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Abstract: Cost escalation of essential goods has an important effect on a country's per capita income.
This research seeks to examine the impact of rising prices of basic necessities on per capita income
in Indonesia, with a focus on the internal economic outlook. Utilization of panel data regression
analysis techniques was used to assess the correlation between price spikes in essential goods and
per capita income, while considering various additional economic and demographic variables. The
findings of this investigation reveal that the surge in prices of essential goods has had a significant
impact on per capita income in Indonesia. A decrease in purchasing power due to increased prices
of essential goods can reduce the actual income of individuals and households, consequently
affecting overall per capita income. This impact is particularly profound among households with
limited income levels. Other elements such as inflation, economic expansion, and government
strategy also contribute to determining the consequences of rising prices of essential goods on per
capita income. Consequently, there is a need for appropriate policies to efficiently address rising
prices of basic necessities, including measures to manage inflation, strengthen social safety nets, and
improve economic efficiency. In short, rising prices of essential goods have major consequences for
per capita income in Indonesia. Inclusive and enduring strategies are essential in designing
economic policies that can overcome these obstacles, while taking into account the various external
and internal factors that influence the intricacies of the domestic economy.

Keywords: Increase in Prices of Primary Goods, Per Capita Income, National Economy, Economic
Implications, Inflation.

1. Introduction

The impact of rising prices of basic necessities on per capita income in Indonesia has
been studied extensively, considering various factors in the domestic economy. One study
found that inflation, as well as the expansion of Gross Regional Domestic Product (GRDP),
had significant adverse effects on per capita income [1]. In contrast, the Human
Development Index (HDI) and minimum wage were identified as having a significant
positive influence on per capita income [2]. This shows that economic indicators such as
inflation and GRDP growth can have a negative impact on per capita income, while factors
such as human development and minimum wage levels play a positive role in increasing
per capita income in Indonesia.
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Increases in the prices of fundamental commodities such as foodstuffs and energy
sources can significantly impact an individual's purchasing power and per capita income.
Research shows that changes in food commodity prices have a direct influence on
consumption spending and investment decisions, potentially causing supply shocks to
turn into demand shocks [3]. A study of energy poverty in Japan highlights the severe
impact of rising energy prices on low-income households, with a doubling of energy prices
resulting in a substantial increase in energy poverty rates [4]. Additionally, empirical
findings from Taiwan show that global commodity price fluctuations bypass domestic
prices, affecting consumer spending and the economy as a whole [5]. Furthermore,
research on per capita expenditure in West Java shows the influence of inflation and
consumption credit distribution on purchasing power, emphasizing the relationship of
economic factors to individual income levels [6].

The relationship between economic growth and education has a significant negative
impact on the level of poverty gap, which then affects per capita income in Indonesia [7].
Additionally, research shows that health conditions, such as body weight, can influence
income levels, with obese men tending to earn higher incomes and thin women
experiencing lower incomes [8]. These findings highlight the importance of addressing
economic disparities and health inequalities to increase per capita income. However,
further investigation is needed to explore the specific effects of rising costs of essential
goods on per capita income in Indonesia's domestic economy [9], [10].

The impact of rising prices of basic necessities on per capita income in Indonesia can
be analyzed through the various lenses provided by the research paper. Factors such as
economic growth and education have been shown to have a negative and significant effect
on the poverty gap, which can directly affect per capita income [11]. Additionally, the
dynamics of economic inequality in Indonesia, which have been exacerbated by events
such as the Covid-19 pandemic, highlight the criticality of social justice in addressing
disparities in society, which ultimately affects income distribution [12]. Additionally, a
study of the effects of health on income in Indonesia reveals that health status, including
body weight, can influence an individual's income level, suggesting a nuanced
relationship between health and economic outcomes [13]. By considering these insights,
policymakers can better understand the diverse nature of the relationships between rising
prices of basic needs, income levels, and overall economic well-being in Indonesia.

Problem Formulation: 1) How does the escalation in prices of essential commodities
in Indonesia affect per capita income? 2) How will the surge in prices of essential
commodities in Indonesia impact inflation? 3) How does inflation in Indonesia affect per
capita income? 4) How does the escalation in prices of essential commodities in Indonesia
impact per capita income through inflation?

