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Abstract
 

This research purposed to analyse the effect of changes in interest rates against inflation, to analyse the effect 
of money supply to inflation, to analyze the effect of rupiah exchange rate on inflation. In this study the 
authors used a quantitative approach. This research is a secondary and quantitative data study using sample 
data on interest rates, the money supply and the exchange rate in Indonesia and Libya in 2005-2019. With 
this method the objectives to be achieved must be able to describe certain characteristics of a population.  
Data analysis technique used is ECM (Error Correction Mechanism) Model with EViews programs. Based on 
the result and analysis, the conclusion are as follows; there is no significant influence between Interest Rate 
on Inflation in Indonesia. In Libya, we will not use IR (Interest rate) variables because the data is not achieved 
the ECM criteria and cointegration. There is significant influence between Money supply on Inflation, in both 
Indonesia and Libya. There is no significant influence between Exchange rate on Inflation in Indonesia and 
Libya. 
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INTRODUCTION 

Inflation is one of the important monetary 

events found in almost all countries in the world. 

In general, inflation is a development in an 

economy where prices and wages increase, the 

demand for labor exceeds the supply and the 

money supply increases greatly. The crisis global 

has changed the Indonesian economic order. 

Increasingly, the crisis that began in the United 

States in 2007 had an impact on the rest of the 

planet, including the growth of countries in 2008 

(Bank Indonesia, 2008). Despite the global 

financial crisis, Indonesia's economic 

performance deteriorated. As well as having an 

effect on the Indonesian economy, the global 

financial crisis is unpredictable factors 

influencing the economic and non-economic 

factors. These economic considerations include 

such as inflation, interest rates, money supply, 

national income and international balance of 

payments whereas non-economic factors such as 

national resilience, political, financial, cultural 

and security (Atmadja, 2002). As well as Libya, 

the political condition also will affecting 

inflation, money supply and also exchange rate 

will impact on Libya’s inflation, so in this 

research will compare the situation in Indonesia 

and Libya. 

 Interest rate fluctuation in Indonesia and 

Libya can be caused by a number of factors, thus 

it is hard to control inflation. The government 

should be aware of the initial factors that can 

form inflation. In Indonesia and Libya, inflation 

is not only short-term inflation, as said in 

Keynes’s theory, but also it is a long-term 

condition (Baasir, 2003). Inflation rate can be 

reduced or even can be prevented. To reach the 

inflation rate below government target, all 

parties need to work all together either from the 

Central Bank or the private sector.   

 The theme of this research is the effect of 

interest rates, money supply and exchange rates 

on inflation in Indonesia and Libya. Problem 

identification is identify factors affecting 

inflation conceptually/ theoretically in Keynes 

theory framework. 

  

LITERATURE REVIEW 

Taking previous research is intended to 

find reference material and as a comparison, and 

with the aim of showing differences or avoiding 

assumptions about similarities with previous 

research. So in this literature review the 

researcher includes the results of previous 

research, such as: 

Research conducted by Perlambang (2010) 

shows that By using eviews 4.0 software obtained 

from the results of research following the money 

supply and exchange rate (IDR / USD) had no 

significant effect on inflation while the interest 

rate (SBI) has a significant effect on inflation. 

Mahendra (2016) states that by using the 

SPSS 22 software, the research results show that 

the money supply and the exchange rate (IDR / 

USD) have no significant effect on inflation while 

interest rates (SBI) also have no significant effect 

on inflation. 

Ningsih and Kristiyanti (2018) The results 

of the t test show that the money supply variable 

has a negative and significant effect on inflation. 

The interest rate variable has no significant effect 

on inflation. In other words, the exchange rate 

variable partially has a positive and significant 

effect on inflation. For the government to be 

more careful in implementing monetary policy 

related to the money supply, interest rates and 

exchange rates that can affect inflation. 

Suyati (2015) the result of this re-search 

indicates that by partial analysis with alpha  

0,05 find that inflation does have a significant 
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effect on stock return of prop-erty but rate of 

interest. Does have a signifi-cant effect on stock 

return of property, and the exchange rate of 

Rupiah/ US Dollar does have a significant effect 

on stock re-turn of property. 

Agusmianata et al (2018) showed the 

analysis revealed a significant effect of money 

supply on inflation, interest rates have a 

significant effect on inflation and government 

expenditures a significant ef-fect on inflation. 

The money supply affects most on inflation in 

Indonesia Keywords: Money Supply, Interest 

Rates, Government Expenditures and Inflation.  

Imleesh et al (2017) concluded that there is 

relationship between interest rate, inflation and 

economic growth in Indonesia, Malaysia and 

Singapore. 

