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ABSTRACT 

 

The aim of this research is to acknowledge the macroeconomic variable’s 

influences of interest rate deposit, the amount of money supply (M2), and the 

inflation to the household’s consumption in Indonesia. The data used in this 

research is time series data from 1983 to 2013. After studying literature and 

testing the data using Error Correction Model (ECM) method, it showed that 

Interest Rate Deposit, money supply (M2) and inflation simultaneously have a 

significant effect in short term period and longed term period. Partially, Interest 

Rate Deposit has an unsignificant negative effect, The sum of money supply (M2) 

has a significant positive effect, and the inflation has a significant negative effect 

to the household’s consumption in short term period. While in longed term period, 

Interest Rate Deposit has a significant negative effect, the sum of money supply 

(M2) and the inflation have a significant positive effect to the household’s 

consumption. 

 

Keywords: Household Consumption, Deposit Interest Rate, Money Supply 

(M2), Inflation, Error Correction Model (ECM). 
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ABSTRAK 

 

Penelitian ini bertujuan untuk mengetahui pengaruh variabel makroekonomi suku 

bunga deposito, jumlah uang beredar (M2) dan Inflasi terhadap konsumsi rumah 

tangga di Indonesia. Data yang digunakan dalam penelitian ini adalah data time 

series dari tahun 1983 sampai 2013. Setelah meninjau literatur dan pengujian data 

time series dengan menggunakan metode Error Correction Model (ECM), maka 

hasil penelitian ini menunjukkan bahwa secara simultan, variabel Suku Bunga 

Deposito, Jumlah Uang Beredar (M2) dan Inflasi secara bersama-sama memiliki 

pengaruh signifikan dalam jangka pendek maupun jangka panjang. Secara parsial, 

Suku Bunga Deposito memiliki pengaruh negatif tidak signifikan, Jumlah Uang 

Beredar (M2) memiliki pengaruh positif signifikan dan Inflasi memiliki pengaruh 

negatif signifikan terhadap konsumsi rumah tangga dalam waktu jangka pendek. 

Sementara dalam jangka panjang, Suku Bunga Deposito memiliki pengaruh 

negatif signifikan, jumlah uang beredar (M2) dan Inflasi memiliki pengaruh 

positif signifikan terhadap konsumsi rumah tangga. 

 

 

Kata Kunci:  Konsumsi Rumah Tangga, Suku Bunga Deposito, Jumlah Uang 

Beredar (M2), Inflasi, Error Correction Model (ECM). 
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CHAPTER I 

INTRODUCTION 

 

 

1.1 Background of the Study 

Indonesia is the world’s largest islanded country consisting of 17.508 

islands. It has 5 big islands: Java, Sumatra, Kalimantan, Sulawesi, and Papua. The 

population is about 260 million people (in 2013), made it the fourth largest 

country in the world. Java is the most populous island, with the in habitants 

reaching approximately 65% of the total population of the country. Indonesia also 

has more than 400 volcanism and 130 of them are active volcanoes. Some of the 

volcanoes are located at the sea bottom, and thus invisible from the surface of the 

sea. It is the location at which two series of active volcanoes meet (Ring of Fire). 

According to its geographical location, Indonesia is located between two 

continents (Asia and Australia) and two oceans (the Indian Ocean and the Pacific 

Ocean). Indonesia is, therefore, an important part of the world economy. The 

country is also directly adjacent to Northern Asia, South Australia on the 

Continent, the Indian Ocean to the West, and the Pacific Ocean to the East. The 

strategic geographical position of Indonesia will surely provide huge advantages 

as it becomes the world's traffic junction of its land, air,and sea. It is also 

neighbors with many Asian countries with their rapid economic growth, such as 

China, India, and Thailand. In short, Indonesia is at a central point of intersection 

of the world economy and international trade, both of the developing and the 

industrialized countries. 
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Indonesia's economic condition is getting better every year. According to 

the data issued by Badan Pusat Statistik (BPS) 2014, Indonesia's economy in 2013 

grew by 5.78 percent compared to the year 2012, in which all sectors of the 

economy experienced notable growth. The highest growth occurred in the 

transportation and communication sectors (reaching 10.19 percent), followed by 

the finance and real estate sectors (7.56 percent), the construction sector (6.57 

percent), trade, hotel, and restaurant sectors (5.93 percent), electricity, gas, and 

water supply sectors (5.58 percent), processing industry (5.56 percent), service 

provider sector (5.46 percent), agricultural sector (3.54 percent), and mining and 

quarrying sectors (1.34 percent). 

The growth of Gross Domestic Product (GDP) by 2013 – excluding the oil 

and natural gas – reached 6.25 percent. Another sector like the processing industry 

contributed the greatest to the total GDP growth, with the growth rate of 1.42 

percent. Other sectors, such as trade, hotel, restaurant, transportation, and 

communication, each contributed 1.07 percent and 1.03 percent to the GDP 

growth. 

High economic growth should be in balance with the economic level of 

prosperity of the population. One of the important components used to assess the 

development of the population’s prosperity rate is the pattern of consumption 

expenditure. Society consumption expenditure is one of the macroeconomic 

variables denoted “c”, that purchases of households for final goods and services 

aimedat meeting the people’s needs run well. 

Public consumption expenditure is carried out by the community to meet 

their needs, such as upon foods, clothing, properties, and services; meanwhile, 
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consumer goods are goods produced for the use of society. Most communities, in 

addition to spending their revenues for basic necessities, also spend their income 

to get the desired goods for the sake of satisfaction (utility). If all people’s 

expenses on consumption are totaled, the result will be equivalent to an 

expenditure of public consumption (Dumairy, 2004). 

Household consumption, which covers all expenditures for the 

consumption of goods and services, is the biggest contributor to the use of 

Indonesian GDP (Directorate for Badan Pusat Statistik / BPS, 2009). The 

consumption with a larger proportion of expenditure for foods indicates the 

household low-income. The higher the level of household income, the smaller the 

proportion of expenditures for food against the entire household spending. In 

other words, the households (family) will be more prosperous when the 

percentage of food expenditure is far less than that of non-food expenditure. 

According to Ragandhi (2008), the magnitude of income is different amid 

the citizens, between inter-regional urban and the rural, and among regional 

provinces and states. Keynes in Sukirno, 2003 states that someone’s consumption 

is directly proportional to his income. The more someone’s income, the more 

his/her consumption expenditure. 

Comparing the immensity of consumption expenditure with the income is 

defined as Marginal Prosperity to Consume (MPC), while the additional revenue 

is called Marginal Prosperity to Save (MPS). The followings are exemplary 

arguments that drive the needs for macroeconomic analysis on household 

consumption (Ragandhi, 2008), among others: 
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1. Household consumption gives income to the national income. In 

most countries, consumption expenditure contributes around 60 up 

to 75 percent of the national income. 

2. Household consumption determines the impact of fluctuation in 

economic activities from time to time. 

Nurhuda et.al (2013) mention that the pattern of household consumption is 

one of the indicators of family welfare. The growing trend of the expenditure on 

food consumption can provide a snapshot of the household welfare. The goods 

which are produced and used by the community to meet their needs express the 

consumers’ goods. 

According to Persaulian et.al (2013), the consumption activities in have 

very significant role in Indonesian economy, between 57.7 to 73.9 percent of 

Gross Domestic Product (GDP). The consumption quantity fluctuated during the 

period of 1999-2008. In 2001, the consumption contribution decreased quite 

significantly, amounting 16.2 percent of GDP. In the following years, however, it 

continued to experience an increasing trend along with the increase in the 

population of Indonesia where societal demands for goods and services also 

showed an increase. 

In 2008 Indonesia’s household consumption reached IDR 3,019,459 

billion, and in the period of 1999-2008 there has been a rise in the value of the 

society consumption up to 400 percent. The consumption occurred because 

households earned income from the use of production factors, land, labor, capital, 

and entrepreneurial expertise. When the production factors are used by the 

business, government sectors will realize a stream of income to the household 
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sector in the form of salaries, wages, rents, interests, and profits. In addition, 

according to the type of its use on the development of Gross Domestic Product 

(GDP), household consumption also contributes the greatest net of government 

consumption rather than that of export/import out flows. The trend is illustrated in 

the table below: 

 

Figure 1.1  

The development of GDP by the type of use (in IDR Trillion) 

 

Source: Badan Pusat Statistik (BPS), modified 

 

The above figure shows that, based on the development of the Gross 

Domestic Product (GDP) in terms of its largest contributor, Indonesia’shousehold 

consumption grows significantly. While the international trade in export/import 

reduced the net in the last 10 years, its contribution to GDP is still relatively 

small. The magnitude of the contribution of household consumption, government 

expenditure, and net contribution to the international trade (exports minus 
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imports) showed that the economic strength is indeed lying on the Indonesian 

domestic market, not depending on the export market. This condition has made 

the Indonesia's economy more resilient to the crisis occurring in 2008. 

Langi Theodores et.al (2014) states that developing countries generally 

have the agriculture-based economic structure, which is very dependent upon 

economic stability. Indonesia often experiences turmoil in terms of maintaining 

the economic stability. The economy has always been the most important concern; 

otherwise, its instability potentially raises such problems as low economic growth, 

high rates of unemployment, and inflation. The economic (in) stability can 

influence the economic growth and, in turn, trigger high unemployment degree 

and the price level of goods and services as reflected in the inflation rate. 

The influential factors toward Indonesian economy, such as the changes of 

inflation rate and price level, are always manipulated to avoid direct impact upon 

the economic instability. High and unstable inflation is a reflection of the rise of 

goods and service price for a period of time. In line with the rise of the price level, 

the purchasing potency will decrease. It shall, then, result in the unsold products 

of any manufacturers and low magnitude of investment. If the quantity of such 

investments is reduced, the decline of the national income might unavoidably 

occur. This is a grand picture of the economic growth that can ultimately affect 

the economic stability. 

Langi Theodores et.al (2014) proposes that the country’s economic 

activities should also consider the payment activity. Payment traffic here means 

the amount of money in circulation. Changes in the money supply will affect the 

economy in various sectors An increase in the money supply can encourage 
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excessive increase in prices (inflation) exceeding the expected level; in the long 

run, it may disrupt the economic growth. On the other hand, when an increase in 

the money supply is very low, the recession can occur. If this trend persists, the 

society’s prosperity as a whole will in turn decreases. The management of the 

money supply should therefore always be administered by taking the upcoming 

effects into account (Nuri, 2012). 

The household consumption in Indonesia is also related to other factors 

like interest rates, inflation, and the money supply. It is simply reflected, for 

example, in the relationship of consumption with the amount of bank savings (as 

parts of the unconsumed / unspent income) and the number of the affected saving 

interest rate. The interest rates, in turn, affect consumption. At higher interest 

rates, the public is more inclined to reduce consumption expenditure in order to 

increase savings (Suparmoko, 2002). In other words, when the interest rate is 

getting high, people will be likely to keep their money in banks; consequently, 

less money will be spent for consumption purpose. Quite the opposite, when the 

interest rate is getting low, less people will save their money in banks and the 

amount of money spent for consumption will increase. 

Consumption is also associated with the amount of money supply (M2) 

and inflation. Keynes (in Persaulian, 2013) mentions that the interest rate is 

determined by the supply and demand for money defined in the market. When the 

money circulates more than the willingness of the public to save money, inflation 

will occur. A brief definition of inflation is the tendency of prices to increase 

continuously. The increase happens because the number of requests is higher than 

that of pitches against (excess demands for goods). This is an indication of the 
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excess amount of money in circulation or the presence of an excess supply of 

money compared to the demand (excess supply for money). 

The imbalance between money supply with goods and services can lead to 

inflation and deflation (Khalwaty, 2000). In the event of very high and unnatural 

inflation, consumption will decline due to rising prices of goods. Conversely, 

consumption will rise through deflation because the prices of goods decrease. 

During Idul Fitri, Christmas, and New Year, for example, the price of seasonal 

goods increase temporarily although it does not go further. This trend is defined as 

inflation. If the prices are mostly regulated by the government, the prices of some 

subsidized goods are constantly rising as the government is no longer able to 

financially support such goods. This is called a real inflation. 

Based on the above rationale, the interest rates, money supply, and 

inflation in the macro economy level have a relationship with the consumption. 

To evaluate the influence of these variables in the short and long terms, the 

researcher carries out the study entitled The Effects of Deposit Interest Rate, 

Money Supply, and Inflation on Household Consumption in Indonesia During 

1983-2013. 

 

1.2 Problems of the Study 

Corresponding to the above background of the study, the problems to be 

addressed here are: 

1. How does the deposit interest rates influence the short term and long term 

on household consumption in Indonesia during 1983-2013? 

2. How does the money supply influence the short term and long term 

household on consumption in Indonesia during 1983-2013? 
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3. How does the inflation influence the short term and long term on 

household consumption in Indonesia during 1983-2013? 

 

1.3 Objectives of the Study 

This research aims at: 

1. Determining the influence of deposit interest rates in the short term and 

long term on the level of household consumption in Indonesia from 1983 

to 2013. 

2. Finding out the influence of money supply in the short term and long term 

on the level of household consumption in Indonesia from 1983 to 2013. 

3. Verifying the influence of inflation in the short term and long term on the 

level of household consumption in Indonesia from 1983 to 2013. 

 

1.4 Significance of the Study 

This study is projected to have at least two kinds of benefit: 

1. Theoretical Benefit 

The results of this study are supposed to provide comprehensive 

explanation about the influences of deposit interest rates, money supply, and 

inflation in the short-term and long-term household consumption in Indonesia 

from 1983 to 2013. 