Research Objectives: 1) To analyze the escalation of essential commodity prices in
Indonesia affecting per capita income. 2) To find out whether the spike in prices of essential
commodities in Indonesia has had an impact on inflation. 3) To analyze inflation in
Indonesia affecting per capita income. 4) To analyze the escalation of essential commodity
prices in Indonesia on the impact on per capita income through inflation.

Literature Review
Income per capita

Per capita income, a widely used metric for evaluating economic prosperity [14], is
invaluable for understanding average individual income, facilitating assessments of
economic well-being, enabling international comparisons, and guiding economic planning
[15]. However, it has limitations, such as ignoring variations in income distribution, non-
economic aspects of well-being, and short-term economic fluctuations [16]. To overcome
these limitations, alternative indicators such as the Human Development Index, Gini
Index, and Gross National Happiness have been developed [17]. While per capita income
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remains important, supplementing it with other metrics offers a more holistic view of
national well-being, assisting policymakers in crafting comprehensive economic strategies
for the well-being of the population as a whole [18].

Per capita income, an important economic metric, reflects the average income per
individual in a region, helping in assessing economic well-being. Gross National Income
(GNI) Per Capita and Gross Domestic Product (GDP) Per Capita offer insight into national
economic productivity [19]. The Human Development Index (HDI) provides a
comprehensive view by integrating income, health, and education data [14]. The Gini
coefficient and poverty rate contribute to understanding income distribution and poverty
levels [20]. Regional Minimum Wages (RMW) impact per capita income by ensuring a
basic standard of living for workers [18]. Analyzing per capita income involves data
collection, calculations, distribution analysis, international comparisons, monitoring
historical trends, and correlation with other indicators [21]. By considering these diverse
indicators and analyses, a holistic understanding of income levels and their social
distribution can be achieved, increasing insight into economic well-being.

Price increases

Price spikes, characterized by significant increases in the costs of commodities and
services, can stem from a variety of factors outlined in the economic literature. The
interaction of supply and demand dynamics, where demand surges exceeds supply or
when supply decreases while demand remains constant or rises, can lead to price
escalation [22], [23]. Additionally, inflation, fueled by factors such as increases in the
money supply or production costs, can contribute to prolonged price increases [24], [25].
Rising production costs, influenced by soaring raw material prices, labor wages, or energy
costs, can encourage producers to raise prices to maintain profit margins [26].
Additionally, changes in government regulations, external circumstances such as natural
disasters or geopolitical tensions, and market anticipation can also impact price spikes. The
impacts of rising prices include reduced purchasing power, changes in consumption
patterns, and effects on overall economic stability, prompting intervention by
governments and central banks to manage inflation and ensure economic balance within
specified thresholds.

Inflation

Inflation, a phenomenon characterized by gradual increases in prices over time,
signals a decline in the purchasing power of a currency [27]. Various theories, including
the Quantity Theory of Money, Demand-Pull Theory, Cost-Driven Inflation Theory,
Structuralist Theory, and Expectation-Based Inflation Theory, offer insight into the causes
of inflation [28]. The Quantity Theory of Money states that inflation results from expansion
of the money supply exceeding output growth [29]. Demand-Pull Theory explains
inflation as a consequence of aggregate demand exceeding production capacity[30]. The
Cost Drive Theory of Inflation links inflation to increased production costs that are
transferred to consumers through higher prices.

Structuralist theory investigates the structural economic imbalances that trigger
inflation, especially in developing countries. Expectation-Based Inflation Theory suggests
that anticipated future price increases can influence current inflation levels. The
government and central bank implement inflation control strategies such as monetary and
fiscal policies to maintain economic stability. Understanding these theories is essential for
formulating effective economic policies to manage inflation and ensure a country's
economic prosperity. Therefore, this research proposes a hypothesis that can be tested
empirically as follows:

American Journal of Economics and Business Management 2022, 5(8), 284-295 https://globalresearchnetwork.us/index.php/ajebm



287

Hi1

Price increases Per Capita

(X1)

Income (Y)

@)

H2 /\ H3
:Qﬂaﬁon/

The research hypothesis is as follows: H1 Price increases have a significant effect on
per capita income. H2 Price increases have a significant effect on inflation. H3 Inflation has
a significant effect on per capita income. H4 Price increases through inflation have a
significant effect on per capita income.

