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have negative effect on domestic rice prices, in contrast the international rice price and 
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capita income significantly affect domestic prices of rice respectively at the alpha level of 
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by the estimated coefficient of 3.5985. This condition also describe the level of society's 

dependence on rice consumption. The high of difference of domestic price of rice with 

the international rice prices can be detrimental to the community while providing a 

strong emphasis on increasing imports of rice as well as trigger the illegal market. Key 
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Factors Affecting the Domestic Price of Rice in Indonesia INTRODUCTION Indonesia has 

undergone a structural change of the economy since the 1960s. Indonesia shifted from 

agricultural economic structure to structure-based industries. Contribution of the 

agricultural sector is greater than 50 percent of Indonesia's GDP up to 1967.  

 

Beginning in 1968, the agricultural sector's contribution to GDP has a tendency to 

continue to fall until 2015. Figure 1 shows the contribution of agriculture sector to GDP 

Indonesia at current prices. Trends in agricultural sector contribution to GDP continues 

to decline indicates an increase in output in sectors other than agriculture.  

 

In 1998 Indonesia experienced a severe economic crisis. Economic growth fell 13.1 

percent, but the agricultural sector to grow faster than usual. Agricultural sector's 

contribution to GDP in 1998 grew significantly. One of the best sector to face the crisis 

in 1998 is agriculture sector. Agriculture sector lead the economy to make Indonesian 

move up and still get the positive growth in Indonesian economy.  

 

Changes in economic structure can also be seen from the main job of changes. The 

agricultural sector absorbing labor up to 74 percent in 1960. In 2015, employment in the 

agricultural sector only reached 32.88 percent. Figure 2 shows the decline in 

employment in the agriculture sector in Indonesia in 1960 until 2015.  

 

There was a shift in employment in other sectors, in addition to the agricultural sector. 

This is understandable, value added in the agriculture sector in addition to the larger 

and more sectors that could get added value in a short time compared with the 

agricultural sector. The transfer of human resources to other sectors, which fell by 

percentage, but sufficiently offset by growth in population.  

 

However, the additional amount of work in the agricultural sector is not as big as the 

additional number of people working in non-agricultural sectors. It is still in accordance 

with the amount of agricultural land are likely to remain, or much change in land use to 

be a function other than for agriculture. Source: BPS Figure 1. Share of Agriculture 

Sector to GDP at Current Prices (%). - 10.00 20.00 30.00 40.00 50.00 60.00 1960 1962 
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Agricultural Sector (%).  

 

Economic development is done by emphasizing the development of the agricultural 

sector. Strengthening the agricultural sector continues to be done during the five-year 

development (PELITA) in the era of the Orde Baru regime, led by the second president 

of the Republic of Indonesia, Soeharto.  

 

The golden age of this era, Indonesia experienced a period of food self- sufficiency 

(Swasembada Pangan) that President Soeharto was named the Father of Development. 

Strengthening the agricultural sector continued to drive economic development based 

industrial sector. The era of modern development that is expected to occur at the time 

of Indonesia has a strong industrial sector.  

 

Changing economic structure seen from the agricultural sector's contribution to GDP 

and employment in agriculture and non- agriculture has changed the pattern of 

household consumption expenditure. Percentage of Average Expenditure per Capita per 

month According to the Group of which is divided into two large, namely the 

expenditure for food and non-food expenditure.  

 

The percentage of average expenditure per capita in 1999 to reach 62.94% of food 

spending, in the following years there was a tendency down the composition of 

expenditures for food. In contrast, spending on non-food increased composition of 

1999 which only amounted to 37.06 percent to 53.55 percent in 2015.  

 

Figure 3 shows the trend of expenditure for food continue to fall throughout the year 

1999- 2014. Most of the Indonesian expenditure per capita still expend for food (Figure 

3), Food is a primary need that must be met to make people survive (Widayaningsih and 

Barokatumunalloh, 2016). Despite the declining trend, from 1999 to 2014 the share of 

expenditure on food is still above 40 per cent of the total expenditure made.  

 

This expenditure profile shows the elasticity of the food items are still not income 

elastic. Rice is the staple food for most of the Indonesia people, and more than 95 

percent of Indonesia still relies on rice as a staple food. These conditions resulted in the 

price of rice is the benchmark of various economic indicators. Purchasing power of food 

shows the level of welfare of society.  

