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ABSTRACT

Controlling inflation to create economic stability is an absolute must for the government.
However, there are challenges to creating stable inflation, including the existence of
variables in the money supply, unemployment and economic growth which have an
impact on creating inflation. In an effort to overcome these challenges, the government
uses sharia and conventional monetary instruments to control inflation. In 2022, the
improvement in the Indonesian economy after the Covid 19 pandemic will actually create
the highest inflation in recent years. The aim of this research is to determine the interaction
of Money Supply, Unemployment, Economic Growth, Government Sharia Securities,
Islamic Interbank Money Market, Bank Indonesia Certificate, and Interbank Money
Market to Inflation using monthly data from 2015-2022. This research is quantitative
research using the VECM method with the help of E-Views software. The research results
show that the Money Supply has a negative relationship and has no significant effect on
Inflation, Unemployment and Economic Growth has a positive relationship and has no
significant effect on Inflation, SBSN has a negative relationship and has no significant
effect on inflation, PUAS has a negative relationship and has a significant effect on
Inflation, SBI and PUAB have a positive relationship and do not have a significant effect
on inflation. The implication of the research is that the monetary authority, in this case
Bank Indonesia, as the institution authorized to control inflation, is to prioritize the SBSN
and PUAS monetary instruments to control inflation. Research limitations include only
using a few monetary instruments, due to limited data available on various government
websites for several years.
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INTRODUCTION

The existence of money in hu-
man civilization is very important, no side
of human economic life can be separated
from the existence of money. However, if
the quantity of money in circulation gets
out of control it can have a negative im-
pact on the economy (Solikin, 2016). The
bad consequence of lack of control over
the money supply will be the inflation rate
(Juhro, 2021). The amount of money in cir-
culation and the amount of goods/services
must be balanced, if they are not balanced,
there will be a general increase in prices/
inflation. For example, the money supply
increases but is not accompanied by an
increase in production of goods/services,
resulting in excess demand which triggers
inflation (Sudarmanto et al., 2023). The fol-
lowing is inflation data.

Several theories in the economic
literature explain the causes of inflation,
the quantity theory of money explains
that inflation is caused by an increase in
the money supply relatively greater than
the growth in output of goods/services
(Sharaf & Mahmoud, 2023). According to
economist Milton Friedman, a large mon-
ey supply only in the long term results in
high inflation, while in the short term it is
not correlated. Then McCandless and We-
ber said that there was a strong correlation
between the money supply and inflation,
with a correlation coefficient in the range
of 0.92-0.96, close to 1 (Madurapperuma,
2023).

Research results of Wasanthi (Mad-
urapperuma, 2023), and (Khieu, 2021)
shows that money supply has a positive
effect on inflation. Meanwhile, re search
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Figure 1.

Inflation in 2015-2022

The lowest inflation figure in the last
year occurred in 2020 (1.68%), while the
highest inflation was in 2022 (5.51%). If we
observe that in 2016 inflation decreased

by 0.33%, in 2017 inflation increased by
0.59%, in 2018 inflation decreased by
0.48%, in 2019 inflation increased by
0.71%, in 2020 inflation decreased by

1.04 %, in 2021 inflation will increase by
0.19%, and in 2022 inflation will increase
by 3.64%.

by Youssra et al (Ben Romdhane et al.,
2024), and Emmanuel et al (Duodu et al.,
2022) shows that money supply has a neg-
ative effect on inflation. In macroeconomic
studies, there are several variables that in-
fluence inflation, including unemployment
and economic growth. The Phillips curve
theory suggests an inverse relationship
between inflation and unemployment. Ac-
cording to Phillips, a decrease in unem-
ployment leads to an increase in inflation,
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and vice versa. The meaning in the Phillips
curve theory is that changes in the labor
market, such as employment levels and
wage levels, can significantly influence in-
flation (Ahmed et al., 2023). In the 1960s,
the model was tested and it was proven
that there was a long-term trade-off be-
tween inflation and unemployment. Low
unemployment is achieved at the expense
of high inflation. However, the increase in
oil prices in the 1970s caused the validity of
the Phillips curve theory to be questioned,
many economists stated that the Phillips
curve relationship was only short-term.
Friedman said the long-term relationship
between unemployment and inflation does
not reflect the truth (Bildirici & Sonustun,
2018). The research results of Petrovska
and Nikolov (Petrovska & Nikolov, 2018),
Hodijah and Leonardo (Hodijah & Sima-
mora, 2021) show that unemployment has
a positive effect on inflation. Meanwhile,
Dhia and Evi's research (Damayanti &
Purwanti, 2021) shows that unemployment
has a negative effect on inflation.
Economic growth also has a close
relationship with inflation. 1976 Nobel lau-
reate Milton Friedman stated that high
and fluctuating inflation hinders economic
growth, when high inflation rates compa-
nies cannot detect profitable investment
opportunities. Apart from that, inflation also
makes external funds expensive due to
increasing information asymmetry. These
two factors force companies to postpone
corporate fixed investment projects, which
of course will reduce output growth (Zivko-
va et al., 2020). Inflation variables and eco-
nomic growth variables are interrelated.
When high inflation will have an impact
on slowing economic growth (Mansur et
al., 2023), conversely relatively low and
stable inflation will encourage increased
economic growth. Likewise with econom-
ic growth, when economic growth is high
it can trigger high inflation through an in-
crease in aggregate demand (Sarbaini &
Nazaruddin, 2023). The research results

of Ali et al (Anis et al., 2019), and Girma
(Emeru, 2020) show Economic growth has
a positive effect on inflation. Meanwhile,
the results of research by Youssra et al
(Ben Romdhane et al., 2024) show that
economic growth has a negative effect on
inflation.

Controlling inflation is an important
goal, various studies focus on macroeco-
nomic studies to control the inflation rate
because it is considered a relevant topic
to study (Sisay et al., 2022). The central
bank is an institution that has the authority
to control inflation using monetary policy.
Monetary policy is steps designed to regu-
late the volume, value and cost of money
in an economy, in accordance with the ex-
pected level of economic activity (Modugu
& Dempere, 2022), namely to achieve eco-
nomic growth, availability of jobs and price
stability (Ezako, 2023).

