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ANALYSIS OF ECONOMIC GROWTH AND INFLATION RATE
OF UNEMPLOYMENTIN LAMPUNG PROVINCE

Achmad Subing"”
'Management Study Program Faculty of Economics and Business Bandar Lampung University
“Corresponding email: henkysubing @ gmail.com

Abstract

Achmad Subing, Influence Analysis of economic growth and inflation rate against Unemployment in
Lampung Province. One of the barriers of economic development of a country or a region is
unemployment while the main purpose of economic development in the country is to improve people's
welfare. In addition, Economic Development has associated with economic growth and higher
inflation.Unemployment is a problem that is not easily overcome by a country or region and the high
level of unemployment may cause social and economic problems. Such conditions can lower the level of
prosperity and purchasing power. The lower the unemployment rate of a country, the more affluent
people's lives, and vice versa. To overcome the problem of unemployment attention is required not only
in terms of the micro but also in terms of the macro. Macro policies that must be considered include the
problems of inflation and economic growth. To determine the link between economic growth and the rate
of inflation to the increase in unemployment in Lampung province, in this study the researcher raised
problem on How is the effect of economic growth and inflation rate against unemployment in Lampung
either partially or simultaneously using secondary data in the form of time series during 2000-2013. Data
obtained from the Central Statistics Agency (BPS), Bank Indonesia Representative Lampung, Lampung
Provincial Population Office. The research method is explanatory research with multiple linear regression
analysis techniques with significant level of 5 percent. The results showed that economic growth and
inflation rates go together with significant impact on unemployment in Lampung province, partially
significant effect on economic growth and have a negative correlation to unemployment, which means
that when the economic growth rate increase, it will bring down unemployment. While the inflation rate
has no significant effect on unemployment and inflation rate was positively related to unemployment in
Lampung province; this means that if the inflation rate increases, unemployment will also rise. Thus, to
reduce unemployment in Lampung provincewe need to increase economic growth and reduce the rate of
inflation in order to increase public welfare in Lampung province to be achieved

Keywords: economic growth and the rate of inflation, unemployment

1. INTRODUCTION
BACKGROUND

One of hindrancesof economic development of a country or region is the presence of unemployment
while the main purpose of economic development in the country is to improve people's welfare. The
successful achievement of well-being can be measured by the extent to which a country can solve the
problem at hand. One of the problems faced by almost all regions in Indonesia is high unemployment.

Lampung province which is located in the southeast tip of the island of Sumatra has twelve
Regencies/Cities. As economic development is an integral part of the national economy of Indonesia as
well as economic growth, the economic growth in Lampung province is part of the national economic
growth. One of the economic indicators that are commonly used to measure the economic growth of
Lampung province is the Regional Income Statistics, or better known as the Regional Gross Domestic
Product (GDP) of Lampung province. In addition as a measure of economic growth, the GDP may also be
used to assist in evaluating the local governments to prepare a policy of regional development.

Based on approach to macroeconomic theory, the problem of population growth, unemployment, and
inflation level deserve special assessment so that the economic growth can flourish for the welfare of the
society. Based on estimation of the Central Statistics Agency (BPS) Lampung (Lampung in Figures 2013)
on population data in 2005, the population of Lampung Province in 2008 reached 7,391,128 people with
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the sex ratio of 104.08. Population density in Lampung province appears to be still unbalanced or uneven
between regions. Compared with the district, the population density in the city is generally very high. The
population density in Bandar Lampung for example, reached 4,265 people per square kilometer and the
City of Metro reached 2,171 people per square kilometer. Meanwhile, the population density in all
counties remained below 500 inhabitants per square kilometer, and West Lampung regency was only 80
inhabitants per kilometer square.

Improving the quality of the population can be done by improving the health, education, and
socioeconomic including income and family income as well as other welfare business improvement.
Many disadvantaged families in Lampung Province in 2008 based on the results of data collection from
BKKBN have amounted to 680 486 families. The most is in South Lampung regency around 103 865
families and the lowest is in Metro around 5442 family.