2. Materials and Methods

Definition of operational variables Analysis of the Impact of Increased Prices of Basic
Necessities on Per Capita Income in Indonesia: Review from a Domestic Economic
Perspective as follows:

Variable Indicator Theory

Nielsen's analysis of historical economic growth
reveals that per capita income growth is in line with
a linearly modulated hyperbolic distribution,
indicating a continuous increase without stagnation
or a transition from stagnation to growth [31], [32].
These findings challenge the Integrated Growth
Theory, highlighting its fundamental inaccuracies
due to conflicting data that was not thoroughly
Income per capita GRDP analyzed during its- formulatiqn [33].—[35]. The data
show that economic growth, including world and
regional growth, naturally follows a hyperbolic
distribution, with no clear takeoff from stagnation to
growth observed. Nielsen's work emphasized the
need to reevaluate traditional postulates regarding
Malthusian stagnation and offered new directions
for economic and demographic research by
providing a simpler interpretation of growth
mechanisms.
Research in Indonesia highlights the substantive

1. Rice . . . .
) impact of rising food prices, especially for staple
2. Chicken meat . .
3. Beef foods such as rice, vegetables and fish, on poverty
4' Chicken egos ratios, with rural areas experiencing more severe
5' Red oniongg effects than urban areas. The study shows that rice
Price increases ' . prices positively influence poverty levels in
6. White bottom o . . .
7 Red chili provincial capitals, emphasizing the importance of
8. Cavenne pepper stabilizing rice prices to prevent an increase in the
- -ayennepepp percentage of poor individuals[36]. Additionally,
9. Cooking oil . . . . ;
the welfare effects of rising prices of animal protein
10. Sugar

sources on urban households reveal significant
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welfare losses, with urban households experiencing

the greatest impact from rising egg prices [37].
Inflation is indeed a multifaceted economic problem
. with deep implications for society and the economy.

. Consumer Price . . . .
Inflation It is recognized as a chronic problem that distorts

Index (PPI) . . :
financial results, reduces purchasing power, and
exacerbates social conflict [38].

The variables in this investigation include Price Increase as an exogenous factor and
Inflation as an intermediary factor. Per Capita Income serves as the dependent variable in
the research. The consequences of rising prices are often complex, impacting individuals,
companies, and the economy as a whole in both the short and long term. Thus,
understanding the determinants of price increases and their consequences is essential for
designing appropriate economic strategies. Inflation rates are measured using the
Consumer Price Index (CPI), which tracks fluctuations in the cost of a selection of goods
and services that households commonly purchase. Inflation is usually assessed through
the percentage change each year, which reflects the percentage jump in prices over the
previous year.

Although small levels of inflation can indicate strong economic expansion,
substantial and uncontrolled inflation can result in adverse impacts, such as decreased
purchasing power, currency devaluation, and economic turbulence. As a result, inflation
regulation has emerged as a key objective in government monetary strategies aimed at
upholding economic balance and societal welfare. Working capital indicates the financial
resources or assets required to start or manage a business venture. Per capita income serves
as an important metric for assessing the economic prosperity of a country or locality.
Escalation of per capita income is often considered a favorable measure of economic
progress, indicating an increase in the standard of living and well-being of society. It is
important to realize, however, that per capita income does not offer a direct picture of the
distribution of income across a population. Therefore, countries with high levels of per
capita income may still exhibit significant income disparities among their residents.

Per capita income is an important factor in the formulation of economic policies and
decision-making processes. The assessment of economic performance, as well as the
development of social and economic initiatives, and the evaluation of the effectiveness of
implemented economic measures, all depend on per capita income data. When conducting
economic analysis, comparisons of per capita income are usually made across countries or
regions to measure relative levels of prosperity. As a result, per capita income serves as an
important metric for evaluating a country's economic progress in the global arena.