Monetary policy is closely related
to banks and money supply. There are two
variations of monetary policy, namely ex-
pansionary and contractionary. Expansion-
ary monetary policy aims to increase the
money supply when the economy is in a
recession (decrease in economic activity).
Meanwhile, contractionary monetary policy
aims to reduce the money supply when
the economy is in an inflationary condition.
Both types of policies essentially aim to
control money in circulation (Sadat, 2022).
In the Indonesian banking system itself,
there are two banking systems (dual bank-
ing system), namely sharia banks and con-
ventional banks (Jahroni et al., 2023). The
implication is that there are two variations
of Bank Indonesia’s monetary policy tools,
namely, sharia monetary instruments and
conventional monetary instruments. State
Sharia Securities (SBSN) are also called
state sukuk (Hartono, 2022). SBSN is a
price channel monetary policy instrument
that influences the movement of asset pric-
es, including financial asset prices such
as shares, bonds and sukuk. If there are
changes in interest rates, exchange rates
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or investment amounts in the money mar-
ket, this can affect the volume and price of
bonds, shares or sukuk. Then asset prices
for consumption and investment will influ-
ence aggregate demand, thereby deter-
mining the level of real output and inflation
in the economy (Dwihapsari et al., 2021).

Empirical literature related to the
influence of SBSN on inflation has been
studied, but the results are inconsistent.
The research results of Hasna et al. (Has-
na et al., 2019), and Rindani et al. (Dwi-
hapsari et al., 2021) show that SBSN has a
positive effect on inflation. Meanwhile, the
research results of Dedi (Nuruliya, 2020)
and Zainal et al (Siregar et al., 2023) that
SBSN has a negative effect on inflation.

The next sharia monetary instru-
ment is PUAS, the philosophy of the inter-
bank money market based on sharia prin-
ciples is that a bank can experience a lack
of liquidity, as well as sharia banks due to
differences in the time period between re-
ceiving and investing funds or conditions
of excess liquidity due to funds originating
from the public not yet being distributed
to the party in need. To increase the effi-
ciency of fund management, banks based
on sharia principles require an interbank
money market (Sup, 2022). Technically,
financing through PUAS will increase de-
posits (d) and banking financing, so that
investment (i) and aggregate output (y) in-
crease. When PUAS increases, the level
of production will also increase so that the
supply of goods will also increase, and ulti-
mately this will reduce the inflation rate. In
conclusion, PUAS has a negative effect on
inflation.

Empirical literature related to the
influence of PUAS on inflation has been
studied, but the results are inconsistent.
The research results of Fitri (Zaelina,
2018), and Dedi (Nuruliya, 2020) show that
PUAS has a negative effect on inflation.
Meanwhile, the results of research by An-
ton et al (Bawono et al., 2021), and Ishak
et al (Ishak et al., 2022), and Ariani et al

(Agidah et al., 2022) show that PUAS has
a positive effect on inflation.

The conventional monetary instru-
ment Bank Indonesia Certificate are secu-
rities issued by Bank Indonesia in rupiah
as an acknowledgment of debt to the public
who place their funds in banks, SBI instru-
ments use an interest system (Yulistiyono
et al., 2021). When there is too much mon-
ey supply in society or consumer demand
cannot be balanced by producer supply,
this condition will cause an increase in
prices. In these conditions the central bank
has the option to issue/sell valuable cer-
tificate or increase interest rates. The sale
of SBI monetary instruments by the central
bank will cause money supply in society
to decrease, because people tend to save
their money in banks (by buying SBI) in the
hope that prices will decrease (Alamsyah-
bana, 2022).

SBI is an open market operation
tool in the Bank Indonesia money mar-
ket, which aims to absorb excess money
circulating in society (Darmawan, 2022).
When money circulation is successfully
controlled, the inflation rate will be more
stable and the rupiah exchange rate will
appreciate (Hasan et al., 2022). Empirical
literature related to the influence of SBI on
inflation has been studied, but the results
are inconsistent. Research results of Ariani
et al (Agidah et al., 2022), and Yana et al
(Rohmana & Utami, 2023) show that SBI
has a negative effect on inflation. Mean-
while, research results from Ripdian et al
(Nisa et al., 2018), Raditya and Achmad
(Sukmana & Wicaksana, 2019), and (Nu-
ruliya, 2020) show that SBI has a positive
effect on inflation.

The next conventional monetary
instrument is the Interbank Money Market
(PUAB) or interbank call money, PUAB is
an activity of lending and borrowing funds
between one bank and another bank for a
short period of time (daily) which is gen-
erally used to prevent banks from “losing
clearing” status (Serfiyani et al., 2021). Ac-
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tivities at PUAB are carried out using an
over the counter mechanism, namely an
agreement between the borrower and the
owner of the funds, which is not carried out
through the stock exchange floor. PUAB
transactions can have maturities from one
working day (overnight) to one year, but in
practice the majority of PUAB transactions
have maturities of less than 3 months (lka
& Kemu, 2016).

Empirical literature related to the
influence of PUAB on inflation has been
studied, but the results are inconsistent.
The research results of Rahmad and Ima
(Gani & Amaliah, 2021), and Ariani et al
(Aqidah et al., 2022) show that PUAB has a
positive effect on inflation. Meanwhile, the
research results of Dedi (Nuruliya, 2020)
and Yana et al (Rohmana & Utami, 2023)
show that PUAB has a negative effect on
inflation.