2. Practical Benefit 

The outcomes of the research are expected to provide favorable input and 

reference for the Indonesian government to design better system and more 

appropriate policy in financial sector by maximizing its role in improving the 

economy and curbing the inflation through household consumption.
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CHAPTER II 

LITERATURE REVIEW 

 

 

2.1 Consumption 

Expenditure on society or household consumption is one of the 

macroeconomic variables, where the size of the household consumption was also 

influenced by macroeconomic variables such as inflation, money supply and 

interest rates. While the decline in consumption and an increase would also have 

an impact on the purchasing power of people who then will affect economic 

growth. Household consumption in the National Income identity, according to the 

expenditure approach, is represented with the letter C, the initials letter of the 

word consumption. 

According to Ragandhi (2008) states that in the macro aggregate, 

consumption expenditure is directly proportional to national income. The greater 

the income will result on the greater the consumption expenditure. Comparison of 

the magnitude of the additional spending against income consumption is referred 

to the desire to consume or MPC marginal (Marginal Propensity to Consume). 

Rahardja in Ragandhi (2008) states that the consumption expenditure comprises 

government consumption and the society or household consumption. 

From economic aspect, consumption is the act of reducing or spend value 

to economic a thing. According to Draham Bannoch, economics gives a 

description of consumption that is, total expenditure to obtain goods and services 

in an economy in a particular period (in one year) expenditure. 



 

 

11 

Consumption is for purchasing goods and services made by households 

with the intention to meet the needs of the people who do the shopping. Public 

spends on food, clothing, and other goods for their needs that other classified 

spending or consumption. Goods manufactured for use by the general public to 

meet his needs is called the consumer goods (Dumairy, 2004). 

 

2.1.1 Consumption Theory 

1. Consumption Theory of John Maynard Keynes 

In the Keynesian theory relies on statistical analysis, and also makes 

guesses about the consumption based on casual observation and introspection. 

First, Keynes surmised that marginal propensity to consume the amount that is 

consumed in any additional revenue is between zero and one. The marginal 

propensity to consume is crucial to Keynesian policy recommendation to lower 

unemployment which is increasingly widespread. The power of fiscal policy is 

belived to be effective to influence the economy as shown by the emerging fiscal 

policy multiplier of feedback between income and consumption. 

Second, Keynes stated that the ratio of consumption to income, called as 

an average propensity to consume, is down when income rises. He believes that 

savings is a luxury, so he expects rich people save money in higher proportions of 

their income than the poor. 

Third, Keynes argued that income is an important determinant of 

consumption and the interest rate does not have an important role. Keynes stated 

that the influence of interest rate on consumption is only a theory. The conclusion 

is that the short term influence of interest rate on individual expenditure from 
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secondary incomes is relatively unimportant. Based on three allegations, the 

consumption function is often written as Keynes: 

C = C + cY,  C > 0, 0 < c < 1 

Description : 

C = consumption 

Y = disposable income 

C = constant 

c = marginal propensity to consume 

(Mankiw,N.G, 2003) 

 

2. Theory Consumption by Hypothesis Permanent Revenue (Milto 

Friedman) 

Permanent income hypothesis with the theory put forward by Friedman. 

According to this theory, people's income can be classified into two: permanent 

income and transitory income. The notion of a permanent income is: 

a) Revenues are always welcome on any given period and can be predicted, for 

example, income from salaries, wages. 

b) Income earned from all factors that determine a person's wealth (which 

create wealth). 

Milton Friedman with the permanent income theory suggests that people 

adjust their consumption behavior with the chance of permanent or long term 

consumption, and not with the level of income they now (Dornbusch and Fisher, 

2004). In its simplest form, permanent income hypothesis of consumption 

behavior argues that consumption is proportional to the permanent income: 

C = cYP 
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Where YP is a permanent income (dispossible). Further hypothesis Friedman 

explains that consumption at this time does not depend on the current income but 

at the Normal Expected Income. Other forms of consumption function is: 

C = f (YP,i) 

Where yp is permanent income and is the real interest rate. 

 

3. Theory Consumption by Hypothesis The Life Cycle 

Theory of life cycle with the hypothesis put forward by Ando and 

Modigliani in 1963 which is customarily referred to as Life Cycle Hypothesis. 

Franco Modigliani explained that consumption spending patterns based upon the 

fact that the pattern of receipts and expenditure patterns in a person's consumption 

in general is affected by time in the cycle of life. Theory of life cycle that are 

primarily developed by Franco Modigliani, sees that individuals are planning their 

consumption and savings behavior for the long term in order to allocate their 

consumption with the best possible way during their lifetime. The savings is seen 

as a result of the desire of the individual to ensure consumption in old age. A 

consumption function is developed based on the theory of life cycle are: 

C = aWR + cYL 

where WR is the richness of the real, a is the marginal consume tendency of 

wealth, YL is a labor income and marginal propensity to consume is c of labor 

income. 

 

 

4. Theory Consumption With Relative Income Hypothesis 
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James Dusenberry posited that a society's consumption expenditure is 

determined primarily by the high income is the highest ever achieved. However, 

reduced income, the consumer will not be much reduced spending for 

consumption. To maintain high consumption, pepole were forced to reduce the 

amount of saving. In theory, using two assumptions of Dusenberry: 

a) Taste over household goods consumption is interdependent. Does that mean 

household consumption expenditure is affected by the spending done by the 

people around. 

b) Consumption Expenditure is irreversible. It means someone's spending 

patterns at the time of the earnings rise contrasts with the pattern of 

expenditure at the time of the earnings decline. (Mangkoesoebroto, 1998). 

 

5. Intertemporal Choice (Irving Fisher) 

Economist Irving Fisher developed a model used by economists to analyze 

how consumers think ahead and make rational choices between times that is, 

options that include different time periods. The Fisher Model eliminates obstacles 

facing consumers, preferences they have, and how barriers as well as the 

preference in this together determines their choice of consumption and savings. In 

other words, consumers are facing restrictions over how much they can spend, 

which is called the budget constraints (budget constraint). When they decide how 

much to consume today versus how much they would save money for the future. 

They are faced with budget restrictions between time (intertemporal budget 

constraint), which measures the total resources available for consumption today 

and in the future. (Mankiw, 2003). 
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2.2  Deposit Interest Rate 

The meaning of interest rates according to the Sunariyah (2010) is the 

price of the loan. The interest rate expressed as a percentage of the money trees 

per unit of time. The interest is a measure of the price of the resources used by the 

debtor to be paid creditors. As for interest rates, according to the Sunariyah 

function (2010) are: 

a) As an attraction for the depositors who have more funds to invest money 

on banks. 

b) Can be used as a monetary tool in order to control the supply and demand 

of money in circulation in an economy. For example, the Government is 

fostering economic growth on a particular industry sector.When 

companies from the industry will borrow funds, then the Government 

gives them a lower interest rate than other sectors. 

c) Government can make use of interest rates to control the money supply. 

This means, the Government can regulate the circulation of money within 

an economy. 

But it turns out the policy granting high interest rates may also cause a 

negative impact on economic activity. High interest rates can cause the cost of 

money become expensive which will weaken the competitiveness of the export 

market so that they can make the business world is less interested on investing 

money in a country. This will declinethe production, and economic growth 

became stagnant (Boediono, 2000). It is the problems that must be faced by the 

Government. The Government must, in this case, decide discretion that should be 
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taken so that it can refine and improve the structure and quality of Bank 

Indonesia. 

When the deposit rate rises, people will tend to save their money in banks 

and the money supply decreases. On lending rates, rising interest rates will 

stimulate businesses to reduce investment due to the higher cost of capital. It will 

dampen economic activity and ultimately reduce inflationary pressures. 

Conversely when deposit rates fall, people's desire to save money in the bank will 

decline. This condition leads to an increase in the money supply which will 

further enhance public transactions. On lending rates, lower interest rates will 

stimulate an increase in demand for credit from businesses because of the low cost 

of capital. In this condition, the sluggish state of the economy will soon increase. 

The additional liquidity in the community to trade will be offset by increasing 

production in the businesses and it will ultimately increase economic activity. 

 

2.3 Money Supply 

According Iskandar (2007) money supply is the total amount of money 

spent by both the central bank's official form of currency, as well as demand 

deposits and quasi-money (savings, foreign exchange, deposits). According 

Sukirno (2000) states that the money supply is all kinds of money in the economy, 

which is the sum of currency in circulation plus demand deposits in commercial 

banks. Sukirno, 2000 distinguishes money supply into two senses, namely: 

 

1. In a narrow sense 
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Money supply (M1) is currency in circulation plus demand deposits owned 

by individuals-individuals, corporations, and government agencies. 

2. In broad terms 

Money supply (M2) is included money in circulation, demand deposits 

and quasi-money. Quasi money consists of time deposits, savings deposits, 

and accounts (savings) privately owned domestic foreign exchange. 

In accordance with research Nilawati in Prayitno et al (2002) stated that 

the money supply, M1 (money in the narrow sense), consists of currency outside 

banks and demand deposits, and M2 (money in the broad sense) consists of M1 

plusquasi-money. Currency (currencies) is money that is issued by a government 

or central bank in the form of bank notes or coins. Furthermore, according to 

Subagyo in Prayitno et al, 2002 states deposits money is money that is issued  by 

a commercial bank, for examples of checks, giro. While quasi money includes 

savings deposits, time deposits, and foreign currency accounts. 

Gotthelf (2003) stated that if money supply is expressed as three numbers 

referenced as M1, M2, and M3. These three expressions have different velocities 

presumed transaction. M1 is cash in circulation plus primary bank deposits called 

demand deposits. M2 includes savings deposits. The US savings and loan crisis 

considers M2 as a relic, as banking is structurally supposed to give more 

flexibility savings deposits. Thus, the money supply is the amount of money 

circulating in an economy. However, the money supply is the total value of 

money in the hands of the people, while the money in the hands of the banks are 

not counted as money supply (Rahardja and Manurung, 2008:112). This variable 

was measured using the money supply in a broad sense (M2) including the 



 

 

18 

amount of currency, demand deposits and quasi-money which was published by 

Bank Indonesia every month. There are several theories regarding the money 

supply: 

1. Moneteris Theory 

Moneteris theory is a theory of the refinement of the quantity carried by 

classical economists. This theory emphasizes the importance of the role of money 

and the community's expectations of rising prices that could trigger inflationary 

pressures. This theory believed that inflation will occur if the addition of money 

volume issurplus and the movement of inflation determined by the community's 

expectations is anticipated to rise in the future. Thus, theory believed that quantity 

is the most influential factor of price, any changes that occur in the economy is the 

amount of money circulating in the community. Fisher in Mankiw (2003) 

describes this relationship through the following equations: 

M x V = P x Y 

M is the money supply, V is the velocity of money turnover, P is the price 

level and Y is the output. In the equation, P proportional with M and y. Because 

of changes in V is considered a constant, then the increase will have an impact on 

money supply and rise in price levels. 

Moneteris theory stated that the central bank has the highest control over 

inflation. If the central bank controls the growth of money supply to remain 

stable, the price level will also be stable. But if central banks add volume money 

supply hastily, then price level will increase rapidly and resulted in the rise of 

inflation (Nanga, 2005). So, moneteris theory perceives inflation as a monetary 

phenomenon. In the long run growth rate of the money on an ongoing basis, when 
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all the adjustments made, will cause a similar rise in the inflation rate. Inflation 

rate is equal to the growth rate that adjusted to the trend growth of real income. 

The presence of disturbances other than money growth shock (e.g. turmoil offers) 

also affect inflation and money in the long run have a real impact (Thanh, 2008). 

 

2. Keynes Theory 

 The premise Keynes theory stressed that inflation happens because people 

want to live outside the limits of its economic capacity, causing the effective 

demand of goods (aggregate demand) exceeds the number of available items 

(aggregate supply). Excess demand leads to the emergence of inflationary gap. 

Aggregate supply limitations occur because output cannot be increased in a 

relatively short time to compensate for the increase in aggregate demand. In this 

theory, the movement of inflation is likely to rise in the short term because of the 

change in output relatively fixed in the short term. Keynes revealed that money 

supply is not the only determinant of the price level. In the short term, the level of 

prices was also influenced by the consumption expenditures of households, 

investment spending, government spending, and taxes (Nanga, 2005). 

On the basis of the previous description, Keynes is used to describe the 

phenomenon of inflation in the short term refering to the quantity theory. Keynes 

stated that turnover (V) is not constant and varies. When more people holding 

money (money supply increases), then society tends to increase transactions and 

demand a larger output deals. But because of limited output in the short run, the 

increase in demand will only trigger a price increase. In other words, the addition 

of money supply in the economy can increase inflation (Nanga, 2005). 
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2.4  Inflation 

Inflation is the increase in the prices of goods continuously for a certain 

period. If the increase happens one time only (although with a fairly large 

percentage) is not an inflation (Waluyo, 2003: 167). According to Sukirno 

(2000:339) the country's inflation will affect the stability of the country's economy 

because: 

a) High inflation rates affect domestic production level and weaken the 

production of export goods. The high inflation rates increase resulted in low 

production level as the demand for goods is declining. 

b) Inflation leads to a rise in prices of goods and labour wages, prices and cost 

calculation of goods and lift up the local products price. On the other hand 

the decrease of the community purchasing power, especially low incomes 

people, will result in not all material is sold out. Inflation causes the rise in 

the selling price of the export goods production, and affects the balance of 

payments. 

A price increase in inflation can be measured using a price index. There 

are several price indices that can be used to measure the inflation rate such as: 

1. The Consumer Price Index (CPI). This index is used to measure the cost or 

expenditure of households in buying a number of goods for the purposes of 

the necessities of life. 

