results of the study concluded that (1) the 

money supply had a significant and positive impact on inflation, the money supply in the 

previous period had a significant and positive impact on inflation, the SBI rate had a significant 

and negative effect on inflation, the exchange rate had a significant and positive effect on 

inflation. Meanwhile, the national economy has no significant and positive effect on inflation. 

If the money supply increases, inflation will increase. If the money supply in the previous 

period increased, inflation would also increase. If the SBI interest rate rises, inflation will 

depreciate. If the exchange rate rises, inflation will appreciate. If the level of the national 

economy rises, inflation will appreciate. (2) Domestic investment, previous period domestic 

investment, foreign investment, previous period foreign investment, and labor have a 

significant effect on the economy in Indonesia, while the inflation rate has no significant effect 

on the economy in Indonesia  

Keywords. Monetary Policy, Inflation, National Economy 

Intorduction 
Bank Indonesia as the national central bank uses the SBI benchmark interest rate 

instrument in controlling inflation in Indonesia. According to Baroroh in Hudaya (2011: 28), 
the relationship between the SBI interest rate and the inflation rate will encourage a short-
term interest rate increase in the money market. Likewise, long-term interest rates, where 
producers will respond to rising interest rates by reducing their investment capital. So the 
results of domestic production (output) also declined along with the decline in the level of 
domestic inflation. Inflation is an economic phenomenon that has a wide impact on the 
national economy. This phenomenon will cause a continuous increase in price levels (Mc 
Eachern, 2000: 133). Inflation can have a positive or negative impact on the economy 
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depending on the effects it causes. This situation tends to occur in developing countries with 
agrarian-style economic structures. Failure or shocks in the country will cause fluctuations in 
domestic market prices and inflation in the structure of the national economy (Baasir, 2003: 
265). The global economy in 2018 is marked by the uncertainty of the world triggered by 
three unfavorable developments, namely: slower world economic growth, faster FFR rising, 
and high uncertainty on global financial markets. This uncertainty was responded by various 
countries by optimizing monetary and fiscal policies. Structural reforms continue to 
strengthen sustainable economic growth. Another case with the momentum of Indonesia's 
economic growth in 2018 remains solid amid slowing global economic growth. The growth of 
the national economy is supported by the high level of domestic demand. Increased economic 
growth has a positive impact on reducing unemployment, poverty, and social inequality. 

The less conducive global economy put pressure on Indonesia's payments balance in 
2018, especially Quarter II and III. The synergy of policies of Bank Indonesia, the 
Government, and related authorities could strengthen the performance of the balance of 
payments so that the balance of payments in the fourth quarter of 2018 recorded a surplus, and 
the pressure on the rupiah was controlled. Policy responses can lead to strong external 
resilience. This response was also carried out in conjunction with structural improvements in 
inflation and helped to push the inflation rate in 2018 to remain low in the range of 3.5 - 1%. 

Besides being influenced by the rate of inflation, the national economy is also 
influenced by other factors, namely: investment and labor. According to Todaro (2000: 137), 
there are three main factors or components in the economic growth of each nation, all of 
which are capital accumulation covering all forms or types of new investments in land, 
physical equipment, and human resources. New investment as capital stock can be used as a 
tool to restore the economy. Domestic and foreign capital investment are solutions to meet 
investment needs. The low level of national inflation in 2018 is supported by controlled 
inflation in various regions. The realization of inflation in most regions is within the national 
inflation target range of 3.5 - 1%. The development of regional inflation was accompanied by 
a pattern of movement in the national inflation target. The national inflation rate is supported 
by the realization of low inflation in Sumatra and Java. The development of the inflation in 
Sumatra during 2018 was in the declining range so that by the end of 2018 the inflation was 
far lower than the historical average. The realization of inflation in various regions in Java 
was quite low, which was in the range of 3%, including the DKI Jakarta area which has a 
large share in the formation of national inflation. Meanwhile, inflationary pressures in eastern 
Indonesia tended to be stronger, especially in Central Sulawesi, Papua, West Papua, North 
Kalimantan and Central Kalimantan due to the effects of natural disasters and food supply 
constraints. 
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Table 1. World Economic Growth (%) 