Inflation can be interpreted as a symptom 

of a general and continuous increase in the price 

of goods (Rahardja and Manurung, 2004). From 

this definition, there are three conditions to say 

that inflation has occurred. First, there is an 

increase in prices. Second, the increase occurred 

in the prices of goods in general. Third, the 

increase lasted quite a long time. Thus, a price 

increase that occurs for only one type of goods, 

or an increase that occurs only temporarily, 

cannot be called inflation. 

Inflation is an illustrative event in which 

situations and conditions in which the price of 

goods have increased and the value of the 

currency is weakening, and if this happens 

regularly continuously, it will result in worsening 

economic conditions as a whole and able to 

shake the political order of the country 

(Curatman, 2010). Inflation is showing economic 

symptom, rising price level in general ones 

continuous. The condition for inflation is that 

there are an increase prices continuously 

(Hasyim, 2016). Inflation is a symptom that 

shows an ongoing increase in the general price 

level continuously. The increase is not intended 

to occur at a moment. From this understanding, 

if it happens, the price increase is temporary, it 

cannot be said inflation (Rozalinda, 2017).  

 Savings, savings according to the classical 

theory, is a function of the interest rate. 

Thehigher the interest rate, the higher the 

public's desire to save their funds in the bank. 

This means that at a higher interest rate, people 

will be motivated to sacrifice or reduce 

expenditure for consumption in order to increase 

savings. Meanwhile, interest is the "price" of 

(use) loanable funds, or it can be interpreted as 

funds available for loan or investment funds 

because according to classical theory, interest is 

the "price" that occurs in the investment market 

(Boediono, 2001). Investment is also the objective 

of the interest rate. 

 The higher the interest rate, the smaller 

the desire to invest. Thereason is that an 

entrepreneur will increase his investment 

expenditure if the expected profit from the 

investment is greater than the interest rate that 

must be paid for the investment fund as a cost for 

the use of funds (cost of investment). capital) 

(Nopirin, 2000). The lower the interest rate, the 

entrepreneur will be motivated to invest because 

the cost of using funds is also getting smaller, the 

interest rate is in balance (meaning there is no 

push to go up and down) will be achieved if the 

public's desire to save is the same as the 

entrepreneur's desire to invest. 

 Money supply is the total value of money 

circulating in the community. The money supply 

in a narrow sense is the money supply consisting 

of currency and demand deposits. In people's 

lives, the money supply is determined by 

Hasoloan's monetary policy (2014: 149). The 

amount of money available is called the money 

supply. In an economy that uses commodity 

money, the money supply is the quantity of that 

commodity. In an economy that uses money on 

show, like most economies to-day, the 
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government controls the money supply: official 

regulations give the gov-ernment the right to 

monopolize the printing of money. The level of 

taxation (taxation) and the level of government 

purchases (government spending in buying 

goods and services that are being produced) are 

gov-ernment policy instruments, as is the money 

supply control over supply which is called 

Mankiw's (2000) Monetary Policy. The money 

supply (JUB) is M1 (money in the narrow sense) 

consisting of currency and demand deposits, and 

M2 (money in the broad sense) which consists of 

M1 plus Ni-lawati's quasi money in Prayitno et al 

(2002). Currency (currencies) are money issued 

by the government and/ or the central bank in 

the form of banknotes or coins. Demand money 

(deposit money) is money issued by a 

commercial bank. Examples of demand deposits 

are checks, bilyet giro. Quasi money includes 

savings, time depos-its, and foreign currency 

accounts. Subagyo (1997: 10) in Prayitno et al 

(2002). 

The exchange rate (exchange rate) or often 

called the exchange rate is the price of currency 

against other currencies. The exchange rate is 

one of the most important prices in an open 

economy, given its enormous influence on the 

current account balance and other 

macroeconomic variables ”. According to 

Ekananda (2014: 168) exchange is the exchange 

rate which is the price of currency relative to the 

currencies of other countries. The exchange rate 

plays an important role in spending decisions 

because it allows us to translate prices from 

various countries into the same language.”. Based 

on the above meanings, it comes to the author's 

understanding that the exchange rate is the price 

of currency against foreign currency, how much 

the domestic currency is valued by foreign 

currency, the exchange rate is a very important 

price in the economy. 
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Figure 1. Theoretical Framework

Figure 2. Research Framework 

Inflation can be interpreted as a symptom 

of a general and continuous increase in the price 

of goods (Rahardja and Manurung, 2004). From 

this definition, there are three conditions to say 

that inflation has occurred. First, there is an 

increase in prices. Second, the increase occurred 

in the prices of goods in general. Third, the 

increase lasted quite a long time. Thus, a price 

increase that occurs for only one type of goods, 

or an increase that occurs only temporarily 

cannot be called inflation. 

