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1. Introduction 

Economic growth and stability are the goals of 
national development in an effort to improve 
people's welfare equally. Stable economic growth 
in a country has an impact on increasing per 
capita income and decreasing unemployment in 
addition, stable economic growth is also 
inseparable from the money supply and 
controlled inflation value. However, for 
developing countries such as Indonesia, 
economic growth is still often unstable due to a 
slowing economy and often high inflation values. 
Inflation has both positive and negative impacts 
on the economy. If a country's economy 
experiences a sluggishness, Bank Indonesia can 
conduct expansionary monetary policy by 
lowering interest rates. High and unstable 
inflation is a reflection of economic instability 
which results in a general and continuous 
increase in the price level of goods and services, 
and results in higher poverty rates in Indonesia. 
Because of the higher the inflation rate, people 
who were initially able to meet their daily needs 

with high prices for goods and services could not 
meet their needs, causing poverty and the 
inflation rate in Indonesia fluctuated from year to 
year as in the table below. references. The items 
with parentheses are not mandatory.  
Table 1. Indonesia's Inflation Rate 

Yea
rs 

2017 2018 2019 2020 2021 2022 

In-
fla-
tion 
(%) 

3.61 3.13 2.72 1.68 1.56 4.21 

 
Table 1.1 shows Indonesia's inflation rate in 

2017 at 3.61, in 2018 inflation decreased by 3.13, 
in 2019 inflation decreased by 2.72, in 2020 it 
decreased by 1.68 and in 2021 the inflation rate 
decreased again by 1.56 and in 2022 the inflation 
rate increased by 4.21. 

One of the factors causing inflation can occur 
because of the large circulation of the amount of 
money in the community. If the money supply in 
the community is high, it will cause inflation to 
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Inflation is an increase in the price of an item that occurs continuously. This study 

aims to determine the effect of money supply and interest rates on inflation in 
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data obtained from the Central Bureau of Statistics. Based on the results of 

hypothesis testing with the Multiple linear Regression Model shows that the money 

supply variable has a positive and insignificant effect on the inflation rate in 

Indonesia, while the interest rate variable has a positive and significant effect on 

inflation as indicated by a probability value of 0.0046 smaller than alpha 0.005. 
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by the government the government is still in a less effective condition to suppress 
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that inflation does not continue to decline and even become a deficit that has an 

impact on economic stability in Indonesia. Therefore, the government needs to 

implement monetary policy carefully so that the economy in Indonesia is stable. 
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tend to be high and can paralyze the economy so 
that the money supply must always be stable. 
There is an increase in the price of goods and 
services inside the country then encourages infla-
tion so that it has an impact on the value of mon-
ey that is decreasing. Thus, Bank Indonesia is 
required to control the amount level money sup-
ply because it has a broad impact on other macro 
variables. 

Another factor that can influence changes in 
the inflation rate is interest rates. The interest rate 
according to (Hasoloan 2014) is the price of the 
loan. Policies regarding high and low interest 
rates are used in order to encourage economic 
activity. This interest rate policy can also affect 
inflation. The BI Rate is usually used by banks in 
determining interest rates such as deposits, sav-
ings and credit. Changes in the BI rate have the 
objective of reducing the level of economic activi-
ty that can cause inflation.  

High interest rates will be a problem that 
makes it difficult for investment in the real sector. 
But a high interest rate will stimulate more peo-
ple's savings. For this reason, the rate of interest 
fluctuations must always be controlled in order to 
continue to encourage investment and production 
activities and not reduce people's desire to save 
and not result in capital flight abroad. 

The purpose of the study was to determine 
the effect of money supply and interest rates on 
inflation in Indonesia for the 2015-2020 period. 
The existence of hasis inconsistencies between 
one researcher and another so that researchers 
are interested in analyzing the level of inflation in 
Indonesia. In addition, it is also useful to increase 
insight and knowledge about the factors that af-
fect inflation in Indonesia. Furthermore, it is also 
expected to be used for further research refer-
ence. 
 