Employment sector is one of the important sectors for regional economic development, especially in
local government efforts to reduce the number of poor people. In presenting employment data, BPS uses
an age limit above 15 years of all the residents and is known as the working age population. The working
age population in Lampung province (2008) amounted to 5,248,338 people, made up of the total labor
force of 3,568,770 inhabitants and not a labor force of 1,679,568 people. The labor force consists of
employed population (3,313,553 inhabitants) and unemployment (255,217 inhabitants), whereas the labor
force is not included school (408,811 inhabitants), the household (1,061,810), and others (208,974
inhabitants). Population of Lampung Province mostly working in the agricultural sector is 55,51 percent
or 1,839,501 inhabitants with added value in this sector is relatively low

Number of unemployed according to the Official Gazette of Statistics (BPS Lampung, January 2009)
in August 2008 increased by 24.8 thousand people compared to the situation in February 2008, namely
from 230.4 thousand in February 2008 to 255.2 thousand in August 2008. However, when compared to
August 2007 the number of unemployed in August 2008 decreased by 13.9 thousand people.

The inflation rate in Lampung province also determinesthe economic growth. The inflation rate in
Lampung Province during the years of 2000 -2013 has always been at the level of mild inflation (one
digit), just when the crisis period of 1998 till 2000 there was two-digit inflation (middle inflation) with an
average inflation rate of 7.1388 percent, the standard deviation of 3, 5613 percent, a growth of 4.55
percent. Based on these data mean inflation rate in Lampung is included in mild inflation (Creeping
Inflation) i.e. inflation with the rate of growth that took place slowly and in a position of one digit or
below 10% per annum which actually has a positive effect which means to stimulate the bettereconomy.

The development of economic growth, inflation and unemployment in Lampung provincein the years
of 2000-2013 as illustrated in table 1

Table 1
Inflation, Economy Growth and Levels
Unemployment Lampung province Years 2000-2013

’ Unemployment
Year Inflation Rate (%) Growth (%) Rate%
2000 6,16 7,50 31,28
2001 221 3,59 27.50
2002 0,97 5,62 12,68
2003 1,74 5,76 11,58
2004 0,12 5,07 -18,70
2005 0,02 3,76 14,90
2006 032 524 7.25
2007 1,02 5,94 12,53
2008 1,15 5,35 15,17
2009 0,35 5,07 -5.97
2010 1,23 5,75 -1,62
2011 2.13 6,38 -3,11
2012 0,06 6,89 16,82
2013 1,26 6.92 L.12

Source: BPS Lampung Province, the data is processed
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According to BPS Lampung Province Unemployment Rate (OUR) decreased significantly from 5.17%
in 2008, fell to 3.11% in 2011, but the number is still quite high.Therefore effort is necessary to improve
the absorption of labor. The problem of unemployment in Lampung province by 2012 remains a strategic
issue in the field of employment. Macro policies to be aware of is inflation and economic growth.

Based on data obtained from BPS (Central Bureau of Statistics), over the last ten years the rate of
inflation in Lampung province has fluctuated and still relatively light because the average ranges from
under 10% per year.

Inflation in Lampung province in 2007 increased to 1.02% and was followed by the increase in the
unemployment rate of 12.53%. Likewise with the 2008 inflation rate of 1.15% the unemployment also
increased to 15.17%. In 2009 the inflation rate fell to 0.35%, but unemployment fell to -5.97% as well as
in 2012 when inflation decreased by 0.06% and unemployment only decreased by -16.82%.

The economic growth rate of Lampung Province is relatively large because the average reaches 6.06%
annually. Based on data obtained from BPS (Central Bureau of Statistics) in 2011 economic growth in
Lampung province at 6.38%, and in 2012 the economic growth in Lampung province at 6.89%. In 2013
the economic growth increased to 6.92%, but unemployment also rose to 1:12%, as well as in 2005,
economic growth rose to 3.76% of the unemployed also increased to 14.90%.

With the development of economic growth and inflation rate in Lampung Province was pretty good
then it should be accompanied by a decrease in the unemployment rate. However, in reality
unemployment rate in Lampung province is still quite high. Based on this phenomenon the research
entitled "The Effect of Economic Growth and Inflation Rate of Unemployment Lampung'needs to be
done

B. PROBLEM

Based on the above background, the issues to be addressed in this study are

1. Howis the influence of each (partial) economic growth and the inflation rate to the unemployment rate
in Lampung province in the years of 2000-2013?

