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ABSTRACT

Inflation is one of the most important economic indicators in assessing the health
of a country's economy. Inflation is an economic phenomenon characterized by a
general and continuous increase in the price level of goods and services. This
research analyzes the influence of macroeconomic variables including money
supply, interest rates, exchange rates and world oil prices on inflation in Indonesia
for the period 1986-2023. The data used is time series data obtained from the World
Bank. The method used in this research is multiple linear regression assisted by the
R-studio analysis tool. The research results show that the money supply has a
significant positive effect, interest rates have a significant negative effect, the
exchange rate has no effect, world oil prices have a significant negative effect.
Overall, the variables of money supply, interest rates, exchange rates and world oil
prices influence inflation in Indonesia. This can be seen from the results of the
determination test where all independent variables have an influence of 67.67% on
inflation in Indonesia.

Keywords: Inflation, Money Supply, Interest Rates, Exchange Rates and World Oil
Prices

XiX



CHAPTER 1

INTRODUCTION

A. Background

Inflation is one of the most important economic indicators in assessing
the health of a country's economy. Inflation is an economic phenomenon
characterized by a general and continuous increase in the price level of
goods and services. Very high inflation will reduce people's purchasing
power and result in economic instability. Conversely, inflation that is too
low could indicate a problem in economic growth (Rahma & Soebagio,
2023).

The inflation data in Indonesia over a period of 38 years can be seen as
follows:

Figure 1.1 Chart of Indonesia's Inflation Development
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Source: data.worldbank.org (2024)

Based on the graph of inflation developments from 1986 to 2023 above,
it can be seen that from 1986 to 1997 inflation in Indonesia fluctuated and
there was a very sharp spike in inflation in 1998 reaching 60%.

Then it experienced a very drastic decline in 1999 to around 20%.

Inflation began to rise the following year and began to stabilize in the range



of 6-12% until the mid-2000. From 2006 to 2023, inflation in Indonesia was
stable and controlled in the range of 3-6% per year.

From the experience of the monetary crisis that occurred, Indonesia made
a monetary policy, namely inflation targeting. The implementation of
inflation targeting began with the issuance of Bank Indonesia Law No. 3 of
2004 which made Bank Indonesia an Independent Institution (Liputan 6,
2024).

Indonesia experienced very high inflation in 2022 reaching 4.2%. Cases
that make inflation in Indonesia high throughout 2022 include the scarcity
of cooking oil, the increase in avtur prices which encourages an increase in
air freight rates, soaring demand when entering the months of Ramadan and
Eid day, school holidays, Christmas and New Year celebrations that trigger
an increase in food prices, weather anomalies in various regions that result
in crop failures of several horticultural commodities that trigger price
increases, The government increased the price of pertalite fuel by 30.72%,
diesel by 32.04%, and Pertamax by 16% (Bisnis.com, 2023).

Meanwhile, money supply has also increased. In May 2024, the total
money supply reached IDR 8,965 trillion, growing by 7.6% on an annual

basis (infobanknews.com).



Figure 1.2 Chart of the Money Supply for the last 4 years
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Based on the graphic image above, in 2023, precisely in November, the
money supply in Indonesia reached IDR 8,573.6 trillion, this is due to the
development of credit distribution and net bills to the central government
(Antara, 2023). The more money supply, the lower the value of the currency
will be.

A few months ago, starting from 2023 to 2024, the value of the rupiah
weakened against the value of the dollar. The Indonesian rupiah for the first
time in the last four years rose to Rp16,000.00 and reached Rp16,280.00 in
January 2024 and its value continues to move constantly in 2024. Based on
exchange rate information from Bank Indonesia's JISDOR, the upward
movement of the rupiah is not too significant but does not decline and
continues to move upwards even though it is constant as seen from the

following chart movements:



Figure 1.3 Chart of the Exchange Rate for the last 4 years
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Based on the graphic image, in 2020 precisely in April the Indonesian
exchange rate reached Rp16,741, which means that for 1 USD = Rp16,741.
This has happened since the beginning of the year until the end of August,
the rupiah exchange rate against the US dollar weakened by 4.74 percent.
The rupiah exchange rate on January 2nd, 2020 was recorded at Rp13,895
per US dollar. The movement tends to weaken until it reaches the peak of
weakness on April 2nd, 2020. The rupiah exchange rate against the United
States dollar on that day was recorded at Rp 16,741, down 20.48%
compared to the exchange rate at the beginning of the year (Kompas, 2024).