The higher the interest rate, the smaller the 

desire to invest. The reason is that an 

entrepreneur will increase his investment 

expenditure if the expected profit from the 

investment is greater than the interest rate that 

must be paid for the investment fund as a cost for 

the use of funds (cost of investment). capital) 

(Nopirin, 2000). The lower the interest rate, the 

entrepreneur will be motivated to invest because 

the cost of using funds is also getting smaller, the 

interest rate is in balance (meaning there is no 

push to go up and down) will be achieved if the 

public's desire to save is the same as the 

entrepreneur's desire to invest. 

The results of research conducted by 

Perlambang (2010) by using eviews 4.0 software 

obtained from the results of research following 

the money supply and exchange rate (Rp/USD) 

had no significant effect on inflation while the 

interest rate (SBI) have a significant effect on 

inflation. So the first hypothesis is: 

H1: There is an influence between the interest 

rate on inflation. 

Money supply is the total value of money 

circulating in the community. The money supply 

in a narrow sense is the money supply consisting 

of currency and demand deposits. In people's 

lives, the money supply is determined by 

Hasoloan's monetary policy (2014: 149). The 

amount of money available is called the money 

supply. In an economy that uses commodity 

money, the money supply is the quantity of that 

commodity. In an economy that uses money on 

show, like most economies today, the 

government controls the money supply: official 

regulations give the government the right to 

monopolize the printing of money. 

Inflation can be interpreted as a symptom 

of a general and continuous increase in the price 

of goods (Rahardja and Manurung, 2004). From 

this definition, there are three conditions to say 

that inflation has occurred. First, there is an 

increase in prices. Second, the increase occurred 

in the prices of goods in general. Third, the 

increase lasted quite a long time. 

The results of research conducted by 

Azizah et al (2020) the results of the data analysis 

show that simultaneously there is an influence 

between the rupiah exchange rate and the money 

supply widely on inflation in Indonesia in 2010-

2019. The second hypothesis is: 

H2 : There is an influence between the money 

supply on inflation. 

The exchange rate (exchange rate) or often 

called the exchange rate is the price of currency 

against other currencies. The exchange rate is 

one of the most important prices in an open 

economy, given its enormous influence on the 

current account balance and other 

macroeconomic variables ”. According to 
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Ekananda (2014: 168) exchange is the exchange 

rate which is the price of currency relative to the 

currencies of other countries. The exchange rate 

plays an important role in spending decisions 

because it allows us to translate prices from 

various countries into the same language.”. Based 

on the above meanings, it comes to the author's 

understanding that the exchange rate is the price 

of currency against foreign currency, how much 

the domestic currency is valued by foreign 

currency, the exchange rate is a very important 

price in the economy. 

Meta (2007) with the title differences in the 

effect of inflation, interest rates and the rupiah / 

us dollar exchange rate on stock returns (case 

study on property and manufacturing stocks 

listed on the Jakarta Stock Exchange 2000-2005). 

By using the independent variable inflation, 

interest rates, the rupiah exchange rate and the 

dependent variable stock returns. The results 

showed that the interest rate has no effect on 

returns on property stocks but has a negative 

effect on returns on manufacturing stocks. 

Inflation can be interpreted as a symptom 

of a general and continuous increase in the price 

of goods (Rahardja and Manurung, 2004). From 

this definition, there are three conditions to say 

that inflation has occurred. First, there is an 

increase in prices. Second, the increase occurred 

in the prices of goods in general. Third, the 

increase lasted quite a long time. Thus, a price 

increase that occurs for only one type of goods, 

or an increase that occurs only temporarily 

cannot be called inflation. 

H3 : There is an influence between the exchange 

rate on inflation 

 

 

 

RESEARCH METHOD 

In this study the authors used a 

quantitative approach. Cresweel (2010, p. 24) 

states that the quantitative approach is a 

measurement Quantitative data and objective 

statistics are calculated using the following 

sample of people or residents who serve answer 

a number of Survey questions to determine the 

frequency and percentage of responses them. 

 Based on the explanation above, it can be 

concluded that the quantitative approach is an 

approach in research to test hypotheses using 

accurate statistical data tests. Based on the 

background and formulation of the problems 

that have come, this study uses an approach to 

measure interest rates and exchange rates in 

Indonesia and Libya in 2005-2019. 