2. Literature Review 

One of the economic problems that are of 

concern to economic thinkers is inflation because 

inflation is used to measure or see economic 

stability in a country. One of the factors that 

cause economic turmoil that is important and 

feared by the government is inflation, because it 

can adversely affect the structure of production 

costs and levels well-being. Inflation is an in-

crease in the price of goods that are general and 

continuous so that the value of the currency de-

creases.  The impact of inflation is the increase in 

prices of goods and services in general which 

takes place continuously and occurs simultane-

ously in almost all regions. Price increases that 

take place once or twice, then subside again 

cannot be said to be inflation. 

What must be done is to improve the real sec-
tor in order to overcome inflation in Indonesia. 
Causes of demand-side inflation include money 
supply. The offer of money offered to the com-
munity must match the needs or requests of the 
community. If the supply of money is excessive 
from people's needs or demands, it will cause 
inflation. The relationship between the money 

supply and the inflation rate is explained by quan-
tity theory, namely the occurrence of inflationary 
conditions caused by the high amount of money 
so that control needs to be carried out because it 
has an impact on other macro indicators. con-
ducted an analysis with the results that the varia-
ble money supply has a significant negative effect 
on inflation in Indonesia.  

Changes in the Money Supply are determined 
by the results of interactions between the public, 
financial institutions and the Central Bank. The 
money supply is the product of the primary mon-
ey (monetary base) with a money multiplier. Ac-
cording to Keynes's theory, the demand for mon-
ey is a rational act. Increasing demand for money 
will raise interest rates. Investment in securities 
(bonds) when interest rates rise will result in capi-
tal gains, and will also have an impact on de-
creasing the company's stock returns. 

In addition to the money supply, interest rates 
are one of the factors that affect inflation. Interest 
rates can affect the economic growth of a coun-
try, one of which is Indonesia. In times of infla-
tion, people's purchasing power decreases and 
the cost of living increases. Overcoming this, the 
central bank overcomes it by implementing 
monetary policy, namely by raising interest rates. 
With rising interest rates, investors are expected 
to invest in cash in fixed income instruments. 

Interest rates are one of the economic varia-
bles whose influence is very broad on the coun-
try's economy and can affect the welfare of socie-
ty in general, therefore interest rates are highly 
guarded development. Interest rates greatly af-
fect markets and prices (money market and capi-
tal market) and are shown as a percentage per 
year based on money borrowed by the public.  

Interest rates are remuneration from bank fi-
nancial institutions to the public or customers of 
the bank. Increasing interest rates will reduce the 
quality of money loans because if interest rates 
rise, it means that the cost of debt rises and 
debtors will have difficulty paying off their debts. 
Inflation and interest rates are considered influen-
tial on a country's economic growth. Economic 
growth will increase when population growth and 
people's living standards increase. If a country's 
inflation increases, the rate of economic growth 
will decrease, this is because high inflation can 
reduce investor interest in investing in certain 
sectors. Then it can cause unstable state eco-
nomic conditions, declining levels of public wel-
fare, balance of payments deficits which can 
eventually cause a decrease in a country's eco-
nomic growth. 
 
3. Research Methodology 
 
This research is quantitative research using sec-
ondary data. The population in this study is infla-
tion, money supply and interest rates. The sam-
pling technique in this study was carried out by 
puposive sampling with data sources obtained 
from Bank Indonesia for the 2016-2022 period. 
The dependent variable (Y) in this study is infla-
tion, while the independent variable (X) in this 
study is (X1) money supply, (X2) interest rate. 
The analysis method in this study was used with 
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multiple linear regression, to see the influence of 
independent variables on dependent variables. 
 
4. Results and Discussion 
 
Table 2. Data processing results 

Dependent Variable: Y  

Method: Least Squares  

Date: 10/17/23   Time: 23:20  

Sample: 2006 2022   

Included observations: 17  

     

Variable Coefficient Std. Error t-Statistic Prob.   

