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COMPARATIVE ANALYSIS OF BROAD MONEY , ECONOMIC GROWTH,
EXCHANGE RATE OF FOREIGN LOAN FOREIGN INVESTMENT IN ASEAN 5

PERIOD 2000 -2015

ABSTRACT

Thepurposeol!h Mmmﬂyzeme Broad Money Comparison , Economic Growth,
Exchange M on Forv Nq Investment in ASEAN S (Indonesia, Malaysia, Philippines,
ﬂﬁ: study also analyzed the influence of macroeconomic

Nt ok S g i o v

ayysla; Philjppines, Singapore, and Thalland) .,

m&ﬂ*ﬂ#m MWWWQ firgad cMeppn v, Economic
Growth, ncﬁu:gerau')eﬁe&on Foreigh Direct Investment . The results of this study indicate that
macroeconomic factors have a positive influence in ASEAN countries 5 as the Country Home
Country , as well as Host Country . Meanwhile, due to the impact of FOI has a negative influence of
one of the macroeconomic factors of exchange rate. The policy implications of this study suggest
that monetary authorities oversee the flow of direct investment by either government or private
entities into host country countries .

Keywords: Brood Money Comparative Analysks , Economic Growth, Exchange Rate Against Foreign
Direct Investment In ASEAN § (Indonesia, Malsysia, Philippines, Singapore, and Thailand) , Data
Panel
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1. Intreduction

Research studies on Foreign Direct Investment (FDI) that occurred in a country has been
widely practiced. Research on the influence of Foreign Direct Investment (FDI) in a country has
been investigated by Rodolphe Desbordes, Shang-Jin Wec (2017 ), George S. Chen, Yao Yao,
Julien Malizard (2017), Arijit Mukherjee , Uday Bhanu Sinha (2016), Qjsomin U, Robert Scollay,
Sholeh Maani (2016 ), Carmen Boghean and Mihaela State ( 2015), Agyenim Boateng, Shaista
Nisar, Junjie Wu, Xiuping Mua (2015), Juthathip Jongwanich, Arch Kohpaib ) M.F
Perez, Josef C. Brada Zdenek Drabek (2012), ShinjiTakagi, Zongying Shi (2011) examines

comparing how Broad Money , E ic Growth, Exchange Rate affecting Foreign Direct
Investment in ASEAN S {Inc ia, Malaysia, Philippines, Singapore, and Thailand) . But for the
writer of Broad Money is also a macro instrument that also affects Foreign Direct Investment in
2 country and always interesting to discuss.

in the fra rk of the ic develop of a country, requires a flow of capital as a
supporter of the running of the policy. Capital flows are tallored to the characteristics of a
country . Large fii ing in ic devel for every country can not be entirely derived

from the flow of domestic capital , but financing coming from foreign capital is needed to meet
the shortfall in financing the economic development of a country.

ric and eign risk information Empirical studi

)0 ma%m in the European Monetary Union (EMU)
L e

ﬂ.’-“\ \ DCihrakarta 1 1\
ﬁntmﬂdmmmnﬁe&chm-mmnwuhm
& Strengthenina Kegional ana Lacal Economy

Data Source: UNCTAD.
FTA ( Free Trade Agreement) ASEAN-China formed the third largest economic group
in the world, after the EU and NAFTA ( North 4merica Free Trade Aggreemnet ) . Have 1.85
billion people and covers an area of 14 mullion square kilometers. In 2010, Ching's total
GRDP and ASEAN-68 were US § 7.79 million, accounted for 99%6 of China's combinad GDP
and 10 ASEAN members, and 12% of the world economy. Between 2000 and 2010, the
ammual GDP growth rate was 10.8% for China and 5.5% for ASEAN-6. This rapid growth
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coinciding with the growing mportance of ACFTA members | drean-Ching Free Trade
Area) in the world econonry. | Qiacmin Li Robert Scollay , Sholsh Masmi | 200167 .

Foreipn investment coming into the comntry consists of foreign direct investment (FDI)
and portfolio imvestment. Both types of imestment are equally positive for the process of
economic development of a counity, bt im its development FDI gives more significant
advantages when compared with portfolio imvestment. Forsgn Direct Imeesimerr (FDI)
consists of fnward and eumwand . FDT imsard s an investment sourced from other coaniries to
couniries in the ASEAN regon almost most classified 35 4 developing country. Economic
development that mms i developing comniries mmst be lagging behind compered to
devaloped conmiries.

Figore 1. Foreign direct imvestment flow (FDI): ieward and ownvard on ASEAN
({Indonesia, Malaysia, Philippines, Singapore, and Thailand) 2000 -2015.
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Along with the rapid economic srowth in ASEAN (Indomesia, Malaysia, Philippines,
Singapore and Theiland) thus eperiencing the growth of its FDI inflows - Foreign direct
imvestment in ASEAMN (Indonesiz Malaysia, Philippines, Sinzapore and Theiland) from 2000
to 201 5, FDI grew slowly, with FDI shares in ASEAN (Indonesia, Malaysia, Philippines,
Singapore and Thailand) Between these tables FDI in Singapore is highest compared to other
coundries in ASEAN.
The associzted growth patterns comical vansbles of interest to be anslyzed ( Broad
Mongy , Econonnic Growth, exchange raie ) have an infloence oo Foragn Direct Irvesimant.
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analyzis of panel data  pooling date ) that is by connecting data that is fime serfes cross
Seciion .

1 Literafure Review

The emergence of foreizn imvestment, especially FDI can not be separated fom the
thoughts that became the hasis of the use of FDI in the imtemational world. These thoughts
can in essence be explaimed as follows:
a) The Theory of Sthepen Hymer Market Imperfections

This theory suggests that FDI is a direct effect of an imperfect market. Stephen
Hymer himeself is considered a pionesr in foreizn imvestment theory, which emphasizes
the mole of specific corporate excellence snd market imperfection in explaming the
mnderlying motivation or objectives of the fimm in making imvestments.

Higher retums on imvestnent sbroad do not pearantee the completensss of the
explanation of capital flows, since the refum on investmens itself can mean that capital
will be more efficent when allocated through the capital market and does not require
corpomate s mancfers. 'In commection- with higher imvestment renmms by acquiting and
mergers with existing and potential Firis fn'ihe host comy , it is expected to offset the
disaivastaces of the frpiiey's Al N forence 2018

By having certain advantages such as, access to easier and relatively largs sources
dcmﬂ&mneﬁhg&x“mmﬂmﬂeﬁ,mﬂh&mw&mﬂ
ilﬂ&mrbemgshﬂsmmgegrmmmmmt

b)) TH Dunning's Eclectic Approach Theary

This theory explains that the phenomenon of FDI distribution can be understood
throngh three main fameworks namely Ownership, Location, and Jnternalization (OLI),
as the explanation of the three components are as follows (JH Dhmning, 1994, 2001;
Emgman and Obstiald, 2003; Griffin and Pustay, 2008):

o Owmership (Ownership advartage)

Drnmming explained that the ownership factor is the main condition that should be
oamed by mmrestors who want to invest m other coummies. To be able to make foreign
direct imvestment a company mmst have a product or a production process that is not
oamed by other compandes.

Dwo not mule ot the possibility that the shape of the owmnership of intangible objects,
Tt may be rademarks or quality reputstion. The benefits of ownership or ownership is
o give the company a very valmable competitiveness so a5 to reduce the wmfavorable
thinzs in managing business abroad.

ot The 14th IRSA Internatiomal Conference - Page B39




= Location (Location Excellece)

Location has a very big role in terms of direct foreign imvestment. A good oversess
location will provide benefits for imvestors to prodoce sbroad compared to their onwm
oomiTy. Transportation costs and bamers to frade will determine location eligibility
from FDL Good location is usually alse comected with the availsbility of resources.
For example the Caterpillar company menufachores bolldozers in Brazl o enjoy
cheaper labor costs and swoid high tarf bamiers on goods exported from its factories in
the United States.
= Jntanalization

In this section it is explained that FDI will be more proftshle for multinstionsl]
Ccompanies fo conduct ransactions g input, technology, and management within a firm
fwithin a firmz) . This will ensure oamership of the specific advantages they already
have In other words | the company nmst gain greater proft by controlling its business
activities sbroad than by hinng an independent local company to provide such servces.

) Macroeconomic Theory Appraach Eiyoshi Fojima

Each coumiTy has mﬂal-diﬂ'tﬁnm of production and demand infernatiomnally.
Alﬂ:lmlghm:uimiuargﬂsu: .ﬁﬁ-mmEWMMMEME
not afford efficiency becase, of e itk Ol il adtinse?. ok, mamely
manaperidl capacity, science and'technology: Kojima (1981) anempts to integrate the
theory of trade with FOM|dnd siggests that FDI i= needed to make madees factors more
cmmedﬁmmdefﬁdaﬁsﬂmhmmsﬁnmllnﬂ.hadcﬁﬁm,ﬂmmmtﬂn
production process in & comniTy hlessed with certain resowrces.

With the entry of FDI will lead to increased prodnction and exports if transfemed m
the form of capital packages, menagerial and technological expertise of an industry that
has a comparative weakness in state imvestment compared to the recipient comtry. Thus
contributing to productivity gains and comparisons of host countries . Then kojima named
the condition as FDI with irade orfented which is specifically applied by Japan.

Omn the other hand if FD moves out of an industry that has a comparative sdvantsge
in imvestments to other countries, it will lead to efficiency losses by blocking the
recrganization of international wade. The way is then refemed to as FDI with anti-trade
orientation [ ani-trade ortended ) . This type is often used by imvestors from America.

According Thingan (2004) Foreign Investment (FMA) has a role in the economic
mowth of a coumtry. The first foreizn capital can be ufilized as a tool to accelerste
investment and econmmic growth Both economic growth is imcreased should be followed
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by the structure of production and trade in the country. Last foreign capital as the
mobilization of funds that have an important role. These three things must be supportad
also by the role of the govermment that uses the foreign capital for the purpose of building
infrastructure.