 

- 10.00 20.00 30.00 40.00 50.00 60.00 70.00 80.00 

196019621964196619681970197219741976197819801982198419861988199019921994

1996199820002002200420062008201020122014 158 Wawan Hermawan, et al., Factors 



Affecting the Domestic Price of Rice in Indonesia Source: BPS Figure 3.  

 

Percentage of Average Expenditure per Capita per Month by Type of Expenditure Rice 

consumption is a major commodity in the calculation of commodity packages of food 

needs by BPS (Maipita, 2014). In addition, rice is the main commodity and has a big 

influence to the poverty line (CBS, 2013). This is due to the poor, fulfilling the needs for 

survival becomes the primary. Spending on food is a priority can even spend all the 

income of a head of household.  

 

If spending on food is reduced, meaning that can meet the spending on clothing and 

other primary expenditure. At the time this happens, then an increase in welfare for a 

family. When we look at the movement of the price of rice in the Indonesia from January 

to April 2015, the price looks fluctuate as shown in Figure 4.  

 

Fluctuations in the price of rice will have an impact on people's purchasing power 

(Shrestha, and Chaudhary, 2012), and ultimately impact on poverty levels. When the 

price of rice increased, the share of income spent on food (rice) will also be increased 

(De Hoyos and Medvedev, 2009). People who are slightly above the poverty line will be 

able to fall below the poverty line.  

 

The increase in rice prices have a large impact on the increasing contribution of food 

expenditure of total family income. The fulfillment of primary needs, such as for clothing 

and expenditure on health will lose priority to food expenditures. Impact of derivatives 

by increasing the number of poor people.  

 

Fluctuations of the price of rice in Indonesia is the caused by many things, for example: 

(1) structural factors and cycles, (2) factors of supply and demand, (3) international and 

domestic markets (ADB, 2008), (4) climate, (5) distribution, (6) the exchange rate, and 

more. The period of the rice harvest are factors that play a great role in price changes.  

 

Much of supply of rice were great at providing a decrease in the price of rice, so that 

rice prices could fall due to an oversupply. The price of rice in Indonesia was also 

affected by some of the policies of the Ministry of Agriculture and the President's policy 

in influencing the stock and the price of rice in Indonesia.  

 

Rice import policy is a policy for the reduction in the price of rice with the flood of 

supply of rice which cost less than the market price. - 10.00 20.00 30.00 40.00 50.00 

60.00 70.00 1999 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 

2014 Food Expenditure Non Food Expenditure JEJAK Journal of Economics and Policy 
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Rice in medium January-April 2015 (Rp/Kg).  

 

The amount of family spending on consumption is influenced by many factors, such as: 

the level of income, level of prices, interest rates, and expectations for the future. 

According to the theory of Keynes' consumption, the consumption level is strongly 

influenced by a person's income level. That is, when prices rise, the purchasing power is 

going down because the amount of money that must be spent to maintain the same 

level of consumption should increase.  

 

When the level of fixed and limited income, the amount of goods consumed should be 

reduced. Reduction of purchasing power and consumption will reduce the level of social 

welfare. For people who are slightly above the poverty line, this condition can shift them 

below the poverty line. When this happens, the poverty rate would increase.  

 

Poverty is still a crucial issue and a very complex phenomenon to any country (Hung and 

Makdissi, 2004; Marianti and Munawar 2006; Maipita et al, 2010, 2014, 2016; Jantan et al 

2012). Even Poverty Alleviation has been the primary goal of public policy in almost all 

industrialized countries (Moller, et al, 2003). Empirical evidence from various studies 

indicate that the rice price increase will have an impact on the purchasing power, 

poverty and inequality (Shrestha, and Chaudhary, 2012; De Hoyos and Medvedev, 2009; 

World Bank, 2008; Save the Children, 2009; Ravalion and Walle, 1991; Minot and Goletti, 

2000).  

 

On the other hand, Indonesia was in a condition known as "demographic bonus" 

(MP3EI, 2011; Maipita, 2014). The dependency ratio is relatively small. This means that at 

this time until the next few decades Indonesia has the working age population is quite 

large compared with children and old age. Increasing the working age population 

indicates that there will be an increase in consumption.  