 
  *) Based on country releases until February 19, 2019. Data USA and India are IMF projections 
Source: WEO January 2019, each release state 

 
 

Table 2. Domestic Economic Growth (%) 
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Table 3. Indonesia's Balance of Payments (USD billion) 

 
* preliminary figures ** very temporary figures 
Source: Bank Indonesia 

 

 
 
Monetary policy is focused on maintaining the stability of the rupiah exchange rate, 

amid the uncertainty of the global economy which tends to increase. Economic developments 
up to the third quarter of 2018 show symptoms of rising FFR in the United States and the 
uncertainty of global financial markets has reduced foreign capital inflows to various 
developing countries, including Indonesia. This condition certainly affected the structure of 
the domestic monetary policy. A widening level of the current account deficit and reduced 
foreign capital inflows have reduced the performance of the balance of payments and 
increased pressure on the rupiah exchange rate. This challenge is particularly evident in 
Quarter II and III of 2018, so it needs to be responded quickly because it will disrupt the 
stability of the national economy, financial system, and the momentum of economic recovery. 
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Theoretical Framework 
A. Factors that influence inflation : 

1. Influence of the Amount of Money Supply on Inflation  
According to Mankiw (2006:81), countries with high money growth have high levels of 
inflation tendencies and vice versa. This is consistent with the quantity theory that 
increases in a 1% money growth rate it causes a 1% increase in the inflation rate. 

2. The Effect of SBI Interest Rates on Inflation 
According to Baroroh in Hudaya (2011: 28), the relationship between SBI interest rates 
and the rate of inflation will encourage an increase in short-term interest rates on the 
money market. Likewise, long-term interest rates, where producers will respond to 
rising interest rates by reducing their investment capital. So the results of domestic 
production (output) also declined along with the decline in the level of domestic 
inflation. 

3. Effects of Exchange Rates on Inflation  
The weakening of the rupiah exchange rate makes the price of imported goods increase 
due to the need for more rupiah to obtain imported goods. This is also the case with 
imported production raw materials. This will increase the price of domestic production 
which results in inflation. Depreciation of the rupiah against foreign currencies 
increased the value of exports. Cheaper domestic goods prices attract foreigners to 
increase the amount of demand for goods so that the price slowly rises causing inflation 
(Sipayung: 2013: 337). 

 
B. Factors That Affecting the National Economy 

1. Effect of Investment on the Economy 
According to Todaro (2000: 137), there are three main factors or components in the 
economic growth of each nation, all of which are capital accumulation covering all 
forms or types of new investments in land, physical equipment, and resources human 
power. New investment as capital stock can be used as a tool to restore the economy. 
Domestic and foreign capital investment are solutions to meet investment needs. Capital 
accumulation occurs when a portion of income is saved and reinvested to enlarge output 
and future income. The procurement of new factories, machinery, equipment, and raw 
materials increases the physical capital stock of a country and this allows for an increase 
in output in the future. 

2. The Effect of Labor on the Economy 
According to Pratama (2008: 136), the addition of labor factors is very influential on 
increasing output. The problem is: how much additional labor will increase output. It 
depends on how quickly "The Law of Diminishing Return (TLDR)" occurs. While 
sooner or later the process is determined by the quality of human resources and the 
relationship with the progress of production technology. As long as there is a synergy 
between labor and technology, the addition of labor will spur economic growth. 