2. How is the mutual effect (simultaneous) of economic growth and the inflation rate to the
unemployment rate in Lampung province in the years of 2000-2013?

C. THE PURPOSE OF THE STUDY
In accordance with the formulation of the problems above, the purposes of this research are:

1) To determine whether there is influence in each (partial) economic growth and the inflation rate to the
unemployment rate in Lampung province in the years of 2000 to 2013.

2) To determine whether there is influence together (simultaneously) in economic growth and inflation
rate to the unemployment rate in Lampung province in the years of 2000-2013.

2. REVIEW REFERENCES
A. INFLATION

Suseno and Astiyah (2009) define inflation as an increasing trend of the price of goods and services in
general and continuously. Meanwhile, Boediono (2008: 155) states that inflation is the rise of prices of
goods in general continuously. Sukirno (2008: 14) defines inflation as the increase in prices prevailing in
an economy. Based on the above definitions of inflation, it can be stated that inflation is a tendency of
rising of prices of goods in general and occurs continuously in the long term.

Sukirno (2006: 333) states that it is a demand-pull inflation, i.e. inflation is usually the case at the time
when the economy is growing rapidly. High employment creates high levels of income and subsequently
gives rise to expenses that exceed the economic capacity of issuing goods and services. While inflation
gives rise to costs, inflation prevails at the time when the economy is growing rapidly and the
unemployment rate is very low. If companies still face growing demand, they will try to raise production
by giving out salaries and higher wages to their workers. This step makes the production cost increases,
which ultimately led to the rise of prices of many goods.
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B. ECONOMIC GROWTH

Economic growth is one of the benchmarks for assessing the economic development of a country. Pure
(2006: 173) states that economic growth is a condition of the development potential GNP reflecting their
per capita output growth and rising living standards. Sukirno (2008: 423) states that economic growth
means development of the physical production of goods and services existing in the country. Meanwhile,
Samuelson and Nordhaus (2004: 249) state that economic growth is an overview of potential GDP or
output expansion of the State. So it can be said that economic growth is a process of increasing of the
national income of a country within a certain time or a certain period.

Sukirno (2010: 432-437) states that Schumpeter's theory emphasizes on the importance of the role of
entrepreneurs in creating economic growth. Schumpeter claimed that the higher rate of progress of an
economy increasingly limited possibilities to conduct innovation. Then economic growth will become
increasingly slow. It will eventually achieve the level of "state does not develop" or "stationary state".

C. UNEMPLOYMENT

Sukirno (2008: 13) explains that unemployment is a condition in which a person belonging to the labor
force wants to get a job but cannot afford them. Pure (2006: 197) states that unemployed is people who do
not have jobs or have no earnings. Meanwhile, Suparmoko (2007: 176) states that unemployment is the
inability to obtain labor force according to the job they need or they want. So we can conclude that
unemployment is a condition in which a person who has been classified as the labor force has not got a
job and trying to find a job.

A theory that explains the relationship between inflation and unemployment is from Philips Curve.
Philips curve (Fischer, 2004: 104) states that there is a tradeoff between inflation and unemployment, that
is, if the inflation rate is high then unemployment is low. Inflation occurs when the general price level
rises (Samuelson and Nordhaus, 2004: 381).

The relationship between economic growth and unemployment is explained in the theory of Okun's
law which states that any decrease of two percent of GDP related to potential GDP, the unemployment
rate increased by about one percent (Samuelson and Nordhaus, 2004: 365).

D. HYPOTHESIS.
The research hypothesis is there is a positive and significant influence between economic growth and
inflation to unemployment in Lampung province.

3. RESEARCH METHODOLOGY
A. RESEARCH AND DATA TYPES

This type of research according to the level of explanation of this research includes the study
associative as it aims to determine the relationship between variables, namely Analysis of Effect of
Economic Growth and inflation on the unemployment rate in Lampung province. Then the data used in
this research is secondary data in the form of time series with observations in the period of 2000-2013,
Source Data is obtained from the Central Bureau of statistics (BPS) Lampung, Lampung Bank Indonesia
Representative, and Office of Population of Lampung Province.