 

The consumption of productive age will be higher than people who are not productive. 

This means that the demand for rice as a staple food of Indonesian society will also 

increase. RESEARCH METHODS The demand for rice in the form of the function of the 

price, is influenced by the price of the rice itself and the level of income.  

 

In other words, the demand for rice is affected by price and income levels. However, for 

the case of rice in Indonesia, the prices are very influenced by harvest or production of 

rice in domestic and 160 Wawan Hermawan, et al., Factors Affecting the Domestic Price 

of Rice in Indonesia international rice prices.  

 

This is because Indonesia still require imports to keep domestic demand for rice. 



Therefore, in theory, the exchange rate also affect the price formation. Thus, the price of 

domestic rice equations used in this study is written as equation (1). Where : Pd : The 

price of domestic rice Q : Rice Production e : Exchange rate (RP/US$) P* : International 

price of rice GDPK : GDP per capita t : Year The model in equation (1) is useful to get the 

behavior of the price of rice by using annual data from 2000 to 2014.  

 

The estimated coefficients of equation (1) will give an overview of the behavior (business 

as usual) on changes in independent variables, namely production rice, exchange rate, 

international prices and per capita income. Furthermore, the simulation of the significant 

variables by raising and lowering the value of the value of each variable (in percent) 

each year from 2015 to 2020 with a baseline year 2014. Furthermore, we will see the 

impact of each simulation of the domestic rice price.  

 

The value obtained from the simulation of the geometric mean of the growth of each 

variable during the years 2000-2014. RESULTS AND DISCUSSION Domestic Price Rice 

Pattern ASEAN member countries plays an important role in world rice trade. ASEAN 

member countries are largely a producer (exports) rice except Indonesia and the 

Philippines (net imports).  

 

Approximately 53 percent of total exports and 19 percent of total imports and 22 

percent of total world rice consumption is done by the member countries of ASEAN 

(Wailes and Chaves, 2012). The data of rice production and consumption of the 10 

member countries of ASEAN by the year 2022 are shown in Table 1. Rice producer in 

ASEAN as well as India, Pakistan, and the United States play an important role in 

determining the international rice prices.  

 

The period 2000 to 2014, rice price movements both domestic prices and international 

prices tend to rise as shown in Figure 5. Furthermore it appears that there is a relatively 

large difference between the prices of domestic rice premises international rice prices 

for average quality rice. Economically, these conditions lead to export as well as because 

it is needed for domestic demanders higher than the existing production.  

 

In 2000, domestic rice prices are relatively cheaper than the international price of rice, 

but the condition is changing as domestic rice prices kept rising rapidly exceeds the rate 

of rise in international rice prices, so that the difference between the two prices as 

convergent farther away. In 2010-2014, the domestic price of rice is estimated at about 

60 percent more expensive than the price of international rice (World Bank, 2010; 

Timmer, 2014; OECD, 2015). This indicates that the imported rice will put an emphasis 

on domestic rice prices.  

 



According to the study of the OECD, that the high price of rice domestic than the 

international rice prices caused by several things, among the policy of restrictions on 

imports of rice, and the condition is detrimental to the Indonesian people, especially the 

poor, who are largely portion of expenditures used to purchase rice (OECD, 2015; World 

Bank, 2010).  

 

In addition, the government is also required to ensure the right to food of every citizen 

by ensuring adequacy and affordability for the survival of citizens (Syaifullah, 2013). 

JEJAK Journal of Economics and Policy Vol 10 (1) (2017): 155-171 161 Table 1. Total Rice 

Supply and Utilization of 10 ASEAN Countries 2010-2022 2010 -11 2011- 12 2012 -13 

2013 -14 2014 -15 2015 -16 2016 -17 2017 -18 2018 -19 2019 -20 202 0-21 2021 -22 

Annual Growth (%) Thousand Hectares Area Harveste d 46,1 97 46,1 21 46,8 66 46,8 75 

46,8 55 46,9 06 46,8 97 46,8 96 46,8 94 46,8 91 46,9 21 46,9 73 0.15 Metric Tons per 