3. Inflation and Economic Causality 
According to Maqrobi (2011: 2), in an economy, inflation and economic growth are 
interrelated. If the level of inflation is high then it can cause slowing economic growth, 
on the contrary, relatively low and stable inflation can encourage economic growth. 
Likewise, high economic growth can trigger high inflation through an increase in 
aggregate demand. 
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C. Previous Research 
The results of previous studies conducted by Primawan Wisda Nugroho and Maruto Umar 
Basuki (2012) entitled "Analysis of Factors Affecting Inflation in Indonesia". By using the 
OLS method it is concluded that the GDP and SBI variables have a positive and significant 
effect on the inflation rate, the JUB (M2) variable has a negative and significant effect on 
inflation while the exchange rate variable has a positive and not significant effect on inflation. 
Then, the results of research conducted by Chandra Budi (2009) entitled "Analysis of the 
Effect of SBI Interest Rates on Macroeconomic Variables in Indonesia". By using descriptive 
methods through several regression analysis tools, it is concluded that the SBI interest rate has 
a positive and significant effect on the rupiah exchange rate & inflation, but not significantly 
on the JUB, the SBI interest rate has a negative and not significant effect on GDP. The results 
of a study conducted by Fery Andrianus & Niko Amelia (2006) entitled "Factors affecting 
Inflation in Indonesia". By using the OLS method and the Partial Adjustment Model it is 
concluded that the influence of the interest rate is very dominant on inflation in Indonesia 
compared to the exchange rate. Then a subsequent study by Hertiana Ikasari (2005) entitled 
"Determinants of Inflation (Classical Approach)". By using the ECM (Error Correction 
Model) method it is concluded that in the short term, the base money variable does not 
significantly influence the inflation rate, on the other hand, the Real GDP variable has a 
significant effect on the inflation rate. The base money variable in the previous quarter had a 
significant effect on the inflation rate, while the Real GDP variable in the previous quarter 
had no significant effect on inflation. In the long run, the base money variable has no 
significant effect on the inflation rate, on the contrary, the Real GDP variable has a significant 
effect on the inflation rate. 
 
Research Methods 

The data in this study came from secondary data obtained by several sources 
including Indonesian Financial Economic Statistics (SEKI) and National Economic Reports 
from various editions published by Bank Indonesia, the Central Statistics Agency (BPS), and 
the Investment Coordinating Board (BKPM) various editions. 
 
A. Stationary Test 

Table 4. Stationary Test Results Research Variable 
Name Variable Level Value Probability 

Economic(Y) 1st difference 0.0000 
Inflation (Inf) 1st difference 0,0003 
Amount of Money Supply (M2) 1st difference 0.0000 
Amount of Money Circulating of the Previous Period ( M2t-1) 1st difference 0.0000 
SBI Interest Rate (R) 1st difference 0,0006 
Exchange rate (E) 1st difference 0.0000 
Domestic Investment (Id) 2nd difference 0.0000 
Domestic Investment of the Previous Period (Idt-1) 2nd difference 0.0000 
Foreign Investment (Ia) 1st difference 0.0045 
Foreign Investment of the Previous Period (Iat-1) 2nd difference 0.0000 
Labor (L) 2nd difference 0.0032 

           Source: Results of Data Processing Eviews 6, n = 48, α = 0.05 
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B. Cointegration Test 
Table 5. Cointegration Test Results 

 
 

Table 5 is known that in the equation RESIDUAL 1 (-1), as well as the RESIDUAL 
equation 2 (-1) the probability is small than α = 0.05. Each equation in this study is 

cointegrated or explained to each other. Although the variables in this study each equation are 
stationary to a different degree it is still co-integrated, namely, there is a long-term 
relationship or balance between these variables. Thus the equation no longer contains the 
problem of spurious regret (spurious regression). 
 
C. Granger Causality Test 

Table 6. Granger Causality Test Results 

 
 

Granger Causality Test Results in Table 6 obtained inflation probability value (INF) 
to the economy (Y) is small than α = 0.05. While the economic probability value (Y) to 
inflation (INF) is also small than α = 0.05. So that Ho is rejected and Ha is accepted, this 

means that the inflation variable and the national economy have a two-way or mutually 
influential relationship. 
 
D. Identification Test 

Table 7. Identification Test Eq 

 
 

The results of the identification test using the order condition for the above equation 
can be concluded that all existing equations are overidentified, so to estimate the parameters 
of the equation is using Two Stages Least Squared (TSLS) method. So the estimation of the 
coefficient will still not be biased because this is the advantage of the method. 
 
E. Reduce Form 

The results of the reduced form equation (1) and (2) are as follows: 
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Results reduce form can be seen that the endogenous variable is inflation and the 
economy, while the exogenous variable is the amount of money in circulation, the money 
supply in the previous period, SBI interest rates, exchange rates, domestic investment, 
domestic investment in the previous period, foreign investment, foreign investment in the 
previous period and labor. 
 
