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Abstract: The Effect Of Credit To The Inflation Rate Through 
       Gross Domestic Product In Indonesia 
 

Credit markets are not always balanced because of unbalanced information and other 
causes. There are two credit channels that influence the transmission of monetary policy 
from finance to the real sector, namely bank credit channels that are more concerned with 

the behavior of banks that are more selective in credit selection because of asymmetric 
information.This study aims to determine the effect of credit that consists of investment 
credit, working capital credit and consumption credit to the inflation rate through Gross 

Domestic Product (GDP) in Indonesia. The overall data used in this study is secondary data 
from the result of systematic recording in the form of time series from 2007 to 2016 

obtained from the Central Bureau of Statistics, Bank Indonesia Report and Indonesian 
Banking Statistics. Data were analyzed by using multiple regression with Ordinary Least 
Square (OLS) approach. Based on the results of the research, simultaneous credit has a 

positive and significant effect on inflation through GDP and partially found that investment 
credit and working capital credit have positive and significant effect to inflation through 

GDP, while consumption credit has positive and insignificant effect. 
 
Keywords: Investment Credit, Inflation, Gross Domestic Product 

INTRODUCTION 

Inflation is an always interesting economic phenomenon discussed mainly related to 

its broad impact on the economy especially in Indonesia. On the monetary side, the central 

bank of the Republic of Indonesia issued a policy to control the inflation rate of the 

monetary sector, namely the transmission of monetary policy. The transmission mechanism 
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of monetary policy basically illustrates how monetary policy pursued by the central bank 

influences various economic and financial activities so that in the end it can achieve its 

stated objectives. The transmission mechanism of monetary policy is a complex process, and 

therefore in monetary economic theory it is often called "black box" (Miskhin, 1995). 

Economists often refer to this as 'black box' because basically we know how monetary policy 

will influence economic growth and inflation but we never really know exactly how monetary 

policy affects economic growth and inflation. The effectiveness of monetary policy is very 

dependent on the transmission mechanism. There are several lines in the transmission 

mechanism of monetary policy, one of which is the credit line. 

In the transmission mechanism of monetary policy through credit lines, the credit 

market greatly influences financial transmission from the monetary sector to the real sector. 

So that in this mechanism, it will be explained how the variable of bank credit affects the 

inflation rate through gross domestic product. Credit markets are not always balanced 

because of unbalanced information and other causes. There are two credit channels that 

influence the transmission of monetary policy from finance to the real sector, namely bank 

credit channels that are more concerned with the behavior of banks that are more selective 

in credit selection because of asymmetric information. The development of bank credit will 

affect inflation and real output through two things, namely investment development and 

consumption development. There are three types of loans channeled by banks based on 

their types of use, namely investment loans, working capital loans, and consumption loans. 

Based on the monetary policy transmission mechanism, the focal point of Bank 

Indonesia as the Central Bank of the Republic of Indonesia is the stabilization of the inflation 

rate. However, the mechanism is considered a complex process with various channels. 

Therefore, this study was conducted using one of the lines, namely the credit line to 

influence the stabilization of the inflation rate. The title of this research is "Analysis of the 

Effect of Credit on Inflation Rate through Gross Domestic Product in Indonesia for the Period 

2007-2016". 
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LITERATURE REVIEW 

Monetary Policy Transmission 

The transmission mechanism of monetary policy basically illustrates how monetary 

policy pursued by the central bank influences various economic and financial activities so 

that in the end it can achieve its stated objectives. Specifically, Taylor (1995) states that the 

transmission mechanism of monetary policy is "the process through monetary decisions that 

are transmitted into changes in real GDP and inflation". The transmission mechanism of 

monetary policy starts from the actions of the central bank by using monetary instruments 

that influence economic and financial activities through various transmission channels of 

monetary policy, such as money channels, credit, interest rates, exchange rates, asset prices 

and expectations. In the financial sector, monetary policy influences the development of 

interest rates, exchange rates and stock prices in addition to the volume of public funds 

deposited in banks, loans channeled to the business world and investment in bonds, stocks 

and other securities. In the real sector, this policy influences the development of 

consumption, investment, exports and imports so that monetary policy influences economic 

growth and inflation which is the ultimate target of the policy. The transmission mechanism 

of monetary policy is a complex process, and therefore in monetary economic theory it is 

often called "black box" (Miskhin, 1995). 