Research Approach

The investigative methodology used to examine the impact of rising prices of basic
necessities on per capita income in Indonesia, in the context of the domestic economy, is
characterized by a quantitative nature. Utilizing empirical data, quantitative research
facilitates direct measurement of the correlation between spikes in prices of basic
necessities and per capita income, along with other domestic economic variables that exert
influence. In this framework, statistical data and numerical representations are leveraged
to distinguish patterns, assess impact, and produce findings with high reliability. The
dataset monitored in this investigation consists of secondary data covering a 3-year period,
from 2021 to 2023.

Data analysis technique

The use of Multiple Regression Analysis techniques plays an important role in
determining additional determinants that impact per capita income, beyond price
escalations of basic needs. By controlling related variables, this analytical approach
empowers researchers to delve deeper into the impact of soaring commodity prices.
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Analysis involving Structural Equation Modeling-Partial Least Squares (SEM-PLS)
serves as a valuable statistical tool for formulating and researching the relationships
between variables in structural models. This methodology proved effective in examining
causal relationships between theoretical constructs, while also measuring the robustness
and statistical significance of those connections.

3. Results

The research methodology used to assess this research is Structural Equation
Modeling with Partial Least Squares (SEM-PLS). The PLS program used in this research is
Version 3.0 of SmartPLS, with SEM-PLS findings depicted visually in Figure 1.

Figure 2. PLS SEM results
Source: Processed data, 2024.
Hypothesis Testing Results

Causality is established in the model in particular, the impact of the independent
variable on the dependent variable is tested through hypothesis testing. By examining the
t-statistical test results and probability values, it is possible to determine the hypothesis
testing requirements (p-value). If the p-value is smaller than 0.05 (significance = 5%) or the
t-statistic value exceeds the t-table, then the hypothesis can be accepted (2,000). The
bootstrap approach can be used to obtain t-statistics for PLS analysis.

Table 2. Hypothesis Testing Results

Variable Path Coefficient T-Statistics P-Value  Results
Price increases—>Income per capita 0.406 2,032 0.043 Significant
Price increases=>Inflation 0.862 17,210 0,000  Significant
Inflation>Income per capita 0.508 2,484 0.013 Significant
Price increases—>Inflation->Income per capita 0.438 2,624 0.009 Significant

Source: Processed data, 2023

Based on Table 2, the path coefficient value for price increases on per capita income
is 0.406 and the p value is 0.043, which means it is less than the significance value of 0.05.
Thus, it can be statistically concluded that price increases have an impact on per capita
income, so that the first hypothesis is statistically accepted. The coefficient value of the
path of price increases to inflation is 0.862, and the p-value of 0.000 is less than 0.05. Thus,
it can be concluded that inflation has an impact on inflation, so that the second hypothesis
is statistically accepted. The coefficient value of the inflation path on per capita income is
0.508, and the p-value is 0.012, less than 0.05. Thus, it is concluded that inflation has an
impact on per capita income, so that the third hypothesis is statistically accepted.
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In testing the impact of price increases on capital income mediated by inflation, a
path coefficient value of 0.438 was obtained, and a p-value of 0.037 was less than 0.05.
Thus, it can be concluded that price increases have an impact on capital income mediated
by inflation, so that the fourth hypothesis is statistically accepted.

4. Discussion

The Impact of Price Increases on Per Capita Income

Price increases have a major impact on per capita income, affecting various aspects
of the economy. An increase in fuel prices, for example, causes an increase in production
and transportation costs, which then affects the price of goods and the rate of inflation [39].
Likewise, an increase in the price of cooking oil changes food consumption patterns,
especially reducing consumption of other foods in different income groups. Additionally,
research shows a link between per capita income and health care costs, emphasizing the
need for affordable health care regardless of social standing. In Indonesia, rising fuel prices
have direct implications for operational and investment costs, affecting the country's
economic condition. Additionally, in Nigeria, changes in petroleum prices impact food
prices, leading to increased levels of poverty, highlighting the importance of policies that
promote agricultural productivity to stabilize food prices. Ultimately, the interaction
between price increases and per capita income underscores the complex dynamics that
shape economic growth and societal well-being.