Based on the background study
there is still an empirical gap (difference in
the results of previous research) related to
inflation. relationship of variables used in
research. This makes researchers want to
carry out a review by raising the title “Inter-
action of Money Supply, Unemployment,
Economic Growth, Sharia and Conven-
tional Monetary Instruments to Inflation”.
The research objectives include: to deter-
mine the interaction and contribution of
money supply, unemployment, economic
growth, islamic interbank money market,
state sharia securities, Indonesian bank
certificate, interbank money market on in-
flation. The uses of research include: it can
be used as material for evaluation and con-
sideration when implementing monetary
policy, which type of monetary instrument
will be prioritized, whether sharia monetary
policy or conventional monetary policy in
order to achieve monetary policy objec-
tives, namely price stability and economic
growth.

It is hoped that the contribution of
this research can be a consideration for
the Central Bank as the institution that has

the authority to control inflation. With the
results of this research, the Central Bank
can consider the types of monetary instru-
ments that will be prioritized to control the
rate of inflation. It is also hoped that this
research can become reference material
for future research.

METHODOLOGY

This type of research is quantitative
research, quantitative research according
to Sugiyono is a research method based
on positivistics (concrete data) which will
be measured using statistical tools to ob-
tain conclusions (Muslimin et al., 2023).
This research uses Indonesia as the re-
search location, the research period starts
in December 2023. The research data is
secondary data which is accessed via the
Bank Indonesia website www.bi.go.id the
Central Statistics Agency www.bps.go.id
and the Services Authority Finance www.
ojk.go.id The research method uses the
Vector Error Correction Model (VECM).

The research method uses the Vec-
tor Error Correction Model (VECM). Data
analysis stages are as follows:
1. The Stationarity Test is the first stage to
test whether the data is stationary or not,
using the Augmented Dickey Fuller Test
(ADF). The condition is that if the Prob
value is < 0.05% then the data is declared
stationary, whereas if the Prob value is >
0.05% then the data is declared non-sta-
tionary. If in the first test (Level 1) the data
is not stationary, then a second test (first
difference) is carried out.
2. The Optimum Lag Test aims to deter-
mine the optimum lag length which will be
used for further analysis. The conditions
for this test are to look at the lag at what
value is the smallest Akaike Information
Criteria (AIC).
3. Stability Test aims to test whether the
data is stable or not, the results of this test
determine the validity of the next test (IRF
and FEVD tests). The condition is that if
the distribution of points (inverse roots) is
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in a circle, the data is declared stable.

4. The Granger Causality Test aims to find
out whether there is a causal relationship
(cause and effect) between two variables,
in other terms whether there is a two-way
or one-way relationship between two vari-
ables.

5. The Cointegration Test aims to deter-
mine whether or not there is a long-term
relationship between research data. This
test will determine whether the test used
is VAR or VECM. If there is a long-term
relationship, then the VECM method will
be used, otherwise if there is no long-term
relationship, the VAR in Difference method
will be used. The condition is that if the
trace statistic value is > critical value, then
the data has a long-term relationship or
the data is cointegrated. Meanwhile, if the
trace statistic value is < critical value, then
the data does not have a long-term rela-
tionship or the data is not cointegrated.

6. The VECM test is a stage to find out the
long-term and short-term influences be-
tween variables. The condition is that if the
t-statistic value > t-table then there is a sig-
nificant influence of one variable on other
variables. Meanwhile, if the t-statistic value
< t-table, then there is no significant influ-
ence of one variable on other variables.

7. The Impulse Response Function test
aims to find out how a shock affects other
variables, so that with the IRF test it can be
known how long the impact of a shock in
one variable will have on other variables.

MediaTrend 19 (1) 2024 p. 139-157

8. The Forecast Error Variance Decompo-
sition test aims to determine the percent-
age contribution of each variable due to
changes in certain variables in the model.

RESULTS AND DISCUSSION
Stationarity Test

This test aims to produce final infor-
mation that is statistically valid.

The results of the Stationarity test
at level 1 show that there are still variables
whose probability value is > 0.05%, name-
ly Inflation, Money Supply, Unemployment,
Economic Growth, SBSN, SBI, and PUAB.
Only the PUAS variable passes the sta-
tionarity test at level 1. Therefore, it is nec-
essary to carry out a stationarity test at the
first difference level. The results of the first
difference stationarity test are that all vari-
able probability values are < 0.05%, which
means that all variables are declared to
have passed the stationarity test at the first
difference level. The implication is that the
method that will be used is the Vector Error
Correction Model method.

Optimum Lag Test

The results of the optimum lag
test for the variables Inflation, money sup-
ply, Unemployment, Economic Growth,
SBSN, PUAS, SBI, and PUAB obtained
the optimum lag length at lag 1 with an
Akaike Information Criterion (AIC) value of
-7.812079.

Table 1.
Stationarity Test
Level First Difference
Var Dickey Dickey
Fuller Test Prob Fuller Test Prob
Inf -1.960.657  0.3037 -7.973.837 0.0000
JUB 0.872684  0.9948 -1.418 666 0.0001
Unem -1.735.851 0.4100 -4 200753 0.0011
GDOP -1.969 877  0.2996 -6.882 138 0.0000
SBSMN  -1.674 615  0.4408 -1.049224 0.0000
PUAS -6.646.58%  0.0000 -1.181.582 0.0001
SBI -0.03287%  0.9525 -7.652 166 0.0000
PUAB -3705.065  0.0055 -1.389.272 0.0001
Source : Analysis Results Of Eviews
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Table 2.
Optimum Lag Test
Lag  LogL LR FPE AlC 5C HQ
0 3504939 NA 575e-14  -7.783953 -7 558741 -7.693221*
1 4157315 1171310 562e-14*  7.812079*  -5785167 -6.995487
2 4686332 8536422° T7.48e-14  -7.559846 -3.731235 -6.017395
3 518.4008  71.25811 1.13e-13 -7.236382 -1.806071 -4. 963071
4 5668053 6050566  1.93s-13  -5.881930 0.550071 -3.887769
5 6169730 5358318  3.62e-13  -5.567568 2 666142 -2.847538
6 6863850 6152430 538e-13  -6.690560 4.344841 -2.244679
7 7856940  69.96771  5.56e-13  -7.493046 5.344063 -2.321297
Source : Analysis Results Of Eviews
Table 3.