Credits 

Credit is a financial facility that allows a person or business entity to borrow money 

to buy a product and repay it within a specified period of time. Credit comes from the word 

credere which means trust, the point is that if someone obtains credit, then the person has 

been given trust. As for the lender, it means that he has given confidence that the money 

that has been loaned will return. 

From the point of view of using credit, include: 

a) Consumer loans are loans used by borrowers for consumption purposes or for 

fulfilling daily needs. 

b) Working capital loans are loans intended for production purposes which will be 

used for business expansion. 



  
 
 
 

Volume 5 Nomor 2  Ed.Desember 2018 : page 78-93 
p-ISSN: 2407-6635    e-ISSN : 2580-5570 

 
 
 
 

81 

 

c) Investment loans are medium-term loans for the purchase of capital goods and 

services used to rehabilitate, modernize or establish new businesses. 

Gross Domestic Product 

 
According to A. Mc Eachern (2000) gross domestic product means measuring the 

market value of the final goods and services produced by resources that are in a country for 

a certain period of time, usually one year. GDP can also be used to study the economy from 

time to time or to compare several economies at a time. Gross domestic product only 

includes final goods and services, namely goods and services sold to the last user. For goods 

and services purchased to be processed and then sold again not included in the GDP count, 

this is done to avoid the problem of double counting (A. McEachern, 2000). Double 

calculations can cause the results of the GDP calculation not to show the actual results, so 

that in this calculation only one calculation is made for each product. According to Mankiw 

(2007) there are two types of GDP, namely as follows:  

1. GDP with current prices or nominal GDP, that is, the value of goods and services 

produced by a country in a year is valued according to the prices prevailing in that 

year.  

2. GDP with a fixed price or real GDP, that is, the value of goods and services 

produced by a country in a year is valued according to the prices prevailing in a 

given year which are then used to assess goods and services produced in other 

years. 

Inflation 

Inflation is an event that describes a situation and condition where the price of 

goods increases and the value of the currency weakens, and if it occurs continuously it will 

result in a deterioration in the overall economic condition and be able to shake the political 

order of a country. Inflation is defined as an increase in the overall price level in an 

economy (Mankiw, 2003).  

The occurrence of inflation is a result of an increase in the price level above the 

generally accepted average which can be measured by the price index of consumer goods 

from year to year. Another definition of inflation is the tendency of prices to rise in general 
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and continuously (Boediono, 1989). The price increase of just one or two items is not called 

inflation, unless the increase extends to a large part of the price of other goods. Inflation is 

a condition that is caused by the absence of a balance between the demand for goods and 

supplies, namely demand exceeds inventory and the greater the difference the greater the 

danger posed by inflation for the health of the economy (Soesastro, 2005). 

RESEARCH METHODOLOGY  

This research was conducted by covering all regions of Indonesia. The data 

used in the study are secondary data, namely data relating to investment credit data, 

working capital credit data, consumption credit data, GDP data and inflation rate data for 

the period 2007 - 2016. The data for all variables to be examined starts from the first 

quarter of the year 2007 to IV quarter 2016 with the amount of data (n) is 40 periods. This 

data is collected in a continuous time interval (time series). This data was obtained through 

the Office of BPS (Central Bureau of Statistics), Indonesian Banking Statistics from the web 

of the Financial Services Authority (OJK) and the Indonesian Economic and Financial 

Statistics (SEKI) Bank Indonesia. In addition, literature studies are also conducted (journals, 

books, internet articles, and various other literature) that are related and relevant to the 

problems under study.  

