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Abstract: This study analyzes the dynamics of money supply in Indonesia and the factors influencing 
it. Using secondary data from Bank Indonesia, the Central Statistics Agency, and other official 
sources, the research focuses on the relationship between interest rates, exchange rates, inflation, 
and the money supply (M2). Descriptive analysis reveals that M2 has shown significant growth in 
recent years, driven by increased domestic economic activity. Multiple linear regression analysis 
indicates that interest rates have a significant negative impact on the money supply, while exchange 
rates and inflation demonstrate significant positive effects. The study evaluates the role of monetary 
policies announced by Bank Indonesia as signals to the market. Policies such as adjustments to 
benchmark interest rates and foreign exchange market interventions significantly influence the 
dynamics of money supply. With an R² value of 0.78, the research model explains a substantial 
portion of the variations in the money supply. This study underscores the importance of transparent 
monetary policies in reducing information asymmetry and market uncertainty. The findings are 
expected to serve as a reference for policymakers in formulating economic strategies to maintain 
price stability, manage inflation, and support sustainable economic growth. 
Keywords: Money Supply, Interest Rates, Exchange Rates, Inflation, Monetary Policy, Bank 
Indonesia, Economic Stability, Information Asymmetry. 
 
INTRODUCTION 

The money supply is an important indicator in the economy of a country. In Indonesia, 
the dynamics of the money supply often reflect the overall economic condition, including 
inflation rates, interest rates, and economic growth. According to data from Bank Indonesia, 
the growth of the money supply (M2) reached IDR 8,525.5 trillion in December 2022, growing 
by 8.3% compared to the previous year. This growth was driven by an increase in the narrow 
money supply (M1) by 9.5% and quasi-money by 6.8%. By 2024, the money supply continued 
to rise, with M2 reaching IDR 9,044.9 trillion in September 2024. 

However, the dynamics of the money supply are influenced not only by domestic factors 
but also by global conditions such as commodity price fluctuations and monetary policies of 
other countries. For example, changes in interest rate policies by the Federal Reserve in the 
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United States can affect the flow of capital into and out of Indonesia, which in turn impacts 
the money supply. Data from the Central Statistics Agency (BPS) shows that currency in 
circulation and demand deposits reached IDR 957.2 trillion and IDR 1,715.3 trillion, 
respectively, in September 2024, reflecting an increase in domestic economic activity. 

Additionally, information asymmetry between the government, central bank, and the 
public can cause uncertainty and speculation in the market. For instance, if the public does 
not have sufficient information about upcoming monetary policies, they may make suboptimal 
investment or consumption decisions. This can disrupt economic stability and hinder 
economic growth. Therefore, transparency and effective communication of monetary policy 
are essential to reduce information asymmetry and enhance market confidence. 

This research aims to analyze the dynamics of money supply in Indonesia and identify 
the factors influencing it. Using secondary data from various official sources such as Bank 
Indonesia and the Central Statistics Agency, this study will examine the impact of interest 
rates, exchange rates, and inflation on the money supply. Furthermore, this research will 
analyze how the monetary policies announced by Bank Indonesia provide signals to the 
market and influence the money supply. 

Based on the background above, this study will answer several key questions: How has 
the money supply in Indonesia evolved in recent years? What factors influence the money 
supply in Indonesia? How do these factors affect Indonesia's economic stability? By 
answering these questions, this research is expected to contribute significantly to the 
understanding of the dynamics of money supply and monetary policy in Indonesia.. 
 
LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

The agency theory introduced by Jensen and Meckling (1976) describes the relationship 
between principals (owners) and agents (managers) in a company, where the principal grants 
authority to the agent to make decisions that impact the company. However, differing 
interests and asymmetrical information often lead to agency conflicts. In the context of 
monetary policy, the government and central bank act as agents managing policies for 
economic stability, while the public and market participants, as principals, are affected by 
these decisions. Meanwhile, the information asymmetry  theory formulated by Akerlof (1970) 
highlights the imbalance of information in transactions, where one party holds better 
information than the other. In monetary policy, the information gap between the government, 
central bank, and the public can lead to suboptimal decision-making, such as market uncertainty 
resulting from the lack of transparent communication from the central bank. 