Stability Test
Inverse Roots of AR Characteristic Poly nomial

1.5

0.5

0.0

LA

T T
-1.5 -1.0 -0.5

T T T
00 05 1.0 1.5

Source : Analysis Results Of Eviews

Stability Test

Based on the results of the stability
test, the distribution of points is in a circle,
meaning that the stability test was declared
passed.

Granger Causality Test

The causality test aims to deter-
mine the causal relationship, whether
there is a one-way or two-way relation-
ship between variables. The terms of the
Granger causality test are seen from the
probability value. If the probability value is
< 0.05% then there is a causal relationship
(two-way) between the variables, meaning
that the variable relationship is a two-way
(reciprocal) relationship.

The probability value of the PUAS
variable for the Inflation variable is 0.0393%
< 0.05%. Meanwhile, the probability value
of inflation on PUAS is 0.0745% > 0.05%.
It can be concluded that the PUAS variable
and the Inflation variable have a unidirec-
tional causal relationship, that is, there is a
causal relationship from the PUAS variable
to the Inflation variable. From these results
it can be seen that the PUAS variable sta-
tistically significantly influences the Inflation
variable. On the other hand, the Inflation
variable does not significantly influence the
PUAS variable. Therefore, it is concluded
that there is a one-way causal relationship.
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Table 4.
Granger Causality Test

Mull Hypothesis: Obs F- Prob.
Statistic
1. LW_PUAS does not Granger Cause INF a5 437265  0.0393
2. PE does not Granger Cause INF 95 463313 0.0340
3. LN_JUB does not Granger Cause LWN_PUAS 505542  0.0269
4. LW_JUE does not Granger Cause LN_5SBSN 10,8648  0.0014
5. PE does not Granger Cause LN_PUAB 95 613292  0.0151
6. PENG does not Granger Cause LN_PUAB 95 145783  0.0002
7. LW_SBSH does not Granger Cause LN_PUAS 85 448151  0.0368
4. LW_SBI does not Granger Cause LM_SBSHN 6.79833  0.0106
9. LN_SBIl does not Granger Cause PENG 397791 0.0491
10. PENG does not Granger Cause LM_SBSHM 95 439857  0.0387
11. PENG does not Granger Cause PE a5 731401 0.0082
12. PE does not Granger Cause PENG 16.1348 0.0001
Source : Analysis Results Of Eviews
The probability value of the Eco- statistically significantly influences the

nomic Growth variable for the Inflation vari-
able is 0.0340% < 0.05%. Meanwhile, the
probability value of the Inflation variable for
the Economic Growth variable is 0.3694%
> 0.05%. It can be concluded that the Eco-
nomic Growth variable and the Inflation
variable have a unidirectional causal rela-
tionship, that is, there is a causal relation-
ship from the Economic Growth variable to
the Inflation variable. From these results
it can be seen that the Economic Growth
variable statistically significantly influences
the Inflation variable. On the other hand,
the inflation variable does not significantly
influence economic growth. Therefore, it is
concluded that there is a one-way causal
relationship.

The probability value of the Money
Supply variable for the PUAS variable is
0.0269% < 0.05%. Meanwhile, the prob-
ability value of the PUAS variable for
the Money Supply variable is 0.6880% >
0.05%. So it can be concluded that the
Money Supply variable and the PUAS vari-
able have a unidirectional causal relation-
ship, that is, there is a causal relationship
from the Money Supply variable to the
PUAS variable. From these results it can
be seen that the Money Supply variable

PUAS variable. On the other hand, the
PUAS variable does not significantly influ-
ence the Money Supply variable. There-
fore, it is concluded that there is a one-way
causal relationship.

The probability value of the Money
Supply variable for the SBSN variable is
0.0014% < 0.05%. Meanwhile, the prob-
ability value of the SBSN variable for
the Money Supply variable is 0.1550% >
0.05%. It can be concluded that the Money
Supply variable and the SBSN variable
have a unidirectional causal relationship,
that is, there is a causal relationship from
the Money Supply variable to the SBSN
variable. From these results it can be seen
that the Money Supply variable statistically
significantly influences the SBSN variable.
On the other hand, the SBSN variable
does not significantly influence the Money
Supply variable. Therefore, it is concluded
that there is a one-way causal relationship.

The probability value of the Eco-
nomic Growth variable for the PUAB vari-
able is 0.0151% < 0.05%. Meanwhile, the
probability value of the PUAB variable for
the Economic Growth variable is 0.2062%
> 0.05%. It can be concluded that the Eco-
nomic Growth variable to the PUAB vari-
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able has a unidirectional causal relation-
ship, that is, there is a causal relationship
from the Economic Growth variable to the
PUAB variable. From these results it can
be seen that the Economic Growth vari-
able statistically significantly influences
the PUAB variable. On the other hand,
the PUAB variable does not significantly
influence the Economic Growth variable.
Therefore, it is concluded that there is a
one-way causal relationship.

The probability value of the Un-
employment variable for the PUAB vari-
able is 0.0002% < 0.05%. Meanwhile, the
probability value of the PUAB variable for
the Unemployment variable is 0.0955% >
0.05%. It can be concluded that the Un-
employment variable to the PUAB variable
has a unidirectional causal relationship,
that is, there is a causal relationship from
the Unemployment variable to the PUAB
variable. From these results it can be seen
that the Unemployment variable statistical-
ly significantly influences the PUAB vari-
able. On the other hand, the PUAB vari-
able does not significantly influence the
Unemployment variable. Therefore, it is
concluded that there is a one-way causal
relationship.

The probability value of the SBSN
variable for the PUAS variable is 0.0368%
< 0.05%. Meanwhile, the probability value
of the PUAS variable for the SBSN variable
is 0.2328% > 0.05%. It can be concluded
that the SBSN variable and the PUAS vari-
able have a unidirectional causal relation-
ship, that is, there is a causal relationship
from the SBSN variable to the PUAS vari-
able. From these results it can be seen that
the SBSN variable statistically significantly
influences the PUAS variable. On the other
hand, the PUAS variable does not signifi-
cantly influence the SBSN variable. There-
fore, it is concluded that there is a one-way
causal relationship.