The data analysis model used in this study is a multiple linear analysis model using 

the Analysis Eviews 9.0 Enterprise analysis tool. The multiple regression analysis model is 

used to measure the influence of more than one independent variable or independent 

variable on the dependent variable or dependent variable. Then to estimate parameters in 

multiple linear regression models, structural methods are used. To see the extent to which 

the factors of investment credit, working capital credit and consumption credit influence the 

inflation rate through GDP in Indonesia, the analysis of the regression model is stated as 

follows: 

 Y1 = f (X1, X2, X3)  (1)  

 Y2 = f (Y1) (2)  
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Or by using the general form of multiple linear regression models in the following  

equation:  

Y1 = α0 + α1 X1 + α2 X2 + α3 X3 + μ1  (3)  

Y2 = β0 + β1 (Y1) + μ2  (4)  

 found the new equation as follows:  

 Y2 = β0 + β1 (α0 + α1 X1 + α2 X2 + α3 X3 + μ1) + μ2  

 Y2 = (β0 + α0 β1) + (α1 β1) X1 + (α2 β1) X2 + (α3 β1) X3 + (β1 μ1 + μ2)  (5)  

 Where: 

Y1  = Gross Domestic Product (Rupiah)  

Y2  = Inflation Rate (Percent)  

X1  = Investment Credit (Rupiah)  

X2  = Working Capital Credit (Rupiah)  

X3  = Consumer Credit (Rupiah)  

α0, β0, (β0 + α0 β1) = Constants  

μ1 & μ2 = Error term  

α1  = Effect of investment credit on GDP  

α2  = Effect of Working Capital Credit on GDP  

α3  = Effect of Consumer Credit on GDP  

α1 β1  = Effect of Investment Credit on Inflation through GDP  

α2 β1  = Effect of Working Capital Credit on Inflation through GDP  
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α3 β1  = Effect of Consumer Credit on Inflation through GDP 

 The test criteria carried out on the equation model are by using statistical testing, 

including testing the partial regression coefficient (t test), testing the coefficient of 

determination (R2) and testing the regression coefficient together (F test). 

RESULTS 

Results of Estimated Effects of Investment Credit (X1), Working Capital Credit 

(X2) and Consumption Credit (X3) on GDP (Y1) in Indonesia Period 2009-2016 

 The data analysis technique used in this study is multiple linear regression, namely 

the regression equation involving 2 (two) or more variables. This analysis is used to 

determine the magnitude of the influence of a dependent variable on the independent 

variable. The regression results of the effect of investment credit (X1), working capital credit 

(X2) and consumption credit (X3) on GDP in Indonesia (Y1) for the period 2007-2016 using 

the Eviews version 9.0 software obtained the following regression results. 

 The results of statistical tests show that the investment credit variable (X1) has a 

probability value of less than five percent, which is equal to 0.0010. This concludes that the 

investment credit variable has a significant effect on GDP. In addition, it can also be known 

that the coefficient value is 0.077470 which means that each increase in investment credit 

by one percent will have a positive effect of 0.077470 percent of GDP (Y1). The results of 

statistical tests also show that the working capital credit variable (X2) has a probability level 

below five percent which is equal to 0.0237 with a coefficient of 0.151714, meaning that 

each percentage increase in the percentage of working capital loans significantly increases 

GDP by 0.151714 percent.  

 However, the results of statistical tests that show the consumption credit variable 

(X3) has a probability level above five percent which is equal to 0.2431 with a coefficient of 

0.068387, it can be said that the increase in the percentage of consumption credit does not 

significantly influence the increase in GDP. 
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Table 1. Regression Results Effect of Investment Credit (X1), Working Capital Credit (X2) 

and Consumption Credit (X3) on GDP in Indonesia (Y1) Period 2007 – 2016 

 

Results of Estimated Effect of GDP (Y1) on Inflation (Y2) in Indonesia Period 

2007-2016 

To find out the effect of gross domestic product on inflation in Indonesia, the results 

of regression calculations are obtained using the program Eviews 9.0 in Table 2 as follows: 

 

Table 2. Results of Regression on the Effect of GDP (Y1) on Inflation (Y2) 

 in Indonesia, Period 2007 – 2016 

Dependent Variabel : Inflation (Y2) 

Variable Coefficient Std. Error t-Statistic Prob.   