According to UNCTAD (2006) that there are 3 motivations or reasons to make direct
investment sbroad The first market - seeking , where investors aim to penetrate from the
market and is generally linked between the size of the market with per capita income,
econonuic growth trade access between the surounding countries, and the tastes of the
people of the comy to be selected. Second Resowrce - asset , where mvestors are basad
on the amount of raw materials starting from natural resources, labor costs, labor force,
skilled labor, physical infrastructure (roads, pors, and teleconmumications), and
technology. Finally, gfficiency - seeking . investors have the motivation to Create Dew
competitiveness for the company because of lower production costs in doing their

|h|

Cges e o e to the
mw\umammm%g” Sonsint gf‘i-'Drﬂaw
cmiwmmmmmwmzm-
2015. FOT inflow dath Gbtained S World bask. The Geveloptent'of FOY in/ASEAN 5
(Indonesia, Malaysia, Smgapore, Thailand, Philippines) which can be explained below.
Table 3.1. Development of FDI in ASEAN 5 (Indonesia, Malaysia, Philippines,
Singapore and Thailand)

FDI, net inflows (% of GDP)

Tahun Indonesia Malaysia Philipina Singapore Thalland
2000 -2.7574 40384 18352 16.1898 26631
2001 -18557 05970 09956 19.0476 42122
2002 0.0742 31661 21744  6.6069 24882
2003 -0.2543 29209 05864 175785  3.4159
2004 07382 35079 06479 213597 33895
2005 29161 27344 16144 141977 4339
2006 13479 47272 22154 249828 40213
2007 16030 46869 19542 265212 32836
2008 18263 32808 07693  6.3471 29382
2009 09039 00567 12265 123805 22759
2010 20252 42686 05363 232956 43232
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201 2. 3030 50744 0LBS55 178360 06671

22 2.3058 28251 12857 19,4481 32446

2003 LE5T1 34943 13745 213826 3.7855

4 19137 31412 10168  24.0105 12239

25 2. P65 3.7001 19261 23,7770 22552
Sowrce: World Bank Doto (processed)

The table shows that the development of FDI enfering the ASEAN 5 comniries (Indonesia,
Malsysia, Philippines, Simgspore and Thailand) shows a vared rend in the period 2000 -
2015, The coomrence of crisis in some countries in ASEAN began private policy in
Thailand to lneragng . By applying for large-scale credit to developed countries such as
Japan, driven by a stable Thai economic trend in 19946 private debt m Thailand was doe to
payments but could not fulfill its obligations , so its capability fell 1.2762% of growth its
economy . Private companies with debts mahmng in 1997 are finding it increasinsly
difficult to repay loans because the Baht is declining sharply. It also happens in other
ASEAN countmies Indonesia, Malaysia, Singapore - 5o that raises a negative sentiment fior
investors b0 invest capital to coumiries, especially ASEAN 5.

i M I 3 K i || 14™
data usnally incliades one object ! individual (eg: FDL Broad Mewey | Economic Growth,
wxchangd rave ) bat inchndes several \periods daily, momtly, guarterty; or yearly bias).
Cross dafa consists ut's:-ewm] Of many d:.}jecls: ofien called respondents (eg I.:EI:I:IpﬂII:iE}
with some types of data (eg, profit, sdvertising costs, refained eamings, and imvestment
rates) in 3 given period of time When we condoct an observation of the behavior of an
economic mit such as a housshold, 3 company or a State, we will not ooly observe these
umits at the same time but also the behavior of the units over various time periods.

To see the impact of Foreign Direcr Imeestment from Broad Mongy factors | Economic
Growth, exchanse rare . Can be written in mathematical models

FDI=/( BRM, GDP, EXR)

Panel dats is a combination of rime-serde data ad oross-sectional data | where the
same ross secton unit is messured at different tmes. Pamel data anslysis is used to
oirserve the relsfionship between one depermdent variable with one or more ndependant
varfables . The use of panel data can provide many advantages in statistics as well as in
economic theory, among others (Gujarati, 2003 ).

The ld4th IRSA International Conference - Page B4z




1Dat a panel is capable of explicitly accounting for individuzl bsterogeneity by
allowing individual-specific vanables to allow panel data to be used to test and build
more complex behavior models.

2.If the specific effect is significantly correlated with other explanatory vanables, then
the use of panel data will substantially reduce the omitted-variables problem .

3 Panel data based on repeated cross section observation so that panel data method is
suitsble for saudy of dynamic adjustment .

4.The high oumber of observations has implications for more informative, more vaned
data, the collinearity between the diminishing variables, and the increased degree of
freedom ( degree gf freedom ) so that more efficient estimates can be obtzined The
above advantages have implications for the unnecessary testing of classical assumptions
in the panel data model, according to what is in some of the literature used in this study
(Maddala 1998, Pindyck and Rubinfield, 1991 and Gujarat, 2003) .

Ihehmmgesﬂnmﬁnsesaw.:mmmdmsmdam
Mﬁﬁhmmm
T=a+pma-m=n Ihe 1 4" ®
ngmmm&-mr\ Conference 2018
Mtithﬁnhzmwsmdm f '
¥ .c+pX:+§!:'l=,}.2,w - Foqgional and Lecal Fconomy @
Nnmxbaotnnsmo:&m
Considering panel data is a combination of cross secrion data and fime
=a+pXit+ati=12 . N;t=12 ... T 3)
where:
N = mumber of observations
T =amount of time
N x T = oumber of panel data
5. Empirical Resualts
In analyzing research data with panel the researcher uses three types of model
estimation, pooled jeast square (PLS), fixed ¢ffect method (FEM), and Random ¢ffect
method (REM) . The results to be used in drawing conclusions in this study are the results
of the best model of model testing performed. The results of the calculation of the three
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models are obtained by using software eviews 9, while the estimation results that have
been done are as follows:
Table 5.1. Panel data estimation results with PLS Determinant FDI ASEAN §
Period 2000 - 2015:

Vanabel Dependen : FDI

Variabel LS FEM REM
c 13.96799 0253577 3569005
(-8.083003) (0.062147) (-1.438363)

BRM? 0.008503 -0.003385 0.028254
(0.574675) (0.076758) (0.920882)

com 4235326 0431502 0462316
(10.48875) (3.548550) (3.897338)

EXR? 0.450069 8666381 1312162
@597145) (1.740748) (2.806526)

Todonesta a7 35 Ta57n

2l - \ he 172009957 3.05512

o0 & il

At DS urak aigsn e Nl 00363 2
T R T R Y
Fostatistic 58.48510 70.84843 8254473

Sowrce: EVIEWS Data Processing Resuits 9
Based on the sbove table it is known that the estimation result using the PLS approach
shows that Broad Mongy , Economic Growth, exchange rate have a positive and significant
influence on FDIin ASEAN Son =5 exchamge rate , economic growth
FDI;, = (~13.96799) + 0.008503 BRM, — 42.35326 GDP;, + 0.450069 EXR,,
t = -8.083903 0.574675 10.48875 2.597145
R*=0.697759 F=5848510 d=0973
Judging from the value of the coefficient of determination ( goodneass of fit test ) shows
that the FEM model has the value of R-squared 0.873226 better than R-squared PLS value of
0.697759 and REM of 0.245758 . It can be interpreted that the independent variable ( droad
mongy , economic growth, exchange rate) in the FEM model is able to explain 87.3 %
vanance of FDI dependent variable Meanwhile, 12.7 % described other variables not
included in this research model.
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In the FEM modal the valus of intesception in sach country is, Indonesia amounted to -
3587447 | Malaysia of 2020857 , Ph ilipins of -3.860087 , Singspore smownted fo
1004631 , Thailand smoumted to -1 459822 . Thus the Fix Effver Mathode (FEM) approsch
explzins the differences in FDI determinzm: belavior of the five countries.
51 Model Selection Test Results
After estimsting panel dats with Pood Least Square (PLS) approach , Freed Efivct
Mathode (FEM), snd Random Effec Methode (REM), then the naxt step is to chooss the
modal to determine the best mods] which result will be used to make the conchusion from
the smalysiz thar has beem dome in this smdy. Adspmm test papel data model cam
dijelaskam 3= follows.
1) Commen Effect or Individual Efect
To find ow which model is suitable for use i this research Commmeon Effect of
Incdfvidual Effect | can be seen from Chow Tast results Test or often called F statistical
test. As already explzined bafore that to conduct this test usad hypothesis that is:
H, =odel Commn Effect (Restricted)
H, = Model dndnvidual Effect (Unrestricted)
Table 5.2 Tedt Results Chow Test pr:l bita FixEffects Methode (FEM) Period

2000-2008: RSA Conference 2018

Effects Test' Statictic df. Prob.
Cross-section F 24013558 (4,72) 0.0000
Cross-section Chi-square G9.505284 4 0.0000

Based on the results of the test F,,,, is 2491  while F,.,, with qf qf numeraror = 3
. f of demumeraior = 76 | at a 5% confidence level of 2.7 2 _ Please note that It can be
seen that Fo,une 2 Frapg Means to receivel,, and H; is mejected, which means the modal
o be used is Pooled Least Square In other words, the inferception for all cross section
mmits is the same
So that papel data model is suitable for wse in estimsting FDI in ASEAW 5 (
Indomesia, Malaysia, Philippimes, Singapore, and Theiland ) 5 a Common Effect
(Restrictad) Model , compared to the Jrdhadual Effect Model (Urrestriched) .
X)) Fioed Effect Methode (FEM) or Random Effect Mathode (FEM)
From the resalts of previons model selection shows a conclusion that the Common
Effect (REM) is a snitshle modal for use in conducting anslysis in this smdy. MNext is the
Himusmar Test fest , vo determine what model is used Froad Effect Methode (FEM) or Reardom
Effect Methode (FEM). In this test the hypothesis used is:
H_0=DMbdel Random Efect Methode (RENM)

H_1 =Model Fixad Effact Methods (FEM)
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The Hamzman Test by using EVIEWS 9 software obtains the following results:
Table 5. 3 . Howsman Test Result Test panel data Random Effects Methode (REM)

Period 20040 - 2015 :

Test aoss-section random effecs
Test Sty Chi-5q. Statictic Chi-5q. df Prob.
Cross-section rEndom 12. 724791 3 D053

Source: EFIEWS Diaa Processing Resulis 9

It can be seen that the result of Hamsman Test sbove has probability value of 0L0053 less
tham alpha 005 (0.0053< 0,05), then rejects the imitial bypothesis Hy and receives commect
madel by nsing Fix Effect Modal.

It slso can be seen the Havsman Test results sbove obtains value of chi square () coumnts
as mich a5 12. 724791, while the value of chi squars (32) table df = 5, at 5% confidence leval
is 11.07. Thus, it can be seen that chi square (¥2) cownts larger than the chi square {32} tsble,
thms H, is rejected.

This indicates that the panel data model that is sudtshle to estimate FDI determination in
ASEAM 5 {Indonesia Malaysia, Philippines, Sinszpors, and Thailand), is panel dats models
with Fixed Effect Methode (FEM) approach.

uammﬂmmhdufﬁngmml\{emhdmmmﬂummqm

The smdy that nses cros: datmoujdmhgqa nihﬂa'ps:bhﬂ:nt_'.rmm
homozeneous dats) in reseanch Thﬂ'&ﬁur&mth:smﬂvﬂnmsmcﬁa:mﬁtnsae
mmmmmywﬂlmﬁmﬂ!mﬂmmmmrmghﬂn
method of Fixed Effect Method (FEM) approach.

