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Abstract

This study aims to analyze the effect of changes in exchange rates on inflation in Indonesia. It is
discussed changes in the exchange rate will affect the use of production factors, especially labor
production factors which in turn affect inflation. The research was conducted in Indonesia, with a time
period of 2000.1-2020.1. The data used is secondary data published by Bank Indonesia. The data
analysis method used is multiple regression analysis with the Error Correction Model (ECM) method.
The results showed that Error Correction Term was significant, so it could be concluded that the model
specification was correct. In the short term, foreign wages have a positive effect on the inflation, while
in the long term, foreign wages have a negative effect on infation in Indonesia. Variable the level of
domestic wages in the short term is not significant to inflation, while in the long term this variable has
a negative and significant effect on inflation in Indonesia. The foreign price variable shows that the
foreign price variable has an effect on n the short and long term. For the exchange rate variable, the
results of the study show that the exchange rate has a positive effect in the short and long term on
inflation. The long term effect is greater than the short term. This shows that the Exchange Rate Pass
Through which works through the use of labor in Indonesia has a greater impact in the long term. ©
2023, Economic Laboratory for Transition Research. All rights reserved.
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