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The people's purchasing power as seen through per capita expenditure adjusted
for the province of West Java during the last 4 years 2017-2020, tends to
increase and in the last year the purchasing power of the people of West Java
has decreased due to the influence of the COVID-19 pandemic. The purpose
of this study is to analyze the effect of inflation and consumption credit on
people's purchasing power in the province of West Java. The results of the
study show that inflation and the distribution of banking consumption credit
simultaneously have a significant effect on people's purchasing power.
Partially, inflation has a negative and significant effect on people's purchasing
power, while banking consumption credit has a positive and significant impact
on people's purchasing power, economic growth, income per capita and other
unknown variables.
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1 Introduction

Economic development is inseparable from the parameters of success for the welfare of its people, among others
through the provision of jobs (Alam et al., 2013). Reducing the goal of increasing people's purchasing power,
increasing per capita income continuously and producing in the long term. West Java, one of the provinces in Indonesia
which has 27 (twenty seven) districts and cities at the level of two, consists of 18 (eighteen) districts and 9 (nine)
municipal areas (Baltagi, 1995). Development in the province of West Java continues to process and is growing along
with the increasing purchasing power of the people as measured by per capita spending of the population adjusted for
PPP (purchasing power parity). Population per capita expenditure is the cost incurred for the consumption of all
household members for a month divided by the number of household members (Bungin, 2013).
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Figure 1. Above PPP Adjusted Expenditures per Capita West Java Province 2016 - 2020 (Million Rupiah)
Source: BPS West Java Province, processed

In Figure 1 above the purchasing power of the people of West Java as seen through the PPP-adjusted average level of
per capita expenditure in West Java province from 2016-2019 continues to increase. In 2017 the average expenditure
per capita was Rp. 10.28 million, which was higher than the average expenditure per capita in 2016 of Rp. 10.03
million (Del Giudice et al., 2020; Gil-Alana & Yaya, 2021). In 2018 the average per capita expenditure of IDR 10.79
million increased compared to 2017 and the 2019 average per capita expenditure of IDR 11.15 million also experienced
an increase compared to the average per capita expenditure in 2018. However, the average expenditure per capita
population of West Java province in 2020 amounted to Rp. 10.84 million, nominally decreased by 2.75 percent
compared to 2019 which was Rp. 11,152 million per capita a year (Ruiz Estrada, 2021).This indicates that the welfare
level of the population of West Java province during the COVID-19 pandemic has decreased in terms of purchasing
power as measured by PPP-adjusted spending per capita of the population.
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Figure 2. Above Expenditures per Capita Adjusted by Regency/City PPP in West Java Province in 2020 (Million
Rupiah)
Source: BPS West Java Province 2020, processed
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From the picture above, it can be seen that in 2020 there are 10 (ten) districts/cities with PPP levels above West Java,
namely Purwakarta district of Rp. 11.61 million, Karawang district of Rp. 11.31 million, Bekasi district of Rp. 11.24
million, Bogor city of Rp. 11.56 million, Sukabumi city of Rp. 11.00 million, Bandung city of Rp. 16.89 million,
Cirebon city of Rp. 11.80 million, Bekasi city of Rp. 15.78 million, Depok city 15.28 million, and Cimabhi city 12.02
million and the remaining 17 (seventeen) districts/cities with PPP level below West Java (Bacchetta & Gerlach, 1997;
Attanasio, 1999). So it can be said that in the province of West Java, there are still disparities between districts/cities
in terms of per capita expenditure adjusted for PPP (Zain, 2009). There are several factors that affect people's
purchasing power. One of the factors that can affect people's purchasing power is inflation (Prasetyo & Firdaus, 2009).