The population is also not just the number 

of objects/ subjects that exist studied, but 

includes all the characteristics/ properties 

possessed by the subject/ object. Based on the 

description above, it can be explained that the 

population is the whole subject or object that is 

the focus of research with pay attention to 

several characteristics that are in accordance 

with the current research done. 

This research is a secondary and 

quantitative data study using sample data on 

interest rates, the money supply and the 

exchange rate in Indonesia and Libya in 2005-

2019. With this method, the objectives to be 

achieved must be able to describe certain 

characteristics of a population. 

Operational research variables are 

intended to describe and facilitate the de-

termination of measurements of the ob-served 

variables. According to Uep and Sambas (2011) 

Variable is characteristics that will be observed 

from the observation unit. Muhidin and Sontani 

(2011) explain that "the operationalization of 
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variables is an activity to describe the concept of 

a vari-able into a simpler concept, namely 

indica-tors". In this study, there are two research 

variables, namely: Independent Variable (X) The 

definition of independent variable according to 

Sugiyono (2012) states that, this variable is often 

referred to as the stimulus variable, predictor, 

antecedent, in Indonesian it is often called the 

independent variable. The independent variable 

is the variable that influences or becomes the 

cause the change or the emergence of the 

dependent variable (bound). The independent 

variables or the independent variables in this 

study are interest rates (in %), money supply (in 

Rp), and exchange rates (in %).  

Dependent Variable (Y) The definition of 

dependent variable according to Sugiyono (2012) 

is often referred to as the output variable, 

criteria, consequences. In Indonesian, it is often 

referred to as the dependent variable, the 

dependent variable is the variable that is 

influenced or that is the result because of the 

independent variable. The dependent variable in 

this study is the inflation (in %). 

Quantitative data is a type of data that can 

be measured or calculated directly, in the form 

of information or explanation expressed in 

numbers or in the form of numbers. In this case, 

the quantitative data required are interest rates, 

money supply, exchange rates, and inflation 

rates. 

Secondary data sources, namely da-ta 

directly collected by researchers as sup-port 

from the first source. It can also be said that the 

data is arranged in the form of doc-uments. 

Secondary data obtained in this study are in 

yahoo finance 2014-2019. 

Error Correction Mechanism (ECM) is an 

analysis of time series data used for dependent 

variables which are often re-ferred to as 

cointegration. The ECM method is used to 

balance the short-term economic relationships 

of variables that have long-term economic 

equilibrium. The advantages of ECM as a 

dynamic model in time series data analysis: 

1. ECM can perform model specifications on its 

general form. 

2. ECM can explain long-term and short-term 

information from data, and it can be seen 

whether the empirical model is consistent 

with economic theory. 

3. ECM as a dynamic model to find the 

completion of time series data that is not 

stationary. 

4. Seeking to solve multicollinearity prob-lems 

and smart regression. 

 

ECM Implementation Stages 

1. Check the stationarity of all variables → if it 

doesn't meet the requirements, ECM cannot 

be used 

2. Estimation of the long run equation → the 

long run equation on the ECM is an ordinary 

regression equation with the variables y and 

x, which are not stationary at level. Then, the 

error (e) in the long-run regression equation 

determines whether or not there is 

cointegration in the y and x variables. If e is 

stationary at the level, then y and x are 

cointegrated. This long-run equation is often 

referred to as the equilibrium equation and 

can only be used if the residual / error (e) is 

stationary at the level. 

Yt = β0  + β1Xt + et  (Long run 

equation) 

et = β0 - β1Xt    (Residual) 

3. Cointegration test → check stationarity of 

residuals / error (e), if stationary at the level, 

the ECM is continued 

4. The short-run equation → e, which is 

stationary in the long-term equation, is not 

used only to find out whether there is 

cointegration but is also used as one of the 

variables in the short-term equation. The 
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short-run equation also uses the same 

variables as the variables in the long-run 

equation, it's just that the variables are 

stationary, all in the same order. Maybe it 

will be better understood through the 

following equation: 

yt = β0  + β1Xt + et-1 + vt (Short 

run equation) 

yt = Variable y indifference in first order 

Xt  = Variable x indifference in first 

order 

et = residual/error in long run at period t-1 

et = error in the short run. 

The coefficient γ in the equation above, 

which is also often referred to as the speed of 

adjustment, is the residual speed / error (e) in 

the previous period to correct for changes in the 

y variable towards equilibrium in the next 

period. At this stage there are final requirements 

that must be met in order for the ECM to be 

valid; The coefficient γ must be significant and 

negative. The long-term equations in the ECM 

method have limitations to interpretation, while 

the short-term equations are free to interpret, of 

course by testing the regression assumptions 

beforehand. The regression coefficient in the 

long-run equation can only be interpreted based 

on the direction of the effect, positive or 

negative. 