Hectare Yied 2.39 2.43 2.45 2.49 2.53 2.56 2.59 2.62 2.65 2.68 2.71 2.73 1.22 Thousand 

Metric Tons Producti on 110,4 66 111,9 65 114,8 49 116,7 09 118,5 07 120,1 75 121,5 74 

122, 920 124,3 45 125,7 53 127,1 73 128, 345 1.37 Beginnin g Stock 19,4 41 17,6 53 18,6 

38 20,8 67 22,7 03 24,4 47 26,3 52 28,0 76 29,6 28 30,9 65 32,1 42 33,2 88 5.01 Domesti 

c Supply 129, 907 129, 618 133,4 87 137,5 76 141,2 11 144, 623 147, 926 150, 996 153,9 

74 156,7 18 159, 315 161,6 33 2.01 Consum ption 99,5 72 99,9 73 102,1 51 103,1 51 103, 

866 104, 946 106, 026 107,1 54 108, 232 109, 209 110,2 92 111,3 28 1.02 Ending Stocks 

17,6 53 18,6 38 20,8 67 22,7 03 24,4 47 26,3 52 28,0 76 29,6 28 30,9 65 32,14 2 33,2 88 

34,3 22 6.23 Domesti c Use 117,2 25 118,6 11 123,0 18 125,9 51 128, 313 131,2 98 134,1 

02 136,7 83 139,1 97 141,3 51 143, 580 145, 650 1.99 Net Trade 12,6 28 11,00 7 10,4 68 

11,62 4 12,8 98 13,32 5 13,82 3 14,21 3 14,7 76 15,36 7 15,7 35 15,9 82 2.12 Percent 

Stocks to Use Ratio 17.73 18.6 4 20.4 3 21.9  

 

9 23.5 4 25.11 26.4 8 27.6 5 28.6 1 29.4 3 30.1 8 30.8 3 Source: Wailes and Chaves (2012). 

The higher the difference between the price of domestic rice at an international rice 

prices on the one hand more and trigger an increase in imports and this would be 

detrimental to domestic farmers.  

 

While on the other hand, policies that restrict imports of rice would be detrimental to 

the public because they have to pay a higher price than the world market price, in 

addition also will trigger a black market (smuggling). As presented in equation (1), that 

the domestic price of rice is affected by many variables, namely domestic rice 

production, exchange rates, international rice prices, and per capita income levels of 

society (in this case measured by GDP per capita).  

 

To see the characteristics of those variables, were estimated to equation (1). Summary of 

Estimated results are shown in Table 2. 162 Wawan Hermawan, et al., Factors Affecting 



the Domestic Price of Rice in Indonesia Source: BPS calculated; Pd = The Domestic Price 

of Rice, Pi = The International Price of Rice Figure 5. The Domestic Price of Rice and 

International Price of Rice (USD / kg) with average Quality.  

 

From Table 2 and equation (2) note that domestic rice production variables did not 

significantly influence the price of domestic rice. In other words, the period of 

2000-2014, regardless of the number of domestic rice production is not able to 

significantly influence the price of rice in the country. This is due to several things, such 

as: (1) during the period of study, the number of domestic rice production is too little 

compared to the needs that cannot affect the stock of rice which eventually also unable 

to influence the price, (2) although the harvest occurs, decrease price only occur at the 

farm level, namely in the form of a decrease in grain prices, but the price of rice in 

general in society tend to have no effect, (3) to fulfill the lack of rice supply (meet 

demand) is done by rice imports at more competitive prices (lower), ( 4) system 

guarantees the price of grain at the farm level has not been done optimally, (5) the level 

of efficiency of rice production is still low, (6) Indonesia's position as a net importer of 

rice (Wailes and Chaves, 2012), (7) rice not only serves as consumption and social 

interests, but also as a political consumption (Ministry RI, 2015a), (8) infrastructure that 

rice production has not been optimized resulting in high cost of production and 

distribution becomes uneven. From the estimation results in Table 2 was obtained 

domestic rice price equation as shown in equation (2).  

