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Abstract
Foreign direct investment (FDI) is a long-term investment for developing countries. FDI
is very helpful for Indonesia in economic development. Increased foreign investment
can directly improve the living standards of Indonesian people. Foreign investment can
make a company capable of controlling international business operations and increase
more profits. Whereas indirect foreign investment in the form of portfolio investment
in the form of investments in financial assets such as stocks and bonds.Foreign
Investment (PMA) during the study period has a minimum value of 7.13 and a maximum
value of 9.44. Then obtained the mean or average value of 8.4341 and obtained the
standard deviation value of 74765. Judging from the standard deviation that has the
highest value is the SBI, which is 1.05446, this shows that SBI is more varied than other
data. And the standard deviation that has the lowest value is GDP, which is 0.24816,
this shows that GDP is homogeneous compared to others. Based on the calculation
F Test is the Fcount value is 364,546. While the Ftable value is 2.92. Means that the
Fcount value is 364,546> Ftable 2,92. Then H0 is rejected and Ha is accepted. Based
on a significance value of 0,000 smaller than 0.05. This shows that Gross Domestic
Product, BIinterstrate, and Inflation have a significant effect on FDI simultaneously.
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1. Introduction

Foreign investment flows to developing countries in Asia have increased rapidly since
the 1990s. There was a crisis in mid-1997-1999 which led to the weakening of the
Indonesian economy, which was seen from falling economic growth which also caused
foreign investment to decline. The flow of foreign investment began to increase again
after the crisis. However, the capital increase from foreign investment to Indonesia is
still limited. So that the Indonesian government chooses and seeks to use FDI (Foreign
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Direct Investment) or foreign direct investment which aims to increase funding funds.
FDI capital inflows are long-term and vulnerable to economic turmoil.

Foreign investment is divided into two, namely foreign direct investment and indirect
foreign investment (portfolio). Foreign direct investment is considered more beneficial
than indirect foreign investment because the effect is capital which can really be felt
directly by the state. While foreign investment is not direct, it is fluctuating, making it
vulnerable to economic turmoil.

FDI is a long-term investment for developing countries. FDI is very helpful for Indone-
sia in economic development. Increased foreign investment can directly improve the
living standards of Indonesian people. Foreign investment canmake a company capable
of controlling international business operations and increase more profits. Whereas
indirect foreign investment in the form of portfolio investment in the form of investments
in financial assets such as stocks and bonds.

Mudrajad (2004) mentions that there are a number of factors that greatly influence
whether or not the climate of investment in a country is good. These factors are not only
related to inefficient government bureaucracy, inadequate infrastructure, policy insta-
bility, corruption, still low access to financing, labor regulations, which are considered
restrictive, poor tax regulation, unstable inflation and foreign exchange rates, limited
educated workforce and others. But also influenced by economic stability, which is
reflected in the stable exchange rate of a country’s currency, relatively stable inflation,
interest rates and economic growth of a country are also one of the factors that are
highly regarded by foreign investors and domestic investors.

A good rate of economic growth will affect investor interest in investing in Indonesia.
Good economic growth is marked by an increase in the economy of a country. The
number used to estimate changes in a country’s output is its monetary value (money)
which is reflected in the value of GDP (Gross Domestic Product). To measure economic
growth, GDP is used based on constant prices. Changes in GDP values indicate changes
in the quantity.

Changes in interest rates can affect the desire of investors to invest because in
general changes in BI interest rates can affect the size of deposit rates and credit interest
rates in the community. When interest rates increase, investor interest in investing in
Indonesia decreases. This happens because if the interest rate rises, the cost for the
construction and operation of a company also requires more funds. Conversely, if the
interest rate decreases, it will encourage the interest of investors to invest in Indonesia.

Inflation occurs if there is a general increase in prices of goods and continues. A
high level of inflation can lead to a decrease in company profits because the prices
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of goods and services are less competitive. In a state of high inflation, real money
values drop dramatically, people tend not to have cash. So as to encourage people to
conduct transactions in the form of barter which is usually followed by a decrease in
the production of goods, so as to hamper new investment.

Based on data from previous studies that are inconsistent, the authors are motivated
to conduct research to re-analyze the influence of several macroeconomic factors on
foreign direct investment in Indonesia. This study raises three independent variables,
namely economic growth, BI interest rates, and inflation, and one dependent variable,
namely direct foreign investment. Based on the above background, the author is inter-
ested in conducting a study entitled ”Analysis of Economic Growth, BI Interest Rates,

and Inflation and the Impact on Foreign Direct Investment (FDI) in Indonesia in 2010-

2017”.

