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Abstract 
 

Inflation has become a major problem in the economy. The Indonesian government often uses a tight money policy 

by raising interest rates. Therefore, the interest rate becomes important, because it can be used to analyze 

inflation expectations. This study aims to analyze the contribution of variables from the interaction of monetary 

variables with macroeconomics. Where is the monetary policy variable (inflation, exchange rate, money supply, 
and interest rate). Then macroeconomics (GDP). This study uses secondary data or time series, namely from 2008 

to 2020. The data analysis model in this study is the Simultaneous model, and the ARDL Panel. Simultaneous 

analysis results show that the exchange rate variable is significant to inflation, while the money supply and 

interest rate variables are not significant to inflation. The inflation variable has a significant effect on the 
exchange rate while the GDP variable has no significant effect on the exchange rate. Then the results of the ARDL 

Panel show that only Indonesia and Thailand are able to become leading indicators for the stability of the 

inflation rate, this is because all the variables or indicators in the study (exchange rate, GDP, money supply, 

interest rates) have a significant effect. against inflation. Suggestions in this study, namely to reduce or maintain 
the inflation rate so that it is at the level set by Bank Indonesia, it is better if Bank Indonesia, as the holder of the 

highest authority in monetary policy, must keep the BI rate at the right level in accordance with the level of 

inflation that occurs, so that the money supply in the community is maintained and does not cause inflation. And 

for the government, namely Bank Indonesia, to suppress the rate of inflation in implementing domestic monetary 
policy. 
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INTRODUCTION 

The effectiveness of monetary policy can be improved through effective communication, 

especially in conditions of increased uncertainty. Bank Indonesia as a monetary authority can only 

directly influence short-term interest rates, while long-term interest rates are more determined by 

expectations of future monetary policy that can be directed through policy communication. To manage 

and influence the development of the economy so that it can take place properly and stably, the 

government or monetary authorities usually take steps known as macroeconomic policies. The essence 

of the policy is basically to manage the demand side and supply side of an economy in order to lead to 

an equilibrium condition with a good level of economic growth. Monetary indicators provide monthly 

monetary data/statistics that are used to determine the development of monetary quantities in a concise 

and fast manner. Monetary indicators consist of primary money, net foreign position of the central 

bank, net domestic assets of the central bank, as well as foreign exchange reserves, Inflation rate, BI 

rate, money supply (JUB) and rupiah exchange rate against USD. The need for data/statistics and other 

monetary descriptions/explanations is available in Publications and Statistics presented on the 

Publications menu and Statistics menu. 

Inflation rate of a country is one of the important variables of concern in the economy. 

Mitchel (1981) stated that erratic monetary and fiscal policies result in highly variable Inflation rates 

and cause Inflation uncertainty about future Inflation rates. Previous research explains how Inflation 

rate and Inflation uncertainty are interconnected. Inflation as a monetary phenomenon suggests that 

monetary policy has an important role in controlling the inflation rate. Based on the different views of 

Friedman (1977) and Cukierman Meltzer (1986) on Inflation uncertainty, as well as the important role 

of monetary policy in controlling Inflation, this study also discusses the effect of monetary variables 

and Inflation uncertainty on Inflation. 
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Source: data.worldbank.org 

Figure 1. The Inflation of CIVIT Countries 

 

 
Source: data.worldbank.org 

Figure 2. The GDP of CIVIT Countries 

There was a decline in GDP growth in the CIVIT (China, Indonesia, Vietnam, India, 

Thailand) Countries in 2008. This decline was caused by the unclear global financial turmoil. The 

crisis experienced by the United States is referred to as the global economic crisis that affects the 

world economy. The impact of the global financial crisis will be different in each country, this is 

because each country has different policies and economic fundamentals. The decline in GDP levels 

will also reduce interest rates in CIVIT Countries. Muqrobi (2012) states that GDP has a positive 

influence on nominal interest rates and real interest rates, meaning that a decrease in GDP will also 

result in a decrease in interest rates. 
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Source: data.worldbank.org 

Figure 2. The Money Supply of CIVIT Countries 

There are various fluctuations in the development of money supply in CIVIT (China, 

Indonesia, Vietnam, India, Thailand) Countries. The increase in 2008 occurred due to the impact of 

rising inflation as a result of the global economic crisis, thus making people more consumptive in 

buying goods or services. Mankiw (2006) states that countries that have high money growth will have 

high inflation rates as well, but conversely if countries have low growth rates will have low inflation 

rates as well. 