B. DATA COLLECTION METHODS

The data collection is done by the study of literature by recording directly from the documentation of
BPS (Lampung in Figures), Bank Indonesia Representative in Lampung and the Population of Lampung
Province, and is conducted from research paper to the literature, the Journal as well as scientific reports
related to the object to investigate.

C. VARIABLE OPERATIONAL DEFINITION
Definition and limits of the variables used in this study include:

1. Based on economic growth there is a process of increasing revenue in Lampung area in the
production of goods and services during the period of one year. In this research economic growth is
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an independent variable that determines the development of the unemployment rate in Lampung
province.

2. Inflation is the raisingin prices of goods and services in general that is sustainable in the long period
of time. The increase in prices in general tends to boost public consumption and high production
costs, which in turn reduces the production of goods and services. This could increase unemployment.
Inflation in this study is the independent variable (X2) that can determine high unemployment in
Lampung province.

3. Unemployment is a labor force that does not obtain a job or who do not work and earn income.
Unemployment in this study is the dependent variable (Y) where the unemployment rate is
determined by several factors including economic growth, inflation, and other factors.

E. METHODS OF DATA ANALYSIS

1. Descriptive Analysis.
In this method the researchers collect all the necessary data and arrange the data in tabular form
which further analyzed based on premises of theories related to the hypothesis that is in use.

2. Quantitative Analysis.

Quantitative analysis is used to identify and analyze the effect of economic growth and inflation to
unemployment in Lampung province in 2000-2013. The analysis used multiple regression analysis
technique with the help of Eviews program 7:00. Multiple linear regression to determine the effect of
economic growth and inflation rates to unemployment as follows:

Y =a+ p1X1 + f2X2 + et

Information

Y = Unemployment

X1 =Economic Growth

X2 = Inflation

A = constant (intercept)

Bi  =regression coefficient independent variable

et = Standard deviation (bully variable)

Further data analysis technique, in addition to descriptive analysis and statistical analysis are used as
well classic assumption test analysis, covering Normality Test, Test Multicolinearity, Heteroscedasticity
test, autocorrelation test and linearity test.

HYPOTHESIS TESTING

Simultaneous hypothesis testing (Test F) Hypothesis jointly independent variable is the variable
coefficient of economic growth (X1) and inflation (X2) against unemployment (Y) with a significance
level of 5% whereif the F-number count is greater than ( o = 0.05), then Ho = rejected, which means there
is no influence between economic growth and inflation on the unemployment rate in Lampung and accept
the Alternative hypothesis Ha = which means there is influence between economic growth and inflation
on the unemployment rate in Lampung province.

HYPOTHESIS PARTIALLY (T TEST)

This test was conducted to examine the independent variables individually or partially on the
dependent variable assuming that other variables are held constantly. To see how is the influence partially
independent variables on the dependent variable; it can be seen from the magnitude of the regression
coefficient of each independent variable. In hypothesis testing, t-count value should be compared with the
t-table at a certain degree of confidence. Tests using a significance level a = 5%, with degrees of freedom
df = (n - k), to determine the amount of t-table = ta (n - k). If obtained tcount<ttable, the Ho is accepted
and Ha isrejected. This means that the variables of economic growth and inflation are positive and have a
significant impact on unemployment in Lampung province in the years of 2000-2013. Conversely, if it is
obtained t count> t table, then Ho is refused and Hais accepted. This means that the independent variable
both economic growth and inflation rate of positive effect or a negative one and has a significant impact
on unemployment in Lampung province.
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ANALYSIS OF THE COEFFICIENT OF DETERMINATION (R2)

Gujarati (2010: 10) states that coefficient of determination is the analysis used to determine the change
variation of the dependent variable that is from 2000 to 2013 (Y) is affected by the independent variable
growth of economy (X1) and the rate of inflation (X2).