The probability value of the SBI
variable for the SBSN variable is 0.0106%
< 0.05%. Meanwhile, the probability value

of the SBSN variable on SBI is 0.3111%
> 0.05%. So it can be concluded that the
SBI variable and the SBSN variable have
a unidirectional causal relationship, that
is, there is a causal relationship from the
SBI variable to the SBSN variable. From
these results it can be seen that the SBI
variable statistically significantly influences
the SBSN variable. On the other hand, the
SBSN variable does not significantly influ-
ence SBI. Therefore, it is concluded that
there is a one-way causal relationship.

The probability value of the SBI
variable for the Unemployment variable is
0.0491% < 0.05%. Meanwhile, the prob-
ability value of the Unemployment variable
for the SBI variable is 0.1174% > 0.05%.
So it can be concluded that the SBI vari-
able and the Unemployment variable have
a unidirectional causal relationship, that is,
there is a causal relationship from the SBI
variable to the Unemployment variable.
From these results it can be seen that the
SBI variable statistically significantly influ-
ences the Unemployment variable. On the
other hand, Unemployment does not sig-
nificantly affect SBI. Therefore, it is con-
cluded that there is a one-way causal rela-
tionship.

The probability value of the Unem-
ployment variable for the SBSN variable is
0.0387% < 0.05%. Meanwhile, the proba-
bility value of the SBSN variable for the Un-
employment variable is 0.7998% > 0.05%.
So it can be concluded that the Unemploy-
ment variable to the SBSN variable has a
unidirectional causal relationship, that is,
there is a causal relationship from the Un-
employment variable to the SBSN variable.
From these results it can be seen that the
Unemployment variable statistically signifi-
cantly influences the SBSN variable. On
the other hand, the SBSN variable does
not significantly influence the Unemploy-
ment variable. Therefore, it is concluded
that there is a one-way causal relationship.

The probability value of the Unem-
ployment variable for the Economic Growth

147



Interaction Of Money.......

variable is 0.0082% < 0.05%. Meanwhile,
the probability value of the Economic
Growth variable for the Unemployment
variable is 0.0001% < 0.05%. So it can be
concluded that the Unemployment variable
to the Economic Growth variable has a
two-way causal relationship, namely there
is a causal relationship from the Unem-
ployment variable to the Economic Growth
variable, and there is a causal relation-
ship from the Economic Growth variable
to the Unemployment variable. From these
results it can be seen that the Unemploy-
ment variable statistically significantly influ-
ences the Economic Growth variable, and
the Economic Growth variable statistically
significantly influences the Unemployment
variable. Therefore, it is concluded that
there is a two-way causal relationship.

Cointegration Test
Based on Table 5 the results of the
cointegration test above, there is a long-
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term relationship between variables. This
can be seen from the Trace Statistics value
> from the Critical Value value. This means
that the test that will be used next is the
VECM test.

VECM Test

The VECM test aims to determine
the long-term influence and short-term
influence between variables. The VECM
model uses a significance level of 5% with
a t table value of 1.98. The condition is that
if the t statistic value > t table then there
is a significant influence on the variable.
Meanwhile, if t statistic < t-table, then the
variable has no significant effect.

Based on the equation above, it can
be concluded that the Money Supply vari-
able has a negative relationship and does
not have a significant effect on Inflation,
meaning that in the long term a change of
1 billion in the Money Supply will reduce
Inflation by 19.1%. The Unemployment

Table 5.
Cointegration Test
Hypothesized _ Trace 0.05 Critical
No, Of CE (s) Eroenvalue oo ctic Value Prob =
Mone * 0.640030 3587537 159.5297 0.0000
Atmost1* 0.602150 263.7325 1256154 0.0000
Atmost2* 0.454895 178.0183 05.75366 0.0000
Atmost3* 0.362456 121.5361 69.51889 0.0000
Atmost4* 0.287565 7972377 47 85613 0.0000
Atmosts* 0.226481 43.19082 2979707 0.0002
Atmostg * 0157667 24 30770 1549471 0.0018
Atmost7 * 0.085880 8350743 3.841468 0.0035
Source : Analysis Results Of Eviews
Table 6.
Long Term Inflation VECM Test
Endogenous Variable - Standar
Ua{:gi bles Exogenous Coefficient Error t-statistic
C 0345075
JUB -19.11251 562413 -0.33533
nem 4609572 9.01088 0.51157
INE GDOP 0.993823 1.86936 0.53150
SBSHN -4 687 583 10.4897 -0.44687
PUAS -8.386.431 0.75741 -11.0724
SBI 1.014517 2.30431 0.44027
PUAB 6.043867 588784 1.02650

Source : Analysis Results Of Eviews
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variable has a positive relationship and
does not have a significant effect on Infla-
tion, meaning that in the long term a 1%
change in Unemployment will increase
Inflation by 4.60%. The Economic Growth
variable has a positive relationship and
does not have a significant effect on Infla-
tion, meaning that in the long term a 1%
change in Economic Growth will increase
Inflation by 0.99%. The SBSN variable has
a negative relationship and does not have
a significant effect on inflation, meaning
that in the long term a change of 1 billion
SBSN will reduce inflation by -4.68%. The
PUAS variable has a negative relationship
and has a significant effect on inflation,
meaning that in the long term a change
of 1 billion PUAS will reduce inflation by
-8.38%. The SBI variable has a positive re-
lationship and does not have a significant
effect on inflation, meaning that in the long
term a change of 1 billion SBI will increase
inflation by 1.01%. The PUAB variable has
a positive relationship and does not have a
significant effect on inflation, meaning that
in the long term a change of 1 billion PUAB
will increase inflation by 6.04%.