Inflation rate shows diverse fluctuations from 2008-2020 in CIVIT (China, Indonesia, 

Vietnam, India, Thailand) Countries which is the problem of this study, therefore the author 

determines the title "The Effectiveness of Monetary Policy during the Covid-19 Pandemic in CIVIT 

Countries (China, Indonesia, Vietnam, India, Thailand)". 

 

LITERATURE REVIEW 

Monetary Policy According to Nopirin (1987) monetary policy is one of the factors that can 

affect economic activity. There are many other factors that can affect economic activity but these 

factors are beyond the control of the government. Monetary policy is a factor that can be controlled by 
the government so that it can be used to achieve economic development goals. Monetary policy is 

conducted by the central bank to influence the money supply and credit, which in turn will affect the 

economic activities of the community. The effect of the amount of money in circulation on society is 

regulated by increasing or decreasing the money supply. 
Following the IMF program (targeting regime, the Bank set domestic money supply targets 

using a financial programming approach in order to ensure macroeconomic consistency as well as to 

achieve the ultimate objectives of sustainable growth and price stability. The Bank would set quarterly 

monetary base and day-to-day targets, upon which daily liquidity management was based, the Bank 
conducted a broad reassessment of both the domestic and external environment and concluded that 

money supply targeting would be less effective than inflation targeting. The main cause of the change 

is that the relationship between money supply and output growth has become less stable over time, 

especially since the financial crisis. 

Gross Domestic Product (GDP) is divided into two, namely nominal GDP (or GDP at current 
prices) and real GDP (or GDP at constant prices). Nominal GDP represents the value added of goods 

and services calculated using prices prevailing in each year. Nominal GDP does not reflect true 

economic prosperity, as it does not show the real availability of goods and services needed by 

consumers, companies, and the government. Real GDP, on the other hand, shows the value added of 
those goods and services calculated using the prices prevailing in a given year as the base. Real GDP is 

better than nominal GDP for measuring economic prosperity because it calculates expenditure on 

goods and services and will not be affected by price changes. GDP at current prices can be used to see 

shifts and economic structure, while constant prices are used to determine economic growth from year 

to year (Mankiw, 2007). 
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RESEARCH METHODS 

Simultaneous equation where there are two equations in which to identify a simultaneous 

equation in this study using the Two Stage Least Square (TSLS) approach because it is to determine 

the level of correlation and influence that occurs in the model. The TSLS method is a commonly used 

method for estimating simultaneous equations. This method is used when the simultaneous equation 

model is overidentified (Widarjono, 2009). According to Gujarati (2012) the TSLS method is 

specifically made for overidentified models, but can still be used for correctly identified equations. But 

when it is, the result of TSLS is identical. The basic idea of TSLS is to replace stochastic endogenous 

variables with a linear combination of variables specified in the model. Thus forming an instrumental 

variable method where in the estimation the predetermined variables will act as instruments or proxies 

for the endogenous variables. 

 

Equation 1: LOG(INF)=C(10)+C(11)*LOG(JUB)+C(12)*LOG(SB)+C(13)*LOG(KURS)𝜺𝟏 

 

Equation 2: LOG(KURS)=C(20)+C(21)*LOG(PDB)+C(22)*LOG(INF)𝜺𝟐 

 

Table 1. The identification test 

Eq. Variable K-k … m-1   

1. INF (Pers. I) 3-3 1-1 0=0 exact identification 

2. KURS (Pers. II) 3-1 1-1 2>1 over identification 

 

After regression testing, an evaluation is carried out. This evaluation is intended to determine 

whether the use of multiple linear regression models in analyzing has met the required classical 

assumptions. The classical assumptions used in this study are as follows: (1) The normality test; (2) 

The Multicolinearity test; (3) The autocorrelation test. 
 