Inflation is a tendency to increase the price of goods and services in general, which takes place continuously. If the
price of goods and services in the country increases, then inflation will increase. The increase in the price of goods and
services causes a decrease in the value of money (Acemoglu, 2012; Arrow et al., 1995). Thus, inflation can also be
interpreted as a decrease in the value of money against the value of goods and services in general. Inflation plays an
important role in determining economic conditions. Inflation directly or indirectly affects the economy, if people
perceive high inflation it will affect the economy as a whole. “Inflation as a condition in which the general price level
increases” (Kuncoro, 2015). The purpose of this definition indicates a weakening of people's purchasing power
followed by a decrease in the real (intrinsic) value of a country's currency (Monadjemi & Lodewijks, 2021; Nanga,
2005; Pamungkas, 2018).
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Figure 3. General the combined inflation of 7 (seven) cities in West Java during 2020
Source: BPS West Java Province, processed

Based on the picture above, in general the combined inflation of 7 (seven) cities in West Java during 2020 was 2.18
percent. In 2019, the combined inflation of 7 (seven) cities reached 3.21 percent. During the last five years, inflation
in 2020 was the lowest annual inflation (Haji-Othman & Yahaya, 2015; Niu et al., 2016). The highest inflation occurred
in 2017 at 3.63 percent (Boediono, 2016). West Java inflation in 2020 is still within the target range of 3 percent + 1
percent, in line with the still limited economic improvement. This is due to the limited purchasing power of the public
which has resulted in decreased demand and restrictions on business activities in line with government policies to
prevent the spread of the COVID-19 pandemic (Jeke & Wanjuu, 2021; Mankiw, 2010).
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Figure 4. Inflation of Seven Cities in West Java Province 2020 (Percent)
Source: BPS West Java Province 2020, processed
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Based on Figure 4 above, the combined inflation of 7 cities in West Java in 2020 reached 2.18 percent (yoy). Bekasi
City is the area that has the highest inflation rate in West Java in 2020, which is 2.81 percent. Followed by the city of
Bogor by 2.18 percent. In these two regions, inflation achievement is higher than the average for West Java, while the
other five cities are lower than West Java (Greer & Thorbecke, 1986). Cirebon City is the area with the lowest inflation
in West Java at 1.16 percent. Sukabumi City, Bandung City, and Depok City along with Tasikmalaya City are the areas
where inflation achievement is below 2 percent. The two cities with the highest inflation in West Java have similar
characteristics, namely acting as a consumer area and not a producer area. This causes the two regions to have a high
dependence on areas that supply consumption materials. Thus, inflationary pressures in these two regions are highly
dependent on distribution patterns. On the other hand, the two cities are also very close to the capital city of Jakarta so
that the inflation pattern tends to be more influenced by Jakarta's inflation movements (Alvarado et al., 2018;
Markusen, 2013).

In general, the challenges or obstacles to controlling inflation in West Java stem from weather factors, annual events
such as religious holidays, and the lack of information on food balance data and food distribution networks so that the
distribution of food commodities is not optimal (Mansur, 2019; Sedyaningrum et al., 2016). This can be seen from
most of the commodities that contributed to the largest inflation in West Java, namely food commodities produced by
several regions in West Java (Wulandaril et al., 2019). However, because the distribution is not optimal and the food
commodity surplus/deficit data is incomplete, food commodities from producing areas in West Java are not distributed
to consumer areas in other provinces, such as DKI Jakarta and Banten. This causes consumer areas in West Java to
have to meet food needs from other provinces at higher prices (considering the long distances and high transportation
costs) (Lane, 1997; Al-Marhubi, 2000).

Another factor that can increase purchasing power is consumer credit. Consumer credit is one of the services
provided by banks in the form of credit aimed at financing customer needs, especially those related to consumption
activities (Jhingan, 2012). Consumption credit is used for personal consumption or use. In this credit, there is no
increase in the goods and services produced, because they are intended to be used or used by a person or business
entity (Yeo, 2015). The theory put forward by Habad Muliaman et al. (2004), also states that "one of the factors driving
the development of consumption is credit for consumption purposes which tends to increase in the same period,
consumption credit in general is household credit".
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Figure 5. Distribution of Consumption Loans Provided by Banks in West Java Province Year 2016-2020 (Billion
Rupiah).
Source: BPS West Java Province, processed