C -4516.189 69.26370 -65.20282 0.0000 
Y1AADJ 131.4052 1.969863 66.70778 0.0000 

R-squared 0.991533     Mean dependent var 104.1938 

Adjusted R-squared 0.991310     S.D. dependent var 20.94263 
S.E. of regression 1.952273     Akaike info criterion 4.224572 

Sum squared resid 144.8321     Schwarz criterion 4.309016 
Log likelihood -82.49145     Hannan-Quinn criter. 4.255105 
F-statistic 4449.928     Durbin-Watson stat 0.985856 

Prob(F-statistic) 0.000000 
N = 40 

 

Dependent Variabel : Gross Domestic Product (Y1) 

Variable Coefficient Std. Error t-Statistic Prob. 

C 25.26975 0.339893 74.34622 0.0000 
X1 0.077470 0.021558 3.593493 0.0010 

X2 0.151714 0.064250 2.361298 0.0237 
X3 0.068387 0.057397 1.191486 0.2431 
R-squared 0.981625     Mean dependent var 35.16133 

Adjusted R-squared 0.980094     S.D. dependent var 0.160177 

S.E. of regression 0.022599     Akaike info criterion -4.647185 

Sum squared resid 0.018386     Schwarz criterion -4.478297 
Log likelihood 96.94371     Hannan-Quinn criter. -4.586121 

F-statistic 641.0774     Durbin-Watson stat 1.625376 
Prob(F-statistic) 0.000000 
N = 40 
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Based on Table 2 the results of the regression analysis of the effect of GDP on 

inflation, the value of R2 = 0.991533 is obtained. The coefficient value of R2 indicates that 

the variation in the change in inflation value can be explained by GDP by 99 percent. The F-

statistic value is 4449,928 with a probability value of 0.000000, smaller than the significance 

level of five percent. So it can be said that GDP affects inflation. The results of statistical 

tests show that the GDP variable has a probability value smaller than the maximum error 

limit that can be tolerated at five percent which is 0.0000. So, it can be concluded that the 

GDP variable significantly has a positive effect on inflation in Indonesia. Besides that, it can 

also be known that the coefficient value is 131,4052, which means that every increase in 

economic growth by one percent will have a positive effect of 131,4052 against inflation. 

Results of Estimated Effects of Investment Credit (X1), Working Capital Credit 

(X2) and Consumer Credit (X3) on Inflation (Y2) through GDP (Y1) in Indonesia 

Period 2007-2016 

To find out the effect of investment credit, working capital credit and consumption 

credit on inflation through GDP in Indonesia obtained by using a manual count taken from 

the calculation of the regression results in Table 1 multiplied by the regression results in 

Table 2, the results are as follows:   

 

Table 3. Results of Estimated Effects of Investment Credit (X1), Working Capital Credit (X2) 

and Consumption Credit (X3) on Inflation (Y2) through GDP (Y1)  

in Indonesia Period 2007-2016 

Influence Through Y1 
Indirect 

Effecta 
Description 

X1 to Y2 α1 β1 (0.077470 X 131.4052) 
10.17996084 

Significant 

X2 to Y2 α2 β1 (0.151714 X 131.4052) 
19.93600851 

Significant 

X3 to Y2 α3 β1 (0.068387 X 131.4052) 
8.986407412 

Not Significant 

 

 Table 3 above explains that the effect of investment credit on the inflation index 

through GDP gets results that state the significance of these variables. The coefficient value 

is 10.17996084 which means that every one percent increase in investment credit will 

increase the inflation percentage by 10.17996084 percent. This indicates that the 

investment credit variable has a positive and significant effect on inflation through GDP in 
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Indonesia for the period 2007-2016. The results of the manual test show that the working 

capital credit variable has a coefficient of 19.93600851. This illustrates that every one 

percent increase in working capital loans will increase inflation in Indonesia by 19.93600851 

percent. So it can be concluded that the working capital credit variable also has a positive 

and significant effect on inflation through GDP in Indonesia for the period 2007-2016. 

However, the consumption credit variable shows different results on the effect on inflation 

through GDP. The consumption credit variable has a coefficient of 8.986407412, but the 

results obtained are not significant even though it has a positive effect. Then it can be said 

that the consumption credit variable has a positive and not significant effect on inflation 

through GDP in Indonesia for the period 2007-2016. 