An increase in prices can encourage producers to increase production of goods and
services because they can earn greater profits from the sale of their products. Thus,
increasing production can create new jobs and increase income for workers, thereby
contributing to increasing per capita income. Price increases can also increase revenue for
the company. When the selling price of their product or service increases, the company's
revenue also increases. Part of this additional income can be allocated as bonuses for
employees or dividends for shareholders, which can ultimately increase per capita income
in society. Although rising prices may reduce purchasing power initially, in the long run,
increasing per capita income can encourage greater consumption. People with higher
incomes tend to have a greater ability to purchase goods and services, which in turn can
encourage economic growth and increase per capita income. Controlled and sustainable
price increases can stimulate healthy economic growth. This can create new business
opportunities, support certain industry sectors, and increase investment. All of these
factors can lead to an increase in per capita income due to increased production,
employment and overall economic prosperity.

Impact of Price Increases on Inflation

The impact of price increases has a significant effect on inflation. Rising prices are
one of the main causes of inflation. Inflation occurs when demand for goods and services
exceeds the supply available in the market. When prices rise, consumers will usually face
pressure to pay more for the same goods and services. This increases aggregate demand
in the economy, which in turn can cause inflation. The results of this research support
(Darma et al., 2018) which explains that price increases have an effect on inflation. Inflation
is a fundamental concept in economics that refers to a general increase in the prices of
goods and services in an economy over a certain period of time. In a macroeconomic
context, inflation is often measured using the consumer price index (CPI) or producer price
index (PPI), which record changes in the prices of a group of goods and services that are
considered to represent consumer spending patterns or production costs. producer.

There are several causes of inflation that occur in an economy, and understanding
these factors is important to analyze the impact of rising prices on inflation. One of the
main causes of inflation is high demand. When consumer demand exceeds the supply of
available goods and services, prices tend to rise in response to high levels of demand. This
often occurs in rapidly growing economic situations, where consumer spending levels
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increase significantly. Apart from that, increasing production costs can also be a driver of
inflation. Production costs can increase for a variety of reasons, including increases in labor
wages, increases in raw material or energy prices, or changes in government regulations
that increase production costs for the company. When production costs increase,
companies tend to increase the prices of their products to maintain their profit margins,
which in turn can lead to inflation.

External factors can also contribute to inflation. For example, fluctuations in global
commodity prices such as crude oil, metals, or agricultural products can affect prices in
the domestic market. Changes in currency exchange rates can also affect import prices,
which can then affect the level of inflation in a country. The impact of price increases on
inflation can be very significant. When general prices rise, consumers' purchasing power
can be negatively affected. This is because consumers have to spend more money to buy
the same goods and services, which in turn can reduce their purchasing power for other
goods or reduce their savings.

In addition, high or uncontrolled inflation can cause broader economic instability.
High inflation can create uncertainty in the market, disrupt business planning, and reduce
consumer and investor confidence. This could result in reduced investment and slower
economic growth in the long term. Governments and central banks usually try to control
the inflation rate using monetary policy. One of the main tools used to control inflation is
interest rates. When central banks increase interest rates, borrowing costs increase, thereby
reducing consumer spending and corporate investment, which in turn can reduce
inflationary pressures. Conversely, when the central bank lowers interest rates, this can
stimulate consumer spending and investment, which can lead to rising prices and
inflation. Apart from monetary policy, the government can also use fiscal policy to control
inflation. Fiscal policy involves regulating government revenues and expenditures,
including taxes and government spending. For example, the government may reduce
public spending or raise taxes to reduce aggregate demand and prevent undesirable price
increases. However, it is important to remember that not all price increases have a negative
impact on inflation. Some price increases may be temporary and unsustainable, while
others may be part of normal processes in the economic cycle. In addition, controlled
moderate inflation can have positive impacts, such as encouraging investment and
sustainable economic growth. Overall, the impact of price increases on inflation is complex
and can vary depending on a variety of factors, including how large the price increase is,
which sectors are affected, and the economic policies implemented by governments and
central banks. Therefore, it is important to carry out careful analysis and consider various
factors when considering the impact of rising prices on inflation in an economy. The results
of this research support (Rizaldy, 2017) which explains that price increases have an impact
on inflation.