2. The Producer Price Index (PPI). This index is focused on measuring the large 

treading such as the price of raw materials, raw materials, materials or semi-

finished. Deflator is a type of index that is different from the CPI and PPI 

index, which includes index number of goods and services in the GNP. 
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According to Maqrobi and Pujiati (2011) the inflation cause can be 

distinguished into: 

1. Demand-pull inflation. It is an inflation arising from excessive society 

demand on a wide range of goods and services; 

2. Cost push inflation. This inflation occurs due to the increase of production 

cost; and 

3. Inflation mixed inflation. The inflation cause is a mixture or a combination of 

demand-pull and cost-push inflation. 

Regarding the demand inflation, there is a tendency for output increased in 

line with the General increase in prices. Supply unavailablity increases this 

output, although it depends on the elasticity of aggregate supply curve. Whether it 

is getting closer to the maximum output of the elastic curve or not. On the 

contrary, in term of cost inflation, rising prices is accompanied with decline in 

sales of goods (lethargy effort). Other differences from both the process of 

inflation is on the order of price increases. The demand inflation price goods final 

(output) increases precedes the rise of input goods price and the factors of 

production price. In contrast, in the cost push inflation, rising prices of input 

goods and factors of production prices ahead of the increase in prices of goods. 

Apart from previous causes, inflation can also be differentiated based on 

their origins which are classified into: (1) Inflation from domestic inflation and (2) 

Inflation from foreign inflation. Domestic inflation arises because of  budget 

deficit, such as: printing new money, crops, natural disasters, pricing policy 

changes due to seasonal factors as the Government, religious celebration, 

speculative stockpiling goods.These actions could disrupt the availability of goods 

as well as the public's expectations of the impending inflation. Futhermore, the 
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inflation that comes from abroad is inflation that occurs due to the rise of 

commodity prices abroad (in trading partner countries) or the depreciation of the 

exchange rate. Rising prices of goods that we import resulted in an increase in the 

cost of living index, since most of the items included in come from import, and , 

indirectly, raise the price index over the rise in the cost of production of various 

goods that use raw materials or imported machines. 

In general, the theory of inflation can be classified into four groups. Each 

theory highlights certain aspects of the process of inflation. Although, it is not a 

complete theory of inflation which includes all important aspects of the 

explanation on process of the inflation. In detail, the theories of inflation that will 

be discussed are the theory of quantity and the Keynes post-structural theory. 

First, the Quantity Theory highlights the process of occuring inflation 

from two aspects, namely the money supply and psychology or expectation 

community about rising prices. The core of the theory is as follows: 

a) Inflation only occurs if there is a volume increase of money supply. Without 

any increase in the money supply, events like failed crops will only raise 

prices temporarily (temporary in nature). Within the framework of this 

theory, the addition of the money supply fuels for the onset of inflation. 

Conversely, if the amount of money is not added to, inflation will stop by 

itself, regardless of the initial cause of the occurrence of the price increase. 

b) Inflation rate is determined by the rate of additional money supply and the 

community's expectations about future rising prices. In this case, there are 

three (3) things that might happen. 

The first reason, the circumstances in which the society does not (or not 

yet) expects prices to rise in the coming months. In these conditions, the increase 
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in the money supply doesnot (or only a few) cause a rise in aggregate demand, 

which means, it does not give rise to inflationary means. For example, the 

increase in the money supply of 10% is only followed by increases in the prices of 

1%. This situation typically occurs when inflation is still only in the beginning 

and society does not yet realized that inflation is currently underway. 

The second reason is the state of society where (on the basis of experience 

in previous months) is beginning to realize that inflation is on going. In this 

condition people begin to comprehend that the prices is rising, and the addition of 

the money supply will be use for purchasing goods. This happens because people 

tried to avoid losing, if they are holding cash. Society as a whole, it means that if 

the demand on public goods increase, prices of goods are too. If people predict 

that prices will rise in the future, then rise of the money supply, say of 10 %, may 

be followed by increase of goods prices reaching 10 % as well. 

The third reason, circumstances that occur on stage cause more severe 

inflation or hyper inflation. In this State, people have lost confidence in the value 

of the domestic currency. People tend to predict that things will deteriorate, which 

is the rate of inflation in the coming months will be greater. At this state is 

characterized by increasing rapid money circulation. In these circumstances, the 

increase in the money supply, say by 20% will result in rising prices > 20%. 

Secondly, the Keynesian theory of inflation is based on the macro theory. 

According to this theory, inflation occurs because some people want to live 

beyond their economic capabilities. The process of inflation, according to this 

view is a part of the process of the struggle for sustenance among social groups 

who want a greater share than can be provided by the society. The process of 
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usurping finally translated into a state in which people’sgoods request always 

exceeds the quantity of wares production capablity, so it arises the so-called 

inflationary gap. Inflationary gap arises because on one side of society have 

succeeded in changing their will goods demand to be effective, in other words, 

they have successfully obtained funds to deliver what they wanted. However, 

theavailable quantity of wares (or capable of being produced) is insufficient to 

meet a demand of those societies. This condition eventually causes the price 

increases. Therefore, when people have successfully obtained their funds back to 

realize their will, then price increase will last. This process will stop if part of the 

society cannot obtainthe fund back to deliver what they wanted. 

Third, structural theory is inflation theory which is based on the 

experience in American Latin countries. This theory emphasises on rigidities that 

occurs in developing countries economic structure. According to this theory, there 

are two mains stiffness in the developing countries economic structure that can 

cause inflation, which are: 

1. Stiffness acceptance on the export.The export value tends to grow slowly 

compared to growth in other sectors. The slowness of this export growth 

may also mean a slow ability to import required goods, both capital and 

consumer goods. As a result, the country was forced to encourage import 

substitution strategy. These import substitution policies often lead to higher 

production costs, which have an impact on the high prices of goods 

produced. When the process of substitution of imports is more widespread 

then increase production costs also further extends to a wide range of goods. 

So, if the goods price rises, it will ultimately cause the onset of inflation. 
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2. In flexibility of the home foodstuffs productions. In this case, the foodstuffs 

production growth in domestic is not as fast as the additional population and 

income per capita. So that domestic food prices tending to increase and 

exceeds other goods increasing prices. Next, it will encourage the demandon 

employee will increase the number of wages. Rising wages means an 

increase in cost of production which means also goods price increase. The 

rise in the price of goods may result in the emergence of demands for wage 

increases again, and wage increases would then be followed by a rise in 

prices, and so on. This process will stop automatically if the price of 

foodstuffs does not keep ascending. But due to a structural factor of 

yesteryear, then the process will continue giving rise to inflation spiral.  

Forth, inflation expectations can be broadly defined as economic agents’ 

belief or views or perceptions about inflation in the future. As humans, our minds 

cannot escape thinking about the future. In a market economy, almost every 

economic entity is affected by inflation in some way or other. Hence, it is 

reasonable to surmise that people form their expectations about inflation.   

According Mohanty, 2012 The first is a variant of adaptive behavior where 

in expectations are formed by extrapolating the past and current experience into 

the future. Apart from the past experience, people do factor in new generally 

available information. For example, in our case if the monsoon rains are deficient 

people may expect higher food inflation and, hence, higher overall inflation. At 

the same time, economic agents learn from their past errors in projecting inflation 

and take that into account in forming their expectations. However, people may not 

change their expectations continuously, but may stagger their revisions 

periodically. The key feature of these variants of inflation expectations is that it is 
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largely backward looking. The second way of forming inflation expectations in a 

forward-looking manner is rational expectations. If the economic agents are 

forming their expectations after processing all available information and also 

factoring in the reaction function of the monetary authority, it could be considered 

as rational. In practice, economists derive value of expectations from complex 

rational expectations models. 

According to Dornbusch, 2004 that economic agents form expectations of 

inflation based on adaptive expectations and rational expectations. Rational 

expectations is the optimal prediction of the future by using all the available 

information. Rational is an action that is logical for achieving goals based on 

available information. 

In terms of practice, a steady and low inflation combined with well 

anchored inflation expectations helps the monetary authority in achieving the 

other objectives of monetary policy such as economic growth and financial 

stability. The state of inflation expectations greatly influences actual inflation and, 

thus, the central bank’s ability to achieve price stability. if the public experiences 

a spell of inflation higher than their long run expectation, and their long run 

expectation of inflation changes little as a result, then inflation expectations can 

be considered as well anchored. If, on the other hand, the public reacts to a short 

period of higher than expected inflation by marking up its long run expectation 

considerably, then expectations are poorly anchored. Price rises reduce the real 

purchasing power of individuals.  

Thus, if inflation is expected to be persistently high, workers bargain for 

higher nominal wages to protect their real income. This creates a pressure on 
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firms’ costs and they may in turn increase prices to maintain their profits. 

Independently, the producers’ own inflation expectations also affect inflation 

directly by influencing their pricing behavior. If companies expect general 

inflation to be higher in the future, they may believe that they can increase their 

prices without suffering a drop in demand for their output. In economic models 

with rational expectations, the inflation expectations, and hence inflation itself, is 

an equilibrium outcome, strongly influenced by the public’s beliefs about the 

policy rule followed by the central bank. Following this insight from the rational 

expectations tenet, central banks increasingly communicate their policy reaction 

function in terms of possible paths for inflation expectations and by establishing 

inflation targets, attempting to anchor the public’s long run inflation expectations. 

Since uncertainty about future inflation affects households’ purchase decision, 

price stability is described as an environment where economic agents need not 

take into account uncertainty about future inflation in their decision making. 

 

2.5 Relationship Between Deposit Interest Rate, Money Supply and 

Inflation on Household Consumption 

There are many reasonswhich lead macroeconomic analysis to consider 

household consumption in depth. The first, households consumption provide 

income to the National Income. In most countries, consumer spending accounts is 

around 60-75 percent to national income. The second, household consumption 

have an impact in determining the fluctuations of economic activity time  to time 

(Ragandhi, 2008). So the need to pay attention to the influence of some 
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macroeconomic variables on household consumption is in accordance with the 

following phenomena: 

The money over supply in the community will have a negative impact for 

the economy. This indicates that the economy is not good, weakened by the US 

dollar exchange rate, rise inflation in the country (Nofiatin, 2013). So one of the 

ways to control inflation which the Indonesian banks take, is raising interest rates. 

This is aimed at absorbing excess liquidity in the community. The amount of 

money circulating in the community will eventually lead to inflation, which will 

affect people's consumption on the number of goods prices and services. This later 

will affect the level of purchasing power. This research is supported by Persaulian 

et al(2013) entitled with Analysis of Public Consumption in Indonesiaon 

generating significant effect between inflation and the money supply in one period 

with interest rates. 

According Pratomo (2010) states that there is co-integration relationship 

between money supply, inflation and economic growth. It is believed that the 

amount of money circulating in the community have a relationship with inflation 

and this will have an impact on consumer spending and will affect economic 

growth. 

According to NurErmon (2012) mentions that in the event of an increase 

in consumption, exchange rate (depreciation) and the money supply, while interest 

rates will have an impact on riseof inflation and vice versa. If a decline in 

consumption, the exchange rate (appreciation) and the money supply, the rise in 

interest rates will have an impact on reducing inflation. This is in line with the 

Pratiwi research (2012), which states that there is a relationship between interest 
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rates, money supply and household consumption as well as the contribution to 

inflation. 

Furthermore, Nofiatin research (2013) states that there is a positive 

relationship between the interest rate for inflation. This is in line with the results 

of her research that the deposit rate is an instrument that can be used to control 

inflation in accordance with the target inflation. Furthermore, when the level of 

inflation is low and stable, then the deposit rate can be set at a low level in order 

to boost economic activity in the real sector.Thus, it is an effective way of 

maintaining the stability of the inflation as it is able to affect the level of 

consumption. With the high interest rates, inflation will be low and make the 

lower purchasing power people would prefer to save rather than use the money for 

consumption and vice versa. 

 

2.6 Previous Research 

There are several empirical review relevant to the issues raised in this 

research. In accordance with several previous studies, that the interest rate, money 

supply, and inflation, have an influence on consumption. Then the deposit rate, 

the money supply and inflation may affect consumer spending paattern in 

Indonesia. This is the underlying concept which writer takes for the research on 

the analysis of the effect of interest rates on deposits, the money supply, and 

inflation on consumer spending in Indonesia from 1983 to 2013. 

The next decription will describesthe previous studies in accordance with 

the variables of the study, as follows: 
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Table 2.1 Previous Research 

NO NAME / YEAR TITLE RESEARCH PURPOSES METHOD RESULT 

1 Arsad Ragandhi, 

2008 

 

The influence of national 

income, inflation and deposit 

interest rate of consumption 

society in Indonesia. 

Knowing the influence of National Income 

variable, inflation and interest rates of 

deposits of Consumption society in 

Indonesia. 

ECM (Error Correction 

Model).  
1. National Income significantly has  

positive effect on consumption in 
the long term and no significant 
effect on consumption in the short 
term. 

2. Deposit Rate has significant 
negative effect on consumption in 
the long term and no significant 
effect in the short term. 

3. Inflation has significant positive 
effect on consumption in the long 
term and no significant effect in 
the short term. 

4. Simultaneously, the National 
Revenue, Deposit Interest Rate 
and Inflation jointly influence on 
consumption. While in the short 
term National Income, Inflation 
and Deposit Interest Rate not 
significant to the Public 
Consumption. 

2 Baginda Persaulian, 

Hasdi Aimon, Ali 

Anis/ 2013 

Analysis of consumption 

society in Indonesia 

To identify and analyze: 

1. Consumption period before the 
current period income and 
disposable income period 
consumption level in earlier in 
Indonesia. 

2. Period of disposable run income, 
the income from the previous 

Two Stage Least Square 

(2SLS) Method. 
1. There was significant influence 

between the consumption of the 
previous period, the revenue of 
the current period and disposable 
income with levels of 
consumption in Indonesia. 

2. There is a significant influence 
among the current earnings 



 

 

32 

period, level of consumption period, 
consumption and the current 
interest rate on the savings period 
is currently in Indonesia. 

