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Abstract

Defrayal of State very determining how a State can execute development process and intention of development
of conducted economics. Defrayal of State determined by some indicator, one of them consist of foreign
exchange reserve, foreign exchange is representative by defrayal of state which is very determine by indicator of
macro economic.

This research is aim to analyze to macro economic indicator which determine foreign exchange reserve such as
exchange rate, inflation, foreign debt and interestrate. This research try to analyze the influence with multiple
linear regression, and then by different test to see condition of stock exchange reserve applying free market
economic and state with governmental intervention system. Population at this research is considered to be
nations with liberal economic and nation which still not yet opened (still share with governmental intervention).
Results of data analysis through the classical assumption test show a model free from problem of classic
assumption test. Statistical testing showed the coefficient of determination (adjusted R2) of 0.881. The exchange
rate, inflation, external debt and interest rates of deposits influential the foreign exchange reserves. Individually
rate influential, inflation influential, foreign debt influential and interest rates influential, all of them have
influence to foreign exchange reserves

Introduction

Background

Globalization is a process that put people in interconnectedness in the economic, social, political, and cultural
fields. This understanding is called globalization or neo-liberalism. The theory proposed by Immanuel
Wallerstein, is a reaction to the theory of dependence that is considered unable to explain the phenomenon of
development in the third world. In the perspective of the world system, each country or region is seen as an
inseparable entity of the world system such as the global economic system. Based on this view, the phenomenon
of inter-state mobility is the impact of the process of capitalist economic development in various countries.
Since capitalism has grown out of its core countries in Europe, North America, Oceania and Japan, the
hemisphere seems to continue to grow indefinitely and eventually create a global society. (Nasution, 1999).

Foreign exchange reserves have an important role and as an indicator that show the strong or weakness of a
country's economic fundamentals, in addition to avoid a country's crisis in economy and finance(Priadi dan
Sekar, 2008).

In international trade, the exchange rate is necessary in facilitating transactions. Exchange rate is an economic
variable used to convert a foreign currency price into domestic currency, or vice versa. If the exchange rate
increases or appreciates, then the goods abroad will be more expensive and the import will decrease.(Mustika,
dkk, 2010)

The phenomenon of inflation in Indonesia is not a short-term and situational phenomenon, but as is common in
other developing countries. Inflation in Indonesia is more of a long-term inflation problem because there are still
structural constraints in the country's economy . Thus, the improvement of the inflation problem in Indonesia is
not enough to be done by using monetary instruments which are generally short-term, but also by reforming the
real sector. (Atmadja, 2000)

One of the burdens of the Indonesian economy is the continuing bloated foreign debt. This debt is already so
heavy considering the repayments and huge interest rates. This cost has already passed through a reasonable
capacity so that the costs of such essential and urgent interests are so minimal that they have enormous
implications. The developing countries which has similar economic, political, social and cultural features and
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problems with other developing countries, Indonesia itself is inseparable from foreign debt problems, over the
past 25 years, foreign debt has contributed substantially to development in Indonesia.

The interest rate represents the opportunity cost of holding money in the form of a loss of opportunity to earn
interest income. Low interest rates are expected to stimulate investment growth that will encourage investment
by both domestic and foreign investors. Investors produce goods and services with a hope of making a profit in
the future. While from the production process is a country to import factors of production, especially raw
materials and capital materials that can not be produced in the country. (Septiana, 2011)

Therefore, based on the above phenomenon, researchers want to examine the factors that affect Indonesia's
foreign exchange reserves. Because the researcher assumes that Indonesia's dependence on other countries will
affect the foreign exchange reserves as well as the economic stability. The great influence of globalization in
Indonesia's foreign exchange reserves has led to the importance of an analysis of the relationship of foreign
exchange reserves to macroeconomic variables such as Exchange Rate, Inflation, Foreign Debt and Interest
Rate. This research is poured in the form of thesis with the title: "Analysis of Government Financing on
Foreign Exchange Reserves and Differences State Economic System".

Problem Definition

Based on the above background description, the main issues to be studied are as follows

Does the exchange rate affect the Indonesia’s Foreign Exchange Reserves?

Does Inflation affect Indonesia's Foreign Exchange Reserves?

Does Foreign Debt affects Indonesia's Foreign Exchange Reserves?

Does Interest Rate Influence on Indonesia's Foreign Exchange Reserves?