RESULTS AND DISCUSSION 

As currently the global economic conditions are being shaken by the Covid-19 pandemic 

which comes suddenly without being able to be predicted beforehand. Thus, the impact of the 

spontaneity of this pandemic has damaged many economic foundations that had previously been built 

to strengthen the economy of each country in the world. Whereas previously the world economy was 

also being shaken by the negative effects of the US and China trade wars. Likewise, the CIVIT 

countries (China, Indonesia, Vietnam, India, Thailand) are also adversely affected by the pandemic 

itself. CIVIT countries (China, Indonesia, Vietnam, India, Thailand) are also countries with the highest 

number of Covid-19 cases in April 2021. 

Thailand is an emerging Asian economy with one of the lowest unemployment rates in the 

world due to its agricultural sector, and it doesn't take long for Thailand's unemployed to end their 

gloom. In 2017, Thailand's economic outlook has improved. Growth is expected to be 3.9 percent in 

2017, the fastest pace since 2013. But the base for this growth is not yet broad enough. According to 

the IMF in its latest annual assessment, to ensure growth that benefits everyone the country needs to 

implement key reforms to boost domestic demand and prepare for the impact of a rapidly aging 

population. as the IMF expects that Thailand's growth momentum will continue in 2018 and 2019. 

Strong growth in tourism and exports of manufactured goods, such as automobiles, are expected to 

maintain this momentum. Investment and consumption, which have been weak, are projected to 

recover only gradually. Tourism has been one of the main drivers of growth and a large part of 

Thailand's current account surplus, which reached 10.6% of GDP in 2017. 

However, in 2019 Thailand's economic growth slowed down again. This was caused by the 

US and China trade war that suppressed exports, as well as the strengthening of the baht currency that 

made tourism sluggish. Thailand as one of the Emerging market countries whose economy is 

supported by the tourism sector is certainly very shaken by this trade war as its largest tourists are 

Chinese citizens. Economic growth reached 2.3% in the second quarter of 2019 and 2.8% in the first 
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quarter of 2019. 

Thailand's economy has been hit hard by the disruption in the flow of goods due to the trade 

war, as the country is one of the Emerging Market countries whose economy is highly dependent on 

exports. However, the impact of the storm that hit the economy before is still felt, now Thailand must 

also face the next storm. The tourism sector is the only sector that has managed to lift the Thai 

economy. However, the sector was hit again by the covid 19 pandemic storm. Thailand still maintains 

its 2020 GDP growth projection of 1.9%. This is a reflection of Thailand's prediction that the economic 

slowdown will continue into 2020 as a result of the Covid-19 outbreak. The Bank of Thailand (BoT) 

predicts that it will cut the benchmark interest rate again, even though earlier this month the BoT had 

cut interest rates to a record low of 1%. 

1. Normality test 

To test the normality of the data, the Jarque- Bera test is used. The criteria used are if the 

probability value of the Jarque-Bera (JB) test 

> alpha 0.05, then the data is said to be normal. In the table it is known that the probability value is 

0.0000 <0.05 so that the normality assumption is not met. 

 

2. Autocorrelation test 

Based on the results of df is degrees of freedom for (approximate) chi-square distribution, it is 

known that the prob Q-Stat value on all indicators (0.0000, 0.0000, 0.0000, 0.0000, 0.0000, 0.0000, 

0.0000, 0.0000, 0.0000, 0.0000, 0.0000, 0.0000) <0.05, so all indicators of the movement of lags from 

time to time do not show an autocorrelation effect in the movement of data, so the data is declared not 

free from Autocorrelation problems. 

 

Equation 1: LOG(INF)=C(10)+C(11)*LOG(JUB)+C(12)*LOG(SB)+C(13)*LOG(KURS)𝜺𝟏 
 

Equation 2: LOG(KURS)=C(20)+C(21)*LOG(PDB)+C(22)*LOG(INF) 𝜺2 
 

Equation 1: Prob JUB (0.5423) > 0.05 then not significant Prob SB (0.1733) > 0.05 then not 

significant Prob KURS (0.0384) < 0.05 then significant. Based on the estimation results, it is known 

that one variable is significant to INF, so H1 is accepted. This means that KURS has a significant 

effect simultaneously on INF. 