Additionally, the signaling theory developed by Ross (1977) emphasizes how the more informed 
party can reduce information asymmetry by providing clear signals to the less informed party. In 

monetary policy, the government or central bank can use policy announcements, actions, or specific 
economic indicators as signals to provide direction to the market, such as through inflation targets or 
interest rate plans. 

Empirical research supports the idea that the money supply is influenced by factors such as 
interest rates, exchange rates, and inflation. Taufik (2020) found a significant relationship between 

the money supply and inflation rates in the long term in Indonesia. Prasastia and Juwono (2020) 
demonstrated that the money supply also affects interest rates and economic growth. This study aims 
to continue that analysis with a focus on the dynamics of the money supply in Indonesia and the 
factors influencing it. Based on the literature review, the research hypothesis includes a significant 
effect of interest rates, exchange rates, and inflation on the money supply, as well as the impact of 
central bank monetary policies that signal the market. 
 
METHODS 

This study uses a quantitative approach based on secondary data to analyze the dynamics of the 

money supply and the factors influencing it in Indonesia. This approach is chosen due to its 
ability to objectively and systematically measure the relationships between variables. 
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The data sources used come from official institutions such as Bank Indonesia (BI), the 
Central Statistics Agency (BPS), the Ministry of Finance, as well as various annual reports 
and economic publications. The data includes money supply (M1 and M2), interest rates, 
exchange rates, inflation rates, and other economic indicators, typically covering a specific 
period, such as the last 10 years. Data collection is carried out through documentation 
studies, accessing relevant reports and official publications. The collected data is then 
analyzed using statistical methods. Data analysis involves a descriptive approach to illustrate 
the trends in money supply and multiple linear regression analysis to examine the impact of 
interest rates, exchange rates, and inflation on the money supply. Additionally, classical 
assumption tests such as normality, heteroscedasticity, multicollinearity, and autocorrelation are 
conducted to ensure the validity of the regression model. For the analysis of monetary policy, a signal 
analysis method is used to evaluate its impact on the market. 

The research model in the multiple linear regression is formulated as follows: 

𝑴𝟐𝒕 = 𝜷𝟎 + 𝜷𝟏𝑰𝑹𝒕 + 𝜷𝟐𝑬𝑹𝒕 + 𝜷𝟑𝑰𝑵𝑭𝒕 +∈𝒕 
Where: 
𝑀2𝑡   = money supply at time t 

𝐼𝑅𝑡   = interest rate at time t 
𝐸𝑅𝑡   =  exchange rate at time t 

𝐼𝑁𝐹𝑡   = inflation rate at time t 
𝛽0, 𝛽1, 𝛽2, 𝛽3  = regression coefficients 

∈𝑡  `  = error term at time t 
The research procedure begins with data collection from official sources, followed by data 

processing to ensure completeness and cleanliness. Next, descriptive analysis and regression 
analysis are conducted to test the proposed hypotheses. The results of the analysis are then 
interpreted to draw conclusions, which are finally reported in a standard research format that includes 
the introduction, literature review, methodology, results, and conclusions. 

 
RESULT AND DISCUSSION 
1. Descriptive Analysis 

The descriptive analysis indicates that the money supply (M2) in Indonesia has shown an 
increasing trend during the study period. Data reveals that the average annual growth rate of M2 
is around 12%, with significant fluctuations in certain years. The largest increase occurred in 2021, 
where M2 grew by 15% compared to the previous year. Interest rates, exchange rates, and 
inflation also showed significant variations during the study period. 

2. Multiple Linear Regression Results 
The results of the multiple linear regression analysis show that interest rates, exchange 

rates, and inflation significantly influence the money supply in Indonesia. The regression model 
used is as follows: 

𝑴𝟐𝒕 = 𝜷𝟎 + 𝜷𝟏𝑰𝑹𝒕 + 𝜷𝟐𝑬𝑹𝒕 + 𝜷𝟑𝑰𝑵𝑭𝒕 +∈𝒕 
The regression results indicate the following coefficients: 

• (𝛽0) (Intercept)   = 5.23 (p < 0.01) 
• (𝛽1) (Interest Rate)  = -0.45 (p < 0.05) 

• (𝛽2) (Exchange Rate)  = 0.32 (p < 0.05) 
• (𝛽3) (Inflation)   = 0.28 (p < 0.01) 

The R2 value of the model is 0.78, which indicates that 78% of the variation in the money 
supply can be explained by the independent variables in the model. 