 

R2 = 0982 *: a = 10 ***: 1% 2,313.6 2,507.2 2,897.9 3,062.3 3,181.8 3,121.7 4,516.2 

5,398.0 5,527.6 5,466.4 6,771.9 7,244.8 8,737.5 8,822.9 9,352.3 2,680.7 2,448.2 1,870.7 

1,606.0 1,895.2 2,562.7 2,449.8 3,131.4 4,692.5 4,058.9 4,717.7 4,988.7 5,051.0 6,343.9 

5,720.4 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 

2014 Pd Pi JEJAK Journal of Economics and Policy Vol 10 (1) (2017): 155-171 163 Table 2.  

 

Estimation Results of Domestic Price of Rice Linear regression Number of obs = 15 F( 4, 

10) = 311.52 Prob > F = 0.0000 R-squared = 0.9821 Root MSE = .07667 Robust lpd 

Coef. Std. Err. t P>t [95% Conf. Interval] lq -0.97611 0.755624 -1.29 0.225 -2.65975 

0.707523 le -0.50923 0.232466 -2.19 0.053 -1.0272 0.008736 lpi 0.04456 0.085493 0.52 

0.614 -0.14593 0.235051 lpdbk 3.598521 0.741069 4.86 0.001 1.947316 5.249727 _cons 

21.87996 12.91054 1.69 0.121 -6.88652 50.64643 The sign of the coefficients in equation 

(2), it is known that variable of domestic rice production (domestic), and the exchange 

rate have negative effect on domestic prices of rice, while international prices of rice and 

the level of per capita income of the people have positive influence on the price of 

domestic rice.  

 

This means that if there is an increase in domestic production and if there is an increase 



the value of Exchange Rate (Rp / USD), then the domestic price will decline, and vice 

versa. Meanwhile, when international prices of rice and rising per capita income levels, it 

can push up domestic prices of rice. The signs of negative coefficient rice production 

may mean that if there is an increase rice production by one percent would reduce 

domestic rice prices by 0.98 percent. This figure is quite realistic although not significant 

at the alpha level of 10 percent.  

 

It is interesting that although the international price of rice is much cheaper than 

domestic rice prices, but according to the results of the regression in equation (2), 

international rice prices do not significantly affect the price of domestic rice. This is due 

to government policies that restrict imports of rice so that even international rice prices 

are relatively low, but not necessarily be able to easily get into the country.  

 

Such a policy is relatively ineffective in protecting producers of rice (rice farmers) 

domestic (Bowo et al, 2016), but on the other hand could harm consumers because they 

have to buy at higher prices. Various studies show that developing country imports from 

developing countries are largely influenced by changes in prices and exchange rates 

(exchange rate).  

 

Fluctuations in prices and exchange rates had a negative and significant effect on 

imports of agricultural products such as soybeans, corn and rice are imported from 

developing countries (Haque, 2012). This is due to limited access and trade policies such 

as restrictions on exports / imports (IFRI, 2011). Other researchers such as Kandilov 

(2008), Arize and Slottje (2008) also found similar negative effects.  

 

Tables 2 and equation (2) shows that the variables that most influence on domestic rice 

prices are variable income levels (lnGDPK- income per capita), and a variable exchange 

rate (lne-Rp/USD), while the variable of domestic rice production and rice prices 

international 164 Wawan Hermawan, et al., Factors Affecting the Domestic Price of Rice 

in Indonesia does not significantly affect the price of rice in the country.  

 

The rupiah exchange rate against the dollar showed a significant effect on the price of 

domestic rice. The coefficient value of - 0.5092 indicates that when there is an increase 

of rupiah exchange rate against the dollar or a weakening rupiah against the dollar 

(depreciation) of one percent, then the domestic rice price will go down by 0.51%. This 

contrasts with the theory that the increase in import prices should divert demand for 

domestic goods.  

 

This means that in this case the rise in import prices as a result of the depreciation of the 

rupiah is not the price of rice domestically to be cheaper than international rice prices, in 



other words, international prices of rice remain cheaper and demand for cheaper prices 

remain high. These findings are in line with studies Tulasombat et al (2015) that the 

exchange rate affect the volume of foreign trade.  