1.1. Problem formulation

Based on the background and identification of the problem mentioned above, then the
problem in this research is formulated as follows:

1. What is the impact of Economic Growth on Foreign Direct Investment (FDI) in
Indonesia?

2. What is the impact of BI interest rates on foreign direct investment (FDI) in Indone-
sia?

3. What is the impact of Inflation on Foreign Direct Investment (FDI) in Indonesia?

4. What is the impact of Economic Growth, BI Interest Rates and Inflation on Foreign
Direct Investment (FDI) in Indonesia?

2. Literature Review

In this study the dependent variable is Foreign Direct Investment or often referred to
as Foreign Investment (PMA). Independent variables are Economic Growth, BI Interest
Rates, and Inflation. Here are the operational definitions per variable:

2.1. Direct foreign investment

Kumar and Pradhan (2002) also say that ”ForeignDirect Investment is themost important
source of external resource flows to developing countries after the 1990s and has
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become a significant capital formation for these countries. FDI will contribute to more
than proportional economic growth for the host country. Furthermore, FDI is usually
accompanied by the transfer of production methods and managerial abilities from
developed countries to developing countries.

S Sassen-Koob (1984). ”Foreign direct investment is used as an indicator for interna-
tionalization whose focus is on export manufacturing investment”

2.2. Economic growth

Economic growth is the economic condition of a country where it experiences an
increase towards a better sustainable or sustainable within a certain period of time. An
economy is said to experience economic growth if the amount of production of goods
and services increases. The figure used to measure economic growth in estimating
changes in output is its monetary value (money) which is reflected in Gross Domestic
Product (GDP). GDP value used is GDP based on constant prices. Because by using
constant prices, the effect of price changes has been eliminated, so that even if the
number that appears is the money value of the total output of goods and services,
changes in GDP value while showing changes in the quantity of goods and services
produced during the observation period (Rahardja and Manurung, 2016: 141).

Economic growth is an increase in the production of goods and services in an
economy which is shown in quantitative changes (Nanga, 2005: 273). Increased eco-
nomic growth will affect the increase in welfare, employment opportunities, as well as
productivity and income distribution. If production of goods and services increases, the
economy of a country can be said to increase as well (Rahardja and Manurung 2008:
129).

Prof. Moslow in Robert M. Solow (2016) states that ”The future and future will be
constrained if the natural resource base narrows over time in terms of variants of the
eponymous growth model to analyze the relationship between resource input ratios
and GNP in the United States during mid-season two seconds and twenty”.

“Outward FDI is positively related to growth. This finding is strong for several model
specifications, potential outliers, and different estimation techniques. In addition, the
Granger causality test for the US shows that causality is two-way, indicating that increas-
ing FDI out is the cause and consequence of increasing domestic output ” (Dierk Herzer:
2009).
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2.3. BI rate

Interest rate is the price that must be paid for the use of money for a certain period of
time, which is usually expressed in percent (%) (Boediono, 2008: 2). The interest rate
is determined by the demand and supply of money and is determined in the money
market. Changes in interest rates will affect the desire to invest. These interest rates
can be divided into two, namely nominal interest rates and real interest rates.

2.4. Inflation

Inflation is a tendency to increase price levels continuously, affecting individuals,
businesses, and government (Latumaerisa, 2012: 22). Inflation occurs when the increase
extends to most goods and services in the economy and continues continuously
(because if the price increase is only temporary, it cannot be said to be inflation).

”Tests conducted on granger causality provide support for the Friedman-Ball hypoth-
esis that an increase in inflation causes an increase in inflation uncertainty in each
country” ( James E. Payne: 2007)

J. Evert (1984) states that ”for projects that are fully funded by loans, the benefits
of additional taxes on interest costs exceed the additional tax costs on depreciation
allowances” J.E. Everett

3. Methodology

3.1. Research methods

This research is a type of descriptive research. The approach used in this study is a
quantitative approach.

The population of this study is Economic Growth, BI Interest Rates, and Inflation in
Indonesia. The sample used in this study were 32 samples obtained from Economic
Growth, BI Interest Rates, and Inflation in Indonesia in 2010 - 2017 (8 years x 4 quarters
= 32). In this study the independent variables are Economic Growth (X1), BI Interest Rate
(X2) and Inflation (X3) in Indonesia. The dependent variable is Direct Foreign Investment
(Y1).
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3.2. Method of collecting data

The data used in this study is secondary data in the form of time series or periodic.
Documentation techniques are based on several sources including the Indonesian
economic report from various editions published by the Central Bureau of Statistics,
Bank Indonesia, and the Coordinating and Investment Board. Data for all variables that
will be studied begin from 2010 to 2017.3.4. Operational definitionResearch variables
are attributes or properties or values of people, objects or activities that have certain
variations set by researchers to be studied and then drawn conclusions (Sugiyono, 2013:
3). In this study the dependent variable is Foreign Direct Investment or often referred to
as Foreign Investment (PMA). Independent variables are Economic Growth, BI Interest
Rates, and Inflation. Following are the operational definitions per variable.

