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ABSTRACT

Inflation has decreased compared to times that have been exceeded, however, its
journey has slowed down. This is also accompanied by the development of GDP
achievements. This paper aims to analyze the slowing down in inflation decline
and its impact on economic stability This paper is reviewed with a qualitative
approach and research type of literature study. This paper results that reducing
inflation is one of the efforts to maintain the stability of a country's economy and
economic stability is an important factor in maintaining the sustainability of a
country's economy.
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INTRODUCTION

Inflation and economic stability are two things that are interrelated in a country's
economy. High inflation can have a broad impact on the economy, such as increasing
prices of basic necessities and decreasing people's purchasing power. Therefore,
inflation is the focus for every country in maintaining economic sustainability and the
government needs to take appropriate action to reduce the inflation rate and maintain
economic stability in Indonesia. Meanwhile, economic stability is an important factor in
maintaining the sustainability of a country's economy. Economic stability can be
achieved by maintaining financial system stability, increasing economic growth, and

controlling factors that affect economic stability.

Fira Arista Widya et al, nflation and Its Contribution to Economic Stability in Indonesia


mailto:fira150204@gmail.com
https://jurnalfebi.iainkediri.ac.id/index.php/proceedings

Proceedings of Islamic Economics, Business, and Philanthropy, Volume 2, Issue 2, 2023 | 85

In the perspective of Islamic economics, inflation is a monetary phenomenon
that occurs when the value of a unit of money decreases against a commodity. Monetary
phenomena adversely affect the economy because they disrupt the function of money,
distort prices, damage output, can reduce productive investment, and cause injustice and
social tensions.

The stability of a country's economy is the focus for every country. This is
because if a country's economy is unstable it will cause economic problems such as low
economic growth, high unemployment and high inflation rates.

High inflation certainly disrupts economic stability, because high inflation
causes economic growth to decline. Inflation can change people's income to be
detrimental or beneficial depending on the community to be detrimental or profitable
depending on the severity of inflation that occurs. If there is mild inflation, it will be
beneficial or have a positive impact so that it will encourage a better economy through
an increase in national income. Meanwhile, if there is severe inflation, it will push the
economy for the worse. Thus inflation is something that must be overcome
immediately, because inflation has a bad impact on a country and can reduce investment
followed by reduced economic activity and increased unemployment which can slow

down a country's economic growth.

THEORETICALFRAMEWORK
Inflation

Inflation is a general and continuous increase in the price of goods and services
over a period of time. An increase in the price of one or two goods cannot be called
inflation unless it is widespread or results in an increase in the price of other goods, the
opposite of inflation is called deflation. In the perspective of Islamic economics,
inflation can be interpreted as a monetary phenomenon due to a decrease in the value of
a unit of money against a commodity.

The calculation of inflation is carried out by the Central Bureau of Statistics
(BPS) in Indonesia. BPS conducts surveys to collect price data from various kinds of
goods and services that are considered representative of public consumption
expenditure. The data is then used to calculate the inflation rate by comparing the

current price with the previous period (Bl, 2020).
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According to AP Lehner, inflation is a state where there is excess demand for
goods in an economy as a whole. According to Boediono (1995) inflation is defined as
the tendency of prices to increase in general and continuously. Meanwhile, according to
FW Paish, he explained inflation as a condition in which national income increases
much faster when compared to the increase in goods and services produced in an
economy. From some of the above understandings, it should be underlined that the
definition of inflation includes the following aspects: 1. Tendency, which is in the form
of the tendency of prices to increase, meaning that at a certain time it is possible to
decrease prices but overall has an increasing trend. 2. Sustained, price increases that
occur do not only last for a certain time, but continuously for a long time. 3. General
level of price, price in the context of inflation is intended as the price of goods in
general, not in the sense of one or two types of goods only (Santoso, 2020).

In the opinion of every economist, inflation can be defined as a state in which
the increase in goods and services in general is faster than continuously produced in an

economy.

Types Of Inflation

Types of inflation based on its origin: 1) Inflation originating from within the
country (domestic inflation), this inflation is caused by shocks from within the country,
both due to public actions and government actions in carrying out economic policies. 2)
Imported inflation, imported inflation is inflation that occurs domestically due to the
influence of price increases from abroad, especially the increase in prices of imported
goods which subsequently also has an impact on increasing prices of production input
goods that still cannot be produced domestically.