 

The world trading system that is more open and the level of production in importing 

countries increasingly efficient cause the price of food products in the country are 

affected (Ministry of Trade of RI, 2015). Bowo et al (2016) conducted a study to test the 

competitiveness and government policies on rice, corn and soybean farming in Central 

Java province, found that profitability and competitiveness of farmers are sensitive to 

fluctuations in the exchange rate against the dollar and changes in international prices.  

 

The behavior of the exchange rate of the domestic price of rice in line with the 

international price of rice variable. The increase in the international price, assuming 

constant exchange rates, shows the coefficient were positive but not significant in 

affecting change in the price of domestic rice. The coefficient of 0.05 indicates that 

changes in international prices of rice do not change the price of domestic rice.  

 

The last variable is income per capita. This variable conveniently indicates that large and 

significant influence on price changes of domestic rice. If there is an increase in per 

capita income by one percent of domestic rice prices to be increased by 3.6 percent. 

This coefficients shows the high level of price elasticity of rice to per capita income 

(elastic).  

 

Although, according to the study Wailes and Chaves (2012) that supply of rice and 

demand are inelastic in the largely Asian countries. This finding is consistent with the 

condition of Indonesian society that about 80 percent of the total population are 

consumers of rice and was ranked 5th in the world for per capita consumption of rice 

calories (Ministry of Trade RI, 2015a).  

 

Over 50 per cent of the total expenditure of around half of Indonesia's population is 

used for food expenses, and approximately 17 percent of all spending for 20 percent of 

the lowest-income population used to consume rice (World Bank, 2010). Simulations 

Simulations carried out by trying to increase or decrease the variables that affect the 

domestic price of the above equation.  

 

The increase or decrease in the simulation is the geometric mean of the growth during 

the period 2000 to 2014. The simulations will be conducted by partial way in which only 

change one variable by increasing or decreasing the percentage change of each 

variable. There are only two variables that significantly affect the price of rice, therefore 

the variables taken two of the four variables were estimated in equation (2).  



 

These variables are variable exchange rate and variable income per capita. Therefore, 

simulations were performed on these two variables. This method is used to make it 

easier for the simulation on a significant JEJAK Journal of Economics and Policy Vol 10 

(1) (2017): 155-171 165 independent variables affect the dependent variable statistically.  

 

Other variables are assumed no change, so that impacts that occur only show the effect 

of one variable on the dependent variable. The first simulation was done by raising and 

lowering the value of the rupiah against the dollar by 1.87 percent per year from a year 

earlier. The value obtained from the simulation of the average geometric growth of 

these variables during the years 2000 to 2014.  

 

The use of the geometric mean is taken to show the movement patterns of the average 

of the variable value of the rupiah against the dollar and the per capita income. The 

results of this simulation are shown in Table 3. Generally, when the exchange rate 

increased (the value of the rupiah weakened or depreciated against the dollar), the 

decline of the domestic rice price.  

 

This condition is consistent with the findings in the estimation of equation (2). Although 

the impact of exchange rate changes on domestic rice prices is relatively small, but 

statistically significant according to equation (2). The average of increase in the 

exchange rate of 1.87 percent per year from the previous year in 2020, led to a decrease 

in the average domestic price of rice by 0.94 percent (an average of USD 88.79 / Kg).  

 

If the rise in the exchange rate per year occurred at 1.87 per cent until 2020, then the 

price of domestic rice in 2020 is estimated to be US $ 9190.38 / kg, down from Rp 

443.93 / Kg of rice prices in 2015. Visually, the results simulating rise in exchange rate on 

the price of domestic rice shown in Figure 6. Conversely, a decline in the rupiah against 

the dollar or rupiah appreciation, causing domestic rice prices tend to rise.  

 

This condition is shown in Figure 7, which shows a simulation in the event of a decrease 

in the exchange rate with other variables constant. This way to see the opposite effect of 

exchange rate movements on the domestic rice price. Table 3. Simulation Results 

Increase and Decrease in Exchange Rate Against Domestic Rice Price Exchange Rate 

increase Exchange Rate decrease Year Pd (RP) Growth(%) Pd (RP) Growth (%) 2015 

9634.327 9819.595 2016 9543.858 - 0.9390 9914.443 0.9659 2017 9454.238 - 0.9390 

10010.21 0.9659 2018 9365.461 - 0.9390 10106.9 0.9659 2019 9277.516 - 0.9390 

10204.52 0.9659 2020 9190.398 - 0.9390 10303.09 0.9659 Source: Simulation Results . 