The way thar can be dooe' o see the heteroscadastciny 'on Fixed Efect Method
(FEM) estimation is by doing FEM estimation with GLS then compare the som of
squared residesls at woei ght statistics at som of squared residunals unmwelghs satistics. If the
sumn of squared residuals value of weighted statstics is smaller than in sum of squared
residuals umweight statistics, then heteroscedasticity ecours.

The estimation result using software EVIEWS 9 obtains:
Table 5.4 . Panel estimation results with EGLS (Cross-section weights) Determinants of ASEAN
FDI Period 3000 - 2015 :

Varizble Coefficients Sel Emor  t-Statistic Prob.
C SD0GE252 | LA43567  -6.281836 0
BREM? 0012711 0.010077 1.261359 0211
EXR? 2687274 37TISEE  7.121312 0
GDP? 0385142 0146361 2.631447 0.0103
Indonesia -3.587447
Malaysia -2.020857
Philipina -3.860087
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Singapira 10.94631

Thailand -1.450822
R-squared 0.599536
F-statistic 27.61208

Source: EVIEWS Data Processing Results 9

Based on Table 5.4 above, it is known that the estimation result using Fixed Effect
Methode (FEM) GLS approach shows independent variable that is economic growth
labor, transport service have positive and significant influence at o = 5%. Meanwhile, the
varisble of broad money, exchange rate, industry have negatve effect and also siznificant
@ = 5%. The value of R2 resulted from the estimation is relatively smaller compared to
the previous approaches of 8=59 , 9 % during the observation period. This means that the
estimation made by using Fixed Effect Methode (FEM) GLS, independent variable ( Broad Maney
, exchange rate , and Economic Growth ) in this research is able to explain 59,9 % variance
variable depend en FDL. For the rest of 40.1 % explained other variables that are not induded in
this research model. Vale intercept (c) of -9.068252 the FEM model of the GLS is the
average value of the ¢ emmors (error). While the value of indhidual ¢ffect in
each country shows how by ‘the difference of component emor ( error ) of 3 country to
the average value of the intercept of all countries. Based on the above results can be

exphmdﬂnﬂ:eiiﬁaucetﬁﬁucompomtsofﬂxemmmﬂ! average value of

Imhw,i‘( 4}17;),\53133!93("029957) Phulipines ( -
3869081) Smgxpugom (-1.459822), From the results of the above
can be waitten' an “of (the deterpugant| model of EDI ASEAN 5

mmanmpmnwm)Chmmdlmm
m

FDI = 3587847+ 0.01 2711 * BRM 043878 ¢ EXR ~/0.07876 *GDP + 1,
(-6.281836 ) (1261350 ) (7.121312) (2.631447)
+ Malaysia
FDI = -2.029957 + 0.012711 * BRM - 0.43878 * EXR + 0.07876 * GDP + 1
(-6.281836) (1.261350) (7.121312) (2.631447)
FDI =-3.860087 + 0.012711 * BRM - 0.43878 * EXR + 0.07876 * GDP + 1,
(-6.281836) (1261359 ) (7.121312 ) (2631447 )
+ Sinzspore
FDI=10.94631 +0.012711 * BRM - 0.43878 * EXR + 0.07876 * GDP+ 1,
(-6.281836) ( 1.261359) (7.121312 ) (2.631447)
+ Thailand
FDI=-1459822+0.012711 * BRM - 0.43878 * EXR +0.07876 * GDP + .
(-6.281836) (1261359 ) (7.121312) (2.631447)

W hons g Mg sed Locd Bsoranny
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5.3 Statistical Test Results Model
The next step in this study is to test the model statistics that have been selected before.
The stages of statistical test of this research model consist of:
a) The Statistical T Test (Partial Test)
Test t statistic or partial test is a test of individual variables or individually done
to see whether the independent varizble statistically affect the dependent vanable. The
self-test of the regression coefficients of each independent varizble using 5% level of

significance obtains the following results:
Table 5.5 Test Results t-statistics {a = 5%) Model Fixed Effects (FEM) GLS period 2000 -
2015
t-tabel
Varizble t-Statisnc  df (@2.0-k) Prob. Kesmpulan
daf
C 6281836 =1.99006 0.0000 Signifikan
BRM? 1261359  =1.99006 02110 Not Signifikan
EXR? 7121312 =1.99006 0.0000 Signifikan

GDP? 2631447  =1.99006 0.0103 Signifikan

Sam Emmhmngmms 9

an:ableBRM(bbad [ |\l' 14

et R AGORIENCR. 2008 - -

-}m.hasangmﬁan:evalwoﬂ)lllbwhthabmea=&05.hcn
e conduded that H ). acéepted)and vejects E . meaming that the Broad money
varisble has less statistically significant effact on FDI entering the ASEAN 5
jes ( Indonesia, Malaysia, Philippines, Si and Thailand) .
b. Varisble EXR ( Exchange Rate / exchange rate)

Based on estimates of data obtained , value 7.121312>1t,,=1.99006 hasa
significance value of 0.0000 which means under « = 0, 05 . Hence it can be
concluded that H ,, rejectad and accepts H , which means the Exchange Rate
variable has a statistically significant influence on the FDI emtering the ASEAN
5 countries (Indonesia, Malaysia, Philippines, Sinzapore and Thailand) .

¢ GDP Varisbles (Economic Growth)

Based on estimates of data obtained , value 2.631447 >, =1.99006 hasa
significance value of 0.0103 which means below a = 0.05. It can be concluded
that H .. accepted and rejects H . which means Economic Growth variables have
smtstically significant influence on FDI entenng ASEAN 5 countmes (
Indonesia, Malsysia, Philippines, Singzpore, and Thailand ) .

The ¥

2
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b) Test F statistics (test together)

Stage F test is a test that aims to determine the magnitude of the effect of
independent vanables on the regression coefficient of independent varizbles using
5% significant level of obtained as follows:

Table 5.6 F-statistical test results (a = 5%) Model Fixed Effects (FEM) GLS

period 2000 - 2015
Dependant Variable: FDI
t-table
Independent Varisble  F-statistic  df(a, k-1,1k)  Conclusion
af(5,4,76)

BRM, GDP. EXR. 27.61298 272 Significant

) Basedmmemnhsoftesungmel“stansuc of the model Frved Effect Merhod
(PB{)GLSmﬂxeﬁpeeofslgnﬁcmceoﬁ%wasobmmdF 27.61298-F

»12‘ mm mﬁerﬁdwmrm (FEM) model of GLS tozether

f:: AT oy e e ZoTErym
o-m..«wiu‘havea. ofi FDI extering ASEAN
cmsfma\mammwmmm
o Test R (Coefficient of Detern ind Local Economy
The purpose of the Coefficient of Determination Test (R ¢ ) is to know how far the
ability of the model m explaining the vanance of the dependent vanable
(dependent). The magnitade of R * shows the effect described by the dependent
vaniable.
Based on the results of data processing using Fixed Effect Model approach
(FEM) GLS obtainad R * value of 0.873226 or sbout 87.3 %. This means that §7.3
% of FDI vanables can be explamed by Broad Mongy , exchange rate , and
Economic Growth vanables , while the remaining 12.7 % are explained by vanables
outside the model.

In general, this research is able to answer the initial hypothesis of previous research
that the determinant variable of FDI which is categorized into macroeconomic and state
characteristics are equally well in explaining the determinant of FDI inflow specially, in
ASEAN 5, China and Japan. Furthermore, there will be further discussion to see the
consistency of empirical findings with theones and previous researches, those are:

®
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a)

k)

Vo J0NR

Broad Money Infloence on FDI

Based on the model equation with Fixed Effect Methods (FEM) approach of
GLS, it shows that the broad money varishle has positive and statistically sigmificant
influence on @ = 5% towards FDI flow that emters ASEAN 5 cowmimes, China and
Japan The regression coefficient walue of the broad money varisble is 0.00108. It can
e interpreted that if the chamee in broad money in ASEAM 5, Chins and Japan is 1%
then it will canse the change of FDI flow into ASEAMN 5, China and Tapan of 0.00108
with the same relationship direction (imidirectionsl) and other varisbles are sssmmad
i e cataris paribur.

The results are consistent with the findings of Fodolphe Desbordss and Shang-
Jin Wei (2017) which indicate that the source and development of direct-country
finmmcisl objectives increase access to extemmal finsmce and indirectly support
BCOnOmic actvity.

Orher result from a research by Agyenim Bosteny, Shaista Misar, Tunjie Wi,
Xinping Hua (2015) sugpests that the rapid inorease of capital inflow imbo 3 couniTy
sy result in.n sppreciation of the currency (real), especially when capital flow takes
the farm of s Ivesanent portfolio. Encourzing capital ourflow all can help inprove
mﬂpﬁmeufumqqmrat:ﬂﬁm& nguc{'thdcuniah:ﬂdl:tetmm
oflow of 3 coumiry, spumnE countmies 10 socmmulate excessive savings without
stmctoral adjusapent in economic) fundmmentals ; This, encourazmg, and, liberalizing
cspimlmﬂmaﬁﬂbeimplmmmgrﬁerﬁﬂmgﬁdmmrﬁsmm
some Asian counimies, espedally the People’s Republic of China as well as
promoting efficient use savings to improve the quantity and quality of nvestments
those coundries.

Effect of Economic Growth on FDI

Based o the model equstion with Fixed Effect Methods (FEM) approach of
(LS, it shows that the economic growth wvarisble has positive and statistically
sigmificant influence on @ = 5% towards FDI flow that embers ASEAN 5 countries,
Chins and Japan The repression coefficient valoe of the economic srowth vanable is
D07ETE. It can be imerpreted that if the change in economic growth in ASEAN 5,
Chins and Japan iz 1% then it will canse the change of FDI flow into ASEAN 5,
Chins and Japan of 0.07876 with the same relstionship direction (imidirectionsl) and
other variables are assumed to be careris paribus.
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The result is consistent with the findimgs of George 5. Chen, Yao Yao, Jolien
Malizard (2017). First, the Chinese government should be selective in granting
treatments and fiscal concessions to foreizn iowestors. Secondly, the Chinese
government should provide financial and nonfinancis] suppont to compandes that want
to form ETVs with foreipn imvestors. As we have shown, the promotion of ETVs
prodnces positive information not only for parmers but also for the Chinese economy
globally in focusing oo reorientating the export-driven economdic. However, the
critical pillar for the success of this venhwe depends on cresfing sn condudve
environment to sustainable srowth

The mesult is consistent with the findimgs of Qizomin Li Fobert Scollay,
Sholsh Mzsnd (2016). The impact of FDI on economic growth has fooused on the
existence and level of technology and productivity spillovers assocated with the
transfer of technology by mmifinatons] corporations, reflecting an mderstanding of
modern growth theory that iwreased productivity is supported by advancement
technology to Smstain economic growth i the long mn, agminst the possible
Eﬂmdhwmuiﬁi' 15

Eased on the muﬁeiaqlmmﬁnim Bt idddak (FEM) pproach of
GLS5, it shows that the exchange rate varisble has negative and statistically significant
influence on o= 5% towards B0 Sow that eaters ASEAN 5 coamimies; China and
.Tapan.'l'hereg;ressi\-:ucneﬂﬁr_iun valne of the Em:haugemewriableis-ﬁ.ﬁﬂ'i'ﬂ.]t
can be imterpreted that if the change in exchange rate in ASEAN 5, China snd Japsn is
1% then it will cause the change of FDI flow into ASEAW 5, China and Japan of -
043878 with the same mlatonship direction (midirectional) and other variables are
assumed to be ceferts paribus.