Types of inflation based on its severity: 1) Mild inflation does not interfere with
economic conditions because various product prices will only increase in general. 2)
This moderate inflation can endanger economic activities because it can reduce the
welfare of people who already have a fixed income. 3) This heavy inflation can disrupt
economic activities, because people no longer want to save in banks because the interest
is smaller than the inflation rate. 4) Very heavy inflation is inflation that is already very

difficult to control.
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Types of inflation by their nature: 1) Low inflation (creeping) is characterized by
a low inflation rate, where there is a slow increase in prices with a percentage that tends
to be small and over a long period of time. 2) Medium inflation, this type of inflation is
characterized by a fairly high price increase and has an accelerated nature that occurs in
a short period of time. 3) High inflation is characterized by severe and high inflation
rates (LPM, 2023.

Inflation Indicators

There are several indicators that can be used to determine whether an economy
is being hit by inflation or not, these indicators include: 1) consumer price index (CPI),
is an index that calculates the average price change in a period, from a collection of
goods and services consumed by the population or household in a certain period of time.
Changes in the Consumer Price Index from time to time show price movements of
packages of goods and services consumed by the public, this indicator is often used to
measure inflation. 2) Large Trade Price Index (IHPB), is an indicator that describes the
price movements of commodities traded at the producer level in a region in a certain
period. If in the Consumer Price Index what is observed is the final goods consumed by
the public, in the Large Trade Price Index what is observed is raw goods and
intermediate goods that are inputs for producers. 3) Gross Domestic Product (GDP)
Deflator, is an indicator that describes the measurement of the price level of final goods
and services produced in an economy (country). The GDP deflator is generated by
dividing GDP on the basis of nominal prices by GDP on a constant price basis (Bi,
2023).

Factors Causing Inflation

In principle, inflation can occur because there is no harmony between the rate of
money accrual and the growth rate of goods and services. If the money supply increases,
while the production of goods and services is fixed, then this tends to encourage
inflation. However, there are several factors that can cause inflation, including: a)
Increased public demand for goods and services. For example, when the government
increases the salaries of civil servants (PNS), it will usually be followed by an increase

in demand for goods and services. If this increase in demand is not offset by an increase
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in the number of goods and services in the market, then this will result in an increase in
the price of goods and services. b) Rising production costs. For example, when the
government increases the price of fuel oil (BBM), the price of goods in the market will
also increase. This increase in fuel prices also has an impact on increasing production
costs, as a result of which the company will also increase the selling price of its goods
and services. ¢) Budget deficit (APBN). The state budget deficit, which is closed by the
printing of new money by Bank Indonesia, will result in an increase in the money
supply, and will ultimately have an impact on increasing the price of goods and
services. d) The decline in the rupiah exchange rate against foreign currencies, such as
the US dollar, will have an impact on the more expensive imported production goods.
This will result in an increase in production costs and will ultimately increase the selling
price of goods. e) Public forecasts of future price increases (Aandrianus, 2006).

In the perspective of Islamic economics, inflation is caused by natural and
human factors. Natural inflation is caused by natural disasters, crop failures, and other
natural factors that affect the supply of goods and services. Meanwhile, inflation is
caused by human error such as corruption, poor administration and political instability
(Qusyaeri, 2017).

RESULTS AND DISCUSSION
Recent Data On Slowing Down In Inflation

Inflation as a macroeconomic indicator is an instrument in maintaining
economic stability. Here is the inflation data in Indonesia:

Inflation Data In Indonesia

Date Inflation data

September 2023 2,28%
August 2023 3,27%
July 2023 3.08%
June 2023 3.52%
May 2023 4%
April 2023 4,33%
March 2023 4.97%
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February 2023 5.47%
January 2023 5.28%
December 2022 5.51%