3. Inflation and the money supply in 
the current period interest rates 
Indonesia 

4. Income taxes in the current period 
against Indonesia. 

period, revenues from the 
previous period, consumption 
previous period consumption 
walks together toward the period 
interest savings in Indonesia. 

3. There is significant influence on 
the period inflation and the 
current money supply periods 
together towards interest rates in 
Indonesia. 

3 Ermon Muh. Nur, 

2012 

Consumption and Inflation of 

Indonesia. 

To analyze and observe: 

1. The influence of income, inflation, 
interest rates and inflation the 
previous period consumption in 
Indonesia. 

2. The effect of the consumption, level 
of interest rates and level of 
exchange and the money supply to 
Indonesia's inflation. 

Simultaneous equation models 

through a two-stage Least 

Squared methods (TSLS). 

1. Inflation, disposable income, 
interest rates and consumption of 
the previous period have a 
significant effect on consumption 
in Indonesia. 

2. The interest rate does not 
significantly influence 
consumption in Indonesia. 

3. Consumption, interest rates, 
exchange rates, and money supply 
have a significant effect on 
inflation in Indonesia. 

4  (Ardianing Pratiwi)  

,  

 

Determinants of inflation 

Indonesia: analysis of long 

term and short term 

Research analyze the determinant of 

inflation will either in long-term and short-

term 

Vector Error Correction Model 

(VECM). 
1. Shows the long-term inflation in 

Indonesia is influenced 
significantly by the four 
independent variables, namely the 
BI rate, money supply, exchange 
rate and domestic consumption. 

2. All variables have a negative 
effect, except for a positive 
relationship indicated by the 
variable exchange rate. 

3. In the short term, the increase in 
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the BI rate and exchange rate 
depreciation has a significant and 
positive effect on the rate of 
inflation. Based on the results of 
the IRF, inflation responds quickly 
to changes in the four variables, 
one period after the shock 
appears. 

4. Variance decomposition indicates 
that, in a sequence of inflation is 
influenced by the contribution of 
changes in interest rates, 
exchange rates, money supply and 
household consumption. 

5 Theodores Manuela 

Langi, 

VeckyMasinambow

, HanlySiwu/2014 

Analysis of Effect of Bi 

Interest Rate, Money Supply, 

Against Exchange Rate and 

Inflation Indonesia. 

To determine the effect of BI Interest Rate, 

Money Supply and the Exchange Rate of 

Inflation in Indonesia. 

Use error correction model 

Engle-Granger (ECM-EG) 
1. SBI positive and significant effect 

on the rate of inflation in 
Indonesia. 

2. The money supply is negative and 
significant effect on the rate of 
inflation in Indonesia 

3. Exchange rate and no significant 
positive effect on the level of 
inflation in Indonesia 

6 Wahyu Ario 

Pratomo, 2010 

The analysis of Causality 

Between Granger And the 

money supply, inflation, 

economic growth in 

Indonesia. There is a 

relationship between variables 

Granger used, the money 

supply, inflation, economic 

growth 

To analyze the relationship of causality 

between money supply, inflation, 

economic growth in Indonesia, both in 

short-term relationships and long term 

during the period 1970-2008 

Cointegration test method, 

Vector Error Corection Model 

(VECM), dan Granger 

Causality Test 

1. There is a cointegration 
relationship between the 
variables used, the money supply, 
inflation, economic growth. 

2. While the Granger Causality Test 
shows unidirectional relationship 
between the money supply, 
inflation, growth economists 
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Source: various sources of processed 
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The matrix above has put forward the relationship between interest rates, 

money supply, inflation on consumer spending. This notion is also supported‘s 

Nofiatin research finding (2013) with the title "Relationship of Inflation, Interest 

Rate, Gross Domestic Product, Exchange Rate, Money Supply, and Composite 

Stock Price Index (CSPI) Period 2005-2011" that states that there is a co-

integration relationship between inflation and stock index negative, whereas a 

positive relationship is found on the co-integration between interest rates and 

exchange rates, with CSPI. However, this study nullifies co-integration 

relationship between GDP and the money supply, with CSPI. In addition, there is 

a one-way causal relationship between inflation, GDP, and the money supply, 

interest rate, and the GDP by the money supply, and the exchange rate with CSPI. 

While according to Hutagalung and Nasution (2013) in his research with 

the title “Analysis the Elasticity of Demand for Credit Consumption in North 

Sumatra” using Ordinary Least Square (OLS) method. The research found 

simultaneous interest rate credit consumption, GDP per capita, and the rupiah 

exchange rate against the dollar have statistically significant effect on credit 

consumption demand in Northern Sumatra. The presupposition on credit interest 

rates of having a negative influence on the consumption demand of consumption 

credit in North Sumatra was not significant. The elasticity of demand for credit 

consumption in North Sumatra is inflexible with respect to interest rates of credit 

consumption. While, GDP per capita has a positive influence on the demand for 

credit is a significant consumption of North Sumatra. Furthermore, the elasticity 

of demand for credit consumption in North Sumatra is sturdy in respect to GDP 
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per capita. Rupiah exchange rate against the dollar had a negative influence on 

demand for credit consumption in north Sumatra. 

Nurhuda et al, 2013 in his research entitled with “Analysis consumption 

and economic growth of West Sumatra” using Two Stages Least Square method 

(TSLS) in generating economic growth, the consumption of the previous period, 

disposable income, and interest rates are significantin contributing to the number 

of consumption in West Sumatra. But in a partial interest rate has no effect on 

consumption. Consumption capital and labor partially contribut to the economic 

growth of  Western Sumatra. 

Sangadji (2007)in his research entitled with "Household Consumption 

Function In Indonesia (Error Correction Model Approach)" using the Error 

Correction Mechanism (ECM) that generates a positive relationship between the 

level of consumption by income level. Where household consumption will 

continue to increase if there is an increase in the level of income. While interest 

rates negatively affect household consumption levels. This implies that 

households will reduce consumption and choose to save when there is an increase 

in interest rates. 

According to previous studies elaborated above, it can be concluded by the 

position of the authors that there are more research inclining Ragandhi (2008) and 

Sangadji (2007) studies which believes on the influence of interest rates, money 

supply and consumption.Furthermore, these studies setting is in Indonesia and 

using the same method as the author that is Error Correction Mechanism (ECM). 

Therfore, the authors decides on analyzing the influence of interest rates, money 

supply, inflation on consumer spending in Indonesia. The variable interest rates 
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on deposits, the money supply and inflation together are oredicted to have affect 

on private consumption in the short term and long term. 

 

2.7 Framework 

Based on the previous explanation, it can be drawn one thinking frame 

which illustrates the concept on this research and to support the process of 

analysis on the variables of the study. The framework is as follows: 

 

Figure 2.1 

Conceptual Framework 
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illustrates the changes in variable interest rates on deposits, the money supply and 

inflation affect changes in the level of consumption in Indonesia. So from the 

above framework chart, it can be derived that the first independent variable is the 

deposit interest rate that has an influence on household consumption in Indonesia. 

It occurs when the deposit interest rate increases then the household consumption 

will decrease, because people would choose to save money in the bank to earn 

more profit. Conversely, if the deposit interest rate down then household 

consumption will go up, because people will spend more money for consumption 

purposes. 

As for the second independent variable is the money supply effect on 

household consumption. As it can be seen that when the money supply on society 

increases, the level of consumption also increased. This means that the people 

have more money for consumption purposes. Conversely, if the amount of money 

circulating in the community who are down, then the rate of consumption is also 

decreased. 

Then, for third independent variables, is inflation. It also has significant 

influence on household consumption. If inflation is there, household consumption 

will decrease because the price of goods will tend to increase. If deflation occurs, 

the household consumption will increase because the price of the goods are 

decrease or cheap. 

Independent variables that have been described previously have an effect 

on the dependent variable in the short term and long term. After a change in 

deposits interest rates (DEP_IR), money supply (M2), and inflation (INF), the 

changes will affect household consumption (CON) in Indonesia. Furthermore, it 
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will have a direct impact to the consumption society in the short term and long 

term. So that the results of the above framework will determine its effect of each 

independent variable on the dependent variable in the short term and in the long 

term using Error Correction Model (ECM). This is in accordance with the testing 

performed by the researchers based on existing theories. 

 

2.8 Hypothesis 

Based on the thinking framework as well as considering the results of 

previous research, then the hypothesis can be formulated as follows: 

1. Deposit interest rate is considered to have a negative significant influence on 

household consumption in Indonesia in the short term and negative 

significant influence in the long term during 1983-2013. 

2. The money supply is considered to have a positive significant influence on 

household consumption in Indonesia in the short term and positive 

significant influence in the long term during 1983-2013. 

3. Inflation is considered to have a negative significant influence on household 

consumption in Indonesia in the short term and positive significant 

influence in the long term during 1983-2013.  
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CHAPTER III 

RESEARCH METHODOLOGY 

 

 

3.1 Types of Research 

In this study the researcher employs quantitative research method with the 

descriptive approach. A quantitative method is intended to elaboarte the 

magnitude of the variable within the context. The variables are arranged in a 

model to be estimated using regression analysis. The result of this process will be 

the expected data in describing the discussed matter. Furthermore, the data used in 

this study is secondary data which are collected from compiled and published 

information of certain agencies. This data collection was conducted through 

census in a form of data time series from 1983 to 2013 in Indonesia. Data are 

obtained from World Bank 

 

3.2  The Definition of Operational Variable 

The definition of operational variable is a definition given to a variable to 

give meaning, or specific activity or operational needed to set up variables 

(explained, 2003). Variable is defined as an object of research observation or 

factors which have roles in the researched phenomenon. The variables used in this 

research are: 

a) The dependent variable in the structural model: Household Consumption (CON). 

b) The independent variable in the structural models: 

Deposit Rate (DEP_IR), Total Money Supply (M2), inflation (INF). 
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1. Consumption 

Public household consumption/expenditure is one of macro economics 

variables. In the National Income Identity, according to the expenditure approach, 

this variable is often denoted with the letter “C”, the initials letter of consumption. 

In the aggregate, macro consumption expenditure is a direct proportion of national 

income. In short, the greater income means the greater consumption expenditure. 

The comparison between the total number of the additional expenses with the 

income consumption is refered as passion for craft which consists of marginal 

consumption activities (Marginal Propensity to Consume) MPC. 

 

2. Deposit Interest Rate 

Consumption is influenced by the level of bank’s interest rate through a 

deposit. Interest Rate, Sunariyah (2010), is the price of the loan which is 

expressed as a percentage of base currency per unit of time. Interest is a measure 

of the price of the resources used by the debtor to be paid to creditors. The 

functions of the interest rate according to Sunariyah (2010) are: 

a) As the appeal for savers who have more money to invest, 

b) The interest rate can be used as a monetary tool in order to control the 

supply and demand of money circulation in an economy. For example, the 

government supports the economic growth of a particular industry sector 

where companies from the industry will borrow funds, the government gave 

a lower interest rate than other sectors, 

c) The Government may utilize interest rates to control the money supply. This 

means, the government can regulate the circulation of money in an economy 

using this tools. 
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At higher interest rates, people are more compelled to sacrifice or reduce 

spending on consumption in order to increase savings (Suparmoko, 2002). 

Logically, if the interest rate is high, people will save more money in Bank, 

consequently, the less money will be spent for consumption purposes. Conversely, 

if the interest rate is low, less people save money in the bank. Thus the higher the 

money will be spent for consumption purposes. 

 

3. Money Supply 

The money supply is the amount of money in circulation in economy. The 

amount of money in circulation is the overall value of the money in the hands of 

the community, while money in the hands of banks is not counted as money 

supply (Rahardja and Manurung, 2008). Thus, money supply (M2) is the amount 

of money that actually is in the hands of the community. This variable is 

measured with the use of the money supply in the broad sense. M2 includes the 

amount of money in currency, demand deposit and quasi money that is published 

Bank Indonesia every month. 

 

4. Inflation 

The simple definition of inflation is the tendency of prices to increase 

continuously. In the event of very high inflation, consumption will decline due to 

rising prices of goods. Conversely if there is deflation, then consumption will rise 

because prices of goods are down. The increase in prices of goods such as 

seasonal increases in the price of goods at the Idul fitri, Christmas and New Year 

could be called inflation. If prices are largely regulated by the Government, the 
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prices are constantly raising like subsidized goods. If the Government is no longer 

able to provide subsidies for such articles then that a real inflation will happen. 

 

3.3 Data Analysis Methods 

The analysis method used in this study is error correction model (ECM). 

Error correction mechanism/model (ECM) is developed by Engle and Granger. It 

functions as a means of reconciling the short-term behavior of an economic 

variable with its long-term behavior. An important theorem, known as the 

Granger representation theorem, states that if two variables Y and X are co-

integrated, then the relationship between the two can be expressed as ECM, 

(Gujarati, 2003). There are several requirements that must be met for using the 

ECM method. First, at least one of the variables used are not stationary at level 

degree. Secondly, the equation used should have a co-integration relationship. 

Third, the equation used is univariate (only independent variable that affects the 

dependent). If all three requirements are met, then the ECM method can be used 

in analyzing the existing problems.  

On the basis of theory and data, this study uses several stages of analysis, 

such as: 

1) Unit-Root Test. It is to analyze whether the data used contain a unit root or 

not. It is to know whether the data is stationary or not. 

2) Degree of Integration Test. It is to find out how many times the variables 

used must be in-difference to produce a stationary variable. 

3) Co-integration Test. It is to determine whether the variables studied have a 

relationship with each other in the long term. 
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4) Analysis of Error Correction Models. It is to analyze the effect of the 

variables in the short term. 

5) Classical Assumption Test. It is to test whether the model generated passes 

the classic assumption test normality, heteroscedasticity and 

autocorrelation. 