166 Wawan Hermawan, et al.,  

 



Factors Affecting the Domestic Price of Rice in Indonesia Source: Data Processing; (Kurs 

= Exchange Rate; Pd = Domestic Rice Price) Figure 6. Simulation Results Increase in 

Exchange Rate (US $ / US $) against Domestic Rice Price. Source: Data Processing; (Kurs 

= Exchange Rate; Pd = The domestic rice price) Figure 7.  

 

Simulation Results Decrease in Exchange Rate (US $ / US $) Against Domestic Rice Price 

When a decline in the exchange rate is continuously at 1.87 percent per year, the price 

of rice will increase by an average of 0.97 percent per year. The small impact of 

exchange rate on prices of rice in accordance with the results obtained in the regression 

equation (2).  

 

If the exchange rate continues to decline in the same amount in 2020 (ceteris paribus), 

then in 2020 the price of rice is estimated to be Rp10,303.09 / kg, an increase of Rp 

483,495 / - 2,000 4,000 6,000 8,000 10,000 12,000 - 2,000 4,000 6,000 8,000 10,000 

12,000 14,000 16,000 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

2012 2013 2014 Sim Sim Sim Sim Sim Sim Kurs Pd - 2,000 4,000 6,000 8,000 10,000 

12,000 - 2,000 4,000 6,000 8,000 10,000 12,000 14,000 2000 2001 2002 2003 2004 2005 

2006 2007 2008 2009 2010 2011 2012 2013 2014 Sim Sim Sim Sim Sim Sim Kurs Pd 

JEJAK Journal of Economics and Policy Vol 10 (1) (2017): 155-171 167 Kg.  

 

From Table 3 shows that the increase in the exchange rate is greater than the absolute 

value of the domestic rice price decline, or increase in the exchange rate is 1.87 percent 

only responded by a decrease in domestic rice prices by a much smaller response, which 

is 0.94 percent. Likewise, the decline in the exchange rate of the same magnitude, 

responded smaller by the increase in domestic rice prices.  

 

In other words, the exchange rate is price-inelastic domestic rice. This condition is due 

to the market does not work well (not perfect) or in other words avoid distortion of the 

market. The increase and decrease in the exchange rate are not necessarily able to affect 

the price of domestic rice well, because the Indonesian rice market intervention by the 

government.  

 

When the rupiah appreciated, not necessarily the rice can be imported from abroad 

despite international rice prices are much cheaper because of imported rice is strictly 

regulated by the government. The second simulation is done on the variable income per 

capita, by raising and lowering the value of these variables by 3.9 percent. The 

simulation results are summarized in Table 4. According to equation (2) that the per 

capita income of the domestic rice prices have a direct relationship.  

 

That is, if the level of income per capita rises, the domestic rice prices will also rise 



through increased demand. Conversely a decrease in per capita income will reduce the 

price of domestic rice. Visually, the results of this simulation are shown in Figure 8 and 9. 

If the per capita income rose by 3.9 percent from 2014 (assuming the other is remain 

constant), then the price of rice will increase to Rp 11,168.92 / Kg in 2015.  

 

And when the per capita income levels have continued to rise by the same amount until 

2020, the price of rice would be USD 22,308.58 / Kg in 2020. in other words, the price of 

rice will increase twice the price in 2015. the average increase in per capita income level 

of 3.9 percent per year will raise domestic rice prices by an average of 14.8 percent per 

year.  

 

When Table 4 we look more closely, it would appear that the domestic rice price hike 

due to rising per capita income levels vary annually. In 2016, there was an increase in 

price by USD 1657.44 / Kg, then in 2017 the increase in the price to USD 1903.40 / kg 

from 2016, in 2018, the price increase to Rp 2185.86 / kg and so on until 2020 an 

increase in the price of Rp 2882.74 / Kg of 2019.  