As one of Hiroyuki Mishiyama's (2017) research result, the short-term affect
of nominsl exchange rates changes on the theoretical and empincal intra-industial
resource biases. The finding is the deprecistion of the domestic currency lowering the
productivity of cut-offs and expons of finms. The depreciation effect on industry-wide
productivity is uncertain in pure theoretical snalysis. But empinical tests using
company data from the Japenese mammfaciuring imdosty (general machinery,
elecirical machinery, and means of transportation) show that the host ourency (yen)
depreciztion tends 0 increase the mdusmy's productivity widening. These results have
some important policy implications. First, 8 policy that allows the host ommency to fall
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in the market value of Foreign Exchange can increase the sverage produoctivity n
some mamifachring industries depending on the sitmation. Second, such a policy can
be a protector for export companies, bat not always usefol for FDIL

Just as Futhohip Jongwanich's research result, Archamm Eohpaiboon (2013)
suzgests that the mpid inflows of capiml nising o 2 comiry can result in an
appreciztion of the currency (real), especially when capital flows take the form of an
investment portfolic. Encouraging capital outflow all can help improve the pressure of
cumency appreciation However, if is 3 major concem that capital out of the country,
spaming the couniTy to accunmilate excessive savings without smochural adjustment n
economic fimdamentals. Thms, encouraging snd liberalizing capital ouiflows shouold
be implemented together with rearranged musterity issues, in some Asian coumtries,
especially the PRC, as well a5 promoting efficient use savings to improve the quantity
and quality of investments in thoss countries.

W Fabrcio Perez Josef C. Brada, Zdenek Dwsbek (2012) in their ressarch
result shows that bilsteral FDOI flows come from economic samples, host oountry
samples encowrsge non-scimomic motivation such as the desime to facilitete illegal
actions of capital mansfers a1 ome Teumdering. with using 3 bilatersl FDT fow
model. We show that ana\méeni m#;&mucm@mumm%&m
that are money lsmmdening centers jof sbont 20%. The ecomometmic resulss show that
nondreditonsl  FDE | fow | deteriiinants; [induding money! Ianndering.  should ba
mmgwtedmﬁurﬂglmtmmm .

Likewize with Shinji Takagi's research Zongying Shi (2011), the impact of
the Asizn finencis]l crisis on the volume of FOOI flows does not ocour statistically
sigmificant, especially when Chins snd India are excluded from data, FDI flows in the
mamfachming sector, more stable than portfolio flows. A new outcome has noticed a
significant FDI negative response to the three exchange rate changes: the volume of
FDI flows to Japan is smaller when the distribution i= positively skewed (le, the yen
has a bias towards & relatively large volatile depreciation). This result is strong, with
other standard conmol varables having statistically siznificant coefficients.

The comiry's home imvestors, that are interested in the flow of eamings and
remms in fihme cumencies, are policymakers in developing counties who want to
mazintzin FOI inflow stable. To what extent actusl FDI inflows respond fo flows and
expectatons of exchange rate changes, and expected changes are infloenced by large
fl ows, sharp exchanze rate fluchetions can exacerbate the volatility of FDI inflows

The l4th IRSA International Conference - Page BE2



througzh multiple channels. Avoiding imnelisble exchange rate behavior, in relation to
it the ommendes of major source countries should help prevent the movement of FDI

The 1997 exchange rate crisis showed the deprecistion mend was not proven to
attract FDI inte the couniry, as evidenced by the daclining mumiber of FDI in ASEAN
5 coumiries post crisis. In Indonesia, the value of FDI was recorded fo be decreasing
into minus wmtl 2000, This indicates that the cumency in ASEAN 5 commtries was not
merely profit in the eyes of imvestors; it happened becanse of systemic impact of the
currency of Thailand Bath was comected instead

The omTency crisis hed an wmstshle social and political impact. Therefore, it
was concluded that the depreciztion of oumrency in some ASEAN 5 countries did not
mean that foreign imvestors would expend, but imvestors considered the social
economic and political stabilization aspect at that time which were also not condudve
to invest especizlly in Indonesia, Thailand Philippines and Malaysia.

In 2008, @ series of impacts of the Ewropesn crisis happened on banks in
Elmpe;:ﬂnﬂnrc:umm'u:, such as the T15. and Jepan Ome of Greek's debts was
owned Taly, mMﬁﬂL}&'ﬂ[&h}Fme.Emmhmg comtinued
extend all the way fo the Uinited Siateh. AlI(F thede el reated whire the/US. also
had 4 lot of debis to French, Tapaneca; Enslish and German benks

The crisis ocomming in Furope and the United Stxes created o) dominan: affect
&mﬂrﬁmﬂﬂﬁﬁsﬂntsprmdmuﬂm:mmﬂlEmﬁnjmm
isis in Eorope and the United States brought influence to commodity prices theat
tended to decline The declime of commaodity prices i the world market was mainky
for rew materials The drastic decline in commdity prices had also econrred before
the zlobal crisis of 2008 However, even in the crisis there was still a tendency to
increase prices on imvestment commodities that were related to the nanmre of gold
investment in the long term.

In the longer term (medium long), the global crisis is expected to have a major
impact oo the real sector, especislly trade related to the slowdown in the word
economy, espedally in advanced comntries. Global crisis dees not have a major effect
on direct trade berween Indomesia and Europe, nor with the Uhnited Seates. But
Indlomesia's indirect trade route with Ewrope and America will be affected through
China. China, which iz the largest importer of Indonesizn goods, is expected to reduce
its irnports due to declining demend for the declining nations towards Chinsse poods.
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6. Conclosions and recommendations

a) Condusion
This study uses a model analysis of Panel Data where Foreign Direct Imeestment

(FDI) affects the Maco Economic Factors In ASEAN 5 (Indomesia, Malaysia, the

Philippines, Singapore, and Thailand ) in the period 2000 -2015. Based on the discussion

of the previous chapter , it can be drawn some conchisions as follows:
1. Imcreased capitsl nflows into a coumTy can result in excessive appredation of
the cumrency (real), especially when capital flows take the form of ivestment
portfolios.
2. The impact analysis of FDI is concentrated on wages and quality of work, and
50 00 income inequality . The quality of work can be seen from the point of view of
the worker, with a focus on the conmpany's relatively high level of wages overseas
agzinst the wage rate in domestic firms, and fom a nations] perspective, foosing on
how work created by FDI affects overall prodoctivity in the econony.
ER Shori-termy exchange rate exchsmpe rabe changes in domestic ouTency
d.qnuiﬁm&uussdﬂﬁ;ﬁcmzqﬂ‘pm&ﬂitfaﬂcmﬂym.me&ﬂ
of depreciation oo pmhmntg.rlmam&m \ncertzin in pure theoretical analysis. But
ermirical rsq'snain‘gmppahjﬂ 6ol B GRE Gtk industry
(zeneral machinery, alecmical machinery, and means of mansportation) show that the
host corracy, tends o inorease. mdvsmisl productvity. These results bave some
hnpumpuﬁcyﬁpﬁcaﬁnm.ﬁ:sgapoﬁwhlaﬂumt&kmqm-nﬁmﬁﬂ
on the market value of Foreign Exchange can incresse the sverage productvity in
soms mamifacnring industries depending on the simation. Secondly, such a policy
could be a safeguard for export compendes, bt not abways benefidsl for domestic
and FDL
4. FDI can improve the domestic export market performance of the company. I
the incresss in export market income is large then overall impact on society will be
positive. FDI can improve domestic export market performance of domestic
companies 3t the expense of their market performance . If the increase in export
market income is large then overall impact on society will be positive. COwersll, it
seems that FDI in the industry has a positive effect on the fotal reveme of domestic
companies. Cither companies in the textile industory seems to benefit from FDL to
idenfify which industries FDI hes a positive impact on revenne fom those
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companies. Increases in tofal company esmings can be atmbuted fo incressad
employment.

5. The vertical FDI growth is associsted with the development of a prodoction
nemwork, which in tam is related to the liberslization of sami-finiched goods trade.
The hypothesis that the ACFTA (| ASEAN-Ching Free Trade dsreement ) vertical
frapmentation effect will ccowr substantially, zenerstes a positive inpact on vertical
FDI. The horizontal FDOI findings inply that the effect of market expansion may
alsp contribage to explaining bilateral FDI in China and ASEAN. Horzontal FDI
will inrease due to the effect of market expansion, that is, the efedt of reducing
‘trade bamiers in expanding the market size available to produocers within the Free
Trade Agreemenyt | and Effects of this market enlarrement in attracting MM Cs (
Multinarional Carpormtion ) looking for 3 market.

b) Sugzestion
Based on the results of the sbove research suzgestions that can be given suthar are
as follows: | }

L mmmﬁm;mhﬁﬁﬂlﬁﬂﬁ povernment and stakeholders as palicy
makers need to pay attentian tb the dételbprhir'oF P i4alf, depacially in'fhe money
market. Given these varisbles is an important factor that inso consideration foreign
imvestors. Govemment and | private sécters |are - also expected o be salective in
chmsmguadjmgpa.mﬂs:ntjmmrﬂatedeDLwﬁchtaksimua.::umﬂu
renmns on foreizn direct investment (FDI), becanse if FDT is not regulated it affects
the exchange rate Stability of exchange rate slso need to be maintzined volatility,
becanse the stability of the exchange rate is an indicator of cermainty of refun on
imvestment to be received by investors.

2. (Government as policy maker is expected o tmke policy, manage snd momitor FDI
mmst pay attention o aspect of rick snd pradence especially in fiscal finamcing
Where the ratio of financing instnements is not greater than the domestic debt so that,
ahle to encourage economic growth to continue to grow, given the economic zrowth
as one of the macroeconomic varisbles that become important considerations of
foreizn investors in inmvesting capital.

3. The povernment is also concemed with infrastacnme, where pood infrastmachme is
alse one of the imvestors” atiraction, especially transport service Becsuse a positive
industriz] climate is formed from a broad market and also a pood distibution
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4. Labor as a specific force owned by the state also deserves more attention from the
government and stakeholders involved in it. Then the need to improve the quality of
labor becomes very important with the demands of the labor market that demands the
provision of manpower with adequate skills. So that buman resource investment in the
form of skill improvement up to the level of education should be the main agenda of
the current government.