Avre there significant differences between countries that embrace the market economy system and the
countries with government intervention?

arwnE
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Objective

In accordance with above problems, the objectives to be achieved from this research:

The influence of Exchange Rate to Indonesia’s Foreign Exchange Reserves

The influence of Inflation to Indonesia’s Foreign Exchange Reserve

The influence of Foreign Debt on Indonesia’s Foreign Exchange Reserve.

The influence of Interest Rate on Indonesia’s Foreign Exchange Reserve

The significant differences between countries that embrace the market economy system and the
countries with government intervention

agrwnE

Exchange Rate versus Foreign Exchange Reserve

The decrease of the exchange rate between Rupiah and USD (for example, from Rp 8000 / USD to IDR 9000 /
USD) means dollar becomes more expensive in rupiah value. This reflects that the dollar value is rising because
the amount of rupiah needed to buy dollars increases. In other words, the dollar appreciated against the rupiah.
On the other hand, the rupiah becomes cheaper to be valued in dollars, meaning that the rupiah depreciates
against the dollar. To avoid confusion, it should be remembered that the exchange rate between the domestic
currency and foreign currency is defined as the amount of domestic currency required to purchase foreign
currency. If the exchange rate increases, the domestic currency depreciates and the foreign currency appreciates.
Conversely, the decline in exchange rate reflects the appreci ation of the domestic currency and the depreciation
of foreign currency (Kuncoro, 1996).

According to Mankiw (2003), The real exchange rate is not different from the relative price. The relative price
of domestic and foreign goods affects the demand for the goods. First assuming the real exchange rate is low
and also means domestic goods are cheaper, the domestic population will buy only a few imported goods. For
the same reason, foreigners will buy a diverse range of domestic products. As a result of both of these actions,
the net exports will increase and also surplus in the trade balance which in turn will increase the foreign
exchange reserves. Similarly, if the real exchange rate is high.

Inflation versus Foreign Exchange Reserve

Inflation is a factor that affect the level of foreign exchange reserves of a country. That is, if the inflation that
occurs in a country is high then the price of goods and services in the country will be high. This led to changes
in currency values and the impact on the reserve deposits of commercial banks and the impact on foreign
exchange reserves. In other words, the higher the rate of inflation that occurs will increase the value of a
currency due to rising prices of goods and services on the market. (Son, 2011).

Foreign Debt versus Foreign Exchange Reserve

Foreign capital in the form of foreign loans to the government, whether grants, soft loans, or hard loans, has
filled the revenue sector in the government budget which is then used to finance government spending and
public development projects or public investment in the public sector. Due to the role of government is still the
main driver of the economy in most developing countries, the government needs a lot of capital to build various
infrastructure and facilities, unfortunately the government's financial capacity is still limited or less supportive. .
Thus, the government's foreign debt (debt) becomes very significant as capital to finance national economic
development. It can even be said that foreign debt has become one of the most important sources of financing
for national economic development for most developing countries, including Indonesia. (Atmadja, 2001)

Interest Rate versus Foreign Exchange Reserve

Mankiw (2003) states that with perfect capital mobility with evena little interest rate differential will trigger
unlimited capital flows. It shows that with perfect mobility, the central bank cannot conduct independent
monetary policy in a fixed exchange rate system. When a country raises its interest rate (tight monetary policy),
soon the portfolio owners around the world bring their wealth to benefit from the new interest rate. The result is
a large capital inflows, Indonesia's balance of payments (NPI) has a large surplus. Foreigners wanting to buy
domestic assets tend to cause appreciating value and forcing the central bank to intervene to keep the exchange
rate constant. The central bank buys foreign exchange with domestic currency. This intervention causes the
domestic currency supply to increase. As a result monetary contraction reversed. The process will end when the
domestic interest rate is pushed to the initial level.

Research methodology
Analysis Method

The method of analysis used by the authors to explain the basic framework of the calculation of the relationship
between dependent variables and independent variables is based on multiple regression analysis with data
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processing using SPSS application software. To simplify the calculation by econometric method, the dependent
variable is the Foreign Exchange Reserve with the variable (Y) and the independent variable is the Exchange
(X4), Inflation (Xz),

Foreign Debt (X3) and Interest Rate (X4). The next will be analyzed in the following way:

Multiple Regression Analysis Method
LogY=bg+h;LogXi+hoLogXa+bsLogXs+bslogXs + U;

Where :

bo = Constant

by = Exchange Rate Coefficient
b, = Inflation Coefficient

b3 = Foreign Debt Coefficient
b4 = Interest Rate Coefficient
Y = Foreign Exchange Reserve
X1 = Foreign Exchange

X = Inflation

X3 = Foreign Debt

Xa = Interest Rate

Ut = Disturbance Variable

The next method is doing the Classic Assumption and statistical test and Paired Differences Test.