 

3.4 Error Correction Model (ECM) 

The co-integration regression only considers the long-term linkages 

between the level series of variables, while the Error Correction Model (ECM) is 

developed to measure any dynamic adjustments between the first differences of 

the variables. ECM was first introduced by Sargan, later developed further by 

Hendry and eventually popularized by Engle Granger. ECM has a number of uses, 

but the most important for the use of econometrics is in addressing the problem of 

time series data that are not stationary and spurious regression issues. In addition, 

the ECM can also analyze economic phenomena in the short and long term to 

explain the explanatory variables. So, the appropriate model to describe data time 

series which are not stationary is ECM. 

Error Correction term (ECT) should be negative and significant, because it 

indicates it moves back toward equilibrium. As a positive sign of ECT indicates 

movement away of equilibrium. The ECM model is expressed below. 

 

                                                      

                     

Where: 

∆   : First difference 
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      : Consumption in the period of t 

        : Deposit Interest Rate in the period of t  

     : Money supply in the period of t 

      : Inflationin the period of t 

       : The error correction term  

    : A white noise error term 

 

3.5 t-Test (Partial Test) 

 Hypothesis testing is another test commonly carried out in regression 

model. Classical hypothesis testing involves specifying a hypothesis to test. This 

is referred as the null hypothesis, and is labeled as H0. It is compared to an 

alternative hypothesis, labeled H1. A common hypothesis test is whether H0: β = 0 

against H1: β ≠ 0. Hypothesis test comes with various levels of significance. The 

level of significance that is commonly used in regression model is 5% level of 

significance. In other words, the 95% confidence interval, which gives an interval 

where we are 95% confident β will lie.   

 Koop (2009:79-80) stated that one way to test whether β = 0 is to look at 

the confidence interval for β and whether it contains zero. If it does not contain 

zero, the hypothesis that β = 0 is rejected. In other words, X has significant 

influence on Y. Most common statistical software packages print out something 

called a P-value automatically. If the P-value is less than 5%, it can be concluded 

that β ≠ 0 or X has a significant influence on Y. Yet, if the P-value is 5% then it 

can be concluded that β = 0 or X does not have significant influence on Y. 
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3.6 F- Test (Simultaneous Test) 

 The F-test is called as simultaneous test because it is used to test whether 

the change in R
2
 is significant by using an F-ratio. Koop (2009:84) states that if R

2
 

= 0, then X does not have any significant influence on Y. Therefore, the test of the 

hypothesis R
2
 = 0 can be interpreted as a test of whether the regression explains 

anything at all. 

 Most common statistical software also calculates a test statistic for F-test. 

So, it does not necessary to compare it with the critical value taken from statistical 

tables. The interpretation of the P-value of F-test is the same as t-test. If the P-

value for the F statistic is less than 5% of the level of significance, it can be 

concluded that R
2
 ≠ 0 or variable X simultaneously has significant influence on Y. 

However, if it is greater than 5% level of significance, this implies that R
2
 = 0.  

 

3.7 Classical Assumption Test 

a) Normality Test 

The normality assumption test is aimed to test whether confounding 

variables in the regression model (residuals) are normally distributed or not. To 

detect whether the residuals are normally distributed or not, it can be seen through 

Jarque Berra test. Residual is considered normal if the prob. > level of 

significance (α) 

 

b) Heteroscedasticity Test 

Heteroscedasticity assumption is used to determine whether residual has 

homogenous variance or not. Heteroscedasticity assumption test is expected that 
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residual has homogenous variance. Heteroscedasticity test can be done using 

Glesjer test. Test criterion states if all probability (Obs*R
2
) > level of significance 

(α=5%), then it can be stated that residual spreads randomly or has a homogenous 

variance, thus heteroscedasticity assumption is fulfilled. 

 

c) Auto Correlation Test 

Auto correlation is used to detect whether observation of residual is 

correlated or not, and it is expected not being correlated. Auto correlation test in 

this study is using Lagrange  Multiplier test. If the Obs*R
2 

> level of significance, 

then observation of residual is not correlated or autocorrelation assumption is 

fulfilled. 
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CHAPTER IV 

FINDINGS AND DISCUSSIONS 

 

 

4.1 General Description 

Indonesia's economic condition is getting better every year. According to 

the data issued by Badan Pusat Statistik (BPS) 2014, Indonesia's economy in 2013 

grew by 5.78 percent compared to the year 2012, in which all sectors of the 

economy experienced notable growth. One of the sectors influencing the 

economic growth is the household consumption, which also indicates family 

welfare. Society’s with a greater proportion of expenditure on food consumption 

indicate that low-income households. The higher income level of the society, the 

smaller proportion of expenditure on food. In other words, the public will be more 

prosperous if the percentage of food expenditure is much smaller than the 

percentage of non-food expenditure. 

Household consumption is the largest contributor to GDP as well as 

toward the development of Indonesia's economy because any changes in the level 

of consumption will affect the economy. 

 

4.2 Household Consumption in Indonesia during 1983-2013 

Consumption in the year 1983 up to 1987 increased. In the following year, 

however, it decreased by IDR 381.76 trillion and rose back in 1997. The next two 
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years, it decreased again to IDR 806.10 trillion, and followed by a significant 

increase until the year 2013 with the amountof IDR 1518.39 trillion. 

Figure 4.1 

Households Consumption in Indonesia Year 1983-2013 (in IDR trillion) 

 

Source: secondary data, modified 

 

Household consumption had the highest value in 2013 (amounted IDR 

353.96 trillion), while the lowest occurred in 1983 (amounted IDR 353.96 

trillion). 

 

4.3 Deposit Interest Rates in Indonesia Year 1983-2013 

The deposit rates in Indonesia from 1983 to 2013 showed a fluctuating 

over time. The rates in 1983 to 1985 increased significantly by approximately 

18%, but in the next year it decreased to 15.39% and increased again to 18.63% 

by the year 1989. In the next two years, the rates decreased and increased in 

sequence up to 23.32%, followed by a significant decline until 1995 for 12.53%. 

In 1995, the deposit rate increased very significantly, and by the year 1998 it 
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amounted up to 39.06%. A significant decline occurred in 2001 at 12.50% and 

was stable in the following year with an average of 9.2%.  

Figure 4.2 

Deposit Interest Rate in Indonesia Year 1983-2013 (%) 

 

Source: secondary data, modified 

 

The highest rate was in 1998 (amounted 39.06%), while the lowest in 1983 

(amounted 6%). 

 

4.4 Growth of Money Supply in Indonesia Year 1983-2013 

The money supply trend in 1983 to 2013 showed an increase. The supply 

increased slowlyin 1983 up to 1989. Then, in 1990 the supply increased 

significantly until 2013, reaching IDR 3576.30 trillion. 
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Figure 4.3 

Money Supply in Indonesia Year 1983-2013 (in IDR trillion) 

 
Source: secondary data, modified 

 

The highest amount of money in circulation was in 2013 (amounted IDR 3576.30 

trillion), while the lowest in 1983 (amounted IDR 14.80 trillion). 

 

4.5 Inflation in Indonesia Year 1983-2013 

The inflation trends fluctuated over time. The inflation in 1983 until 1997 

fluctuated by an average of 8.2%. In 1989, the inflation in Indonesia increased 

sharply, reaching 58.39%, followed by a decline in the following year until 2000 

with a 3.72% rate in 2001 and fluctuating around 7.84%. 
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Figure 4.4 

Inflation in Indonesia Year 1983-2013 (%) 

 

Source: secondary data, modified 

 

The highest inflation occurred in 1998 (58.39%), while the lowest was in 2000 

(equal to 3.72%). 

 

4.6 Stationary Test 

The test is used to determine if the stationary time series has a constant 

mean and variance. If the average of the data series shows inconsistency of the 

unit root, the data is supposed not to be stationary; On the contrary, if the time of 

the data series has a constant mean and variance, the data are defined as 

stationary. The stationary testing in this study uses the ADF test (Augmented 

Dickey Test). The testing criteria mentioned that when the probability value of the 

ADF test statistic < level of significant (error rate (alpha = α)) does not contain 
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unit roots, the data is considered as stationary. The summary of the test results is 

presented in the following table: 

Table 4.1 Stationary test result 

Variable  ADF test Prob. Description 

Con Level -0.469  0.8836 Not Stationary 

1
st
 Difference  -3.913  0.0057 Stationary 

DEP_IR Level -2.343  0.1659 Not Stationary 

1
st
 Difference  -4.588  0.0010 Stationary 

M_2 Level -3.098  0.0374 Stationary 

INF Level -4.565  0.0010 Stationary 

Source: Result of data processing using Eviews 6 

 

The above table indicates that the consumption (CON) variable -3913 has 

obtained the probability 0.0057 at 1
st 

difference. It can therefore be declared that 

the consumption (CON) variable has a stationary at 1
st
 difference. The Variable 

deposit interest rate (DEP_IR) -4588 has obtained the probability 0.0010 at 1
st 

difference. It can therefore be declared that the deposit interest rate (DEP_IR) 

variable has a stationary at 1
st
 difference. As the variable in the money supply 

(M_2) -3098 has obtained the probability level of 0.0374 on the level, a variable 

amount of the money in circulation (M_2) is considered having a stationary level. 

The inflation (INF) variable -4565 with probability 0.0010 has obtained such a 

level that it can be evaluated as having a stationary level. 

 

4.7 Co-integration Test 
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Testing the degree of integration (co-integration) aims at measuring the 

long-term equilibrium relationship of the variables which are not stationary. 

Testing co-integration can be performed through the Engle-Granger method. If the 

result in the Engle-Granger test does not contain or interpret the unit root 

stationary, the level can be interpreted as having co-integration among the 

variables. Co-integration test results can be determined through the following 

table. 

 

Table 4.2 Result of Co-integation test 

 ADF test Prob. 

Residual -2.268  0.025 

                     Source: result of data processing by Eviews 6 

 

The table above shows that the value of the ADF statistic test is -2.268 

with a probability of 0.025. The probability value is smaller than the error level 

(alpha = 5%), so it does not contain the stated residual unit root, or it has been 

stationary. Thus, the interest rates, money supply, and inflation with the 

consumption based on co-integration occur. This indicates that the interest rate, 

the money supply, and inflation are in a balanced condition along with the 

consumption in the long-run equilibrium. 

 

4.8 Error Correction Model (ECM) 
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Testing error correction model (ECM) is intended to determine the 

suitability of the balance in the short term. The test results can be known through 

the ECM estimation summarized in the following table. 

 

Table 4.3 Error Correction Model (ECM) Estimation 

Term Coef Std Error Tstatistic Prob 

D(DEP_IR) -0.527 0.750 -0.703 0.490 

D(INF) -0.070 0.033 -2.081 0.049 

D(M_2) 0.183 0.053 3.457 0.002 

DEP_IR(-1) -0.876 0.399 -2.197 0.039 

INF(-1) 0.054 0.023 2.362 0.028 

M_2(-1) 0.053 0.020 2.640 0.015 

ECT(-1) -0.182 0.049 -3.700 0.001 

C 0.101 0.161 0.624 0.539 

Fstatistic  =   7.923 P-Value =  0.0000  

R
2
 =   0.716 R

2
 Adj =   0.626  

Source: result of data processing by Eviews 6  

 

 For the Result, empirical ECM Model is Δ Consumption =  0.101- 0.527 

ΔDEP_IR – 0.070 ΔINF + 0.183 ΔM_2 - 0.876 DEP_IRt-1 + 0.054 INFt-1 + 0.053 

M_2t-1 -0.182 ECTt-1. ECTt-1 of 0.182 states that by 0.182 the mismatch between 

the actual consumption with the expected one is eliminated in a single period. 

Thus, the consumption variables have a significant balance in the short - and the 

long-term.  
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Table 4.4 Results of Testing Short Term and Long Term with ECM 

Variable 

Coefficient 

Short-term 

Coefficient 

Long-term 

Constant 0.101 0.085 

DEP_IR -0.527 -0.292 

INF -0.07 0.095 

M_2 0.183 0.309 

Source: Result of data processing using Eviews 6 

 

A. Short-Term Empirical Model 

ΔKON =  0.101- 0.527 ΔDEP_IR - 0.07 ΔINF+ 0.183 ΔM_2 

1. Constant for 0.101 states that, in the short term, when all the independent 

variables are constant then the magnitude of the change in consumption in 

the current period is amounted up to 0.101%. 

2. Deposit Interest Rate (DEP_IR) of -0.527 illustrates that changes in interest 

rates negatively affect changes in consumption in the current period. This 

means that in the short term, an increase in interest rate changes by 1%. 

This can decrease the change in consumption as amounted to 0.527%. 

However, as previously explained, the changes of the short-term interest 

rate do not affect the current period consumption. Thereby, the increase or 
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decrease of the interest rate has not been able to increase or decrease the 

consumption in the current period. 

3. Money Supply (M_2) of 0183 states that changes in the money supply have 

positive influence on the changes in consumption. This means an increase 

in short-term changes in the money supply by 1%, then the bank can 

increase the changes in consumption in the current period amounted to 

0183%. 

4. Inflation (INF) of -0.07 suggests that changes in inflation negatively effect 

on the changes in consumption. This is related to the increase of short-term 

changes in inflation by 1%, and the changes can reduce consumption in the 

current period at 0.07%. 

 

B. Long-Term Empirical Model 

ΔKONS = 0.085 - 0.292DEP_IRt-1 + 0.095INF t-1 + 0.309 M_2 t-1. 

1. Constant for 0.085 states that, in the long run, when all the independent 

variables are constant, the magnitude of the change in consumption in the 

current period is amounted up to 0.085%. 

2. DEP_IRt-1 at -0.292 states that changes in interest rates negatively affect the 

changes in consumption in the current period. This means that in the long 

runan increase in interest rates in the previous period by 1% can decrease 

changes of consumption in the current period with the amountof 0.292%. 