Short Term VECM Test

The results of the VECM estimation
above, in the short term, only the Inflation
and PUAB variables have a significant ef-

fect on the Inflation variable, this can be
seen from the t statistic value of Inflation
(3.13%) and PUAB (2.18%) > 1, 98%.

Impulse Response Function Test

Based on the R-Square results, it
can be seen that the ability of exogenous
variables to explain the D(PUAB) variable
is 43.8%, while the remaining 56.2% is ex-
plained by other variables outside this re-
search.

Based on the table above, it can
be interpreted that the inflation variable
responds positively to the shock given by
the inflation variable itself in a fluctuating
manner. The inflation variable responded
positively to shocks to the money supply
variable in the second period and in the
third period the inflation variable respond-
ed negatively to shocks to the money sup-
ply variable, and in periods 4 to 10 the in-
flation variable again responded positively
to shocks to the money supply variable in
a fluctuating manner. The inflation variable
responds positively to shocks in the PUAB
variable in periods 2 to 10 in a fluctuating
manner. The inflation variable responded
positively to shocks to the PUAS variable
in periods 2 to 3, and in the 4th period the
inflation variable responded negatively to
shocks to the PUAS variable, then in pe-
riods 5 to 10 the inflation variable again

Table 7.
Short Term Inflation VECM Test
Variables Coefficient SPrdar t statistic
Imor

D{INF(-1),2) -0,304587 0,08743 -3,13035
Di{LN_JUB{-1),2) 2874120 253195 1,17464
D(LN_PUAB{-1},2) 0561512 025753 2,18036
Di{LN_PUAS(-1),2) -0,053153 0,05044 -1,08377
D{LN_SEI(-1),2) 0.304765 01396 1,60739
D{LM_SBSN(-1),2) 0.696636 060614 1,1493
D{PE(-1),2) 0.192433 01832 0,99604
D{PENG{-1),2} 1.420067 097057 1,46312
R-squared 0.251299

t Table 1.98720

Source : Analysis Results Of Eviews
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responded positively to shocks to the
PUAS variable in a fluctuating manner.
The inflation variable responds positively
to shocks in the SBI variable in periods 2
to 10 in a fluctuating manner. The inflation
variable responds positively to shocks in
the SBSN variable in periods 2 to 10 in a
fluctuating manner. The inflation variable
responds negatively to shocks in the eco-
nomic growth variable in periods 2 to 10 in
a fluctuating manner. The inflation variable
responds positively to shocks in the unem-
ployment variable in periods 2 to 10 in a
fluctuating manner.

FEVD Test

Forecast Error Variance Decompo-
sition (FEVD) analysis in the Inflation model
shows that the percentage contribution of
the largest variable influencing changes in

inflation is inflation itself at 100% in period
1. Then in the second period the contribu-
tion of inflation decreases to 93% and then
from period 3 to period 10 the contribution
Inflation against inflation is consistent at
94%. The contribution of the PUAB vari-
able in the 2nd period was 2.38% and in
the 10th period it fell to 1.79%. The contri-
bution of the SBI variable in the 2nd period
was 1.13% and in the 10th period it fell to
0.97%. The contribution of the SBSN vari-
able in the 2nd period was 1.16% and in
the 10th period it decreased to 0.76%. The
contribution of the Unemployment variable
in the 2nd period was 0.99% and in the 10th
period it fell to 0.68%. The contribution of
the Economic Growth variable in the 2nd
period was 0.50% and in the 10th period
it decreased to 0.48%. Then the contribu-
tion of the money supply variable tends to

Table 8.
IRF Test Inflation

D{LN_
JUB)

D{LN_

Period D{INF) PUAB]

D{LN_
PUAS)

D(LN_ D{LN_

spiy  spsn) D (PE) D(PENG)

0331332
0.3295T1
0.324208
0.3290438
0327795
0327025
0.3276468

0.009542
0012321

Emmwmm.ﬁ.wm_t

0.456223 0.000000 0.000000 0.000000
0299739 0.032364 0.087236 0.019301
0.323491 -0.003212 0.016589 0.032051
0.016326 0.056223 -0.006622
0.010073 0.035949 0.027076
0.012367 0.047726 0.013377
0.039326 0.012055
0.044959 0.016083
0.011064 0.042067 0.015340
0.010736 0.043526 0.013355

0.000000 0.000000 0.000000
0.060223 0.081005 -0.040173
0.024785 0.002527 -0.015764
0.031069 0.038905 -0.029723
0.036902 0.020329 -0.015340
0.030488 0.030295 -0.030353
0.034832 0.023272 -0.019161
0.031574 0.029397 -0.024794
0034415 0.024599 -0.023023
0.032172 0.027825 -0.023374

0.000000
0.056215
0.0095%1
0.0309%0
0.02380%6
0.023404
0.0239238
0.0245658
0.027976
0.025134

Source : Analysis Results Of Eviews

Table 9.
Table FEVD Inflation

D(LN_ D(LN_

Period JUB)  PUAB)

D{INF)

D{LN_
PUAS)

D{LN_ D{LN_ D D
SBI) SBSN) _ (PE) _ (PENG)

100.0000
93.37196
84 50157
04 25642
04 49614
04 52040
04 67839
0472874

0.000000 0.000000
0.328200 2.384585
0.248259 1.850751
0.2435%95 2.031918
0.216942 1.877442
0.205495 1.902592
0.189461 1.838454
0183205 1.832877
8478915 0.175691 1.506964
04 34460 0.158024 1.795538

00 =] St B R =

—
=

0.000000
0116736
0.323558
0.265563
0.331222
0.306643
0.236342
0279775
0.274082
0.264522

0.000000 0.000000 0.000000 0.000000
1.136438 1.166153 0.505711 0.920211
0.995429 0.875000 0.437121 0.763304
0.957698 0.964130 0505758 0.774370
0.9994138 0.863582 0.454170 0.761081
0.975305 0.853233 0.508456 0.722373
0.9538265 0.809568 0484875 0.724645
0.976257 0.804505 0.491616 0.703021
0.984327 0.777621 0.439696 0.702472
0.973348 0.769332 0.489209 0.689433

Source : Analysis Results Of Eviews
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decrease from the 3rd period (0.24%)
to the 10th period (0.16%). The biggest
contribution that influences changes in in-
flation apart from inflation itself is PUAB,
while other variables only influence 0-1%.