The unit root test was then used to look at 

the stationery of time series  of the results. If 

there is no static mean or vari-ance, or both, in 

a time series, it is said to be non-stationary. At 

each lag, the mean, vari-ance, and 

autocovariance of a stationary sequence remain 

constant. To ensure that the data series did not 

have a unit root prob-lem, this analysis will use 

unit root tests for Augmented Dickey-Fuller 

(ADF). This test was selected by the researcher 

because it is the most widely used when 

checking for stationarity. The hypothesis of the 

presence of a unit root for the time series is 

checked in Dickey and Fuller and Phillips and 

Perron tests (H0: B1=1), which implies that the 

level of the series is non-static and includes a 

unit root. We reject the null hypothesis H0 if the 

(P-value) is less than or equal to 5%, and 

consider the alternative hypothesis H1 if the (P-

value) is less than or equal to 5%. This shows 

that there is no unit root, and thus the time 

series of the studied variable is static, and vice 

versa. Since several financial and economic 

levels appear to be random walks (Nowbutsing, 

2009), verifying the staticity of the time series is 

one of the most important conditions required 

before beginning to analyze, where the variables 

used in any analytical study are subjected to 

static tests to examine the degree of integration 

of each time series for the variables under study 

Al-Madi (2016). 

The error correction model is used to 

determine the degree to which the variables are 

co-integrated in the short run and to reveal the 

rate at which variables will be corrected in the 

long run after the unit root test and co-

integration test for the study variables have been 

verified. Islam and Hossin (2019). By adding the 

amount of the equilibrium error to the equations 

of the model called the error correction limit, 

the researcher will estimate the Vector Error 

Correction Model (VECM), which is a self-

restricted regression model. The model provides 

us with a way to link the short-term and long-

term variables during the adjustment processes 

to reach the long-term equilibrium. The VECM 

could only be used to estimate the short-run and 

long-run dynamics of the variables if the 

cointegration test showed a long-term 

approximate relationship between them. 
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RESULT AND DISCUSSION 

This section will discuss descriptive 

statistics in this study about the data from 

Indonesia from period 2005-2019: 

Table 1. Statistic Descriptive Indonesia 

 
Based on table 1. It is known that for the 

interest rate (IR) variable the minimum value is -

3.850000, the maximum value is 9.220000 the 

mean or average value is 3.493733 and the 

standard deviation value is 3.027491. For the 

Money supply (MS) variable the minimum value 

is 754210.0 the maximum value is 6136552 the 

mean or average value is 2122002 and the 

standard deviation value is 1742526. value is 

13.11000, the mean or average value is 5.802333 

and the standard deviation value is 2.156520. For 

the Exchange rate (ER) variable the minimum 

value is 6215.000, the maximum value is 14481.00 

the mean or average value is 9403.767 and the 

standard deviation value is 2523.040. For the 

Inflation variable (INF) the minimum value is 

3.030000, the maximum. 

Based on table 2. it is known that for the 

Money supply (MS) variable, the minimum value 

is 21548.00 the maximum value is 111960.0 the 

mean or average value is 44736.80 and the 

standard deviation value is 28994.85. For the 

Exchange rate (ER) variable the minimum value 

is 1224.000, the maximum value is 1486.000 the 

mean or average value is 1335.567 and the 

standard deviation value is 81.88709. For the 

Inflation variable (INF) the minimum value is -

1.200000, the maximum value is 28.05000 the 

mean or average value is 5.450000 and the 

standard deviation value is 6.688859. 

Table 2. Statistic Descriptive Libya 

 

Table 3. ADF test results (Unit Root test) 

Indonesia 

 
From table 3 above, this can be seen based 

on the statistical ADF numbers obtained in the 

critical value for the level and 1st dif-ferences is 

not significant in level but in 1st difference IR and 

ER, INF are significant. These results indicate 

that the statistical ADF value is lower than the 

critical value. Thus, it can be concluded that the 

data is not stationary in 1st differences, but in 

level are stationary. 

 

 

  Level 1st Difference 

IR Intercept 0.8540 0.0000 

Trend and intercept 0.0393 0.0000 

None 0.8676 0.0000 

MS Intercept 0.9974 0.8453 

Trend and intercept 0.9996 0.0858 

None 0.9805 0.7434 

ER Intercept 0.8981 0.0001 

Trend and intercept 0.4240 0.0005 

None 0.9688 0.0000 

INF Intercept 0.0355 0.0000 

Trend and intercept 0.1277 0.0000 

None 0.3919 0.0000 
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Table 4. ADF test results (Unit Root test) Libya 

 
This can be seen from in Table 4 based on 

the statistical ADF numbers obtained in the 

critical value for the 1% significance, 5% 

significance, and the 10% significance is not 

significant in level but in 1st differences is 

significant. These results indicate that the 

statistical ADF value is higher than the critical 

value in level, but in 1st differences is significant 

for MS and ER, IR. 