The Effect of Inflation on Per Capita Income

Inflation has a significant effect on per capita income. Controlled and moderate
inflation can stimulate consumption and investment because people may be inclined to
buy goods and services before prices rise further. This can encourage greater economic
activity and increase per capita income. The impact of inflation on per capita income is a
complex and important topic in economics. Inflation, which is a general increase in the
prices of goods and services in an economy, has a significant impact on the well-being of
individuals and society as a whole. The results of this research are in accordance with
Fadilla & Purnamasari (2021) who explain that inflation has an effect on economic growth.

Controlled moderate inflation can stimulate economic growth. When inflation is
under control, manufacturers may feel more confident to increase production and hire
more workers. This can result in an increase in per capita income if economic growth is
faster than the rate of inflation. Inflation rates can also affect different income groups
differently. Groups on fixed or low incomes may be hit harder by inflation because they
have to spend a larger portion of their income on basic needs. On the other hand, groups
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with higher incomes or with more diverse financial assets may be better able to handle the
impact of inflation.

The government and central bank have various policies to control inflation and
mitigate its impact on per capita income. Monetary policy, such as interest rate setting or
quantitative policy, is often used to control inflation. On the other hand, fiscal policy, such
as setting taxes and government spending, can also influence the level of inflation and per
capita income.

The impact of inflation on per capita income is a complex topic and is influenced by
various economic factors. Although inflation can reduce an individual's purchasing power
and cause economic uncertainty, its impact can vary depending on the level of inflation,
type of inflation, and economic policies implemented. Therefore, it is important to
understand the mechanism of inflation and how it affects per capita income in order to
formulate effective policies to control inflation and protect the overall welfare of society.
The Impact of Price Increases on Per Capita Income through Inflation

Price increases that have a positive effect on inflation and per capita income can occur
in certain contexts, especially if the price increase is accompanied by healthy economic
growth and controlled price stability. Controlled price increases can stimulate economic
growth by providing incentives for producers to increase production and investment. In
situations where rising prices are accompanied by strong demand and increased
production levels, this can create new jobs and increase per capita income. Price increases
can encourage investment and consumption if managed well. If people believe that price
increases are temporary and the economy continues to grow, they may be more inclined
to invest their money or make large purchases such as homes or vehicles, which in turn
can increase per capita income. An increase in the price of basic necessities, such as food
and fuel, can have a direct impact on people's purchasing power and per capita income
(Takashima & Yagi, 2023). Price increases can be an incentive for companies to seek
innovative solutions and improve their operational efficiency. This could include
developing new technologies, more efficient use of resources, or product diversification.
These steps can increase company productivity, which can ultimately increase per capita
income. If price increases coincide with an increase in global demand for goods and
services from a particular country, this can increase the competitiveness of exports. Higher
prices can help increase income from exports, which in turn can contribute to an increase
in per capita income in the country. Controlled and stable inflation can stimulate economic
growth and increase per capita income if balanced with a corresponding increase in
income. Therefore, it is important to understand the role of inflation in this process and
take appropriate policy measures to control it according to specific economic conditions.

5. Conclusion

Based on the discussion, it can be concluded as follows: The impact of price increases
has a significant effect on per capita income. Controlled price increases can stimulate
healthy economic growth. This can create an environment where per capita income
increases significantly due to new business opportunities, industrial sector growth and
increased investment. The impact of price increases has a significant effect on inflation.
Price increases in general are one of the main factors causing inflation. When the prices of
goods and services rise continuously in the economy, this leads to inflation. If price
increases are sustainable, then the inflation rate tends to increase. Inflation has a significant
effect on per capita income. Controlled and moderate inflation can stimulate economic
growth and increase per capita income if balanced with a corresponding increase in
income. The impact of price increases affects per capita income through inflation. Price
increases directly affect inflation, which can then affect per capita income. If rising prices
cause high inflation, the impact will spread to per capita income by reducing people's
purchasing power. Conversely, if inflation is controlled, price increases can increase per
capita income.
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6. Recommendations
The following are several policy suggestions that can be considered to manage the
impact of rising prices on per capita income through inflation, including: The central bank
needs to use appropriate monetary policy to control inflation. This includes setting interest
rates in accordance with economic and financial market conditions, as well as open market
operations to manage the money supply.

The government can strengthen price monitoring and encourage competition in the
market to prevent unreasonable price increases. This can help control inflation and protect
people's purchasing power.
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