5. Inaddition to the preparation of good buman resources, the government is expected to
provide protection for domestic workers, zlong with the inclusion of FDI labor from
the country of origin as well as entry, so it takes government policy to regulate the
entry of foreizn workers so that the demand for domestic labor is also not diminishes,
on the other hand excessive exploration may adversely affect domestic workforce, it
is also related to the problem of bringing sbout cultural transfers from the cowuntry of
origin of the investor, for example Korean culture that enters through investors in
domestic conpanies. -

6. mwdﬁyﬁmmmMMMM!memwm

mﬁﬁ;ﬁpgkms&uﬁ%.mvﬁ@mmmhpo{mmMmm
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Anofher impactis| the | exclusion  of, ecosystems, (socidl] commnmities i the
m'i}mmt&rexmleisannningccmpmyinn'imkya.
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ABSTRACT

The purpose of this study was to analyze the Broad Money Comparison , Economic Growth,
Exchange Rate on Foreign Direct Investment in ASEAN 5 (Indonesia, Malaysia, Philippines,
Singapore, and Thailand) . In addition, this study also analyzed the influence of macroeconomic
factors on whether or not the influence csf‘the shock:.

This study uses secondary data period 2000 -2015 using Data Panel. model: Variables used
are macroeconomic factors ( Broad Money ;-Ecohomic-Growth; bxchbhge rate”) effect-on Foreign
Direct Investment in ASEAN 5 (Indonesia, Malaysia, Philippines, Singapore, and Thailand) .

This: research; gap (is! to; combine ‘macroeconomic; factors,( . Broad  Money, , Economic
Growth, exchange rate ) effect on Foreign Direct Investment . The results of this study indicate that
macroeconomic factors have a positive influence in ASEAN countries 5 as the Country Home
Country , as well as Host Country . Meanwhile, due to the impact of FDI has a negative influence of
one of the macroeconomic factors of exchange rate. The policy implications of this study suggest
that monetary authorities oversee the flow of direct investment by either government or private
entities into host country countries .

Keywords: Broad Money Comparative Analysis , Economic Growth, Exchange Rate Against Foreign
Direct Investment In ASEAN 5 (Indonesia, Malaysia, Philippines, Singapore, and Thailand) , Data
Panel
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1. Introduction
Research studies on Foreign Direct Investment (FDI) that occurred in a country has been

widely practiced. Research on the influence of Foreign Direct Investment (FDI) in a country has
been investigated by Rodolphe Desbordes, Shang-Jin Wec (2017 ), George S. Chen, Yao Yao,
Julien Malizard (2017), Arijit Mukherjee , Uday Bhanu Sinha (2016), Qiaomin Li, Robert Scollay,
Sholeh Maani (2016 ) , Carmen Boghean and Mihaela State ( 2015), Agyenim Boateng, Shaista
Nisar, Junjie Wu, Xiuping Hua (2015), Juthathip Jongwanich, Archanun Kohpaiboon ), M. Fabricio
Perez, Josef C. Brada Zdenek Drabek (2012), ShinjiTakagi, Zongying Shi (2011) examines
comparing how Broad Money , Economic Growth, Exchange Rate affecting Foreign Direct
Investment in ASEAN 5 (Indonesia, Malaysia, Philippines, Singapore, and Thailand) . But for the
writer of Broad Money is also a macro instrument that also affects Foreign Direct Investment in
a country and always interesting to discuss.

In the framework of the economic development of a country, requires a flow of capital as a
supporter of the running of the policy. Capital flows are tailored to the characteristics of a
country . Large financing in economic development for every country can not be entirely derived
from the flow of domestic capital , but financing coming from foreign capital is needed to meet
the shortfall in financing the economic development of a country.

Alfaro (2008) in his -r_esearc'h concludes that the increasing flow of international capital as a
result of financial openness is in line with the improvement of institutional quality. Second,
capital market |mperfect\on due to asymmetric and sovereign risk information Empirical studies
Herrmann and Kleinert (2014) in countllés incl)rporated in the European Monetary Union (EMU)
indicate, market imperfection will hlﬁlerrthe pfff::lenc\‘ of capltal a#l?catlon m a resutt the flow

1O
of capital into poor countries and i in perspective.

Flgure 1. GDP of the three Iargest trade blocs in the economy world in 2010
= LT 2HNG redqional anca Local cCOnoImy

Data Source: UNCTAD.

FTA ( Free Trade Agreement) ASEAN-China formed the third largest economic group
in the world, after the EU and NAFTA ( North America Free Trade Aggreemnet) . Have 1.85
billion people and covers an area of 14 million square kilometers. In 2010, China's total
GRDP and ASEAN-68 were US $ 7.79 trillion, accounted for 99% of China's combined GDP
and 10 ASEAN members, and 12% of the world economy. Between 2000 and 2010, the
annual GDP growth rate was 10.8% for China and 5.5% for ASEAN-6. This rapid growth
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coinciding with the growing importance of ACFTA members ( Asean-China Free Trade
Area) in the world economy. ( Qiaomin Li, Robert Scollay , Sholeh Maani , 2016 ) .

Foreign investment coming into the country consists of foreign direct investment (FDI)
and portfolio investment. Both types of investment are equally positive for the process of
economic development of a country, but in its development FDI gives more significant
advantages when compared with portfolio investment. Foreign Direct Investment (FDI)
consists of inward and outward . FDI inward is an investment sourced from other countries to
countries in the ASEAN region almost most classified as a developing country. Economic
development that runs in developing countries must be lagging behind compared to

developed countries.

Figure 2. Foreign direct investment flow (FDI): inward and outward on ASEAN
(Indonesia, Malaysia, Philippines, Singapore, and Thailand) 2000 -2015.
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Along with the rapid economic growth in ASEAN (Indonesia. Malaysia. Philippines,
Singapore and Thailand) thus experiencing the growth of its FDI inflows . Foreign direct
investment in ASEAN (Indonesia, Malaysia, Philippines, Singapore and Thailand) from 2000
to 201 5 , FDI grew slowly, with FDI shares in ASEAN (Indonesia, Malaysia, Philippines,
Singapore and Thailand). Between these tables FDI in Singapore is highest compared to other
countries in ASEAN.

The associated growth patterns conical variables of interest to be analyzed ( Broad
Money , Economic Growth, exchange rate ) have an influence on Foreign Direct Investment.
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analysis of panel data ( pooling data ) that is by connecting data that is fime series cross

section .

2. Literature Review

The emergence of foreign investment, especially FDI can not be separated from the
thoughts that became the basis of the use of FDI in the international world. These thoughts
can in essence be explained as follows:
a) The Theory of Sthepen Hymer Market Imperfections

This theory suggests that FDI is a direct effect of an imperfect market. Stephen
Hymer himself is considered a pioneer in foreign investment theory, which emphasizes
the role of specific corporate excellence and market imperfection in explaining the
underlying motivation or objectives of the firm in making investments.

Higher returns on investment abroad do not guarantee the completeness of the
explanation of capital flows, since the return on investment itself can mean that capital
will be.more efficient when allocated through the capital market and does not require
corporate ‘transfers. In connection with higher investment returns by acquiring and
mergers with existing and potential firfis in‘the host country | it is expected to offset the
disadvantages of the company's opeFratlons abroad arence _ _ 1 '_'-'1;

By having certain advantages such as, access to casicr and relatively large sources
of capital. the prcscncc of largc scalc raw malcnal markcls and ha\mg managcmcnl
skills, marl\etmg skills encourage greater returns on investment. :

b) JH Dunning's Eclectic Approach Theory
This theory explains that the phenomenon of FDI distribution can be understood
through three main frameworks namely Ownership, Location, and Internalization (OLI),
as the explanation of the three components are as follows (JH Dunning, 1994, 2001:
Krugman and Obstfeld, 2003; Griffin and Pustay, 2009):
o Ownership (Ownership advantage)

Dunning explained that the ownership factor is the main condition that should be
owned by investors who want to invest in other countries. To be able to make foreign
direct investment a company must have a product or a production process that is not
owned by other companies.

Do not rule out the possibility that the shape of the ownership of intangible objects,
but may be trademarks or quality reputation. The benefits of ownership or ownership is
to give the company a very valuable competitiveness so as to reduce the unfavorable

things in managing business abroad.
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e Location (Location Excellence)

Location has a very big role in terms of direct foreign investment. A good overseas
location will provide benefits for investors to produce abroad compared to their own
country. Transportation costs and barriers to trade will determine location eligibility
from FDI. Good location is usually also connected with the availability of resources.
For example the Caterpillar company manufactures bulldozers in Brazil to enjoy
cheaper labor costs and avoid high tariff barriers on goods exported from its factories in
the United States.

o Internalization

In this section it is explained that FDI will be more profitable for multinational
companies to conduct transactions eg input, technology, and management within a firm
(within a firms) . This will ensure ownership of the specific advantages they already
have. In other words . the company must gain greater profit by controlling its business
activities abroad than by hiring an independent local company to provide such services.

¢) Macroeconomic Theory Approach Kiyoshi Kojima

Each country- has several different factors of production and demand internationally.
Although some countries are also eq iﬁped: with manpower or natural resources they can
not afford efficiency because. of ;theuna\'mlablht}' of | intérmediate’ g{;oclsa.I namely
managerial capacity, science and technology. Kojima (1982) attempts to' integrate the
theory of trade with FD_I and suggests. that| EDI is needed to: make market fa‘_c_tors more
competitive and efficient at the International level. In addition, also to improve the
production process in a country blessed with certain resources.

With the entry of FDI will lead to increased production and exports if transferred in
the form of capital packages, managerial and technological expertise of an industry that
has a comparative weakness in state investment compared to the recipient country. Thus
contributing to productivity gains and comparisons of host countrics . Then kojima named
the condition as FDI with trade oriented which is specifically applied by Japan.

On the other hand. if FDI moves out of an industry that has a comparative advantage
in investments to other countries, it will lead to efficiency losses by blocking the
reorganization of international trade. The way is then referred to as FDI with anti-trade
orientation ( anti-trade oriented ) . This type is often used by investors from America.

According Jhingan (2004) Foreign Investment (PMA) has a role in the economic
growth of a country. The first foreign capital can be utilized as a tool to accelerate

investment and economic growth. Both economic growth is increased should be followed
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by the structure of production and trade in the country. Last foreign capital as the
mobilization of funds that have an important role. These three things must be supported
also by the role of the government that uses the foreign capital for the purpose of building
infrastructure.