Table 5. Engle Granger Cointegration test 

Indonesia 

 
 From the results given in Table 5 for the 

Engle Granger co-integration test above, it can 

be seen that the statistic value assigned is 

0.000330 for the trace which is less than the 

probability value of 0.05. This means that the 

variants have a long-term relationship. From 

the results of the cointegration test above, it can 

be seen that the trace statistic value is lower 

than the critical value at 5% alpha. This means 

that the two variables mentioned above have a 

long-term relationship. Thus, it can be 

concluded that the interest rate, exchange rate, 

inflation and money supply in annual data for 15 

consecutive years that are from the period 2005-

2019 years have a long-term relationship. 

Table 6. Engle Granger Cointegration test 

Libya 



114 

 

 
  

 

From the results given in Table 6 for the 

Engle Granger co-integration test above, it can 

be seen that the statistic value assigned is 

0.00009 for the trace which is larger than the 

probability value of 0.05. This means that the 

variants have a long-term relationship. From 

the results of the cointegration test above, it can 

be seen that the trace statistic value is larger 

than the critical value at 5% alpha. This means 

that the two variables mentioned above have a 

long-term relationship. Thus, it can be 

concluded that the exchange rate, inflation and 

money supply in annual data for 15 consecutive 

years that are from the period 2005-2019 years 

have a long-term relationship. 

Table 7. Error Correction Model (ECM) Result 

Indonesia 

 

An examination of the results in Table 7 

shows that the error-correction estimate has an 

impressive goodness of fit. The R2 value is 

0.588166 and the adjusted R Squared is 0.519527, 

indicating that more than 42% of the short-term 

systematic variation in Inflation is explained by 

the explanatory variables during the study period. 

The F value of 0.000192 is significant at the 5% 

level. Thus, the hypothesis of a significant linear 

relationship between the dependent variables is 

validated. In the case of the contribution of the 

individual explanatory variables, all signs of the 

coefficient. 

The ECM term in the results has the 

expected negative sign and is significant at the 

five percent level. The error correction term 

captures the speed of adjustment from the short-

run equilibrium. The coefficient shows that the 

contemporary adjustment for inflation is about 42 

percent, which tends to be medium. Coefficient 

of ECT is -0.720457, which shows the speed of 

adjustment toward equilibrium. Here the speed is 

72,0457 percent per unit time. The significant or 

probability value of the exchange rate (ER) 

variable is 0.1872 > 0.05 so H1 rejected. This means 

that the exchange rate has no significant 

influence on inflation in Indonesia. 
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The significant or probability value of the 

money supply (MS) variable is 0.9262 > 0.05 so H2 

rejected. This means that money supply has no 

significant influence on inflation in Indonesia. 

The significant or probability value of the interest 

rate (IR) variable is 0.0174 < 0.05, so H3 accepted. 

This means that the interest rate has a significant 

influence on inflation in Indonesia. 

An examination of the results in table 8 

shows that the error-correction estimate has an 

impressive goodness of fit. The R2 value is 

0.599764 and the adjusted R Squared is 0.551736, 

indicating that more than 31% of the short-term 

systematic variation in Inflation is explained by 

the explanatory variables during the study period. 

The F value of 0.000035 is significant at the 5% 

level. Thus, the hypothesis of a significant linear 

relationship between the dependent variables is 

validated. In the case of the contribution of the 

individual explanatory variables, all signs of the 

coefficient. 

 

 

Table 8. Error Correction Model (ECM) Result 

Libya 

The ECM term in the results has the 

expected negative sign and is significant at the 

five percent level. The error correction term 

captures the speed of adjustment from the short-

run equilibrium. The coefficient shows that the 

contemporary adjustment for inflation is about 31 

percent, which is tends to be medium. 

Coefficient of ECT is -1.120728, which shows the 

speed of adjustment toward equilibrium. Here 

the speed is 11,120728 percent per unit time. 

The significant or probability value of the 

exchange rate (ER) variable is 0.7456 > 0.05, so 

H1 rejected. This means that the exchange rate 

has no significant influence on inflation in 

Libya.The significant or probability value of the 

money supply (MS) variable is 0.0003 < 0.05, so 

H2 accepted. This means that money supply has 

a significant influence on inflation in Libya. 