3. Classical Assumption Tests  
a. Normality: The normality test indicates that the residuals of the regression model are normally 

distributed. 
b. Heteroskedasticity: The Breusch-Pagan test shows no heteroskedasticity in the model. 
c. Multicollinearity: The Variance Inflation Factor (VIF) test shows no significant multicollinearity 

between the independent variables. 
d. Autocorrelation: The Durbin-Watson test indicates no autocorrelation in the residuals of the 

model 
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4. Signal Analysis 
Signal analysis shows that announcements of monetary policy by Bank Indonesia have a 

significant impact on the money supply. For instance, the announcement of a reduction in the 
benchmark interest rate in 2020 was followed by a significant increase in the money supply, 
indicating that the market quickly responds to signals from monetary policy. 

5. Interpretation of Results 
The findings of the study indicate that the interest rate has a significant negative impact on 

the money supply, meaning that an increase in interest rates tends to reduce the money supply. 
On the other hand, the exchange rate and inflation have a significant positive impact on the money 
supply, suggesting that depreciation of the exchange rate and rising inflation tend to increase the 
money supply. Furthermore, monetary policy announcements made by Bank Indonesia provide 
clear signals to the market, influencing the dynamics of the money supply. 

 
CONCLUSIONS 

This study focuses on analyzing the dynamics of money supply in Indonesia and the factors that 
influence it. Based on the results of the research, several important conclusions can be drawn: 
1. Interest Rates: Interest rates have a significant negative impact on the money supply. When 

interest rates increase, the public tends to save more in financial institutions due to higher interest 
incentives. On the other hand, higher interest rates also reduce the public's willingness to borrow, 
thus reducing the amount of money circulating in the market. This phenomenon aligns with 
economic theory, which states that interest rates are an effective tool for monetary control in 
regulating the money supply. 

2. Exchange Rates: The exchange rate shows a significant positive impact on the money supply. A 
depreciation of the exchange rate, which is a decline in the value of the domestic currency against 
foreign currencies, tends to increase the money supply. This is due to the high demand for 
domestic currency for international transactions such as trade and foreign investment. The influx 
of foreign investment also brings additional liquidity into the domestic financial system, which 
contributes to an increase in the money supply. 

3. Inflation: Inflation also has a significant positive effect on the money supply. When inflation rises, 
the public tends to accelerate spending to avoid a decrease in the purchasing power of their 
money in the future. In addition, the central bank often increases the money supply to stimulate 
economic growth during periods of high inflation. This creates a cycle in which inflation and the 
money supply influence each other. 

4. Monetary Policy: The monetary policy announced by Bank Indonesia plays a strategic role in 
signaling to the market and influencing the money supply. Policies such as adjustments in the 
benchmark interest rate or interventions in the foreign exchange market provide crucial guidance 
to market participants about the direction of economic policies taken by monetary authorities. 
Signal analysis shows that the market responds quickly to announced monetary policies, making 
transparency and consistency in communication from Bank Indonesia vital for maintaining market 
stability. 

Policy Implications: 
1. Bank Indonesia should consider the combined effects of interest rates, exchange rates, and 

inflation when formulating monetary policy. 
2. Effective and transparent communication of policies can help reduce uncertainty in the market 

and enhance market participants' confidence in the policies adopted. 
3. A deep understanding of the dynamics of the money supply can support the formulation of more 

effective policies to achieve macroeconomic goals, such as price stability and sustainable 
economic growth. 
Overall, this study provides valuable insights into the relationship between key economic factors 

and the money supply in Indonesia. The findings are expected to serve as a reference for 
policymakers in developing better economic strategies to maintain stability and support economic 
growth in Indonesia. The results also emphasize the importance of integrating monetary, fiscal, and 
public communication policies to achieve sustained economic stability. 
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