Based on Figure 5 above consumer credit distribution provided by banks in West Java province from 2016-2020
continues to increase (Bahsan, 2007). In 2020, the distribution of consumer loans amounted to Rp. 315.14 trillion, an
increase compared to 2019 of Rp. 309.70 trillion or an increase of 1.75 percent. In 2020, during the COVID-19
pandemic, people tend to hold back on consumption by reducing tertiary spending due to a decline in income, so
demand for consumption credit is still limited. Based on this background, the researcher raised the problem of people's
purchasing power in the province of West Java as the central theme of this study with the title "The Effect of Inflation,
consumption credit on people's purchasing power in the province of West Java" (Gujarati, 2006). The reason and
consideration for choosing the title is because the economic development of West Java province is growing rapidly,
one of which is the increase in people's purchasing power. The increase in people's purchasing power will have an
impact on increasing the economy in the province of West Java so that the unemployment and poverty rate in this
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province will decrease significantly so that the welfare of the community will increase (Flurry & Burns, 2005; Bruck
et al., 2018).

2 Methods

Data types and sources

In this study the data used is quantitative data is data in the form of numbers and can be measured. The data used in
this study is secondary data, namely data in the form of annual reports that have been prepared and published by related
parties (Sugiyono, 2017). The data needed in this study is secondary data whose collection is in the form of cross
section data of 27 (twenty seven) districts/cities and time series data for 3 (three) years, from 2017 to 2020. The research
was carried out for 1 year, from January 2021 to December 2021, starting from the process of determining the research
title, preparing proposals, research area permits, determining the units to be analyzed, collecting data and facts in the
field to processing and analyzing data (Moleong, 2018). The place or object of research data is carried out in the
province of West Java by analyzing secondary data in several districts and cities such as Bogor district, Sukabumi
district, Cianjur district, Bandung district, Garut district, Tasikmalaya district, Ciamis district, Kuningan district,
Cirebon district, district Majalengka, Sumedang district, Indramayu district, Subang district, Purwakarta district,
Karawang district, Bekasi district, West Bandung district, Pangandaran district, Bogor city, Sukabumi city, Bandung
city, Cirebon city, Bekasi city, Depok city, Cimahi city, Tasikmalaya city , and the city of Banjar which is the research
location (Sutarjo et al., 2021; Sholahuddin et al., 2021).

Population, sample and sampling

In this study, what is meant by population is all data on research variables since the formation of West Java Province
until 2020 which relates to all variables to be studied (Riani et al., 2018). While the sample used in this study is research
variable data from 2017 to 2020 using panel data related to economic growth, per capita income, inflation, consumption
credit, unemployment rate and poverty rate in West Java province in 27 (seven) district/city.

Panel data regression model selection

According to Basuki & Prawoto (2016), in the selection of model parameters with panel data, there are three panel
regression approaches that will be used, namely the ordinary least square (OLS) or common effect model, the fixed
effect method, and the fixed effect method. Random effect (random effect model). Selection of Panel Data Regression
Model * Panel data regression analysis using eviews was carried out using a three-model approach, (Hidayati &
Maskuri, 2020). Namely the Common Effect Model (CEM), Fixed Effect Model FEM, and Random Effect Model
(REM):

1. The Chow test is a test by comparing the common effect regression model (CEM) with the fixed effect model
(FEM) regression model.

2. Hausman test, which is a test by comparing the fixed effect regression model with the random effect regression
model.

3. Lagrange Multiplier test, which is a test by comparing the common effect regression model with the random
effect regression model. Of the three regression models, after testing the model, the best regression model can
be obtained, then the researcher conducts further tests with the classical assumption test.

4. The selection between the common effect, fixed effect and random effect methods is carried out in 2 stages,
namely: (a). Selection between common effect and fixed effect method (Chow test) (b). Hausman test (Hausman
test: used to determine the suitable method between the fixed effect and random effect model.
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3 Results and Discussions

After three tests were carried out, namely the Cammon Effect Model Test, Fix Effect Model, Random Effect Model
with the Chow test stage and the Hausman test, the best test results fell on the Random Effect Model (REM) method
with the Hausman test stage to determine the appropriate method. Between fixed effect and random effect models.