Result and Discussion 
A. Inflation Model 

The results of the estimation of the inflation equation processed using eviews 6 can 
be shown in Table 7. From the estimations made, the inflation equation model is obtained as 
follows: 

 
 

The estimation of the simultaneous inflation (INF) model is influenced by the money 
supply, the money supply in the previous period, the SBI interest rate, the exchange rate, and 
the economy. 

Table 8. Estimation Results of the Inflation Equation 
Dependent Variable: INFT 

Method: Two-Stage Least Squares 

 
 
B. National Economic Equation Model 

The estimation results of the economic equation can be shown in table 9. From the 
estimation made, the economic equation model is obtained as follows: 
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Estimated simultaneous economic model (Y) in Indonesia is influenced by inflation, 
domestic investment, previous period domestic investment, foreign investment, previous 
investment period, and Labor. 

 
Table 9. Results of Estimates of the Economic Equation 

 
 
C. National Economic Planning Model 

Prediction techniques in this study using ARIMA prediction techniques. ARIMA 
stands for   Autoregressive Integrated Moving Average. This estimation model is used to 
predict the economy (Y) in the form of AR (1), AR (3), AR (4), AR (5) patterns with the first 
difference as follows: 

 

 
 

The estimation results of the model for forecasting the economy over the next 5 years 
are: 

 

 
 

The estimation of the model shows that the economic outlook in Indonesia continues 
to increase over the next 5 years. As for the influence of the Amount of Money Supply, the 
Amount of Money Supply in the Previous Period, the SBI Interest Rate, the Exchange Rate, 
and the national economy on inflation in Indonesia are explained as follows: 

 The money supply, the money supply in the previous period, the SBI interest rate, the 
exchange rate, and the economy together, have the same significant effect on inflation in 
Indonesia. Partially, the money supply has a significant and positive influence on inflation in 
Indonesia. There is a significant and positive influence between the money supply to inflation 
indicating that inflation in Indonesia is determined by the money supply in the same direction. 
If the money supply increases, inflation will rise. Vice versa, if the money supply decreases, 
inflation will also fall. An increase in the money supply in the community causes many to 
hold money and this drives domestic demand to increase. Increased domestic demand was 
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triggered by the rising consumptive character of society. If the consumptive character of the 
community increases but is not offset by an increase in the number of goods produced, the 
price of domestic goods will rise due to a scarcity of these goods. If the community continues 
to increase their expenditure, prices will rise in general and there will be inflation in the long 
run, which has the potential to disrupt the national economy. The results of this study are in 
line with the theory put forward by Mankiw (2006: 81) stating that countries that have high 
money growth tend to have high inflation while countries that have low money growth tend to 
have low inflation. 

 SBI interest rates have a partial and significant negative effect on inflation in 
Indonesia. An increase in SBI interest rates will reduce inflation. The decline in inflation was 
caused by the public being more motivated to save money in banks in the form of deposits 
and savings because they expect a favorable return. Therefore an increase in SBI interest rates 
will be followed by a reduction in the money supply. This will cause a decrease in the demand 
for goods and services due to people's reluctance to buy goods and services because saving 
money in a bank is more profitable than spending money. Furthermore, the decline in demand 
for goods and services will trigger a decline in prices so that it can reduce inflation. The 
results of this study are in line with research conducted by Hudaya (2011: 68) conducting a 
causality test between SBI interest rates and inflation. The results of his research indicate that 
there is a causal relationship between SBI interest rates and inflation. The exchange rate 
partially has a significant and positive effect on inflation in Indonesia. If the value of the 
rupiah against the US dollar weakens then inflation will rise, and if the value of the rupiah 
against the US dollar strengthens then inflation will fall. This is because when the rupiah 
exchange rate depreciates, the price of imported goods will rise, causing the cost of imported 
raw materials to rise. Rising costs of imported raw materials cause production output to 
decline. The results of this study are in line with research by Andrianus (2006: 180) which 
states that changes in the exchange rate of the rupiah or the strengthening value of the US 
dollar against the rupiah will cause inflation in Indonesia. 