 

 

 

 

 

 

Figure 1. Illustration of Results Estimated Effect of Investment Credit (X1),                      

Working Capital Credit (X2) and Consumption Credit (X3) on Inflation (Y2)                             

through GDP (Y1) in Indonesia Period 2007-2016 

DISCUSSION 

 Based on the results of the estimation and analysis of the data above, further 

explanation is the implications of the factors that influence inflation in Indonesia. The results 

of the analysis referred to along with findings from previous studies are as follows: 
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Effect of Investment Credit on GDP in Indonesia 

 Based on the estimation results of the study, the investment credit variable has a 

significant effect with a probability value below 5% which is 0.0010, and has a positive 

effect on GDP in Indonesia with a coefficient value of 0.07747 which means that every one 

percent increase in investment credit is accompanied by an increase in GDP of 0.07747 

percent. These results are also reinforced by Harrod-Domar's theory of economic growth 

stating that investment plays an important role in the process of a country's economic 

growth. The role of investment in growth is to create a revenue side, meaning that 

investment affects the demand side. Both investments can increase economic production 

capacity by increasing capital stock, meaning that investment will affect the supply side. 

When investment credit is increased, it means that the community will be more productive 

by opening new business fields, expanding business fields and increasing production on the 

other hand with increasing investment credit distribution, community income will also 

increase due to increased business volume so that eventually it will increase national income 

. These results are in accordance with the initial hypothesis which states that there is a 

positive and significant relationship between investment credit to GDP but is not in line with 

the research conducted by Nurhayati (2017) which states that an increase in investment 

credit will negatively and significantly increase the gross domestic product increase. 

Effect of Working Capital Loans on GDP in Indonesia 

 Based on the results of the research estimation, the working capital credit variable 

has a significant effect with a probability value below 5% which is 0.0237, and has a positive 

effect on GDP in Indonesia with a coefficient of 0.151714 which means that every one 

percent increase in working capital credit is accompanied by a GDP increase of 0.151714 

percent. These results are in accordance with the initial hypothesis which states that there is 

a positive and significant relationship between working capital loans to GDP. This is in line 

with the research conducted by Nurhayati (2017) which states that an increase in working 

capital loans will positively and significantly affect the increase in gross domestic product. 

Effect of Consumer Loans on GDP in Indonesia 

 Based on the results of the research estimation, the consumption credit variable has 

no significant effect with a probability value above 5%, which is 0.2413, but positive for GDP 

in Indonesia with a coefficient value of 0.068387 which means that every one percent 
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increase in consumption credit is accompanied by a 0.068387 percent increase in GDP. 

These results are not in accordance with the initial hypothesis which states that there is a 

positive and significant relationship between consumption credit to GDP. This is in line with 

the research conducted by Nurhayati (2017) which states that an increase in consumer 

credit will positively and not significantly increase the gross domestic product. Although it 

has a positive effect, consumption credit does not have a significant effect on GDP in 

Indonesia. This is due to changes in the consumption patterns of people who tend to be 

consumptive, for example using consumer loans for the purchase of private and home 

vehicles, even though banks, especially Bank Indonesia, have addressed the consumptive 

symptoms by regulating policies related to consumption credit but not enough to control the 

increasingly consumptive. 

Effects of GDP on Inflation in Indonesia 

 Based on the results of the research estimation, the GDP variable has a significant 

effect with a probability value below 5% which is 0.0000, and has a positive effect on 

inflation in Indonesia with a coefficient of 131.4052 which means that every one percent 

increase in GDP is accompanied by an increase of 131.4052 percent. The results of the 

estimation of this study are reinforced by Keynesian theory which states that an increase in 

GDP on the expenditure side will increase the effective demand of society. If the amount of 

effective demand for commodities increases, at the prevailing price level, exceeding the 

maximum amount of goods that can be produced by the community, the inflationary gap 

will arise and cause a problem of inflation. However, these results are not in line with the 

research conducted by Sipayung (2013) which states that GDP does not affect Inflation. 