Hausman test stage

The table below shows the probability value of 0.5314 > 0.005 which means that the selection of the three tests falls
on the Random Effect Model (REM) model.

Table 1
Probability value

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.
Cross-section random 1.264542 2 0.5314

Test random effect model

Table 2
Test random effect model

Variable Coefficient Std. Error t-Statistic Prob.
INFLATION -175874.5 29499.05 -5.962040 0.0000
CONSUMPTION CREDIT 120.8407 19.07181 6.336086 0.0000
C 9760356. 440204.7 22.17231 0.0000

Effects Specification

S.D. Rho

Cross-section random 1883262. 0.9811
Idiosyncratic random 261160.4 0.0189

Weighted Statistics
R-squared 0.507275 Mean dependent var 732822.3
Adjusted R-squared 0.497890 S.D. dependent var 367266.5
S.E. of regression 260244.1 Sum squared resid 7.11E+12
F-statistic 54.05027 Durbin-Watson stat 1.900157
Prob(F-statistic) 0.000000

Unweighted Statistics
R-squared 0.327871 Mean dependent var 10594333
Sum squared resid 3.65E+14 Durbin-Watson stat 0.037016

Random effect model panel data regression for model 1

The interpretation of the panel data regression test results using the Random effect method, through multiple linear
regression of panel data which shows a causal relationship between the independent variables and the dependent
variable as follows:
Equation Model 1:

ILnY=0+1Ln X1+2Ln_X2+e

Where:
Ln_Y =People's Purchasing Power
o = Constant

Ln X1 =Inflation

Halim, H., Astuty, P., & Hubeis, M. (2022). Effect of inflation, consumption credit on purchase power of the
community. International Research Journal of Management, IT and Social Sciences, 9(2), 226-234.
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Ln_X2 = Consumer Credit
1...5 =Regression Coefficient of each independent variable
1 = Epsillon

The results of the calculations in the table above can be presented with the results of multiple linear regression of panel
data as follows: Purchasing Power = 9760356 -175874.5X1 + 120.8407X2 + e

Hypothesis testing
From the results of the Random Effect Model Test table above, it can be concluded as follows:

1. Simultaneously, the variables of Inflation, Consumption Credit have a positive and significant effect on the
People's Purchasing Power variable.

2. Partially the inflation variable has a negative and significant effect on the community's purchasing power
variable.

3. Partially, the variable consumption credit has a positive and significant effect on the public purchasing power
variable.

4 Conclusion

1. Simultaneously, the variables of Inflation, Consumption Credit have a positive and significant effect on the
People's Purchasing Power variable.

2. Partially the inflation variable has a negative and significant effect on the community's purchasing power
variable, meaning that when inflation occurs in the community in the province of southwest Java, the
community's purchasing power decreases.

3. Partially, the variable consumption credit has a positive and significant effect on the community purchasing
power variable in the province of west java, meaning that when purchasing goods on credit, the purchasing
power of the community also increases.

5 Suggestion

1. To increase people's purchasing power during the COVID-19 pandemic, the provincial government must be
able to encourage an increase from the demand side through the realization of social assistance, one of which
is in the form of basic necessities and cash assistance to help the poor and vulnerable to be able to reach their
needs. basic services such as food, education and health in order to avoid various risks of social decline.

2. To control inflation so that it remains stable, the West Java provincial government and Bank Indonesia need to
implement strategic steps, namely by maintaining volatile food inflation in the range of 4.0 £ 1 percent by
strengthening four strategic pillars which include price affordability, supply availability, smooth distribution,
and effective communication (4K). The implementation of this strategy is focused on reducing price disparities
between time and between regions. The synergy of policies adopted by the West Java provincial government
and Bank Indonesia is expected to keep inflation under control within the target range of 3.0 £ 1 percent.
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