Source: Bank Indonesia Data

Data shows that the decline in inflation in Indonesia has slowed in recent times.
Here are some data showing a slowdown in inflation decline in Indonesia:

a) CPI inflation in September 2023 was recorded at 2.28 percent on an annual
basis, lower than the previous month's CPI inflation of 3.27 percent on an annual
basis

b) Inflation in May 2023 was recorded at 4.0% (yoy), decreasing from April 2023
(4.3% yoy)

c) Core inflation slowed to 2.18% (yoy) in September 2023, down from 2.43%

(yoy) the month earlier

Although inflation is still under control within the target range, the slowdown in
inflation reduction can be a concern for the government in maintaining economic
stability in Indonesia. Some factors that affect inflation in Indonesia include high
demand, high production costs, money supply, increase in production factor prices,
increase in import prices, increase in energy prices, and increase in tax prices.
Therefore, the government needs to take appropriate measures to control these factors

and lower the inflation rate to maintain economic stability in Indonesia (BI, 2023).

Economic Stability

Stability in economics is defined as a condition in which there is an economy
that is running according to the planned plan, meaning that all activities in the economic
sector run as expected, can be controlled and are also sustainable with each other. With
the aim to create the achievement of improvement of people's welfare through
predetermined plans for higher economic growth. In achieving high economic stability
is not always easy. Many factors influence the achievement of economic stability,
including monetary and fiscal policies, global economic growth, financial market
conditions, and other factors. Therefore, the government often takes steps to maintain

economic stability (Sugiatni. 2023).
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Economic stability in the perspective of Islamic economics refers to conditions
where economic activities run in balance and stability so as to achieve community
welfare and sustainable economic development. Economic stability must include
balance, fiscal and monetary policies, equity and risk management in order to be applied
in a balanced and proportional manner to achieve public welfare and sustainable

economic development.

Challenges In Maintaining Economic Stability

Although monetary policy can help maintain and control economic stability,
there are several challenges or problems that can affect the effectiveness of this policy.
One of the main challenges is economic uncertainty. Economic instability is caused by
several factors, such as changes in government policy, financial market turmoil, and
political uncertainty. Economic uncertainty can also make investors and consumers
hesitant in investing and consumption, which can slow economic growth.

In addition, problems in the financial system can also affect economic stability.
The financial crisis that occurred in 2008 is an example of how problems in the
financial system can affect overall economic stability. Financial crises can occur when
there are problems in the financial system, such as non-performing loans, excessive
risk-taking, and financial market imbalances. A financial crisis can trigger an economic
recession and can cause huge losses to the corporate community.

So it can be concluded that maintaining economic stability is important for
people's welfare. Monetary policy is one of the economic policy instruments that can
help maintain economic stability by controlling inflation and managing interest rates.
Although monetary policy can help maintain economic stability, there are several
challenges that can affect the effectiveness of this policy, such as economic uncertainty
and problems in the financial system. Therefore, it is important for governments and
central banks to continuously monitor economic conditions and take appropriate

measures to maintain healthy and sustainable economic stability (Team, 2023).

The Importance Of Price Stability In Economic Growth
Low and stable inflation is a prerequisite for sustainable economic growth which

ultimately benefits the improvement of people's welfare. The importance of controlling
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inflation is based on the consideration that high and unstable inflation has a negative
impact on people's socioeconomic conditions. First, high inflation will cause people's
real incomes to continue to fall so that the standard of living of the people falls and
eventually makes everyone, especially the poor, poorer. Second, unstable information
will create uncertainty for economic actors in making decisions. Empirical experience
shows that unstable inflation will complicate people's decisions in consumption,
investment, and production, which in turn will reduce economic growth. Third, the
domestic inflation rate that is higher than the inflation rate in domestic countries makes
the real domestic interest rate uncompetitive, which can put pressure on the rupiah
value. Fourth, price stability plays an important role in supporting efforts to maintain

financial system stability.

Impact Of Inflation On Economic Stability

Overall inflation negatively affects the economy in Indonesia. If inflation
increases, the economy will decline because rising inflation indicates that there has been
an excessive increase in prices. High prices will reduce public demand for goods so that
the production of goods and services becomes low and will cause the economy to
decline. Vice versa, low or stable inflation which is indicated by stable prices will
increase people's ability to obtain goods and services that trigger production to increase.
The increase in goods and services will improve the economy.