According to UNCTAD (2006) that there are 3 motivations or reasons to make direct
investment abroad. The first market - seeking . where investors aim to penetrate from the
market and is generally linked between the size of the market with per capita income,
economic growth, trade access between the surrounding countries, and the tastes of the
people of the country to be selected. Second Resource - asset , where investors are based
on the amount of raw materials starting from natural resources, labor costs. labor force.
skilled labor, physical infrastructure (roads, ports, and telecommunications), and
technology. Finally, efficiency - seeking , investors have the motivation to create new
competitiveness for the company because of lower production costs in doing their

productivity.

b

Data and facts ' The

The greater the flow - of 1ncqmmg FDI mll mcrease publlc conﬁdepce to the
government, and vice versa. In-this slud\ o sec thc dc:\ cTopman of FDI Tlow info ASEAN
countries 5 (Indonesia, Malaysia, Philippines, Singapore, and Thailand) period 2000 -
2015. FDI f}gﬂoﬁ! data obtained from “'-'orld. bank. The development of FDI in'/ASEAN 5
(Indonesia, Malaysia, Singapore, Thailand, Philippines) which can be explained below.
Table 3.1. Development of FDI in ASEAN 5 (Indonesia, Malaysia, Philippines,
Singapore and Thailand)

FDI, net inflows (% of GDP)

Tahun Indonesia Malaysia Philipina Singapore Thailand
2000 -2.7574 4.0384 1.8352 16.1898 2.6631
2001 -1.8557 0.5970 0.9966 19.0476 4.2122
2002 0.0742 3.1661 2.1744 6.6969 2.4882
2003 -0.2543 2.9209 0.5864 17.5785 3.4359
2004 0.7382 3.5079 0.6479 21.3597 3.3895
2005 2.9161 2.7344 1.6144 14.1977 4.3396
2006 1.3479 4.7272 2.2154 24,9828 4.0213
2007 1.6030 4.6869 1.9542 26.5212 3.2836
2008 1.8263 3.2808 0.7693 6.3471 2.9382
2009 0.9039 0.0567 1.2265 12.3805 2.2759
2010 2.0252 4.2686 0.5363 23.2956 43232
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2011 2.3030 5.0744 0.8955 17.8360 0.6671

2012 2.3098 2.8291 1.2857 19.4481 3.2446

2013 2.5571 3.4943 1.3749 21.3826 3.7895

2014 2.9137 3.1412 2.0168 24.0105 1.2239

2015 2.2965 3.7001 19261 23.7770 2.2552
Source: World Bank Data (processed)

The table shows that the development of FDI entering the ASEAN 35 countries (Indonesia,
Malaysia, Philippines, Singaporc and Thailand) shows a varied trend in the period 2000 -
2015. The occurrence of crisis in some countries in ASEAN began private policy in
Thailand to /everaging . By applying for large-scale credit to developed countries such as
Japan, driven by a stable Thai economic trend, in 1996 private debt in Thailand was due to
payments but could not fulfill its obligations . so its capability fell 1.2762% of growth its
economy . Private companies with debts maturing in 1997 are finding it increasingly
difficult to repay loans because the Baht is declining sharply. It also happens in other
ASEAN countries Indonesia, Malaysia, Singapore . So that raises a negative sentiment for

investors:to invest capital to countries, especially ASEAN 5.

: IDC A T~ e lg=lala= I 1Q .
Panel data is a combination of time series-and cross 'secfion-data < Time-consuming

4. Methodolog_\"

data usually includes onc object / individual (eg: FDI, Broad Money , Economic Growth,
exchange rate ).-but includes several periods (daily; imonthly, .quarterly) ot yearly bias).
Cross data consists of several or many objects. often called respondents (eg companies)
with some types of data (eg, profit, advertising costs, retained earnings, and investment
rates) in a given period of time. When we conduct an observation of the behavior of an
economic unit such as a household, a company or a State, we will not only observe these

units at the same time but also the behavior of the units over various time periods.

To see the impact of Foreign Direct Investment from Broad Money factors , Economic

Growth, exchange rate . Can be written in mathematical models

FDI = /( BRM, GDP, EXR)

Panel data is a combination of time-series data and cross-sectional data , where the
same cross section unit is measured at different times. Panel data analysis is used to
observe the relationship between one dependent variable with one or more independent
variables . The use of panel data can provide many advantages in statistics as well as in

economic theory, among others (Gujarati, 2003 ):
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1.Dat a panel is capable of explicitly accounting for individual heterogeneity by
allowing individual-specific variables to allow panel data to be used to test and build
more complex behavior models.

2.If the specific effect is significantly corrclated with other explanatory variables, then
the use of panel data will substantially reduce the omitted-variables problem .

3.Panel data based on repeated cross section observation so that panel data method is
suitable for study of dvnamic adjustment .

4, The high number of observations has implications for more informative, more varied
data, the collinearity between the diminishing variables, and the increased degree of
freedom ( degree of fieedom ) so that more efficient estimates can be obtained. The
above advantages have implications for the unnecessary testing of classical assumptions
in the panel data model, according to what is in some of the literature used in this study

(Maddala 1998, Pindyck and Rubinfield, 1991 and Gujarati, 2003) .

The linear regression model uses cross section and fime series data .
1. Model with cross section data
Yi='o+ B Xiwei i =12, |N (1)
N:number of cross section éata '._ Ol I : AVARS
2. Mode with time series data
¥p= o Spingthehing.Regional and Local Economy @)
N: number of time series data
Considering panel data is a combination of cross section data and time
series dﬁta . the model is written with:
Yit=a+pXit+eit;i=12,.. . N;t=12,.....T 3)
where:
N = number of observations
T = amount of time
N x T = number of panel data
5. Empirical Results
In analyzing research data with panel, the researcher uses three types of model
cstimation, pooled least square (PLS), fixed effect method (FEM), and Random effect
method (REM) . The results to be used in drawing conclusions in this study are the results

of the best model of model testing performed. The results of the calculation of the three
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models are obtained by using software eviews 9, while the estimation results that have
been done are as follows:
Table 5.1. Panel data estimation results with PLS Determinant FDI ASEAN 5
Period 2000 - 2015:

Variabel Dependen : FDI

Variabel PLS FEM REM
C -13.96799 0.253577 -4.569095
(-8.083903) (0.062147) (-1.438363)
BRM? 0.008503 -0.003385 0.028254
(0.574675) (:0.076758) (0.929882)
GDP? 4235326 0.431592 0.462316
(10.48875) (3.548550) (3.897338)
EXR? 0.450069 8.666381 13.12162
(2.597145) (1.740748) (2.806526)
Indonesia 3.587447 1412372
Malaysia' [~ The 142029957 3.055122
Philipina _ & \DCA SISO 25713
Singapura RO N daes =T ST 6aseo ¢
Thailand 11459822 -1.699363
R-sqi@ifed - = 906077595 el gRsgEt FUAl ELphisTss
F-statistic 58.48510 70.84843 8.254473

Source: EVIEWS Data Processing Results 9
Based on the above table it is known that the estimation result using the PLS approach
shows that Broad Money , Economic Growth, exchange ratc have a positive and significant
influence on FDIin ASEAN 5on =35 exchange rate . ecconomic growth
FDIjy = (=13.96799) + 0.008503 BRM;, — 42.35326 GDP;; + 0.450069 EXR;,
t = -8.083903 0.574675 10.48875 2.597145
R?*=0.697759 F = 5848510 d=0973
Judging from the value of the coefficient of determination ( goodness of fit test ) shows
that the FEM model has the value of R-squared 0.873226 better than R-squared PLS value of
0.697759 and REM of 0.245758 . It can be interpreted that the independent variable ( hroad
money , economic growth, exchange rate) in the FEM model is able to explain 8§7.3 %
variance of FDI dependent variable. Meanwhile, 12.7 % described other variables not

included in this research model.
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In the FEM model the value of interception in each country is. Indonesia amounted to -
3.587447 . Malaysia of -2.029957 . Ph ilipina of -3.869087 . Singapore amounted to
10.94631 , Thailand amounted to -1.459822 . Thus the Fix Effect Methode (FEM) approach
explains the differences in FDI determinant behavior of the five countries.

5.1 Model Selection Test Results
After estimating panel data with Pool Least Square (PLS) approach , Fixed Effect

Methode (FEM), and Random Effect Methode (REM), then the next step is to choose the

model to determine the best model which result will be used to make the conclusion from

the analysis that has been done in this study. Adapaun test panel data model can
dijelaskam as follows.

1) Common Effect or Individual Effect

To find out which model is suitable for use in this research Common Effeci or
Individual Effect . can be seen from Chow Test results Test or often called F statistical
test. As already explained before that to conduct this test used hypothesis that is:

Hy = Model Common Effect (Restricted)

H, = Model Jndividual Effect ({ Unrestricted),

Table 5.2 . Test Results Chow Test pane data le Effects Methode (FEM) Period

2000 - 2015 : : IRSA Lonrerence ZU

Effects Test'~ ' _ Statistic. dif Prob.
Cross-section F 24913558 4,72) 0.0000
Cross-section Chi-square 69.505284 4 0.0000

Based on the results of the test Fooyne 15 24.91 . while F,4p;. with df of numerator = 3
, df of denumerator = 76 , at a 5% confidence level of 2.7 2 . Please note that It can be
seen that Fopyne = Frapie means to receiveHy, and Hj is rejected, which means the model
to be used is Pooled Least Square. In other words, the interception for all cross section
units is the same.

So that panel data model is suitable for use in estimating FDI in ASEAN 5 (
Indonesia, Malaysia, Philippines, Singapore. and Thailand ) is a Common Effect
(Restricted) Model , compared to the Individual Effect Model (Unrestricted) .

2)  Fixed Effect Methode (FEM) or Random Effect Methode (REM)

From the results of previous model selection shows a conclusion that the Common
Effect (REM) is a suitable model for use in conducting analysis in this study. Next is the
Hausman Test test , to determine what model is used Fixed Effect Methode (FEM) or Random
Effect Methode (REM). In this test the hypothesis used is:

H_0 = Model Random Effect Methode (REM)

H 1= Model Fixed Effect Methode (FEM)
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The Hausman Test by using EVIEWS 9 software obtains the following results:
Table 5. 3 . Hausman Test Result Test panel data Random Effects Methode (REM)

Period 2000 - 2015 :

Test cross-section random effects

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.

Cross-section random 12.724791 3 0.0053

Source: EVIEWS Data Processing Results 9

It can be seen that the result of Hausman Test above has probability value of 0.0053 less
than alpha 0.05 (0.0053< 0,05). then rejects the initial hypothesis Ho and receives correct
model by using Fix Effect Model.

It also can be seen the Hausman Test results above obtains value of chi square (¥2) counts
as much as 12.724791. while the value of chi square (y2) table df = 5. at 5% confidence level
is 11.07. Thus, it can be seen that chi square (}¥2) counts larger than the chi square (2) table,
thus Hy is rejected.

This indicates that the panel data model that is suitable to estimate FDI determination in
ASEAN 5 (Indonesia. Malaysia. Philippines. Singapore. and Thailand). is panel data models
with Fixed Effect Methode (FEM) approach.