The weakening of the rupiah in Indonesia, which does not decrease, has
the potential to cause inflation. So it is feared that the price of imported
goods will soar, against industrial raw materials, and trigger inflation which
will ultimately kill people's purchasing power. A weakening rupiah can also

cause the price of imported goods to soar. The rupiah exchange rate against



the United States dollar (US) continues to weaken in line with the increasing
tension between Israel and Iran in the Middle East. If this conflict continues,
a number of experts are worried that there will be a sustainable impact that
could shake the Indonesian economy (BBC News Indonesia, 2024).

Exchange rate movements and interest rates affect economic stability
interchangeably. When the rupiah weakens, Bank Indonesia usually raises
interest rates to attract foreign investment and stabilize the exchange rate.
This also aims to control inflation due to the increase in import prices. On
the contrary, a stable exchange rate provides room for interest rate cuts to
encourage economic growth (Bank Indonesia, 2024).

Figure 1.4 Interest Rates Chart for the last 4 years
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Indonesia's interest rate graph from 2020 to 2024 reflects Bank
Indonesia's response to global and domestic economic dynamics. Interest
rates fell drastically in 2020-2021 to support the economy affected by the
COVID-19 pandemic. Then, it rose sharply in 2022 due to global inflation

and a surge in energy prices. Bank Indonesia raised interest rates to control



inflation and maintain rupiah stability. In 2023, interest rates will peak at
around 6%, then stabilize in 2024 as inflation begins to be controlled

(tradingeconomics, 2024).

When foreign currencies increase resulting in expensive world oil prices,
oil-importing countries such as Indonesia have to pay more to get oil
supplies (Apriliano dkk, 2024). The following is a chart of world oil prices

for the last 5 years that have always fluctuated.

Figure 1.5 World Oil Price Chart for the last S years
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The graph above explains world oil prices over the past 5 years. It can be
seen that world oil prices fluctuate every year, even every month. On June
6th, 2022, the world oil price reached US$/bbl 119.42, which means that the
price of 1 barrel of oil is US$ 119.42.

On May 13rd, 2024, the world price of Brent crude oil increased by
0.46% at US$ 83.17 per barrel compared to the previous day. The impact of

the increase in world oil prices also affects the increase in oil prices in



Indonesia, especially the increase in bulk cooking oil prices which increased
throughout the first quarter of 2024. Bulk cooking oil experienced a surge
in price increases from the beginning of 2024 to March 2024 with an average
price of IDR 15,710.00 per liter, an increase of 3.1% compared to the
previous months. The implications of this oil price can encourage inflation,
and nationally it will also have an impact on the Indonesian economy
(Databooks, 2024).

Based on previous research conducted by Setyawati et al. (2024) in their
journal explained that world oil prices and interest rates have a positive and
significant effect on inflation in Indonesia for the 2015-2022 period.
According to Kevin et al. (2023) explained that money supply has a positive
and significant effect, interest rates have a negative and significant effect on
inflation in Indonesia for the 2010-2020 period. According to Chandra et al.
(2021) explained that interest rates and exchange rates have a positive and
significant effect, money supply has a negative and significant effect on
inflation in Indonesia for the 2011-2019 period.

However, on the contrary, research conducted by Widyaningrum et al.
(2024) explained that interest rates have a positive and insignificant effect
and exchange rates have a negative and insignificant effect on inflation in
Indonesia for the 2014-2023 period. According to Rahardjo (2024), the
rupiah exchange rate does not have a significant influence on inflation in
Indonesia for the 2018-2022 period. According to Mufarrikhah, et al. (2021)

stated that money supply does not have a significant effect and the increase



in world crude oil prices can also affect inflation from the supply side, but
from the results of the research, world crude oil prices do not have a
significant effect on inflation in Indonesia for the period 1988-2019.

Based on previous research that researched inflation in Indonesia.
Therefore, the author conducted further research to discuss in more detail
the inflation rate in Indonesia for the period 1986-2023. The authors chose
a period of 38 years from 1986 to 2023, because the answer can explain the
answer to the problem that occurred in the research. While the difference
between this study and the previous study lies in the independent variables,
in this study the independent variables are money supply, interest rates,
exchange rates and world oil prices. Meanwhile, the analysis method used
in this study is multiple linear regression with the aim of studying the
relationship between one bound variable (dependent variable) and two or
more independent variables (independent variables) that affect it. And the
main goal is to measure how strong the relationship between these variables
is (Irrawati & Mukaramah, 2024).