Data analysis and discussion

Estimation Result of Multiple Regression Analysis

Log Y =bo+ by LogX; + b, LogX, + bz LogXs + by LogXas + Ut

Log Y =-0.308 + 0,352L0gX; -0.092 LogX> +0.927 LogXs -0.496 LogXs + Uy
T-hitung  (3.402) (-1.308) (6.204) (-4.398)

F-hitung  =142.824

Ajusted R? =0.951

RZ
R

=0.958
=0,979

Classic Assumption Testing

1.

Multicolinearity
From the estimation results obtained that there is no symptoms of multicolinearity of the regression model
under study. Since the tolerance value is greater than 0.10 and the small VIF value of 10. (See Appendix 1)
Heteroscedasticity
Overall, the estimation result using glejser test can be seen from the free model of heteroscedasticity
problem. It is explained that the level of significance> 0.05 which means explanatory variables are not
statistically significant affect the resedual. (See Appendix 1)
Autocorrelation

Because DW is betweendyand 4-dy, then it can be concluded there is no autocorrelation. (See
Appendix 1)

Pengujian Statistik

1.

Test of R? = Determination Coefficient

From the estimation results can be seen the value of coefficients (Ajusted R?) is 0.951 shows that 95.1
percent of the variation in the ups and downs of the Foreign Exchange Reserve (Y) is explained by
Exchange Rate (X1), Inflation (X;), Foreign Debt (Xs) and Interest Rate (X4) and the rest of 4.9 percent
explained by other factors (Xi), Inflation (X), Foreign Debt (X3) and Interest Rate (X.) with Foreign
Exchange Reserve (Y) is strong because the value is almost close to 1. (See Appendix 1)

Test of F

Based on the above calculation it is found that F-hitung > F-tabel (142,824> 2,975). Thus, Hais accepted
which means that the independent variables ie Exchange Rate (Xi), Inflation (X2), Foreign Debt (X3) and
Interest Rate (X.) as a whole affect the amount of dependent variable ie Foreign Exchange Reserves (Y)
and can be statistically believed at a confidence level of 95%. (See Appendix 1)
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. Testof T
e Influence of Exchange Rate (X1) on Foreign Exchange Reserve ().

The result of the estimation test above is known that the exchange rate (Xi) has a positive
relationship with the Foreign Exchange Reserve (). Thus, it can be explained that the continuous increase
of Exchange Rate (X1) will lead to an increase in the Foreign Exchange Reserve (Y).

The value of the elasticity of the independent variable Exchange rate (X1) shown by the regression
coefficient value bl is 0.352 which means that every increase of the exchange rate (X1) is 10 percent with
the assumption that the other independent variable is fixed then the Foreign Exchange Reserve (Y) value
will increase by 3,52 percent.

The result of t-test shows that the exchange rate (X1) has an effect on foreign exchange reserve (Y)
where t-hitung > t-table (3.402> 2.059), thus Ha is accepted. This means that the independent variables
Exchange (X) individually entered into the regression equation affect the dependent variable Foreign
Exchange Reserve (Y) at 95 percent confidence level.

e Influence of Inflation (X3) to Foreign Exchange Reserve (Y)

Further testing against Inflation (X2) in affecting the Reserve of Foreign Exchange (Y). From the
calculation of estimation obtained can be seen that the Inflation (X2) has a negative relationship with the
Reserve of Foreign Exchange (Y). This implies that an increase in Inflation (X2) will cause a decrease in
Foreign Exchange Reserves ().

The value of elasticity for independent variables Inflation (X3) indicated by the value of regression
coefficient b2 is equal to -0.092 which means every increase of Inflation (X2) value of 10 percent assuming
the value of other independent variables fixed then Reserves (Y) will decrease by 9.2 percent.

The result of t-test shows that Inflation (X2) has an effect on sig. = 5% with t-hitung<t-tabel (-1,308
<2.059) thus Ho is accepted, meaning independent variables Inflation (X) individually entered into the
regression equation affect the dependent variable of the Foreign Exchange Reserve (Y) but not statistically
significant at a confidence level of 95 percent.