Effect of Investment Credit on Inflation through GDP in Indonesia 

 Based on the estimation results of the study, the investment credit variable has a 

significant effect with a probability value below 5% which is 0.0010, and has a positive 

effect on inflation through GDP in Indonesia with a coefficient of 10.17996084 which means 

that every one percent increase in investment credit is accompanied by an increase in 

inflation by 10.17996084 percent . This is in line with the previously made hypothesis which 

states that investment credit has a positive and significant effect on inflation through GDP. 
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As it is known that directly increasing the amount of credit also increases the money supply, 

the results of this estimation are in line with the research conducted by Sutawijaya (2012) 

which states that the money supply has a positive effect on inflation. However, the 

estimation results are also not in line with Utami's (2012) research, Hartomo (2010) and 

Sipayung (2013) which states that the money supply does not have a significant effect on 

inflation. 

 

Effects of Working Capital Loans on Inflation through GDP in Indonesia  

 Based on the results of the research estimation, the working capital credit variable 

has a significant effect with a probability value below 5% which is 0.0237, and has a positive 

effect on inflation through GDP in Indonesia with a coefficient of 19.93600851 which means 

that every one percent increase in working capital credit is accompanied by an increase in 

inflation through GDP of 19,93600851 percent. This is in line with the previously made 

hypothesis which states that working capital credit has a positive and significant effect on 

inflation through GDP. As it is known that directly increasing the amount of credit also 

increases the money supply, the results of this estimation are in line with the research 

conducted by Sutawijaya (2012) which states that the money supply has a positive effect on 

inflation. However, the estimation results are also not in line with Utami's (2012) research, 

Hartomo (2010) and Sipayung (2013) which states that the money supply does not have a 

significant effect on inflation.  

Effects of Consumer Loans on Inflation through GDP in Indonesia    

 Based on the estimation results, the consumption credit variable has no significant 

effect with a probability value above 5%, which is 0.2413, but has a positive effect on 

inflation through GDP in Indonesia with a coefficient value of 8.986407412 which means 

that every one percent increase in consumption credit is accompanied by an increase in 

inflation through 8.986407412 percent. The insignificant effect of consumption credit on 

inflation through GDP is due to the consumption pattern of consumers who tend to be 

consumptive as used to buy private vehicles or private homes. Although it has a positive, 

but not significant effect due to the consumptive pattern, it is contrary to the increase in 

investment credit, which reflects the increase in GDP through its contribution in increasing 

business income in Indonesia. This is not in line with the previously made hypothesis which 
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states that consumption credit has a positive and significant effect on inflation through GDP. 

As it is known that directly increasing the amount of credit also increases the money supply, 

the results of this research estimate are in line with the research conducted by Utami 

(2012), Hartomo (2010) and Sipayung (2013) which states that the money supply has no 

significant effect on inflation, and in line with Sutawijaya's (2012) research which states that 

the money supply has a positive effect on inflation. 

CONCLUSION 

      Based on the results of research conducted and discussed in - in the previous, the 

authors can draw conclusions:  

1. Taken together, investment credit, working capital credit and consumption credit 

have a positive and significant effect on GDP in Indonesia during the study period. 

Partially, investment credit and working capital loans have a positive and significant 

effect on GDP, while consumption credit has a positive and not significant effect on 

GDP in Indonesia.  

2. Taken together, investment credit, working capital credit and consumption credit 

have a positive and significant effect on inflation through GDP in Indonesia during 

the study period. Partially, investment credit and working capital loans have a 

positive and significant effect on inflation through GDP, while consumption credit has 

a positive and insignificant effect on inflation through GDP in Indonesia.  

     Based on the results of the research conducted, several suggestions were proposed:  

1. In general, with a credit level that tends to increase, it can have a positive influence 

on the increase in GDP during the study period. The increasing number of 

investment loans and working capital loans during the study period can encourage 

increased production which can support economic growth in Indonesia. Based on 

this, it is expected that the government will continue to encourage the increase in 

credit. However, especially for consumer loans, regulations should be made so that 

their use is more productive in order to encourage a more massive increase in GDP. 

2. To Bank Indonesia it is recommended that steps be taken to anticipate an increase in 

the rate of investment credit and uncontrolled working capital loans so as to trigger 

an increase in inflation. 
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