The effect of inflation on the economy in Indonesia is not significant. Rising
inflation is not always followed by a downturn in the economy and conversely, falling
inflation is not always followed by an increase in the economy in Indonesia. The
possibility of inflation can cause an increase in production, because in inflationary
conditions usually price increases precede wage increases so that employers' profits rise.
However, if this inflation rate is high enough, it can have the opposite effect, namely a
decrease in output. In the event of high inflation, the value of real money drops
dramatically, people tend not to have cash, transactions lead to barter, which is usually
followed by a decrease in the production of goods. Inflation can be followed by an
increase in output, but it can also be followed by a decrease in output.

The impact of inflation can be prevented by policies that can be taken by a

country to maintain economic stability: a) Monetary policy or government policy
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carried out by the central bank to regulate the circulation of money using its instruments
such as reducing the cash supply, raising interest rates and conducting open market
operations by selling securities. b) fiscal policies or government policies on tax
regulations and government spending, which have a direct effect on total demand and
price changes. So it is clear that the government must maintain planning for the use of
the state budget by reducing government spending regulations and raising tax rates to
balance public consumption purchases as well as the strength of production of goods
and services. c) policies issued by the government used in increasing production output
that will show economic capability, by reducing public wages which will reduce income
that is ready to be spent and by monitoring market prices so as not to be increased
carelessly by entrepreneurs and by lowering import duties so that there is an increase in
imported goods and causing domestic goods to increase so that prices decrease

In conclusion from the text above, inflation in Indonesia has a complex impact
on the economy. Rising inflation, which often indicates excessive price increases, can
lead to a decrease in public demand, which in turn can reduce the production of goods
and services, potentially lowering the economy. Nonetheless, the impact can vary;
Moderate inflation can stimulate production if price increases precede wage increases,
while high inflation can result in decreased output.

The government has a number of policy tools, including monetary and fiscal
policies, as well as market price monitoring, to control inflation and maintain economic
and price stability. However, the relationship between inflation and the economy is not
always direct, and other factors also play a role in Indonesia's economic dynamics.
Therefore, it is important for the government to take wise policies to maintain economic

stability, accepted prices and sustainable growth (Amrini, 2014).

Economic Stability Data And Its Relation To Slowing Inflation

Economic stability can be shown by economic growth in Indonesia as follows:

Indonesia's Economic Growth Data

YEAR DATA ‘
Second Quarter of 2022 5,46%
Third Quarter of 2022 5,37%
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Quarter 1V 2022 5,01%
Trwiulan | 2023 5,03%

Source: Bank Indonesia Data

Data shows that Indonesia's economic stability is still maintained despite a
slowdown in inflation reduction. Indonesia's economic growth remains strong amidst
the global economic slowdown. Data from the Central Statistics Agency (BPS) shows
economic growth in the first quarter of 2023 of 5.03%. Despite the slowdown in
inflation, Indonesia's economic stability has been maintained with strong economic
growth, sound state revenues, a healthy external position, and improving household
consumption. Bank Indonesia will also continue to take measures to maintain economic

stability and curb inflation back within the target corridor (BI, 2023).

CONCLUSION

Inflation and economic stability are closely related. Inflation in Indonesia has
increased in the decade of the current year, and is still below the low inflation rate of
below 10%. Rising inflation in Indonesia has a negative impact on economic stability in
general, such as declining people's purchasing power and difficult decision-making in
consumption, investment and production. Low and stable inflation is a prerequisite for
sustainable economic growth which ultimately benefits the improvement of people's
welfare. The slowdown in inflation decline can be a concern for the government in
maintaining economic stability in Indonesia. Slowing consumption can be the cause of
low inflation, this can occur due to a slowdown in weak demand. In this regard, the
government needs to continue to take appropriate actions to control inflation and
maintain economic stability in Indonesia. This can be done by controlling factors that
affect inflation, such as high demand, high production costs, money supply, increase in
production factor prices, increase in import prices, increase in energy prices, and
increase in tax prices. In addition, the government also needs to continue to increase
economic growth, good state revenues, a healthy external position, and improved

household consumption to maintain economic stability in Indonesia
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