C -15.25993 30.37495 -0.502385 0.6232 

X1 0.532237 1.285557 0.414013 0.6851 

X2 1.320868 0.392521 3.365093 0.0046 
     

R-squared 0.648374     Mean dependent var 4.829167 

Adjusted R-squared 0.598142     S.D. dependent var 2.686897 

S.E. of regression 1.703286     Akaike info criterion 4.061780 

Sum squared resid 40.61654     Schwarz criterion 4.208818 

Log likelihood -31.52513     Hannan-Quinn criter. 4.076396 

F-statistic 12.90752     Durbin-Watson stat 2.487923 

Prob(F-statistic) 0.000665    

 
Based on the table above, the results of analysis 
testing can be formulated in multiple linear re-
gression equations as follows: 
Y= -15.26 + 0.53 Money supply + 1.32 interest 
rate. 
From the results of the Adjusted R2 test, it is 
known that the value of the coefficient of determi-
nation (Adjusted R2) of 0.598 is equal to 59.8%. 
The figures show that the money supply and in-
terest rates affect inflation by 59.8%, while the 
remaining 40.2% is influenced by other variables 
outside the model. The t test aims to determine 
whether partially (individually) the independent 
variable has an effect on the dependent variable. 
Based on the method of partial test decision mak-
ing in regression analysis, it can be concluded 
that: 
a. The variable money supply significance value 

of 0.6851 > 0.05 then partially does not have a 
significant effect on inflation.  The absence of 
the influence of the money supply on the infla-
tion rate is not in line with the theory of the 
quantity of money. Irving Fisher said that 
changes in the money supply are directly pro-
portional to changes in prices. JUB can cause 
inflation to rise if it is not accompanied by 
growth in the production of goods and ser-
vices. However, there are also conditions 
where the JUB increase will not cause an in-
crease in inflation. This phenomenon occurs 
due to the increase in JUB also supported by 
the supply of goods and services that are still 
able to cover demand from the public. In addi-
tion, the decline in the inflation rate is also re-
flected in Indonesia's core inflation which has 
experienced slowing growth since the last 10 
years. That is, people are still cautious and 
tend to hold back their consumption. So that 
most of the money in circulation only settles in 
bank accounts and credit distribution is also 
not optimal, this is inseparable from the covid 

conditions that occurred in 2019-2020. This is 
in line with research that has been conducted. 

b. The variable amount of interest rate signifi-
cance of 0.0046 < 0.05 then partially has a 
significant effect on inflation, and the hypothe-
sis is accepted. This means that the higher the 
interest rate, the higher the inflation rate, or 
vice versa. This is in line with the Fisher effect, 
that there is a one-to-one relationship between 
inflation and interest rates, and this has been 
proven in the United States economy over the 
past decade which shows that when inflation is 
high then interest rates are also high, and 
when inflation is low then interest rates are al-
so low. In 2022 the government has raised in-
terest rates, where previously in 2018 the gov-
ernment continued to reduce interest rates. 
This is done to control the value of inflation 
caused by rising food and energy prices, not 
from the large money supply in 2022. The pos-
itive and significant relationship between inter-
est rates and inflation is also supported by re-
search. 

 
5. Conclusion 
 

The money supply does not have a significant 
effect on inflation in Indonesia, this happens be-
cause the government's role in making monetary 
policy that can trigger the money supply can be 
implemented because it does not have an impact 
on the inflation rate. However, unlike interest 
rates, interest rates have a positive and signifi-
cant effect on inflation in Indonesia. The positive 
influence between interest rates and inflation 
suggests that monetary policy tends to follow 
inflationary movements. In other words, the policy 
is reactive, then lowered if the inflation rate has 
shown a downward trend. High interest rates 
cannot always reduce inflation because in Indo-
nesia inflation can be caused by foreign countries 
because Indonesia adheres to an open economy.  
This is also in accordance with the factors of in-
flation, namely inflation in imports.  

.  
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