Discussion

The results of the research in the
long term is that the Money Supply variable
has a negative effect on inflation, mean-
ing that in the long term the Money Sup-
ply variable is able to reduce the inflation
rate. The results of this research contradict
several leading theories in macroeconomic
studies regarding the relationship between
the money supply and the inflation rate, in-
cluding the quantity theory of money which
explains that inflation is caused by a rela-
tively greater increase in the money sup-
ply, Milton Friedman’s opinion which says
that in the long term the number of money
supply results in high inflation, while the
short term is not correlated. McCandless
and Weber’s theory states that there is a
strong correlation between the money sup-
ply and inflation, with a correlation coeffi-
cient in the range of 0.92-0.96, close to 1.
The negative impact of the money supply
on inflation describes that inflation in the
context of Indonesia is not caused by vari-
able amounts. money circulation but can
be caused by other factors, which are ex-
plained by Keynesian theory and Structur-
alist theory.

The results of this research in the
context of Indonesia can be caused by
the policies and strategies implemented
by the government which are still effec-
tive in suppressing inflation which has an
impact on the stability of the Indonesian
economy. The results of this research are
in line with research by Emmanuel et al,
where the research findings show that the
Money Supply variable has a negative ef-
fect on inflation (Duodu et al., 2022). How-
ever, the results of this research contradict
Saiful's research (Islam, 2022) where in
this research the amount of money in cir-

culation has a positive effect on inflation.
Likewise with Wasanthi’s research (Madu-
rapperuma, 2023), Hoang’s research (Kh-
ieu, 2021), and Monorith et al.’s research
(Sean et al., 2019).

However, in the short term the Money Sup-
ply variable has a positive effect on infla-
tion with a coefficient value of 2.97%. This
means that in the short term inflation can
increase inflation by 2.97%. Then, if we
compare the influence of the Money Sup-
ply variable on Inflation in both the short
and long term, it can be concluded that the
negative influence of the Money Supply on
Inflation in the long term is greater than the
positive influence of the Money Supply on
Inflation in the short term. Further analy-
sis shows that when the expansion of the
money supply is anticipated (over a long
period of time) it is not the cause of infla-
tion, it can actually reduce the inflation rate
and stabilize the economy.

This analysis is strengthened by
the results of the Impulse Response Func-
tion Inflation Test, where from period 1 to
period 10 the Inflation variable responds
to shock from the presence of the Inflation
variable in the range of 0.01%. Likewise
with the results of the FEVD Inflation Test,
where from period 1 to period 10 the per-
centage contribution of the Money Supply
to Inflation is only in the range of 0.2% -
0.3%. The same thing is also supported by
the results of the Granger Causality Test
where the probability value of the Money
Supply variable (0.0653) to Inflation is >
0.05% and the probability value of Inflation
to the Money Supply (0.5978) is > 0.05%,
which means There is no causal relation-
ship between the Money Supply Variable
and Inflation, even though it is only a unidi-
rectional relationship.

In the long term, the Unemploy-
ment variable has a positive effect on Infla-
tion, with a coefficient value of 4.60%. This
means that in the long term the Unemploy-
ment variable will increase the inflation
rate by 4.60%. Likewise, in the short term,

151



Interaction Of Money....... MediaTrend 19 (1) 2024 p. 139-157

the unemployment variable also shows a
positive influence on inflation with a coef-
ficient value of 1.42%, which means that in
the short term the unemployment variable
will increase the inflation rate by 1.42%.
The results of this research support the
research results of Magdalena and Misho
(Petrovska & Nikolov, 2018). This research
was conducted in Macedonia and the re-
sults were that the unemployment variable
had a positive effect on inflation. And this
is in contrast to the results of research
by Dhia and Evi (Damayanti & Purwanti,
2021) which was conducted in Indonesia,
where the results of their research showed
that the unemployment variable had a
negative effect on inflation. Then, if we
analyze further the influence of Unemploy-
ment on Inflation, it can be explained by
referring to the results of the IRF Inflation
test, where from period 2 to 10 the Inflation
variable responds positively to the shock
of the presence of the Unemployment vari-
able at 0.01% - 0.05%. Then the results of
the FEVD Inflation test from the 3rd to the
10th period, the percentage contribution of
Unemployment to Inflation decreased from
0.99% in the 2nd period to 0.68% in the
10th period. The results of several tests of
the relationship between Unemployment
and Inflation raise a question, whether the
theory is valid The Phillips curve in the con-
text of Indonesia is still proven or not.

In the long term, the Economic
Growth variable has a positive effect on
Inflation with a coefficient of 0.99%. This
means that in the long term the Economic
Growth variable will increase the Inflation
variable by 0.99%. Then in the short term
Economic Growth also has a positive ef-
fect with a coefficient of 0.19%, meaning
that in the short term the Economic Growth
variable increases inflation by 0.19%. The
results of this research are in line with re-
search by Esat et al which was conducted
in the Western Balkan countries using the
VECM method and the results were that
Economic Growth had a positive effect on

Inflation (Durguti et al., 2021). However,
the results of this research contradict re-
search by Ben et al (Ben Romdhane et
al., 2024) which was conducted in Asian
countries, the results of which were that
economic growth had a negative effect on
inflation.

The results of the IRF Inflation Test
can be interpreted that starting from the
2nd period to the 10th period, the Inflation
variable responds negatively to the shock
of the presence of the Economic Growth
variable in the range of 0.01% - 0.04%.
FEVD Inflation test results, from period 2
to period 10, the percentage contribution of
Economic Growth to Inflation is in the range
of 0.4% - 0.5%. In the results of the Grang-
er Causality Test, the probability value of
Economic Growth (0.0340%) on Inflation is
< 0.05%, then the probability value of Infla-
tion (0.3694%) is > 0.05%, meaning that
there is one-way causality between the
variables Inflation and Economic Growth,
namely the one-way relationship between
Economic Growth and Inflation.