4. Result

4.1.

Global economic development is driving positive growth in direct investment in the
world. A company from one country invests in the long run. In Indonesia the value of
realization of foreign direct investment each year tends to increase. The main countries
as the countries that invest their capital in Indonesia are developed countries where
they can see the opportunities available to invest heavily in the long term.

The development of foreign investment realization in Indonesia in 2010 to 2015 has
always increased every year. The results of investment realization in 2015 amounted
to Rp. 545.4 trillion, an increase of 17.8% compared to the same period in the previous
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year. This achievement exceeded the limit in 2015. Foreign direct investment (FDI)
also increased by 19.2% to Rp 365.9 trillion. The positive achievement of the January-
December 2015 investment realization gave optimism that the prospects for Indonesia’s
investment in the future were still quite good. In addition, the government has issued
various policy packages with various investment incentive options, simplification of
licensing and various facilities for investors, including facilitation of problems faced by
investors.

The realization of foreign investment in Indonesia in 2013-2017 has increased every
year. Realization of FDI investments based on country origin (top 5) are Singapore (US
$ 8.4 billion, 26.2%); Japan (US $ 5.0 billion, 15.5%); R. R. China (US $ 3.4 billion, 10.4%);
Hong Kong, China (US $ 2.1 billion, 6.6%); and South Korea (US $ 2.0 billion, 6.3%).
Realization of FDI investments based on business sectors (top 5) are: Electricity, Gas
and Water (US $ 1.6 billion); Mining (US $ 1.2 billion); Transportation, Warehouse and
Telecommunications (US $ 1.0 billion); Housing, Industrial Estate and Offices (US $ 0.8
billion); and Basic Metal, Metal, Machinery and Electronic Industries (US $ 0.6 billion). If
all industrial sectors are combined, the industry can contribute US $ 2.7 billion or 31.9%
of total FDI. Realization of FDI investments based on project location (top 5) are: West
Java (US $ 5.1 billion); DKI Jakarta (US $ 4.6 billion); Banten (US $ 3.0 billion); Central
Java (US $ 2.4 billion); and Papua (US $ 1.9 billion).
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4.2.

Based on the results of the study showed that in this study the number of observations
was 32. GDP during the study period had a minimum value of 14.81 and a maximum
value of 15.69. Then the mean or average value obtained is equal to 15.2769 and the
standard deviation value is 0.24816. SBI during the study period has a minimum value
of 4.25 and a maximum value of 7.75. Then obtained the mean or average value of
6.3438 and obtained the standard deviation value of 1.05446. INF during the study
period has a minimum value of -, 35 and a maximum value of 2.46. Then the mean or
average value obtained is equal to, 4444 and obtained the standard deviation value
of, 51751. PMA during the study period has a minimum value of 7.13 and a maximum
value of 9.44. Then obtained the mean or average value of 8.4341 and obtained the
standard deviation value of 74765. Judging from the standard deviation that has the
highest value is the SBI, which is 1.05446, this shows that SBI is more varied than other
data. And the standard deviation that has the lowest value is GDP, which is 0.24816,
this shows that GDP is homogeneous compared to others.

4.3. Normality

Based on the results of the data in the calculation shows that the data is normally
distributed. This is indicated by a significance value of 0.200 which is greater than the
value of 0.05.
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4.4. Multicollenerity

From the test results indicate that there is no multicolinearity between the indepen-
dent variables in the study because the VIF value is less than 10 and the tolerance value
is greater than 0.10.

4.5. Heterocedacity

Park Test Results obtained the significance value of all independent variables greater
than 0.05. Having a GDP value of 0.121 SBI of 0.233 and INF of 0.781. With a signif-
icance value of 0.05 or not significant to the dependent variable Logarithm Natural
Residual squared, it can be assumed that the regression model in this study does not
occurheteroscedasticity.
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4.6. Autocorrelation test

Based on the calculation of the probability value 0.369 is not significant at 0.05,
which means that the null hypothesis is accepted so that the residual does not occu-
rautocolerasi.