4. ANALYSIS
A. CLASSICAL ASSUMPTION TEST

Classic assumption test was conducted on the normality test, multicollinearity, heteroscedasticity test,
autocorrelation test, and linearity test. Based on the test results of normality it is known that Prob.Obs.R2
is amounted to 0.789952>a (0.05), the normal distribution of data, thus it can be concluded variables in
this study are normal. From the test results of multicollinearity 0.719737 magnitude of correlation is thus
no correlation between independent variables for he correlation value of 0.719737 <0.8. As for the test
results of heteroscedasticity known that the R2 value is of 0.2268432>a (0.05), then there is no
heteroscedasticity. The results of correlation test statistic calculated value d (1.668155) is between dU and
4-dl that is worth of 1,604 and 2,396 so it is not a problem of autocorrelation. Based on the test results on
the linearity it is known that the prob. F statistic is of .9682221> 0.05, which means that the data passes
linearity test.

B. HYPOTHESIS TESTING
The influence in the level of economic growth and inflation in each (partially) on the unemployment
rate in Lampung province can be seen from the following regression equation.

Table 2
Regression Equations Model Effects Of Economic Growth
And Inflation on Unemployment
Dependent Variable: Y
Method: Least Squares
Date: 03/21/16 Time: 23:31
Sample: 2000 2013
Included observations: 14

Variable Coefficient  Std. Error t-Statistic Prob.

C 13.77688 2.004604 6.525156 0.0002

X1 -0.046678 0.146024 -0.424603 0.0424

X2 1.340020  0.4686089 2.762785 0.0612
R-squared 0.632144 16259717
Adjusted R-squared 0.998563 22676147
S.E. of regression 859736.3 30.29820
Sum squared resid 2.22E+13 30.52040
Log likelihood -525.2185 30.37490
F-statistic 0.018322 1.807611
Prob(F-statistic) 0.000000

From the results of hypothesis testing economic growth variable (X1) it is obtained that t value is -
0.424603. Due to the economic growth variable (X1) the significance value is 0.0424 <0.05, then the
economic growth variable (X1) has a significant effect on unemployment or Hois accepted. While the
inflation variable (X2) obtained by value t count equal to 2.862785 with significance value of 0.05 (5%).
Because the inflation variable value is significant with 0.0612 2.862785> 0.05, then the inflation variable
(X1) does not have significant effect on the unemployment variable (Y) or Ha is accepted.

Value function F count equal to 0.018322 with significance level of 5% or 0.05; this means that the
value of Prob. F amounted to 0.018311 <a (0.05), the null hypothesis is rejected and the alternative
hypothesis is accepted. Thus it can be concluded that there is a significant relationship between inflation
and economic growth on unemployment in Lampung province. This illustrates that the economic growth
and the inflation rate is one of the causes of the increase or decrease in unemployment.
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C. REGRESSION ANALYSIS

The constant value of (C) = 13.77688 for the independent variable economic growth and the inflation
rate has positive significant relationship between independent variables and the dependent variable
direction. Economic growth regression coefficient (X1) of -0.046678 can be interpreted when variables
increase economic growth in one unit and the inflation rate is considered constant or unchanged, the
unemployment experienced a decline of 0.05 units. (B) The coefficient of the regression variable inflation
rate (X2) is 1.340020 means that if the variable rate of inflation increased by one unit, while the variables
of economic growth remains unemployment (Y) will experience increase of 13.78 units

D. TEST COEFFICIENT OF DETERMINATION

R2 test results in this study is obtained a value of 0.632144, which means that the effect of
independent variables (growth and inflation) on the dependent variable (unemployment) is approximately
63%. While the rest of 27% is influenced by other variables which in the regression equation of double
unemployment (Y) is not only influenced by economic growth (X1) and the inflation rate (X2), but there
are other variables (e) which also affect but are not calculated in the model,

E. DISCUSSION

Effect of the Economic Growth and Inflation rate against Unemployment in Lampung Province. The
results showed that the economic growth a significant effect on the unemployment rate in Lampung
province. Economic growth has a significance value of 0.0211 <0.05, then HO rejected and Ha accepted.

The results of the data analysis in this study explain that if the variables of economic growth increased
by 1%, the unemployment variables will be decreased by 1:34%. This is consistent with the statement of
Okun's law because if the economic growth increased by 1% then the variable unemployment will decline
more than 1%. With the increasing rate of economic growth, the output produced becomes more, so labor
can be absorbed and the unemployment rate could decline.