In the short term, the SBSN vari-
able has a positive effect on inflation with a
coefficient value of 0.69%. In the long term,
the SBSN variable has a negative effect on
inflation with a coefficient of -4.68%. This
means that in the long term the SBSN
variable can reduce the inflation rate by
-4.68%. The results of this research sup-
port the research of Zainal et al (Siregar et
al., 2023) which was conducted in Indone-
sia using the VECM method. The results of
this research show that the SBSN variable
has a negative effect on inflation. Howev-
er, the results of this study contradict the
research of Rindani et al which showed
that the SBSN variable had a positive ef-
fect on inflation (Dwihapsari et al., 2021).
The results of the IRF Inflation Test can be
interpreted that starting from the 2nd pe-
riod to the 10th period, the Inflation vari-
able responds positively to the shock of
the existence of the SBSN variable. FEVD
Inflation Test Results, starting from the 2nd
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period to the 10th period, the percentage
contribution of the SBSN variable to infla-
tion is in the range of 0.01% - 0.11%. In the
Granger Causality Test Results, the SBSN
probability value (0.0853%) on the Infla-
tion variable is > 0.05, then the Inflation
probability value (0.7237%) on SBSN is
> 0.05%, meaning there is no causal rela-
tionship between SBSN and Inflation, even
if only in one direction.

In the long term, the PUAS variable
has a negative and significant effect on in-
flation with a coefficient value of -8.38%,
meaning that in the long term the PUAS
variable can reduce the inflation rate by
-8.38%. The results of this research support
Fitri's research (Zaelina, 2018) and Heri’s
(Sudarsono, 2017) research conducted in
Indonesia showing that the SBSN variable
has a negative effect on inflation. However,
the results of this study contradict the re-
search of Anton et al (Bawono et al., 2021),
the research of Yana et al (Rohmana &
Utami, 2023). In the short term, the PUAS
variable has a negative effect on inflation
with a coefficient value of -0.05%, meaning
that in the short term the PUAS variable
can reduce inflation by -0.05%. The results
of the IRF Inflation Test can be interpreted
that from period 2 to period 10 the Inflation
variable responds positively to the shock of
the presence of the PUAS variable with a
value in the range 0f 0.01% - 0.03%. FEVD
Inflation Test Results, from period 2 to pe-
riod 10, the percentage contribution of the
PUAS variable to inflation is in the range of
0.11% - 0.33%. The Granger Causality Test
results show the probability value of PUAS
(0.0393%) for Inflation < 0.05%, then the
probability value of the Inflation variable
(0.4071%) for PUAS > 0.05%. This means
that there is a one-way causal relationship
between the PUAS variable and inflation,
namely a one-way causal relationship be-
tween the PUAS variable and inflation.

In the long term the SBI variable
has a positive effect on inflation with a
coefficient value of 1.01%, meaning that

in the long term the SBI variable can in-
crease the inflation rate by 1.01%. In the
short term the SBI variable has a positive
effect on inflation with a coefficient value of
0.30%, meaning that in the short term the
SBI variable can increase the inflation rate
by 0.30%. The results of the IRF Inflation
Test can be interpreted that starting from
the 2nd period to the 10th period, the In-
flation variable responds positively to the
shock of the presence of the SBI variable
with a value in the range of 0.01% - 0.03%.
FEVD Inflation Test Results, from period 1
to period 10, the percentage contribution of
the SBI variable to inflation is in the range
of 0.95% - 1.13%. The Granger Causality
Test results show the probability value of
the SBI variable (0.0969%) for the Inflation
variable > 0.05%, then the Inflation prob-
ability value (0.9639%) for the SBI variable
> 0.05%. This means that there is no caus-
al relationship between the SBI variables
and inflation even though the causal rela-
tionship is one way.

In the long term, the PUAB variable
has a positive effect on inflation with a coef-
ficient value of 6.04%, meaning that in the
long term the PUAB variable will increase
the inflation rate by 6.04%. In the short
term, the PUAB variable has a positive ef-
fect on inflation with a coefficient value of
0.56%, meaning that in the short term the
PUAB variable can increase the inflation
rate by 0.56%. The results of the IRF In-
flation Test can be interpreted that starting
from the 2nd period to the 10th period, the
Inflation variable responds positively to the
shock of the presence of the PUAB vari-
able in the range of 0.01% - 0.08%. FEVD
Inflation Test Results, from the 2nd period
to the 10th period, the percentage contri-
bution of the PUAB variable to the Inflation
variable is in the range of 1.7% - 2.3%. The
results of the Granger Causality Test result
in the PUAB probability value (0.5610%)
for the Inflation variable > 0.05%, then the
probability value for the Inflation variable
(0.6527%) for the PUAB variable > 0.05%.
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This means that there is no causal rela-
tionship between the PUAB variable and
the inflation variable, even though it is one
way.

CONCLUSIONS

In conclusion, this research exam-
ines the interaction of Money Supply, Un-
employment, Economic Growth, SBSN,
PUAS, SBI, and PUAB to Inflation, using
the VECM method, the research results ex-
plain that in the long term the Money Sup-
ply variable has a negative effect on the In-
flation variable, while in the short term the
Money Supply variable has a positive ef-
fect on inflation. In the long term and in the
short term the Unemployment variable has
a positive effect on the Inflation variable.
In the long term and in the short term the
Economic Growth variable has a positive
effect on the Inflation variable. In the long
term the SBSN and PUAS variables have
a positive effect on the Inflation variable,
while in the short term the SBSN variable
has a positive effect on Inflation, while the
PUAS variable has a negative effect on the
Inflation variable. In the long term, the SBI
and PUAB variables have a negative effect
on the inflation variable, and in the short
term the SBlI and PUAB variables also
have a positive effect on inflation.
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