3. M_2t-1 for 0.309 states that changes in the money supply have positive 

influence on the changes in consumption. This means that in the long run, 

an increase in the money supply in the previous period by 1%can increase 

the household consumption in the current period amounted to 0309. 
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4. INFt-1 for 0.095 states that changes in inflation give positive effect on the 

changes of consumption in the current period. This means that in the long 

run, with the increase of inflation in the previous period by 1% the bank 

can increase the changes in consumption in the current period up to 

0.095%. 

  

4.8.1 Simultaneous Significance Test 

Simultaneous significance testing (together) is used to determine if 

there is an influence of the changes (increase or decrease) in the variables 

of interest rates, inflation, and the money supply on the consumers in the 

long-term and short-term. The testing criteria state that the p-value < level 

of significance () gives significant effects of the simultaneous presence 

or absence of the changes (increase or decrease) in such variables as 

interest rates, inflation, and the money supply to the consumers in the 

long-term and short-term. 

The testing generates the result of Fstatistic = 7,923 with a p-value of 

0.000. The results of these tests show the p-value < level of significance 

(=5%). This means that there is a significant effect of the changes in the 

variables of the interest rates, inflation, and the money supply to the 

consumption of goods in the long-term and in the short-term. 

 

4.8.2 Partial Significance Test 

Partial significance testing is used to determine if there is an 

influence of changes in the variables of interest rates, inflation, money 

supply, interest rate t-1, inflation t-1, the money supply t-1, and ECT t-1 
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toward consumption. The testing criteria state that the p-value < level of 

significance (=5%) means a significant effect of individual changes in 

interest rates on the consumption, inflation on the consumption, and 

money supply on the consumption. It also indicates the effects of the 

interest rate of the previous period to changes in consumption in the 

current period, of inflation in one period prior to the consumption in the 

current period, and of the money supply in the prior period to the 

consumption in the current period, as well as the balance of short-term 

adjustment towards a long-term one in the previous period ECT t-1 to 

changes in consumption in the current period. 

 

A. Partial Test of Significance between D (DEP_IR) to D (CON)t 

Significance testing in partial (individual) D (DEP_IR) to D (CON)t 

returns the t statistic = -0.703 with the p-value of 0.490. The results of these 

tests show the p-value > level of significance (=5%). This means that 

there is no significant effect of partial changes in the interest rates to the 

changes in consumption in the current period. 

 

B. Partial Test of Significance between D (M_2) to D (CON)t 

Significance testing in partial (individual) D (M_2) to D (CON)t 

returns the t statistic = 3.457 with the p-value of 0.002. The results of these 

tests show the p-value < level of significance (=5%). This means that 

there is a significant effect of partial changes in the money supply to the 

changes of consumption in the current period. 
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C. Partial Test of Significance between D (INF)t to D (CON)t 

Significance testing in partial (individual) D (INF)t to D (CON)t 

returns the value of t = -2.081 with the p-value of 0.049. The results of 

these tests show the p-value < level of significance (=5%). This means 

that there is a significant influence by partial changes in inflation to the 

changes in consumption in the current period. 

 

D. Partial Test of Significance between D (DEP_IR) t-1 to D (CON)t 

Significance testing in partial (individual) D (DEP_IR) t-1 to D 

(CON) t returns the t statistic = -2.197 with the p-value of 0.039. The results 

of these tests show the p-value < level of significance (=5%). This means 

that there is a significant effect of the partial variable of interest rate on the 

changes in consumption in the current period. 

 

E. Partial Test of Significance between (M_2) t-1 to D (CON) t 

Significance testing in partial (individual) (M_2) t-1 to D (CON) t 

returns the t statistic = 2.640 with the p-value of 0.015. The results of these 

tests show the p-value < level of significance (=5%). This means that 

there is a significant effect of the partial variable of the amount of money 

circulating on the changes in consumption in the current period. 

 

F. Partial Test of Significance between (INF) t-1 to D (CON) t 
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Significance testing in partial (individual) (INF) t-1 to D (CON) t 

returns the t statistic = 2.362 with the p-value of 0.028. The results of these 

tests show the p-value < level of significance (=5%). This means that 

there is a significant influence of the inflation in the previous period on the 

changes in consumption in the current period. 

 

G. Partial Test of Significance between (ECT) t-1 to D (CON) t 

Significance testing in partial (individual) (ECT) t-1 to D (CON) t 

returns the t statistic = -3.700 with the p-value of 0.001. The results of these 

tests show the p-value < level of significance (=5%). This means that 

there is a significant effect of ECT on the changes in consumption in the 

current period. Thus, there have been short-term adjustments to the 

balance between the long-term ECT variables in one period before the 

actual consumption with the consumption expected. 

 

H. Partial Test of Significance between the constant D (CON) t 

Significance testing in partial (individual) constant D (CON)t returns 

the value of t = 0.624 with a p-value of 0.539. The results of these tests 

show the p-value > level of significance (=5%). This means that there is 

no significant effect of partial variable constants to changes in 

consumption in the current period. 

 

4.8.3 Evaluation ECM Model 

A. Coefficient of Determination 
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The contribution of the variables of interest rates, inflation, and money 

supply on consumption can be identified through the coefficient of 

determination (adjusted R
2
) which is equal to 0.626, or by 62.6%. This 

means that the degree of contribution of the variables of interest rates, 

inflation, and the money supply to consumption is 62.6%, while the 

remaining 37.4% is the contribution of other variables that are not 

addressed in this study. 

 

B. Classic Assumption Test 

1. Normality Test  

The normality assumption aims to test whether confounding 

variables in the regression model (residuals) are normally distributed 

or not. This can be seen through the Jarque-Bera Test. The criteria 

statesthat the probability counting > level of significance () is 

considered having normally distributed residuals. The followings are 

the results of the testing by the Jarque-Bera Test: 

 

Table 4.5 Jarque Berra Test Result 

Jarque-Bera 0.089 

Probability 0.956 

      Source:Result of data processing using Eviews 6 

 

Testing the assumption of normality shows the value of the Jarque-

Bera test statistic of 0.089 with the probability of 0.956. The results of 

these tests show the probability > level of significance (=5%), 
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meaning that the residuals are normally distributed. Thus, the 

assumption of normality is met. 

 

 

2. Heteroscedasticity Test 

Heteroscedasticity assumptions are applied to determine whether 

or not the residuals have a homogenous variance. Heteroscedasticity 

assumption can be tested by Glesjer test. The following table shows the 

results of the test. 

 

Table 4.6 Heteroscedasticity Test Result 

Obs*R-squared 11.406 

Probabilitas 0.1218 

     Source:Result of data processing using Eviews 6 

 

The testing criteria state that if all probabilities (Obs*R
2
) > 

level of significance (α) the residuals are randomly spread or have a 

homogeneous variety. The heteroscedasticity assumptions are, 

therefore, met. The test results using the assumption of 

heteroscedasticity Glesjer Obs * R
2
 values obtain for 11.406 with 

the probability of 0.1218. As these results indicate the probability 

of > level of significance (α = 5% level), the heteroscedasticity 

assumptions are met. 

 

3. Autocorrelation Test 
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Autocorrelation assumptions are used to determine if the 

observation of the residuals is related. Testing the assumption of 

autocorrelation can be administered through the Lagrange Multiplier 

Test (LM Test). The followings are the results of testing the 

autocorrelation assumption: 

 

Table 4.7 Autocorelation Test Result 

Obs*R-squared 1.287 

Probabilitas 0.5254 

Source:Result of data processing using Eviews 6 

 

The testing criteria statethat, when all probabilities (Obs * R2) 

> level of significance (α), the observation residuals are considered 

uncorrelated with each other, so that the assumptions are auto-

correlated. The test results using the Lagrange Multiplier Test (LM 

Test) Obs * R2 values obtained for 1,287 with a probability of 

0.5254. These results indicate the probability of > level of 

significance (α = 5% level). Thus, the inter-observation residuals 

are not correlated with each other, so that the autocorrelation 

assumptions are met. 

 

4.9 Discussions 

After testing the data by the method of ECM (Error Correction Model), 

the researcher is going to analyze the findings to see the extent to which the 
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relationship between the independent variables with the dependent variable in the 

long term and short term as proposed by the hypothesis of the study. The theory 

and empirical results obtained from previous tests will be further discussed, 

whether the results support or contradict the hypothesis. 

 

4.9.1 Implications of the Deposit Interest Rate to Household 

Consumption in the Short Term and Long Term in Indonesia  

This study provides the results that the deposit rates does not have 

significant negative effects on household consumption in the short term by 

53% but have significant ones in the long term by 29%. 

Linked with the current condition (as shown in the graph below), 

the deposit interest rates in 2011 by 6.94% developed in line with 

household consumption by IDR 1369.88 trillion. In 2012 the deposit 

interest rate fell to 5.96% and consumption by households increase to at 

1442.19. Later in 2013, the banks’ deposit interest rates jumped back by 

6.48% and the household consumption of IDR 1518.39 trillion. This 

proves that the deposit interest rate has a negative effect on household 

consumption in the long term. 
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Figure 4.5 

Deposit Interest Rate (%) on Consumption (in IDR Trillion) in Indonesia 

Year 1983-2013 

 

Source: secondary data, modified 

 

This is consistent with the theory proposed by Keynes. He argued 

that income is an important determinant of consumption and interest rates 

have another role. Keynes stated that the effect of the interest rate on 

consumption is only a theory. The conclusion is that the effect of short-

term interest rate to the individual expenses of its income is secondary. 

This supports the research of Nur Ermon (2012) mentioning that the 

interest rate does not significantly influence consumption in Indonesia. 

Nurhuda et.al (2013) in the study entitled Analysis of Consumption and 

Economic Growth in West Sumatra Province also concludes that partial 

interest rate has no effect on consumption. 
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The analysis shows that the deposit interest rate can only affect 

household consumption in the long term, meaning that changes of deposit 

interest rates may affect consumption after a period of time. This view 

strengthens the idea of Ragandhi (2008) that the deposit interest rate gives 

significant negative effects on consumption in the long term and no 

significant effect in the short term. This proves that the increase in deposit 

rates will lower household consumption in the long term, and vice versa. It 

also supports the research findings of Sangadji (2007) entitled Household 

Consumption Function in Indonesia (Error Correction Model Approach) 

which states that the interest rate negatively affects the level of household 

consumption. In other words, households will reduce consumption and 

choose to save their money when there is an increase in interest rates. 

 

4.9.2 Implications of Money Supply (M2) to Household Consumption 

in the Short Term and Long Term in Indonesia  

The results of this study show that the money supply (M2) has a 

positive significant effect on household consumption in the short term and 

long term. The role of the money supply (M2) can trigger inflationary 

pressures characterized by the increasing prices of goods and will further 

affect the household consumption. The positive influence of the money 

supply (M2) is significant on household consumption by 18% in the short 

term. In the long term, its effect on household consumption is also 

significant by 30%. This secondarily proves that the money supply 

contributes more to household consumption in the long term. 
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Figure 4.6 

Money Supply (in IDR Trillion) on Consumption (in IDR Trillion) in 

Indonesia Year 1983-2013 

 

Source: secondary data, modified 

 

It is evident in the economic condition in Indonesia that the amount 

of money supply in 2011 was amounted to IDR 2877.22 trillion and the 

household consumption IDR 1369.88 trillion. In the following year, the 

money supply increase up to US$ 3307.51 trillion and the consumption 

also increase up to IDR 1442.19 trillion. The same thing in 2013 occurred, 

in which the money supply increased to at IDR 3576.30 trillion in line 

with the increase of household consumption amounted IDR 1518.39 

trillion from the previous year. 

The above facts prove that the money supply contributes to 

household consumption. In the quantity theory, the factors that influence 

 -    

 200.00  

 400.00  

 600.00  

 800.00  

 1,000.00  

 1,200.00  

 1,400.00  

 1,600.00  

 -    

 500.00  

 1,000.00  

 1,500.00  

 2,000.00  

 2,500.00  

 3,000.00  

 3,500.00  

 4,000.00  

1
9

8
3

 

1
9

8
7

 

1
9

9
1

 

1
9

9
5

 

1
9

9
9

 

2
0

0
3

 

2
0

0
7

 

2
0

1
1

 
M2 (LCU) 

CON (LCU) 



 
 

 

 

68 

the price changes most is the amount of money supply in the society. If the 

amount of money supply in the society increases, the level of consumption 

will also increase. However, too much money supply can lead to inflation 

because the demand is greater than the amount of inventory. This is 

evident in the findings that the money supply can positively affect 

household consumption in the short term and long term. 

 

4.9.3 Implications of Inflation to Household Consumption in the 

Short Term and Long Term in Indonesia 

The results of this study show that inflation gives significant 

negative effect on household consumption in the short term but triggers 

significant positive one in the long term. In the short term, inflation gives 

significant negative effect on household consumption by 7%. Every 1% of 

inflation change can reduce the amount of household consumption by 7%. 

If the price increases too high, the demand will go down and household 

consumption needs cannot be met. In the long term inflation gives a 

significant positive effect on household consumption by 9.5%. This means 

that every 1% of inflation change will increase household consumption by 

9.5%.  

According Mohanty, 2014 If the public experiences a spell of 

inflation higher than their long run expectation, and their long run 

expectation of inflation changes little as a result, then inflation 

expectations can be considered as well anchored. If, on the other hand, the 

public reacts to a short period of higher than expected inflation by marking 
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up its long run expectation considerably, then expectations are poorly 

anchored. Price rises reduce the real purchasing power of individuals. 