 The influence of the national economy on inflation in Indonesia is not significant. An 
increase in the economy is not always followed by rising inflation and vice versa. A 
slowdown in the economy is not always accompanied by a fall in inflation. A declining 
economy can cause inflation to rise, this is due to a decrease in national output due to rising 
world oil prices which trigger an increase in prices of goods & services in general, resulting in 
reduced production of domestic goods and services. From the demand side, an increase in 
aggregate demand in the short-run results in an increase in an output that occurs in the short 
term prices are rigid and the economy is not in full employment conditions yet so that the 
increase in aggregate demand does not produce inflation. 

Foreign investment partially has a significant and positive effect on the national 
economy. This positive and significant influence indicates that foreign investment does 
indeed affect the economy in Indonesia. Increasing foreign investment will lead to an increase 
in the economy in Indonesia because foreign investment has been one of the important 
sources of financing (capital) for Indonesia and can make a significant contribution to 
development through asset transfer and management, knowledge, and technology transfer to 
drive the Indonesian economy. The results of this study are in line with research by 
Syaparuddin and Heri Hermawan (2005: 14) which states that foreign direct investment (FDI) 
has a positive impact, although not significantly to PDB. However, this research is not in line 
with research conducted by Kustituanto and Istikomah in Serwedi (2002) which states that in 
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the short and long term, PMA does not affect economic growth. This is due to (1) Country 
Risk the small domestic market which causes a low rate of return from the capital and the lack 
of supporting facilities & infrastructure (transportation, skilled labor, and technology); (2) the 
development of PMA is still hampered by the complicated management, bureaucracy and lack 
of coordination between related departments; (3) the lack of information on sources of funds 
that can be used to finance the project; (4) the low quality of human resources, so this affects 
the purpose of implementing foreign investment in a country (transfer of assets) and (5) 
increasing fierce competition between countries in attracting foreign investment by both 
developed and developing countries. Partially, Labor has a significant and positive effect on 
the economy in Indonesia. If the number of workers increases, the economy will increase 
because of an increase in the number of workers can be used as input in the process of 
producing goods & services. Increased production of goods and services will imply an 
increase in the economy. The results of this study are supported by the opinion of Todaro 
(2000: 137) saying that population and labor growth has traditionally been considered a 
positive factor in spurring economic growth. The greater number of workers means that it will 
increase the level of production, while greater population growth indicates a larger domestic 
market size. 
 
National Economic Planning Period 2014 - 2018 
 Prospects for the Indonesian economy for the next 5 years show an increase every 
year. Economic developments have averaged 5.5% from 2014 to 2018. The ARIMA model 
(1,1,1) can explain the forecast figures for economic development for the next five periods 
from 2014-2018. There is an increase in the economy every year, but the growth does not 
experience a significant increase. This occurs because there are still structural problems such 
as legal uncertainty, labor issues, and investment regulations so that economic growth is 
largely dependent on consumption needs, while investment and exports are relatively limited. 
 
Conclusion 

The money supply, the money supply in the previous period, the SBI interest rate, the 
exchange rate, and the economy simultaneously have a significant effect on inflation in 
Indonesia. Meanwhile, overall the amount of money supply has a significant and positive 
effect on inflation in Indonesia. The money supply in the previous period had a significant 
and positive effect on inflation in Indonesia. SBI interest rates have a significant and negative 
effect on inflation in Indonesia. Exchange rates have a significant and positive effect on 
inflation in Indonesia. The economy does not significantly influence inflation in Indonesia 
and has a positive direction. Domestic investment, domestic investment of the previous 
period, foreign investment, foreign investment of the previous period, labor, and inflation 
simultaneously have a significant effect on the economy in Indonesia. Meanwhile, domestic 
investment partially has a significant and positive effect on the economy in Indonesia. 
Domestic investment in the previous period had a significant and positive effect on the 
economy in Indonesia, Foreign investment has a significant and positive effect on the 
economy in Indonesia, foreign investment in the previous period has a significant and positive 
effect on the economy in Indonesia, labor has a significant and positive effect on the economy 
in Indonesia, and inflation has no significant effect on the economy in Indonesia and has 
negative direction. 
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