 

in other words, the period of the simulation, domestic rice price hike due to rising per 

capita income levels continue to rise. Table 4. Simulation Results Increase and Decrease 

Income per Capita Against Domestic Rice Price Income per capita increase Income per 

capita decrease Year Pd (RP) Growth (%) Pd (RP) Growth (%) 2015 11168.92 8422.156 

2016 12826.35 14.83974 7293.361 -13.4027 2017 14729.75 14.83974 6315.856 -13.4027 

2018 16915.61 14.83974 5469.362 -13.4027 2019 19425.84 14.83974 4736.321 -13.4027 

2020 22308.58 14.83974 4101.527 -13.4027 Source: Data Processing 168 Wawan 

Hermawan, et al.,  

 

Factors Affecting the Domestic Price of Rice in Indonesia Source: Data Processing; (PDPK 

= income per capita; Pd = the domestic rice price) Figure 8. Simulation Results Income 

Per Capita (Million) Against Domestic Rice Pric Source: Data Processing; (PDPK = income 

per capita; Pd = the domestic rice price) Figure 9. Simulation Results Decrease in 

Revenue Per Capita (Million) Against Domestic Rice Price.  

 

From figure 8 shows that the per capita income decline by an average of 3.9 percent per 

year would lower domestic rice prices by an average of 13.4 percent per year, assuming 

the others constant. If the decline in per capita income occurs continuously per year by 

2020, the domestic rice price will also decrease every year until 2020.  

 

In 2020, domestic rice prices have been reduced by more than half the price in 2015, 

from Rp 8422 , 156 / kg to Rp - 1,000 2,000 3,000 4,000 5,000 6,000 7,000 8,000 9,000 

10,000 - 2 4 6 8 10 12 14 



200020012002200320042005200620072008200920102011201220132014Sim Sim Sim 

Sim Sim Sim PDPK Pd - 2,000 4,000 6,000 8,000 10,000 12,000 14,000 16,000 18,000 

20,000 - 2 4 6 8 10 12 14 16 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

2011 2012 2013 2014 Sim Sim Sim Sim Sim Sim PDPK Pd JEJAK Journal of Economics 

and Policy Vol 10 (1) (2017): 155-171 169 4,101,527 / Kg. The decline in the price of rice 

per year from 2014 to 2020 also varied.  

 

The highest price decrease occurred from 2014 to 2015, amounting to US $ 1128.79 / 

kg, while in 2016 a decrease of USD 977.51 / Kg of 2015, and in 2017 decreased by Rp 

846.49 / Kg of year 2016. In 2020 the decline in prices is smaller than the previous year, 

amounting to Rp 634.79 / Kg. The simulation result shows that when per capita income 

continued to decline by a fixed percentage, then the price of rice will also continue to 

decline (due to lower levels of demand for rice), with the rate of decline in prices is 

getting smaller.  

 

This can be explained that the decline in household income levels will reduce the 

demand for rice, which eventually attractively priced to go down. However, because rice 

is the staple food, then at a certain level regardless of the low income households, will 

still require a (purchase) of rice to meet their needs. In this condition, despite the low 

income levels of quantity demand for rice will no longer be reduced.  

 

CONCLUSION From the results of the study above, we can conclude several things, as 

follows. Price of rice trend shows that domestic prices of rice tend to be more expensive 

than the price of international rice. The difference between the two prices as converging 

further.  

 

It needs to become the government's attention as it can be triggered an increasing rice 

imports, while on the other hand can be detrimental to the community are mostly role 

as the consumer of rice. Variable of domestic rice production and international prices do 

not significantly affect the price of domestic rice, in contrast with the variable rate and 

per capita income levels of society.  

 

The regression results show that changes in rice production in Indonesia is not able to 

affect change in the price of domestic rice (not significant to the price of domestic rice). 

Therefore, government policies need to protect the public both as farmers and as 

consumers. The rupiah exchange rate against the dollar as well as the per capita income 

level of the community showed a significant effect on the price of domestic rice, even 

level of income changes is elastic to the domestic rice price. This condition reflects the 

level of dependence on rice consumption of Indonesian society.  

 



To maintain stability and affordability of domestic rice prices, the increase in the quality 

of infrastructure to support the sectors of rice, rice valid data provision, the efficiency of 

production and distribution of rice among regions should be a concern of the 

government. Also need proper formulation of trade policy, especially for imported rice. 
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