At table 9, the significant or probability 

value of the exchange rate (ER) variable is 0.0027 

< 0.05, so H1 accepted. This means that the 

exchange rate has significant influence on 

inflation in Indonesia. 

 

 

 

Table 9. Error Correction Model (ECM) Long 

Run Indonesia 

 
The significant or probability value of the 

money supply (MS) variable is 0.0160 < 0.05, so 

H2 accepted. This means that money supply has 
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significant influence on inflation in Indonesia. 

The significant or probability value of the 

interest rate (IR) variable is 0.1720 > 0.05, so H3 

rejected. This means that the interest rate has a 

significant influence on inflation in Indonesia. 

Table 10. Error Correction Model (ECM) Long 

Run Libya 

 
 

 

 

The significant or probability value of the 

exchange rate (ER) variable is 0.8227 > 0.05, so H1 

rejected. This means that the exchange rate has 

not significant influence on inflation in Libya. 

The significant or probability value of the 

money supply (MS) variable is 0.0020 < 0.05, so 

H2 accepted. This means that money supply has 

a significant influence on inflation in Libya. 

Figure 3. Normality test for Indonesia 

Table 11. Autocorrelation test for Indonesia 

 
 

Based on the figure above, it is known that 

Probability 0.000006 < 0.05 and Jarque Bera 

23.99428. This can be concluded that the data is 

not normally distributed, based on central limit 

theorem, the statistical principle that the 

number of independent values of any 

distribution will approach normal distribution as 

the number of values in the distribution 

increases. In other words, the larger the sample 

size, the closer the sampling distribution is to the 

normal distribution. So because the sample 

number in this research is only a little sample 

number size so this is no problem. 

  Based on Breusch-Godfrey Serial 

Correlation LM Test, the Probability is 0.6489 > 

0.05, So, there is no autocorrelation. 

Table 12. Heteroscedasticity test for Indonesia 
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Based on the table above, it can be say 

that there is no heteroscedasticity because the 

Significant value is 0.197757 > 0.05. 

Table 13. Multicollinearity test for Indonesia 

Based on the multicollinearity test, there 

is high correlation between ER and MS because 

the value is more than 0.8 but it is still has BLUE 

 

Figure 4. Normality test for Libya 

Based on the figure above, it is known that 

Probability 0.017317 < 0.05 and Jarque Bera 

8.112189. This can be concluded that the data is 

not normally distributed based on central limit 

theorem, the statistical principle that the 

number of independent values of any 

distribution will approach normal distribution 

as the number of values in the distribution 

increases.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Table 14. Autocorrelation test for Libya 
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Table 15. Heteroscedasticity test for Libya 

 
     

       

 

Based on Breusch-Godfrey Serial 

Correlation LM Test, the Probability is 0.8001 > 

0.05, So, there is no autocorrelation. 

Based on the table above, it can say that 

there is no heteroscedasticity because the 

significant value is 0.218135 > 0.05 and also the 

significant value for all independent variables 

higher than 0.05, so it can be concluded there is 

no heteroscedasticity in this research. 

Table 16.  Multicollinearity test for Libya 

 

Based on the table above, it can be 

concluded there is no multicollinearity because 

the value < 0.8. 

Based on the research results, it is known 

that the significance value for the interest rate 

variable is < 0.05, so it means that the first 

hypothesis in this study is accepted for 

Indonedia. So there is no significant influence 

between Interest Rate on Inflation in Indonesia. 

In Libya, we will not use IR (Interest rate) 

variables because the data is not achieving the 

ECM criteria and cointegration. 

Inflation can be interpreted as a symptom 

of a general and continuous increase in the price 

of goods (Rahardja and Manurung, 2004). From 

this definition, there are three conditions to say 

that inflation has occurred. First, there is an 

increase in prices. Second, the increase occurred 

in the prices of goods in general. Third, the 

increase lasted quite a long time. Thus, a price 

increase that occurs for only one type of goods, 

or an increase that occurs only temporarily, 

cannot be called inflation. 

The higher the interest rate, the smaller the 

desire to invest. The reason is that an 

entrepreneur will increase his investment 

expenditure if the expected profit from the 

investment is greater than the interest rate that 

must be paid for the investment fund as a cost for 

the use of funds (cost of investment). capital) 

(Nopirin, 2000). The lower the interest rate, the 
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entrepreneur will be motivated to invest because 

the cost of using funds is also getting smaller, the 

interest rate is in balance (meaning there is no 

push to go up and down) will be achieved if the 

public's desire to save is the same as the 

entrepreneur's desire to invest. 