Based on the above description and the inconsistency of the results of
several previous researchers and not many have used these variables at the
same time, this study aims to re-examine the factors that affect inflation
movements in Indonesia. And add some matching variables. With these
considerations, the title of this study is "Inflation as an Economic Mirror:
The Influence of Macroeconomic Variables in the Indonesian

Economy"



B. Problem Formulation

Based on the description of the research background above, the

formulation of the problem in this study is as follows:

1. Does the money supply affect inflation in Indonesia over a period of 38
years?

2. Does interest rates affect inflation in Indonesia over a period of 38 years?

3. Has the exchange rate affected inflation in Indonesia over a period of 38
years?

4. Does world oil prices affect inflation in Indonesia in a period of 38 years?

C. Research Objectives and Benefits

1. Research Objectives

Based on the formulation of the problems that have been mentioned,

the objectives in this study can be formulated as follows:

a. To find out how much the money supply affects inflation in
Indonesia

b. To find out how much interest rates affect inflation in Indonesia

c. To find out how much the exchange rate affects inflation in
Indonesia

d. To find out how much the world oil price affects inflation in

Indonesia

2. Research Benefits
Based on the objectives of the research, the benefits that can be taken

in this study include:
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a. Theoretical Benefits
The benefits of this research are as information, knowledge and
reference materials for further research related to the problem of
inflation in Indonesia.
b. Practical Benefits
The benefit of this research is as a source of reference for future
studies related to the money supply, interest rates, exchange rates
and world oil prices relative to inflation.
c. Policy Benefits
In this study, it is hoped that it can provide benefits for the

government in policy making.

D. Systematics of Writing
The writing systematics used in this study are described in five

chapters, which are as follows:

Chapter I Introduction, in this chapter consists of the background of the
problem which contains the issue and a brief explanation of inflation in
Indonesia and briefly explains the variables that affect it. This background
is a reference for the formation of problem formulations, objectives,

research benefits, and discussion systematics to provide research direction.

Chapter II Theoretical foundations, in this chapter and contains
theoretical foundations that explain the relationship between variables and

research objects. This chapter also contains a literature review containing
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the results of relevant previous research, research framework, and

hypothesis development.

Chapter III Methodology This study describes the types of research
used, variables and operational definitions of research variables, data and
data sources, data collection techniques, and hypothesis testing methods

(statistical tools).

Chapter IV Research Results and Discussion, the research method
describes the type of research used, variables and operational definitions of
research variables, population and samples, data and data sources, and data
collection techniques, as well as hypothesis testing methods (statistical

tools).

Chapter V Closing, in this chapter contains an explanation of the
research which contains conclusions on the results of the research,

limitations of the research, and suggestions for research.



CHAPTER V

CONCLUSION

A. Conclusion
To find out whether there is an influence of independent variables of
money supply, interest rates, exchange rates and world oil prices on the
dependent variable of inflation in Indonesia within a period of 38 years. This
study uses multiple linear regression analysis using R-Studio software.
Based on the results of the research conducted, the following conclusions
can be drawn:
1. The money supply has a positive and significant influence on
inflation, where exchange rate depreciation can increase inflation.
This is marked by an increase in the money supply, so people's
purchasing power will also increase, this will have an impact on
increasing the demand for goods and services which will further
cause inflation. This shows the importance of controlling the money
supply to maintain inflation stability in the Indonesian economy.
2. Interest rates have a negative and significant influence on inflation.
So every decreasing interest rate will have an effect on the increase
in inflation. This is characterized by falling interest rates can lead to
an increase in aggregate demand, depreciation of the exchange rate

and reduced savings and together can drive inflation.

88



3.

89

The exchange rate has a positive and insignificant effect on inflation.
This happened because the government remained in its efforts to
stabilize the rupiah exchange rate against the dollar at a time when
inflation was volatile due to uncertain economic conditions.

World oil prices have a negative and significant effect on inflation,
this occurs when low oil prices can reduce cost pressure on the
economy.

Overall, the variables of the money supply, interest rates, exchange
rates and world oil prices affect inflation in Indonesia. This can be
seen from the results of the determination test where all independent

variables have an effect of 67.67% on inflation in Indonesia.

B. Limitations and Advice

Based on the research that has been carried out, the suggestions that

can be conveyed by the researcher are:

1.

For the government, it is necessary to closely monitor changes in the
money supply, exchange rate and oil prices to take appropriate
policy measures to keep inflation stable, including through
appropriate monetary and fiscal policies.

For academics and future researchers, this research is expected to be
an additional source and reference for further research. In addition,
this research still has many shortcomings, so it is hoped that future
research can improve by adding new relevant variables (such as

investment, unemployment, public consumption level) with
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inflation and extending the research period (maybe consider using
quarterly or monthly data, to get a more detailed analysis of inflation
dynamic), and using different methods such as VAR, ECM to

analyze long and short term causality between variables.
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