This is due to the fluctuating rate of inflation, so the influence of inflation rate is not significant to
the position of Indonesia's foreign exchange reserves. The inflation rate in Indonesia in the period of 1984-
2013 is still relatively moderate, due to the flexible price increase in the long term and the prices do not
change from year to year.

o Influence of Foreign Debt (X3) to Foreign Exchange Reserve (Y)

From testing Foreign Debt (Xs3) in influencing the Reserve of Foreign Exchange (YY), have a
positive relationship. This means that if an increase in Foreign Debt (X3) will cause an increase in the
Foreign Exchange Reserves (Y).

The value of the elasticity of the independent variable of Foreign Debt (X3) shown by the value of
the regression coefficient b3 obtained is 0.927 which means that every increase of the value added of
Foreign Debt (Xs3) is 10 percent with the assumption that the other independent variable remains, the
Foreign Exchange Reserve Y) will increase by 9.27 percent.

The result of t-test shows that foreign debt (X3) has an effect on sig. = 5% with t-hitung > t-tabel
(6.204> 2.059) thus HO is accepted, meaning independent variable overseas debt (Xs) individually included
into the regression equation significantly affects the dependent variable of the Foreign Exchange Reserve
(YY) percent. (See Appendix 1)

o Influence of Interest Rate (X.) to Foreign Exchange Reserve (YY)

The value of the elasticity of the independent variable of the Interest Rate (X4) indicated by the
value of the regression coefficient b3 obtained is -0.496, which means any increase of the added value of
the interest rate (X.) by 10 percent with the assumption that the other independent variable remains, the
Foreign Exchange Reserve Y) will increase by -4.96 percent.

The result of t-test shows that the interest rate (X4) has an effect on sig. = 5% with t-hitung > t-
tabel (-4.96> 2.059) Thus Ha is accepted, meaning independent variable Interest Rate (X4) individually
included into the regression equation significantly affect the dependent variable Foreign Exchange
Reserves (YY) 95 percent. (See Appendix 1)

Summary
From the analysis that has been the author discussed in this thesis, it can be drawn some conclusions are:
1. Multiple linear regression model in this study did not have multicolinearity, heteroscedasticity
and autocorrelation after tested in classical assumption test procedure.
2. The value of Ajusted R? is quite high ie 0.951 which means that each independent variable
Exchange Rate (X1), Inflation (X3), Foreign Debt (X3) and Interest Rate (X4) can explain the
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variation of the up and down dependent variable of the Foreign Exchange Reserve ) of 95.1
percent, while the remaining 4.9 percent is influenced by other variables outside the model

3. The value of F-hitung using the degree of confidence 95 percent explained that the
independent variables namely Exchange Rate (X1), Inflation (X2), Foreign Debt (X3) and
Interest Rate (X4) as a whole significantly affect the amount of dependent variable that is
Reserve Foreign Exchange (Y) with the value obtained that F-hitung> F-tabel (142.824>
2.975). Thus, Hais accepted.

4. Foreign Exchange Rate (X3) (6.204> 2.059), Interest Rate (X4) (-4398> 2.059) which means
having an effect on the Foreign Exchange Reserves where the t-hitung is greater than t-table.
However, Inflation (Xz) (-1.308> 2.059), is not statistically significant against the Foreign
Exchange Reserves where t-hitung is smaller than t-tabel at 95 percent confidence level.

Suggestion

The authors analyzed the development of independent variables, namely Exchange Rate (X1), Inflation (X3),
Foreign Debt (X3) and Interest Rate (X4) and its effect on dependent variable ie Foreign Exchange Reserves (Y)
and the difference of condition of foreign exchange reserves between countries embraces the market system and
the state that uses the economic system of government intervention. So the authors have a suggestion that Bank
Indonesia as the controller of monetary policy and government as the controller of fiscal policy together in order
to always control and maintain the stability of the Indonesian economy, especially macroeconomic variables
such as Kurs, Inflation, Foreign Debt and Interest Rates are usually susceptible to influence from the outside.
Any state policies and economic systems that apply must be in accordance with the conditions of our country
should all side with the welfare of the people as a top priority.

For the next researcher, the results of this study are expected to be an adequate reference in adding references or
materials for further research and if able to add other variables beyond this model for future research..
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