Economic growth is one indicator that is important in assessing the performance of an economy,
especially for the analysis of the results of economic development has been carried out of a country or a
region. It is said that economy is growing if the production of goods and services increased from the
previous year. The company will require more workers when production increases so that employment
opportunities will also increase and unemployment will be absorbed.The research of Hussain, et al.
(2010) found that there is a relationship between economic growth and unemployment. Pakistan's Gross
Domestic Product (GDP) increased with both in the 1960s and 1980s. Growth declined in 1990 and
touched its lowest level in 2000. The main performance sectors such as agriculture and manufacturing is
very low and this makes the problem of severe unemployment.

Effect of Inflation on the unemployment rate in Lampung province. From the results of the study it
showed that the level of inflation has significant effect on the unemployment rate in Lampung province.
Tests performed by t test. seen from the regression equation obtained tcount for variable inflation rate
(X1) of 2.762785 probability value is at 0.0624 with a significance level of 5% (0.05). Due to the
economic growth variable (X1) 0.0624 significance value> 0.05 thus accept and reject Ho Ha, and it can
be concluded that the variable inflation rate does not significantly influence the unemployment rate. The
coefficient of the inflation rate of 1.340020 indicates if the inflation rate increased by 1%, it will increase
the number of unemployed in Lampung province as much as 13.4%

These results are not consistent with the theory and previous research into the theoretical basis of this
research. Based on the study of the relationship between inflation and unemployment conducted by AW
Phillips (1958) by taking the case of United Kingdom for the period 1861-1957 of the study Philips
concluded that inverse or negative relationship exists between the growth rate of nominal wages (AW)
with level of unemployment for the periods of 1861-1913.Ceritics of the theory of the Phillips curve begins
with responses of Milton Friedman in 1976 who said that the basic theory of the Phillips curve is only
happening in the short term, but not in the long term because in the short term theprices are sticky (sticky
price), while on the long run it applies the flexible pricing. In other words, the unemployment rate
however will be back at its natural rate, so that the relationship between inflation and unemployment has
become positive. This response is also known as the Natural Rate Hypothesis or Accelerationist
Hypothesis (Samuelson, 2004).
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The results are consistent with the research conducted by Mulyati (2009) who states that there is no
causal relationship between inflation and economic growth in Indonesia.The result of using Chow
breakpoint analysis shows that the 1997-1998 economic crises did not affect the unemployment rate
although the level of inflation rose sharply. Moreover, the existence of the agricultural sector and the
informal sector to absorb labor force during the crisis led to unemployment did not rise sharply as the rate
of inflation.

Based on descriptive analysis, general inflation in Lampung for eleven years on average is also
influenced by the increase of basic needs, the increase in oil and rising health costs, not as a result of
demand-pull as described in the Philips curve, thus causing the effect of inflation on the unemployment
rate in Lampung province which is not significant. If inflation in Lampung Province is caused by the
demand-pull inflation rate,it will have a significant effect on the unemployment rate.

5. COVER

A. CONCLUSION

Based on the analysis and discussion of the above it can be concluded that:

1. There is the influence of economic growth on unemployment in Lampung province in 2000-2013.

2. There was no effect of inflation on the unemployment rate in Lampung province in the years of 2000-
2013.

3. There is an effect together economic growth and the inflation rate to the unemployment rate in
Lampung provincein the years of 2000-2013.

B. SUGGESTIONS

Based on the above conclusions, the suggestions given are as follows:

1. To overcome high unemployment growth we need to attract investors in Lampung province. The
investor withdrawals can be done by improving facilities and infrastructure such as access roads and
other supports to set up new businesses. With the increase in new investment, despite increased in
economic growth of companies is not only by adding working hours for employees but also by
increasing employment opportunities.

2. To subsidize the raw material for the small and medium industries in order that the output of the
resulting increased prices given to consumers is not too high. With a low price, the people's purchasing
power will be increased so that an increase in the output can occur, the necessary of manpower also
increased and unemployment will be absorbed.

3. The provision of capital to small and medium enterprises so that the business continues to grow and
can create new jobs, so unemployment can be reduced.
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