5.2. Approach Method of Fixed Effect| Method (FEM) with General Least Square
The study that uses cross section dafa has a tend]ency of heteroscedasticity (non
homogencous data) in research data. Therefore, in this stud\ the rescarcher fries to see
whether heteroscedasticity will occur from the estimation that is|made ‘through the
method of Fixed Effect Method (FEM) approach.
The way that can be done ‘to see-the’ heteroscedasticity on Fixed: Effect Method

(FEM) estimation is by doing FEM estimation with GLS then compare the sum of

squared residuals at weight statistics at sum of squared residuals unweight statistics. If the

sum of squared residuals value of weighted statistics is smaller than in sum of squared
residuals unweight statistics, then heteroscedasticity occurs.

The estimation result using software EVIEWS 9 obtains:
Table 5.4 . Panel estimation results with EGLS (Cross-section weights) Determinants of ASEAN
FDI Period 2000 - 2015 :

Variable Coefficient Std. Error t-Statistic Prob.
G -9.068252 1.443567 -6.281836 0
BRM? 0.012711 0.010077 1.261359 0.211
EXR? 26.87274 3.773566 7.121312 0
GDP? 0.385142 0.146361 2.631447 0.0103
Indonesia -3.587447
Malaysia -2.029957
Philipina -3.869087
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Singapura 10.94631

Thailand -1.459822
R-squared 0.599536
F-statistic 27.61298

Source: EVIEWS Data Processing Results 9

Based on Table 5.4 above. it is known that the estimation result using Fixed Effect
Methode (FEM) GLS approach shows independent variable that is economic growth,
labor, transport service have positive and significant influence at & = 5%. Meanwhile, the
variable of broad money. exchange rate, industry have negative effect and also significant
a = 5%. The value of R2 resulted from the estimation is relatively smaller compared to
the previous approaches of 8=59 , 9 % during the observation period. This means that the
estimation made by using Fixed Effect Methode (FEM) GLS, independent variable ( Broad Money
, exchange rate , and Economic Growth ) in this research is able to explain 59,9 % variance
variable depend en FDI. For the rest of 40.1 % explained other variables that are not included in
this research model. Value intercept (c) of -9.068252 the FEM model of the GLS is the
average value of the component errors (error). While the value of individual effect in
each country shows how big the difference of component error ( error ) of a country to
the average valuc of the intercept of all countrics. Based on the above results can be
explained that the difference of the components of the state error on the average value of
all countries namely Indonesia (] 3 587447 ). Malaysia ( -2.029957 ) . Philipines ( -
3.869087 ), Singapore (110.94631 ) Thalland (-1.459822), From the results of the above
estimation can be written an equation,of the determinant [ model of FDI ASEAN 5
(Indonesia, Malaysia, Thailand, Singapore, Philippines) China and Japan are:
« Indonesia

FDI = 73587447 4 0.01271 1+ BRM ~0.43878 * EXR 4 0:07876'¥ GDP + T
(-6.281836) (1.261359) (7.121312) (2.631447)
« Malaysia
FDI = -2.029957 + 0.012711 * BRM - 0.43878 * EXR + 0.07876 * GDP + i
(-6.281836) (1.261359) (7.121312) (2.631447)
« Philipina
FDI=-3.869087 + 0.012711 * BRM - 0.43878 * EXR + 0.07876 * GDP + p,
(-6.281836 ) ( 1.261359) ( 7.121312) ( 2.631447 )

Singapore
FDI=10.94631 + 0.012711 * BRM - 0.43878 * EXR + 0.07876 * GDP + p ,

(-6.281836) ( 1.261359) (7.121312) ( 2.631447 )
o Thailand
FDI = -1.459822 + 0.012711 * BRM - 0.43878 * EXR + 0.07876 * GDP + p,
(-6.281836) ( 1.261359) (7.121312) ( 2.631447 )
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5.3.Statistical Test Results Model
The next step in this study is to test the model statistics that have been selected before.
The stages of statistical test of this research model consist of*
a) The Statistical T Test (Partial Test)

Test t statistic or partial test is a test of individual variables or individually done
to see whether the independent variable statistically affect the dependent variable. The
self-test of the regression coefficients of each independent variable using 5% level of
significance obtains the following results:

Table 5.5 Test Results t-statistics (a = 5%) Model Fixed Effects (FEM) GLS period 2000 -

2015
t-tabel
Variable t-Statistic  df (a/2,n-k) Prob. Kesimpulan
df
C -6281836  £1.99006 0.0000 Signifikan
BRM? 1.261359 £1.99006 02110 Not Signifikan
EXR? 7121312 £1.99006 0.0000 Signifikan
GDP? 2.631447 £1.99006 0.0103 Signifikan

Source: EVIEWS Data Processing Results 9

a. Varlable BRM (broad maney) 10
1.99006 has a significance value 'of 0.2110 which means above oo = 0.05. It can
Be costlida that H',, ldeéepted ‘and rejects H . meaning that' the 'broad money
variable has less statistically significant effect on FDI entering the ASEAN 5
countries ( Indonesia, Malaysia. Philippines, Singapore. and Thailand ) .

b. Variable EXR ( Exchange Rate / exchange rate)

Based on estimates of data obtained , value 7.121312 > t ..+ 1.99006 has a
significance value of 0.0000 which means under o = 0 , 05 . Hence it can be
concluded that H ... rejected and accepts H . which means the Exchange Rate
variable has a statistically significant influence on the FDI entering the ASEAN
5 countries (Indonesia, Malaysia, Philippines, Singapore and Thailand) .

¢. GDP Variables (Economic Growth)

Based on estimates of data obtained , value 2.631447 > t .. + 1.99006 has a
significance value of 0.0103 which means below o = 0.05. It can be concluded
that H ,.. accepted and rejects H , which means Economic Growth variables have
statistically significant influence on FDI entering ASEAN 5 countries (

Indonesia, Malaysia, Philippines, Singapore, and Thailand ) .
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b) Test F statistics (test together)

Stage F test is a test that aims to determine the magnitude of the effect of
independent variables on the regression coefficient of independent variables using
5% significant level of obtained as follows:

Table 5.6 F-statistical test results (u = 5%) Model Fixed Effects (FEM) GLS
period 2000 - 2015
Dependent Variable: FDI

t-table
Independent Variable  F-statistic ~ df (o k-1.nk)  Conclusion
df (5.4.76)
BRM, GDP, EXR 27.61298 2.72 Significant

Based on the results of testing the F statistic of the model Fixed Effect Method
(FEM) GLS on the degree of significance of 5% was obtained F ... 27.61298> F ...
2.7 2. This means that thc-r]*‘ufxed szfecr Methode (FEM) model of GLS together
with broad money variables |econcomlc g'ro“ th, Jabor. exchange rate, mc{m!r y. and
transport service have a- slatllsucal]) mgm["cant chccl on FDI cntcrmg ASEAN
countries 5 (' (Indonesia, Malaysia, Phlllppmes Smgapore and Thalland)
¢) TestR: (Cneff’ cient of ])etermmatmn) Al :

The purpose of the Coefficient of Determination Test (R ?) is to know how far the
ability of the model in explaining the variance of the dependent variable
(dependent). The magnitude of R * shows the effect described by the dependent
variable.

Based on the results of data processing using Fixed Effect Model approach
(FEM) GLS obtained R * value of 0.873226 or about 87.3 %. This means that 87.3
% of FDI variables can be explained by Broad Money . exchange rate . and
Economic Growth variables , while the remaining 12.7 % are explained by variables
outside the model.

In general, this research is able to answer the initial hypothesis of previous research
that the determinant variable of FDI which is categorized into macroeconomic and state
characteristics are equally well in explaining the determinant of FDI inflow specially, in
ASEAN 5, China and Japan. Furthermore, there will be further discussion to see the

consistency of empirical findings with theories and previous researches. those are:
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a) Broad Money Influence on FDI

Based on the model equation with Fixed Effect Methode (FEM) approach of
GLS, it shows that the broad money variable has positive and statistically significant
influence on a = 5% towards FDI flow that enters ASEAN 5 countrics, China and
Japan. The regression coefficient value of the broad money variable is 0.00108. It can
be interpreted that if the change in broad money in ASEAN 5, China and Japan is 1%
then it will cause the change of FDI flow into ASEAN 3, China and Japan of 0.00108
with the same relationship direction (unidirectional) and other variables are assumed
to be ceteris paribus.

The results are consistent with the findings of Rodolphe Desbordes and Shang-
Jin Wei (2017) which indicate that the source and development of direct-country
financial objectives increase access to external finance and indirectly support
economic activity.,

Other result from a research by Agyenim Boateng, Shaista Nisar, Junjie Wu,
Xiuping Hua (2015) suggests that the rapid increase of capital inflow into a country
may result inan appreciation of the currency (real), especially when capital flow takes
the form of an investment portf;oli.b'.. En!cburaging capital outflow all can help improve
the pressure of currency appreizi:ﬁii'oh:}. H;Jweirbr'.ia{_'iﬂ'ajm" éancem_shnuldlbe capital
outflow of a country. spurring \countries to '‘accumulate excessive savings without
structural adjustmem in ieconomic¢- fundamentals.| Thus. encouraging and 'l_i_beralizing
capital outflows should be implemented, together with rearranged austerity issues, in
some Asian countries. especially the People’s Republic of China, as well as
promoting efficient use savings to improve the quantity and quality of investments in
those countries.

b) Effect of Economic Growth on FDI

Based on the model equation with Fixed Effect Methode (FEM) approach of
GLS, it shows that the economic growth variable has positive and statistically
significant influence on a = 5% towards FDI flow that enters ASEAN 5 countries,
China and Japan. The regression coefficient value of the economic growth variable is
0.07876. It can be interpreted that if the change in economic growth in ASEAN 3,
China and Japan is 1% then it will cause the change of FDI flow into ASEAN 3,
China and Japan of 0.07876 with the same relationship direction (unidirectional) and

other variables are assumed to be ceferis paribus.
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The result is consistent with the findings of George S. Chen, Yao Yao, Julien
Malizard (2017). First, the Chinese government should be selective in granting
trecatments and fiscal concessions to foreign investors. Secondly, the Chinese
government should provide financial and nonfinancial support to companies that want
to form EJVs with foreign investors. As we have shown, the promotion of EJVs
produces positive information not only for partners but also for the Chinese economy
globally in focusing on reorientating the export-driven economic. However, the
critical pillar for the success of this venture depends on creating an conducive
environment to sustainable growth.

The result is consistent with the findings of Qiaomin Li, Robert Scollay.
Sholeh Maani (2016). The impact of FDI on economic growth has focused on the
existence and level of technology and productivity spillovers associated with the
transfer of technology by multinational corporations, reflecting an understanding of
modern growth theory that increased productivity is supported by advancement
technology to sustain economic growth in the long run, against the possible
convyergence-of percapita income.