The results of research conducted by 

Perlambang (2010) by using eviews 4.0 software 

obtained from the results of research following 

the money supply and exchange rate (Rp/USD) 

had no significant effect on inflation while the 

interest rate (SBI) have a significant effect on 

inflation. 

Based on the research results, it is known 

that the significance value for the interest rate 

variable is < 0.05, so it means that the second 

hypothesis in this study is accepted for Libya and 

Indonesia. So there is significant influence 

between money supply and inflation in both 

Indonesia and Libya. 

Money supply is the total value of money 

circulating in the community. The money supply 

in a narrow sense is the money supply consisting 

of currency and demand deposits. In people's 

lives, the money supply is determined by 

Hasoloan's monetary policy (2014: 149). The 

amount of money available is called the money 

supply. In an economy that uses commodity 

money, the money supply is the quantity of that 

commodity. In an economy that uses money on 

show, like most economies today, the 

government controls the money supply: official 

regulations give the government the right to 

monopolize the printing of money. 

Inflation can be interpreted as a symptom 

of a general and continuous increase in the price 

of goods (Rahardja and Manurung, 2004). From 

this definition, there are three conditions to say 

that inflation has occurred. First, there is an 

increase in prices. Second, the increase occurred 

in the prices of goods in general. Third, the 

increase lasted quite a long time. 

The results of research conducted by 

Azizah et al (2020) the results of the data analysis 

show that simultaneously there is an influence 

between the rupiah exchange rate and the money 

supply widely on inflation in Indonesia in 2010-

2019. 

Based on the research results, it is known 

that the significance value for the exchange rate 

variable is > 0.05, so it means that the third 

hypothesis in this study is rejected for Indonesia 

and Libya. So in Indonesia and Libya, there is no 

significant influence between Exchange rate on 

inflation. 

The exchange rate (exchange rate) or often 

called the exchange rate is the price of currency 

against other currencies. The exchange rate is 

one of the most important prices in an open 

economy, given its enormous influence on the 

current account balance and other 

macroeconomic variables ”. According to 

Ekananda (2014: 168) exchange is the exchange 

rate which is the price of currency relative to the 

currencies of other countries. The exchange rate 

plays an important role in spending decisions 

because it allows us to translate prices from 

various countries into the same language.”. Based 

on the above meanings, it comes to the author's 

understanding that the exchange rate is the price 

of currency against foreign currency, how much 

the domestic currency is valued by foreign 

currency, the exchange rate is a very important 

price in the economy. 

Meta (2007) with the title differences in the 

effect of inflation, interest rates and the rupiah/ 

us dollar exchange rate on stock returns (case 

study on property and manufacturing stocks 

listed on the Jakarta Stock Exchange 2000-2005). 

By using the independent variable inflation, 

interest rates, the rupiah exchange rate and the 
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dependent variable stock returns. The results 

showed that the interest rate has no effect on 

returns on property stocks but has a negative 

effect on returns on manufacturing stocks. 

Inflation can be interpreted as a symptom 

of a general and continuous increase in the price 

of goods (Rahardja and Manurung, 2004). From 

this definition, there are three conditions to say 

that inflation has occurred. First, there is an 

increase in prices. Second, the increase occurred 

in the prices of goods in general. Third, the 

increase lasted quite a long time. Thus, a price 

increase that occurs for only one type of goods, 

or an increase that occurs only temporarily, 

cannot be called inflation. 

 

CONCLUSSION 

The results of this study are, first, there is 

no significant influence of the Interest Rate on 

inflation in Indonesia. In Libya, we will not use 

IR (Interest rate) variables because the data is 

not achieving the ECM criteria and 

cointegration. 

Second, there is a significant influence 

Money supply on Inflation in both Indonesia 

and Libya. 

Third, there is no significant influence 

There is no significant influence Exchange rate 

on inflation in Indonesia and Libya. 

Fourth, in the short run Indonesia 

condition, interested rates (IR) has no 

significant influence on inflation (INF). 

Exchange rate (ER) and Money Supply (MS) has 

significant influence on inflation (INF). In the 

short run Libya condition, Money Supply (MS) 

as significant influence on inflation (INF). 

Exchange rate (ER) has no significant influence 

on inflation (INF). 

Fifth, in the long run Indonesia condi-tion, 

interested rates (IR) has significant influence on 

inflation (INF). Exchange rate (ER) and Money 

Supply (MS) has no significant influence on 

inflation (INF). In the long run Libya condition, 

Money Supply (MS) has significant influence on 

inflation (INF). Exchange rate (ER) has no 

significant influence on inflation (INF). 
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