According to Dornbusch, 2004 that economic agents form 

expectations of inflation based on adaptive expectations and rational 

expectations. Rational expectations is the optimal prediction of the future 

by using all the available information. Rational is an action that is logical 

for achieving goals based on available information. Suported by Ragandhi, 

2008 when the inflation in the long term positive effect on household 

consumption because people have to adjust the level of need with the 

existing price level, which means in the long term rise in inflation can be 

triggered by rising purchasing power level it also increases. The increase 

in prices is a problem for society, but inevitably they have to keep doing 

the consumption expenditure in order to meet their basic needs 

 

Figure 4.7 

Inflation (%) on Consumption (in IDR Trillion) in Indonesia Year 1983-2013 

 

Source: secondary data, modified 
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The development of Indonesia's inflation as shown in the graph 

above indicates that in 2011 the inflation was at 5.36%, with the level of 

household consumption of IDR 1369.88 trillion. In 2012 the inflation fell 

to 4.28% at the consumption level of 1442.19 IDR trillion. Later in 2013 

the inflation jumped by 6.41% and the rate of consumption by IDR 

1518.39 trillion. 

High inflation can affect the behavior of household consumption. 

According to Sukirno (2000), inflation can greatly affects the economic 

stability because of the following reasons: 

1. High inflation rates affect the level of domestic production, 

weakening the production of export goods. High inflation rates 

reduce production because the price is high and the demand for 

goods decreases so that production decreases. 

2. Inflation leads to increase in prices of goods and labor price 

increases, then the calculation of the cost of elevating the price of 

local products. On the other hand the decline in purchasing power, 

especially fixed income, will result in a condition that not all of the 

materials are sold. Inflation has caused the increase of selling price of 

export goods, and the effects are on the balance of payments. 

The level of people's purchasing power is in accordance with the 

level of prices in the long term. While inflation is a problem in the 

economy, people still need to meet the needs of the production. Therefore, 

people's income should increase following the increase in the price of 

goods so that consumption needs can be met. This confirms Ragandhi’s 

finding (2008) that inflation gives significant positive effect on 
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consumption in the long term and has no significant effect in the short 

term. The conclusion of this study, supporting that of Nur Ermon (2012), 

is that the rate of inflation significantly influences the consumption in 

Indonesia. 
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CHAPTER V 

CONCLUSION AND RECOMMENDATION 

 

 

5.1  Conclusions 

This research aims to the influence of deposit rates of the money supply 

(M2) and inflation to household consumption in Indonesia during period of 1983-

2013. Based on the results and discussion described in previous chapter, it leads to 

the following conclusions:  

1. From the research result, it is found that deposit rates do not have 

significant negative effect on household consumption in the short term 

since it scores only -0.527. The changes on the interest rates of deposits 

are not able to cause changes in household consumption in Indonesia. Yet, 

long-term deposits’ interest rate has a significant negative effect on 

household consumption which reaches -0.292, or by 29%. Thus, a 1% 

change of the deposit rates can reduce household consumption by 29%. 

2. The money supply (M2) has a significant positive effect on household 

consumption in the short term as it scores 0.183, or by 18%. It means that 

every 1% change in the money supply will increase household 

consumption by 18%. Furthermore, in the long term, the money supply 

has a significant positive effect on consumption by 0.309 or 30%. It 

indicates that every 1% increase in the money supply can cause a change 

in the household consumption increase by 30%. 

3. Inflation in the short term has a significant negative effect on household 

consumption of -0.07 or 7%. It shows that a 1% increase in inflation will 
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reduce the level of household consumption by 7%. Further, in the long 

term, inflation has a significant positive effect on household consumption 

amounted to 0.095 or 9.5%. This implies that every 1% increase in 

inflation in the long term contributes to household consumption increase 

by 9.5%. 

 

5.2 Recommendations 

Based on the description above, there are some proposed suggestions that 

can be submitted specifically for the Indonesian government as follows: 

1. Household consumption is the largest contributor on GDP. Besides, the 

variables of inflation and money supply have an influence on household 

consumption in the short term and long term. It is suggested that the 

government can create a program which focuses more on the price of 

consumer goods since consumer goods often becomes the most frequent 

needs of household consumption. The government should maintain price 

stability in order to prevent worst inflation. 

2. Government, through Bank Indonesia's monetary policy, should be able to 

control the pattern of household consumption by setting deposit rates, 

stabilizing the money supply, and controlling inflation. High inflation 

makes household consumption gets decreased. The suggestion says that 

the government should be able to control inflation so that household 

consumption needs will be able to be achieved in the short term and long 

term. 
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3. Society welfare is a reflection of the economy of a country. The welfare of 

a society can be achieved when all of, at least, their basic needs can be 

met. One of the factors that hinders the achievement of society welfare is 

the ability to adjust people's purchasing power to the prices increase of 

goods within the long term. The government should be able to distribute 

better income among its society so that their needs can be met. This can be 

achieved, for instance, by raising the minimum wage rate. 



 

 75 

BIBLIOGRAPHY 

  

Badan Pusat Statistik. 2014. Pertumbuhan Ekonomi Indonesia Tahun 2013.  

Bank Indonesia. 2009. Laporan Kebijakan Moneter Triwulan I-2009. Direktorat 

Riset Ekonomi dan Kebijakan Moneter, http//:www.BI.go.id.  

Bank Indonesia. Statistik Ekonomi Keuangan Indonesia. Berbagai Edisi Tahun 

Penerbitan (2003-2009).   

Boediono. 2000. Ekonomi Moneter. Edisi 3, Yogyakarta : BPFE  

Direktorat Diseminasi Statistik BPS. 2009. Data Strategis BPS. CV. Nasional 

Indah, Jakarta. 

Dornbusch, R. dan Fisher, S. 2004. Macroeconomi. Edisi Keempat, Alih Bahasa 

Mulyadi, JA. Jakarta : Penerbit Erlangga.  

Dornbusch, R. dkk. 2004. Macroeconomics 8
Th

 Edition. Edisi Indonesia, PT. 

Media Global Edukasi. Jakarta.  

Dumairy. 2004. Perekonomian Indonesia, Cetakan kelima. Jakarta : Penerbit 

Erlangga.  

Gujarati, Damodar N. 2003. Basic Econometrics. Fourt Edition. McGraw Hill 

Companies. Inc. New York. 

Gotthelf Philip. 2003. Currency Trading, Wiley & Sons, Inc., New Jersey. 

Hutagalung Paulina Putri A, Nasution Inggrita Gusti Sari. 2013. Analisis 

Elastisitas Permintaan Terhadap Kredit Konsumsi Di Sumatera Utara.  

Iskandar Putong. 2007. Ekonomi Mikro Dan Makro. Jakarta : Mitra Wacana 

Media.  



 

 

76 

Khalwaty, Tajul. (2000). Inflasi dan Solusinya. Jakarta : PT Gramedia Pustaka 

Utama.  

Langi Theodores Manuela, Masinambow Vecky, Siwu Hanly. 2014. Analisis 

Pengaruh Suku Bunga Bi, Jumlah Uang Beredar, Dan Tingkat Kurs 

Terhadap Tingkat Inflasi Di Indonesia. 

Mangkoesubroto, Guritno dan Algifari. 1998. Teori Ekonomi Makro. Yogyakarta 

: STIE YKPN.  

Mankiw, Gregory N. 2003. Teori Makro Ekonomi Terjemahan. Jakarta : PT. 

Gramedia Pustaka Utama. 

Maqrobi Saiful and Amin Pujiati. 2011.  Inflasi Dan Pertumbuhan Ekonomi : Uji 

Kausalitas Inflation And Economic Growth : Testing For Causality.  

Mohanty Deepak. 2012. The Importance Of Inflation Expectations. 

Nanga, Muana. 2005. Makro Ekonomi Teori, Masalah, dan Kebijakan. Edisi ke-2. 

Jakarta: Raja Grafindo Persada.   

Nasir, Mohammad. 2003. Metodologi Penelitian. Cetakan Keempat, Jakarta : 

Penerbit Ghalia Indonesia. 

Nuri Angraini. 2012. Analisis Pendapatan Nasional, Tingkat Suku Bunga SBI 

Dan Giro Wajib Minimum Terhadap Jumlah Uang Beredar Di Indonesia.  

Nur Ermon Muh. 2012. Konsumsi Dan Inflasi Indonesia.  

Nurhuda, Sentosa Sri Ulfa, Idris. 2013. Analisis Konsumsi Dan Pertumbuhan 

Ekonomi Provinsi Sumatera Barat. 

Nofiatin Ike, 2013. Hubungan Inflasi, Suku Bunga, Produk Domestik Bruto, Nilai 

Tukar, Jumlah Uang Beredar, dan Indeks Harga Saham Gabungan 

(IHSG) Periode 2005–2011.  



 

 

77 

Persaulian Baginda, Aimon Hasdi, Anis Ali. 2013. Analisis Konsumsi Masyarakat 

Di Indonesia. 

Pratiwi Ardianing. 2012. Determinan Inflasi Indonesia: Jangka Panjang dan 

Pendek. 

Pratomo Ario Wahyu. 2010. Analisis Kausalitas Dan Kointegrasi Antara Jumlah 

Uang Beredar, Inflasi, Dan Pertumbuhan Ekonomi Di Indonesia.  

Prayitno, dkk. 2002. Faktor-Faktor Yang Berpengaruh Terhadap Jumlah Uang 

Beredar Di Indonesia Sebelum Dan Sesudah Krisis.  

Ragandhi Arsad. 2008. Pengaruh Pendapatan Nasional, Inflasi Dan Suku Bunga 

Deposito Terhadap Konsumsi Masyarakat Di Indonesia.  

Rahardja, Prathama dan Manurung, Mandala. 2008. Teori Ekonomi Makro. Edisi 

Empat. Jakarta: Lembaga Penerbit Fakultas Ekonomi Universitas 

Indonesia. 

Reilly, Frank, K., and Brown, K.C. 2003. Investment Analysis And Portfolio 

Management. Seventh Edition. Florida: The Dryden Press.  

Sangadji Maryam. 2007. Fungsi Konsumsi Rumah Tangga Di Indonesia 

(Pendekatan Model Koreksi Kesalahan).  

Sunariyah. 2010. Pengantar Pengetahuan Pasar Modal. Jakarta : UPP STIM 

YKPN.  

Sukirno, Sadono. 2000. Makroekonomi Modern. Perkembangan Pemikiran Dari 

Klasik Hingga Keynesian Baru. Jakarta : PT. Raja Grafindo Persada. 

Sukirno, Sadono. 2003. Makro Ekonomi Moderen. Jakarta : Penerbit PT. Raja 

Grafindo. 



 

 

78 

Suparmoko. 2002. Ekonomi Publik Untuk Keuangan dan Pembangunan Daerah. 

Yogyakarta: Andi Offset.  

Thanh, Bui Thi Kim. 2008. Inflation in Vietnam. A research paper present in 

partial fulfillment of the requirements for obtaining the degree of Masters 

of Arts in Development Studies. The Netherland: Institute of Social 

Studies.  

The World Bank Group. 2014. Household Final Consumption Expenditure 

(Constant LCU) 1983-2013, 

http://data.worldbank.org/indicator/NE.CON.PRVT.KN 

The World Bank Group. 2014. Inflation, Consumer Prices (Annual %) 1983-

2013, http://data.worldbank.org/indicator/FP.CPI.TOTL.ZG 

The World Bank Group. 2014. Money And Quasi Money (M2) (Current LCU) 

1983-2013, http://data.worldbank.org/indicator/FM.LBL.MQMY.CN  

The World Bank Group. 2014. Real Interest Rate (%) 1983-2013, 

http://data.worldbank.org/indicator/FR.INR.RINR  

Waluyo, Dwi Eko. 2003. Teori Ekonomi Makro. Malang : Penerbit UMM.   

 

http://data.worldbank.org/indicator/NE.CON.PRVT.KN
http://data.worldbank.org/indicator/FP.CPI.TOTL.ZG
http://data.worldbank.org/indicator/FM.LBL.MQMY.CN
http://data.worldbank.org/indicator/FR.INR.RINR


 

 75 

 

 

 

 

APPENDICES 



 

 

76 

Stationary Test 

1. Consumption (KONS) 

Level 

 

Null Hypothesis: KONS has a unit root  

Exogenous: Constant   

Lag Length: 1 (Automatic based on SIC, MAXLAG=7) 
     
        t-Statistic   Prob.* 
     
     Augmented Dickey-Fuller test statistic -0.469187  0.8836 

Test critical values: 1% level  -3.679322  

 5% level  -2.967767  

 10% level  -2.622989  
     
     *MacKinnon (1996) one-sided p-values.  

     

     

Augmented Dickey-Fuller Test Equation  

Dependent Variable: D(KONS)   

Method: Least Squares   

Date: 08/24/14   Time: 05:55   

Sample (adjusted): 1985 2013   

Included observations: 29 after adjustments  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     KONS(-1) -0.007289 0.015535 -0.469187 0.6428 

D(KONS(-1)) 0.274150 0.187495 1.462171 0.1557 

C 0.123588 0.231282 0.534359 0.5976 
     
     R-squared 0.084917     Mean dependent var 0.020933 

Adjusted R-squared 0.014527     S.D. dependent var 0.015457 

S.E. of regression 0.015344     Akaike info criterion -5.418486 

Sum squared resid 0.006121     Schwarz criterion -5.277042 

Log likelihood 81.56805     Hannan-Quinn criter. -5.374187 

F-statistic 1.206369     Durbin-Watson stat 1.870793 

Prob(F-statistic) 0.315488    
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1
st
 difference 

 

Null Hypothesis: D(KONS) has a unit root  

Exogenous: Constant   

Lag Length: 0 (Automatic based on SIC, MAXLAG=7) 
     
        t-Statistic   Prob.* 
     
     Augmented Dickey-Fuller test statistic -3.913381  0.0057 

Test critical values: 1% level  -3.679322  

 5% level  -2.967767  

 10% level  -2.622989  
     
     *MacKinnon (1996) one-sided p-values.  