4.7. Multiple regression analysis

Multiple regression analysis can be seen from table 4.13 with the regression equation
as follows:PMA = -38,417 + 3,041PDB + 0,061SBI + 0,016INF + eBased on the results of
the regression equation above it can be explained as follows:a. A constant coefficient of
-38.417 means that FDI will decrease by 38.417 if GDP, SBI, INF are respectively 0.b. GDP
value has a regression coefficient value of 3.041. This means that if there is an increase
in GDP value of 1, assuming other variables are constant, there will be an increase in
FDI of 304.1%.c. The SBI value has a regression coefficient of 0.061. This means that if
there is an increase in the SBI value of 1, assuming other variables are constant, there
will be an increase in FDI of 6.1%.d. The INF value has a regression coefficient of 0.016.
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This means that if there is an increase in the INF value of 1, assuming another variable
is constant, there will be an increase in FDI of 1.6%.

Based on the calculation can be seen the value of Adjusted R-square is equal to 0.972.
This means that 97.2% of the dependent variable (PMA) can be explained significantly
by the variation of independent variables (independent). While the remaining 2.8% is
explained by other variables not included in the regression model in this study.
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4.8. T test

4.8.1. Effect of gross domestic product on foreign investment

The first hypothesis in this study is the influence of GDP on foreign investment. From
the results of the calculation of the significance test partially obtained the GDP tcount
of 32.130 and with a significance value of 0.000 less than 0.05 and the value of ttable
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2.042 <tcount 32.130. Then Ha is accepted and Ho is rejected which means that it has
an effect and is significant between GDP and PMA. Thus H1 which states that Gross
Domestic Product has an effect on Foreign Investment is accepted.

4.8.2. Effect of BI interest rates on foreign investment

The second hypothesis in this study is the influence of SBI on foreign investment. From
the results of the calculation of the partial significance test obtained the SBI tcount of
2.723 and with a significance value of 0.011 smaller than 0.05 and the value of ttable
2.042 < t count 2.723. Then Ho is rejected and Ha is accepted which means that it has
a significant effect between SBI and PMA. Thus H2 which states that BI interest rates
affect foreign investment is accepted.

4.8.3. Influence of inflation on foreign investment

The third hypothesis in this study is the influence of Inflation (INF) on foreign investment.
From the results of the calculation of the partial significance test obtained the inflation
tcount of 0.369 and with a significance value of 0.715 greater than 0.05 and the value
of t table 2.042 > t count 0.369. Then Ho is accepted and Ha is rejected which means
that there is no effect and no significant INF on PMA. Thus H3 which states that Inflation
has an effect on Foreign Investment is rejected.

4.9. F test
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Based on the calculation F Test is the Fcount value is 364,546. While the Ftable value
is 2.92. Means that the Fcount value is 364,546> Ftable 2,92. Then Ho is rejected and
Ha is accepted. Based on a significance value of 0,000 smaller than 0.05. This shows
that GDP, SBI, and INF have a significant effect on FDI simultaneously. Thus H4 which
states that Gross Domestic Product, BI interest rates, and inflation, simultaneously affect
foreign investment.

5. Conclusions

This study aims to analyze the impact of economic growth seen from the value of Gross
Domestic Product (GDP), BI interest rates and inflation on Foreign Direct Investment
(FDI) or Foreign Investment in Indonesia in 2010-2017. Based on the results of the study
it can be concluded that:

1. Gross Domestic Product (GDP) has a significant impact or influence on Foreign
Direct Investment in Indonesia. The highest GDP in a country shows the size of
the market in the country. If the size of the market in the country is large, investors
will be interested in investing in the country. Provinces in Indonesia with high GRDP
such as DKI Jakarta, West Java, East Java, and East Kalimantan have an appeal to
attract foreign investors so that the value of foreign investment is also high.

2. BI interest rates have a significant impact or influence on foreign direct investment
in Indonesia.

3. Inflation has no impact and is insignificant on Foreign Direct Investment in Indone-
sia.

4. Gross Domestic Product, BI interest rates, and inflation have a significant impact
on Direct Foreign Investment in Indonesia.

6. Suggestion

1. Given that inflation has a negative impact on foreign direct investment, the govern-
ment must be able to maintain the stability of the inflation rate. If inflation occurs
because the amount of goods is disturbed, the government must immediately
resolve the problem by importing.

2. Gross Domestic Product shows economic conditions, the government must be
able to maintain and simultaneously increase GDP growth. Things that can be
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done by facilitating domestic business licenses so that the production of goods
and services will be smoother.

3. For the government and monetary authorities (Bank Indonesia) it is expected to
continue to coordinate in maintaining the stability of macroeconomic variables as
an effort to increase foreign investment in Indonesia.

4. For investors must pay attention to factors that affect foreign direct investment,
such as economic growth, interest rates, and inflation, so that it can be used as a
basis for decision making.

5. For further researchers to add other variables such as exports, libor, minimum
wages, which have the potential to affect foreign direct investment and use dif-
ferent analytical techniques in order to produce different perspectives on similar
research.
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