Equation 2: Prob GDP (0.4173) > 0.05 then not significant Prob INF (0.0095) < 0.05 then 

significant. Based on the estimation results, it is known that one variable is significant to KURS, so H1 

is accepted. This means that INF has a significant effect simultaneously on LESS. 

Based on the overall results, it is known that the significant long-term variables affecting 

inflation in CIVIT (China, Indonesia, Vietnam, India, Thailand) Countries are LESS, GDP, and SB. 

Then in the short term that affects inflation there are no variables that affect. Leading indicators of 

variable effectiveness in controlling stability in CIVIT (China, Indonesia, Vietnam, India, Thailand) 

Countries seen from the stability of the short run and long run, where the variables of KURS, GDP and 

SB in the long run significantly control economic stability. While in the short term there are no 

significant variables in controlling economic stability. Leading indicators of the effectiveness of the 

state in controlling inflation stability CIVIT (China, Indonesia, Vietnam, India, Thailand) Countries, 

namely China (Money Supply and Interest Rates), Indonesia (Exchange Rate, GDP, Money Supply, 

and Interest Rates) while Vietnam (GDP, Money Supply and Interest Rates). India (Exchange Rate, 

Money Supply and Interest Rate), Thailand (Exchange Rate, GDP, Money Supply and Interest Rate). 

In the panel, it turns out that the country that is able to become a leading indicator for inflation stability 

is the Exchange Rate, GDP, Money Supply, and Interest Rates are also able to become a leading 

indicator for the control of China, Indonesia, Vietnam, India and Thailand, but its position is not stable 

in the short run and long run. 

 

Discussion  

The JUB variable shows a negative sign and has no significant effect on INF. The coefficient 

value of the JUB variable shows a negative sign, which means that if the JUB increases, it will reduce 

the INF level in CIVIT Countries, which this research is not in accordance with Hesti's research, 

(2021) which states that too much money supply can push up the price of goods in general (inflation). 

Conversely, if the money supply is too small, economic activity will recede. 
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The SB variable has a negative relationship and has no significant effect on INF. The 

coefficient value of the SB variable shows a negative sign. This means that if SB increases it will 

reduce the value of INF in CIVIT Countries which this study is in accordance with Marseto's research, 

(2014) which states that the SBI interest rate has no real effect (insignificant) on the level of Inflation. 

this is due to the rise and fall of inflation which is temporary and is only caused by certain situations 

and conditions such as the fasting month, Eid and the increase in the Consumer Price Index. 

The LESS variable has a positive relationship and a significant effect on INF. The coefficient 

value of the LESS variable shows a positive sign. This means that if the RURSE increases, it will 

increase the INF level in CIVIT Countries, which this research is not in accordance with Suhesti's 

research, (2018) which states that the high level of inflation results in depreciation of the exchange rate 

because a high level of inflation will cause an increase in demand for foreign exchange rates. 

Theodores, (2014) states that if the rupiah COURSE rate depreciates against the US Dollar, then 

Inflation will increase. 

Based on the results of data analysis, it is known that GDP has a negative relationship and 

does not have a significant effect on KURS. The coefficient value of the GDP variable shows a 

negative sign. This means that if GDP increases, it will reduce KURS in CIVIT Countries. The INF 

variable has a positive relationship and has a significant effect on LESS. The coefficient value of the 

INF variable shows a positive sign. This means that if INF increases, it will increase the value of the 

COURSE in CIVIT Countries. 

 

CONCLUSION 
 

 

Money supply has a negative relationship and has no significant effect on inflation. The 

interest rate variable has a negative relationship and has no significant effect on inflation. The 

exchange rate variable has a positive relationship and significant effect on inflation in CIVIT 

Countries. GDP has a negative relationship and has no significant effect on exchange rates. Inflation 

has a positive relationship with exchange rates in CIVIT Countries. 
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