     

     

Augmented Dickey-Fuller Test Equation  

Dependent Variable: D(KONS,2)   

Method: Least Squares   

Date: 08/24/14   Time: 05:55   

Sample (adjusted): 1985 2013   

Included observations: 29 after adjustments  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(KONS(-1)) -0.722561 0.184639 -3.913381 0.0006 

C 0.015097 0.004793 3.149963 0.0040 
     
     R-squared 0.361922     Mean dependent var -0.000103 

Adjusted R-squared 0.338289     S.D. dependent var 0.018588 

S.E. of regression 0.015121     Akaike info criterion -5.479020 

Sum squared resid 0.006173     Schwarz criterion -5.384724 

Log likelihood 81.44580     Hannan-Quinn criter. -5.449488 

F-statistic 15.31455     Durbin-Watson stat 1.874195 

Prob(F-statistic) 0.000556    
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2. Deposit Interest Rate (DEP_IR) 

Level 

 

Null Hypothesis: DEP_IR has a unit root  

Exogenous: Constant   

Lag Length: 0 (Automatic based on SIC, MAXLAG=7) 
     
        t-Statistic   Prob.* 
     
     Augmented Dickey-Fuller test statistic -2.343050  0.1659 

Test critical values: 1% level  -3.670170  

 5% level  -2.963972  

 10% level  -2.621007  
     
     *MacKinnon (1996) one-sided p-values.  

     

     

Augmented Dickey-Fuller Test Equation  

Dependent Variable: D(DEP_IR)   

Method: Least Squares   

Date: 08/24/14   Time: 05:57   

Sample (adjusted): 1984 2013   

Included observations: 30 after adjustments  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     DEP_IR(-1) -0.043465 0.018551 -2.343050 0.0265 

C 0.063494 0.020314 3.125593 0.0041 
     
     R-squared 0.163927     Mean dependent var 0.016491 

Adjusted R-squared 0.134067     S.D. dependent var 0.018831 

S.E. of regression 0.017524     Akaike info criterion -5.186198 

Sum squared resid 0.008598     Schwarz criterion -5.092785 

Log likelihood 79.79297     Hannan-Quinn criter. -5.156314 

F-statistic 5.489882     Durbin-Watson stat 1.976000 

Prob(F-statistic) 0.026460    
     
     

 

 

 

 

 

 

 

 



 

 

79 

1
st
 difference 

 

Null Hypothesis: D(DEP_IR) has a unit root  

Exogenous: Constant   

Lag Length: 0 (Automatic based on SIC, MAXLAG=7) 
     
        t-Statistic   Prob.* 
     
     Augmented Dickey-Fuller test statistic -4.588687  0.0010 

Test critical values: 1% level  -3.679322  

 5% level  -2.967767  

 10% level  -2.622989  
     
     *MacKinnon (1996) one-sided p-values.  

     

     

Augmented Dickey-Fuller Test Equation  

Dependent Variable: D(DEP_IR,2)  

Method: Least Squares   

Date: 08/24/14   Time: 05:57   

Sample (adjusted): 1985 2013   

Included observations: 29 after adjustments  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(DEP_IR(-1)) -0.874196 0.190511 -4.588687 0.0001 

C 0.014804 0.004800 3.084088 0.0047 
     
     R-squared 0.438156     Mean dependent var 6.10E-05 

Adjusted R-squared 0.417347     S.D. dependent var 0.025160 

S.E. of regression 0.019205     Akaike info criterion -5.000815 

Sum squared resid 0.009959     Schwarz criterion -4.906519 

Log likelihood 74.51182     Hannan-Quinn criter. -4.971283 

F-statistic 21.05605     Durbin-Watson stat 2.022111 

Prob(F-statistic) 0.000092    
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3. Money Supply (M_2) 

Level 

 

Null Hypothesis: M_2 has a unit root  

Exogenous: Constant   

Lag Length: 0 (Automatic based on SIC, MAXLAG=7) 
     
        t-Statistic   Prob.* 
     
     Augmented Dickey-Fuller test statistic -3.098263  0.0374 

Test critical values: 1% level  -3.670170  

 5% level  -2.963972  

 10% level  -2.621007  
     
     *MacKinnon (1996) one-sided p-values.  

     

     

Augmented Dickey-Fuller Test Equation  

Dependent Variable: D(M_2)   

Method: Least Squares   

Date: 08/24/14   Time: 06:04   

Sample (adjusted): 1984 2013   

Included observations: 30 after adjustments  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     M_2(-1) -0.027248 0.008795 -3.098263 0.0044 

C 0.474217 0.127575 3.717152 0.0009 
     
     R-squared 0.255304     Mean dependent var 0.079436 

Adjusted R-squared 0.228708     S.D. dependent var 0.039240 

S.E. of regression 0.034462     Akaike info criterion -3.833584 

Sum squared resid 0.033253     Schwarz criterion -3.740171 

Log likelihood 59.50376     Hannan-Quinn criter. -3.803700 

F-statistic 9.599235     Durbin-Watson stat 1.642869 

Prob(F-statistic) 0.004399    
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4. Inflation (INF) 

Level 

 

Null Hypothesis: INF has a unit root  

Exogenous: Constant   

Lag Length: 0 (Automatic based on SIC, MAXLAG=7) 
     
        t-Statistic   Prob.* 
     
     Augmented Dickey-Fuller test statistic -4.565679  0.0010 

Test critical values: 1% level  -3.670170  

 5% level  -2.963972  

 10% level  -2.621007  
     
     *MacKinnon (1996) one-sided p-values.  

     

     

Augmented Dickey-Fuller Test Equation  

Dependent Variable: D(INF)   

Method: Least Squares   

Date: 08/24/14   Time: 05:59   

Sample (adjusted): 1984 2013   

Included observations: 30 after adjustments  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     INF(-1) -0.855189 0.187308 -4.565679 0.0001 

C 8.408740 2.598402 3.236120 0.0031 
     
     R-squared 0.426763     Mean dependent var -0.179130 

Adjusted R-squared 0.406290     S.D. dependent var 12.74308 

S.E. of regression 9.818868     Akaike info criterion 7.470829 

Sum squared resid 2699.484     Schwarz criterion 7.564242 

Log likelihood -110.0624     Hannan-Quinn criter. 7.500713 

F-statistic 20.84543     Durbin-Watson stat 1.954287 

Prob(F-statistic) 0.000091    
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Co-integration Test 

Dependent Variable: KONS   

Method: Least Squares   

Sample: 1983 2013   

Included observations: 31   
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     DEP_IR -2.491865 1.570826 -1.586341 0.1243 

INF 0.438426 0.084752 5.173075 0.0000 

M_2 -0.047874 0.078102 -0.612963 0.5450 

C 17.61912 0.623817 28.24403 0.0000 
     
     R-squared 0.965019     Mean dependent var 14.87369 

Adjusted R-squared 0.961132     S.D. dependent var 0.198454 

S.E. of regression 0.039125     Akaike info criterion -3.524195 

Sum squared resid 0.041331     Schwarz criterion -3.339164 

Log likelihood 58.62502     Hannan-Quinn criter. -3.463879 

F-statistic 248.2819     Durbin-Watson stat 0.876200 

Prob(F-statistic) 0.000000    
     
     

 
 

Null Hypothesis: ECT has a unit root  

Exogenous: None   

Lag Length: 5 (Automatic based on SIC, MAXLAG=7) 
     
        t-Statistic   Prob.* 
     
     Augmented Dickey-Fuller test statistic -2.267765  0.0252 

Test critical values: 1% level  -2.660720  

 5% level  -1.955020  

 10% level  -1.609070  
     
     *MacKinnon (1996) one-sided p-values.  

     

Augmented Dickey-Fuller Test Equation  

Dependent Variable: D(ECT)   

Method: Least Squares   

Sample (adjusted): 1989 2013   

Included observations: 25 after adjustments  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     ECT(-1) -0.662722 0.292236 -2.267765 0.0352 

D(ECT(-1)) 0.189895 0.285947 0.664093 0.5146 

D(ECT(-2)) 0.171296 0.272077 0.629585 0.5365 

D(ECT(-3)) 0.242610 0.258914 0.937030 0.3605 

D(ECT(-4)) 0.244937 0.240116 1.020077 0.3205 

D(ECT(-5)) 0.237649 0.221153 1.074590 0.2960 
     
     R-squared 0.285297     Mean dependent var 0.001108 

Adjusted R-squared 0.097218     S.D. dependent var 0.038210 

S.E. of regression 0.036305     Akaike info criterion -3.588164 

Sum squared resid 0.025043     Schwarz criterion -3.295634 

Log likelihood 50.85206     Hannan-Quinn criter. -3.507029 

Durbin-Watson stat 1.553484    
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ECM Estimation 

 

Dependent Variable: D(KONS)   

Method: Least Squares   

Date: 08/26/14   Time: 18:58   

Sample (adjusted): 1984 2013   

Included observations: 30 after adjustments  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(DEP_IR) -0.526647 0.749666 -0.702510 0.4897 

D(INF) -0.069643 0.033461 -2.081284 0.0493 

D(M_2) 0.182712 0.052860 3.456514 0.0022 

DEP_IR(-1) -0.875907 0.398755 -2.196602 0.0389 

INF(-1) 0.054052 0.022888 2.361531 0.0275 

M_2(-1) 0.052646 0.019939 2.640333 0.0149 

ECT(-1) -0.181557 0.049072 -3.699804 0.0013 

C 0.100546 0.161050 0.624315 0.5388 
     
     R-squared 0.715998     Mean dependent var 0.021081 

Adjusted R-squared 0.625634     S.D. dependent var 0.014994 

S.E. of regression 0.009174     Akaike info criterion -6.321626 

Sum squared resid 0.001852     Schwarz criterion -5.947974 

Log likelihood 102.8244     Hannan-Quinn criter. -6.202091 

F-statistic 7.923479     Durbin-Watson stat 1.739378 

Prob(F-statistic) 0.000080    
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Classical Assumption Test 

1. Normality Test – Jarque-Bera 

 
 

2. Heteroscedasticity Test – Glejser 

 

Heteroskedasticity Test: Glejser  
     
     F-statistic 1.928001     Prob. F(7,22) 0.1132 

Obs*R-squared 11.40636     Prob. Chi-Square(7) 0.1218 

Scaled explained SS 8.372627     Prob. Chi-Square(7) 0.3009 
     
          

Test Equation:    

Dependent Variable: ARESID   

Method: Least Squares   

Date: 08/26/14   Time: 18:58   

Sample: 1984 2013   

Included observations: 30   
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 0.191203 0.076466 2.500489 0.0203 

D(DEP_IR) -0.432047 0.355940 -1.213819 0.2377 

D(INF) -0.016315 0.015887 -1.026919 0.3156 

D(M_2) 0.058353 0.025098 2.325032 0.0297 

DEP_IR(-1) -0.426993 0.189328 -2.255303 0.0344 

INF(-1) -0.013309 0.010867 -1.224637 0.2337 

M_2(-1) 0.018370 0.009467 1.940460 0.0652 

ECT(-1) 0.039144 0.023299 1.680070 0.1071 
     
     R-squared 0.380212     Mean dependent var 0.006267 

Adjusted R-squared 0.183007     S.D. dependent var 0.004819 

S.E. of regression 0.004356     Akaike info criterion -7.811358 

Sum squared resid 0.000417     Schwarz criterion -7.437705 

Log likelihood 125.1704     Hannan-Quinn criter. -7.691823 

F-statistic 1.928001     Durbin-Watson stat 2.320779 

Prob(F-statistic) 0.113182    
     

0
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-0.02 -0.01 0.00 0.01 0.02

Series: Residuals

Sample 1984 2013

Observations 30

Mean      -3.23e-17

Median  -0.000371

Maximum  0.019458

Minimum -0.017952

Std. Dev.   0.007991

Skewness   0.133565

Kurtosis   2.978475

Jarque-Bera  0.089778

Probability  0.956104
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3. Autocorrelation Test – LM (Lagrange Multiplier) Test 

 
 

Breusch-Godfrey Serial Correlation LM Test:  
     
     F-statistic 0.448343     Prob. F(2,20) 0.6449 

Obs*R-squared 1.287313     Prob. Chi-Square(2) 0.5254 
     
          

Test Equation:    

Dependent Variable: RESID   

Method: Least Squares   

Date: 08/26/14   Time: 18:59   

Sample: 1984 2013   

Included observations: 30   

Presample missing value lagged residuals set to zero. 
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(DEP_IR) -0.127717 0.781253 -0.163478 0.8718 

D(INF) -0.002420 0.038677 -0.062577 0.9507 

D(M_2) 0.026235 0.071200 0.368471 0.7164 

DEP_IR(-1) -0.033081 0.411494 -0.080393 0.9367 

INF(-1) 0.001054 0.023516 0.044816 0.9647 

M_2(-1) 0.001741 0.020563 0.084692 0.9333 

ECT(-1) 0.025353 0.068835 0.368309 0.7165 

C 0.008646 0.166370 0.051966 0.9591 

RESID(-1) 0.060691 0.267135 0.227191 0.8226 

RESID(-2) -0.262138 0.326575 -0.802689 0.4316 
     
     R-squared 0.042910     Mean dependent var -3.23E-17 

Adjusted R-squared -0.387780     S.D. dependent var 0.007991 

S.E. of regression 0.009413     Akaike info criterion -6.232151 

Sum squared resid 0.001772     Schwarz criterion -5.765085 

Log likelihood 103.4823     Hannan-Quinn criter. -6.082733 

F-statistic 0.099632     Durbin-Watson stat 1.974930 

Prob(F-statistic) 0.999380    
     
     

 
 
 
 
 
 
 

 