¢) Effect of Exchange Rates on FDI

Based on the model_eq&a:ti.dh"'\iit'l;LF'i}'téd Bftect Mdthots {FEM) a{;ibroach of
GLS. it shows that the exchange rate variable has negative and statistically significant
influeénce onlu= 5% towards) EDI flow that enters ASEAN 5 countries; '__China and
Japan. The regression coefficient value of the exchange rate variable is -0.43878. It
can be interpreted that if the change in exchange rate in ASEAN 5, China and Japan is
1% then it will cause the change of FDI flow into ASEAN 35, China and Japan of -
0.43878 with the same relationship direction (unidirectional) and other variables are
assumed to be ceteris paribus.

As onc of Hiroyuki Nishivama's (2017) rescarch result, the short-term cffect
of nominal exchange rates changes on the theoretical and empirical intra-industrial
resource biases. The finding is the depreciation of the domestic currency lowering the
productivity of cut-offs and exports of firms. The depreciation effect on industry-wide
productivity is uncertain in pure theoretical analysis. But empirical tests using
company data from the Japancsc manufacturing industry (gencral machinery,
electrical machinery, and means of transportation) show that the host currency (ven)
depreciation tends to increase the industry's productivity widening. These results have

some important policy implications. First, a policy that allows the host currency to fall
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in the market value of Foreign Exchange can increase the average productivity in
some manufacturing industries depending on the situation. Second, such a policy can
be a protector for export companies, but not always useful for FDI.

Just as Juthohip Jongwanich's research result, Archanun Kohpaiboon (2013)
suggests that the rapid inflows of capital rising to a country can result in an
appreciation of the currency (real), especially when capital flows take the form of an
investment portfolio. Encouraging capital outflow all can help improve the pressure of
currency appreciation. However, it is a major concern that capital out of the country.
spurring the country to accumulate excessive savings without structural adjustment in
economic fundamentals. Thus. encouraging and liberalizing capital outflows should
be implemented, together with rearranged austerity issues, in some Asian countries,
especially the PRC, as well as promoting efficient use savings to improve the quantity
and quality of investments in those countries.

M. Fabricio Perez, Josef C. Brada, Zdenek Drabek (2012) in their research
result shows that bilateral FDI flows come from economic samples. host country
samples encourage non-cconomic motivation such as the desire to facilitate illegal
actions of capital transfers and rﬁbnes!' '.laundering. with using a bilateral FDI flow
model. We show that an av_eraée'; of 29-‘%:.;16'1:(3(3:11{ ot thtat FDL fs dicctied 6 countries
that are money laundering .centers (of about/ 20%., The econometric results show that
non-fraditional | FDIL flow determinants. rincluding money laundering; should be
integrated into foreign investment theory.

Likewise with Shinji Takagi's research, Zongying Shi (2011), the impact of
the Asian financial crisis on the volume of FDI flows does not occur statistically
significant, especially when China and India are excluded from data, FDI flows in the
manufacturing sector, more stable than portfolio flows. A new outcome has noticed a
significant FDI negative response to the three exchange rate changes: the volume of
FDI flows to Japan is smaller when the distribution is positively skewed (ie. the yen
has a bias towards a relatively large volatile depreciation). This result is strong, with
other standard control variables having statistically significant coefficients.

The country's home investors, that are interested in the flow of earnings and
returns in future currencies, are policymakers in developing countries who want to
maintain FDI inflow stable. To what extent actual FDI inflows respond to flows and
expectations of exchange rate changes, and expected changes are influenced by large

fl ows, sharp exchange rate fluctuations can exacerbate the volatility of FDI inflows
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through multiple channels. Avoiding unreliable exchange rate behavior. in relation to
it the currencies of major source countries should help prevent the movement of FDI
inflows indefinitely.

The 1997 exchange rate crisis showed the depreciation trend was not proven to
attract FDI into the country, as evidenced by the declining number of FDI in ASEAN
5 countries post crisis. In Indonesia, the value of FDI was recorded to be decreasing
into minus until 2000. This indicates that the currency in ASEAN 5 countries was not
merely profit in the eyes of investors: it happened because of systemic impact of the
currency of Thailand Bath was corrected instead.

The currency crisis had an unstable social and political impact. Therefore, it
was concluded that the depreciation of currency in some ASEAN 5 countries did not
mean that foreign investors would expand, but investors considered the social,
economic and political stabilization aspect at that time which were also not conducive
to invest especially in Indonesia, Thailand, Philippines and Malaysia.

In 2008, a series of impacts of the European crisis happened on banks in
Europe and other countries, such as the U.S. and Japan. One of Greek’s debts was
owned Ttaly, while Italy's debt L\as held by France. Even the barrage continued to
extend all the way to the Uniteé sitd Al GHAEVT @GR whid U s, also
had a lot of debts to French: Japanese. English and German banks.

The crisis OGCu_m'ng in Europe and:the: United States created a dor_ni_nant effect
from the financial crisis that spread to other countries in the European Union. The
crisis in Europe and the United States brought influence to commodity prices that
tended to decline. The decline of commodity prices in the world market was mainly
for raw materials. The drastic decline in commodity prices had also occurred before
the global crisis of 2008. However, even in the crisis there was still a tendency to
increase prices on investment commodities that were related to the nature of gold
investment in the long term.

In the longer term (medium long), the global crisis is expected to have a major
impact on the real sector, especially trade related to the slowdown in the world
economy. especially in advanced countries. Global crisis does not have a major effect
on direct trade between Indonesia and Europe, nor with the United States. But
Indonesia's indirect trade route with Europe and America will be affected through
China. China, which is the largest importer of Indonesian goods, is expected to reduce

its imports due to declining demand for the declining nations towards Chinese goods.
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6. Conclusions and recommendations
a) Conclusion
This study uses a model analysis of Panel Data where Foreign Direct Investment

(FDI) affects the Macro Economic Factors In ASEAN 5 (Indonesia. Malaysia, the

Philippines, Singapore, and Thailand ) in the period 2000 -2015. Based on the discussion

of the previous chapter , it can be drawn some conclusions as follows:
1. Increased capital inflows into a country can result in excessive appreciation of
the currency (real). especially when capital flows take the form of investment
portfolios.
2 The impact analysis of FDI is concentrated on wages and quality of work. and
so on income inequality . The quality of work can be seen from the point of view of
the worker, with a focus on the company's relatively high level of wages overseas
against the wage rate in domestic firms, and from a national perspective, focusing on
how work created by FDI affects overall productivity in the economy.
3: Short-term ‘exchange rate exchange rate changes in domestic currency
depreciation decreases domcslic cu.f—oﬂ‘produclivil)-' and company exports. the effect
of depreciation on produetivi 1t\ 1ndustn 1s uncertam in pure theoretlcal anal} sis. But
empirical tests. using companv ﬂata ﬁ:om ihe Japanese manufactunng industry
(general machinery, electricalmachinery, and means of transportation) show that the
host curréency; tends 'toincrease .industrial: productivity. /These: results have some
important policy implications. First, a policy that allows the Aost currency which fall
on the market value of Foreign Exchange can increase the average productivity in
some manufacturing industries depending on the situation. Secondly, such a policy
could be a safeguard for export companies, but not always beneficial for domestic
and FDI.
4, FDI can improve the domestic export market performance of the company. If
the increase in export market income is large then overall impact on society will be
positive. FDI can improve domestic export market performance of domestic
companies at the expense of their market performance . If the increase in export
market income is large then overall impact on society will be positive. Overall, it
seems that FDI in the industry has a positive effect on the total revenue of domestic
companies. Other companies in the textile industry seems to benefit from FDI, to

identify which industries FDI has a positive impact on revenue from those
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companies. Increases in total company earnings can be attributed to increased
employment.

5. The vertical FDI growth is associated with the development of a production
nctwork, which in turn is related to the liberalization of semi-finished goods trade.
The hypothesis that the ACFTA ( ASEAN-China Free Trade Agreement ) vertical
fragmentation effect will occur substantially, gencrates a positive impact on vertical
FDI. The horizontal FDI findings imply that the effect of market expansion may
also contribute to explaining bilateral FDI in China and ASEAN. Horizontal FDI
will increase due to the effect of market expansion, that is, the effect of reducing
trade barriers in expanding the market size available to producers within the Free
Trade Agreement , and Effects of this market enlargement in attracting MNCs (

Multinational Corporation ) looking for a market.

b) Suggestion
Based on the results of the above research. suggestions that can be given author are
as follows:

1. In order to maintain sustamable &'-'DI f'lo“ the gov ernment and stal\eholders as policy
makers need to pay attention to the dewlOpme‘nt olf FDTitsclf, _espemally in J;he money
market. Given these variables-is Jan important factor that into consideration foreign
investors. Government and |private rsectors; arealso (expected (to)be -St_:lecti\'e in
choosing trading partners, which are related to FDI, which takes into account the
returns on foreign direct investment (FDI), because if FDI is not regulated it affects
the exchange rate. Stability of exchange rate also need to be maintained volatility,
because the stability of the exchange rate is an indicator of certainty of return on
investment to be received by investors.

2. Government as policy maker is cxpected to take policy, manage and monitor FDI
must pay attention to aspect of risk and prudence, especially in fiscal financing.
Where the ratio of financing instruments is not greater than the domestic debt so that,
able to encourage economic growth to continue to grow. given the economic growth
as one of the macroeconomic variables that become important considerations of
foreign investors in investing capital.

3. The government is also concerned with infrastructure, where good infrastructure is
also one of the investors' attraction, especially transport service. Because a positive

industrial climate is formed from a broad market and also a good distribution.
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4. Labor as a specific force owned by the state also deserves more attention from the
government and stakeholders involved in it. Then the need to improve the quality of
labor becomes very important with the demands of the labor market that demands the
provision of manpower with adequate skills. So that human resource investment in the
form of skill improvement up to the level of education should be the main agenda of
the current government.

5. In addition to the preparation of good human resources, the government is expected to
provide protection for domestic workers, along with the inclusion of FDI labor from
the country of origin as well as entry, so it takes government policy to regulate the
entry of foreign workers so that the demand for domestic labor is also not diminishes.
on the other hand excessive exploration may adversely affect domestic workforce, it
is also related to the problem of bringing about cultural transfers from the country of
origin of the investor, for example Korecan culture that enters through investors in
domestic companies

6. The amount of FDI that goes into the country can also have negative impact, we can
sce from the private scctor, ‘vhcrc the dominant ownership of foreign investors can
affect the company s, policy. “hl h can sometlmes destroy the domestlc mdust[} This
is because the competition in! the same 'setof in [the ‘global. market for ﬂxample a
tobacco company. Yields are sometimes unbalanced that benefit foreign investors.
Another impact -i_s_i the | exclusion' of 1 lecosystems, (social comm_unitigs in the

environment for example is a mining company in Irian Jaya.
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