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ABSTRACT 

Handoyo, Rizky Helmi. 2014. The Effects of Real GDP, Inflation, FDI, and 

Business Regulation to Domestic Investment: A Case of the ASEAN 5 in 2003-

2012. Undergraduate Thesis, Economics, Faculty of Economics and Business, 

University of Brawijaya. Putu Mahardika Adi S., SE., M.Si., MA., Ph.D. 

ASEAN as a group of developing economies or emerging markets and 

strategic market becomes a place for investment that attracts many investors. 

ASEAN 5 namely Indonesia, Malaysia, Singapore, the Philippines and Thailand 

showed a unique movement in the period before the 2008 global financial crisis 

to post-crisis. Seeing the movement of the economic growth, it is needed to see 

how the investment role in supporting the growth of a country's output. Which 

investment is definitely an important factor needed by all countries as a driver of 

economic and domestic development. So it is important to find out how the other 

important macroeconomics variable namely real GDP, inflation, FDI, and 

business regulation in the period 2003 to 2012 affect domestic investment in 

ASEAN 5 countries. 

By using Panel Data Analysis, this research found that several important 

points regarding those objectives. Revealed that real GDP has a significant 

positive effect on domestic investment. While FDI and business regulation have 

significantly negative effects on domestic investment. But Inflation is likely not a 

big deal for domestic investors which it is insignificant affecting the domestic 

investment in ASEAN 5 for 2003-2012 case. Those findings explain that the 

government has to manage or even put more intensive effort towards GDP 

performance by implementing pro-investment policy. And also fiscal policy is one 

of important drivers for domestic investment. Each country has to increase the 

quality of human resources, infrastructure, while in the same time, good 

governance and efficient regulation is needed in most countries. Reduction of 

procedures and bureaucracy quality improvement are the most priorities in the 

ASEAN 5 countries. And domestic investors and government together have to 

put more efforts in making improvement and technological innovation. 

 

Keywords: Domestic Investment, Real GDP, Inflation, FDI, Business Regulation, 

ASEAN 5. 

 

 

 

 

 

 



1 

 

CHAPTER I 

INTRODUCTION 

 

1.1. Background 

ASEAN as a group of developing economies or emerging markets 

and strategic market becomes a place for investment that attracts many 

investors. Several things why ASEAN is an attractive region for 

investment are the growth and large market size also has a positive trend. 

In addition, investors are attracted to the ASEAN region also noted that 

labor costs are relatively low compared to the market size which is huge. 

Although in the ASEAN region there is still a lack of certainty of the 

supplier, business environment, expertise, and access to capital markets 

as compared to large countries such as China, Brazil, the United States, 

Germany, Canada and Russia. The statistics which have been published 

by ASEAN Secretariat show that Gross Domestic Product (GDP) per 

capita of the ten Southeast Asian countries rose from USD 3,139 in 2010 

to USD 3,591 in 2011 and raised at USD 3,751 in 2012. While according 

to The World Bank, the average income of the five main members of 

ASEAN, namely Indonesia, Malaysia, Singapore, the Philippines and 

Thailand (ASEAN 5) have increased from 4.26 percent in 2011 to 5.36 

percent during the 2012. Which more elaborated further, the total GDP of 

those ASEAN 5 countries raised USD 992 billions in 2012 from USD in 

942 billions 2011. 

The economic journey of ASEAN 5 namely Indonesia, Malaysia, 

Singapore, the Philippines and Thailand showed a unique movement in 

the period before the global financial crisis of 2008 until after the crisis 

with an average positive growth ranging from 3 to 5 percent. It had been a 
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collapse of the economy in ASEAN in 1998, which is known by the global 

financial crisis as a result of the collapse of the Thai Baht on July 2, 1997, 

which spread to currencies of the other ASEAN member countries. And 

the impact was like a snowball and complex in the respective countries. 

Started from the value of the domestic currency against the U.S. dollar, 

inflation was out of control, withdrawal of foreign investment on a large 

scale, till impacted to the stability of the social, political, and security. 

It could be shown one by Indonesia, as one of the ASEAN 

countries most severely affected. The real impact was described by 

Indonesia in 1997 where economic growth slumped to 4.69 percent from 

7.64 percent in 1996. The crisis was still untouched despite the 

International Monatary Fund (IMF) intervened, resulting in the Indonesian 

economy experienced a downturn and got a very deep recession to touch 

the growth of -13.12 percent in 1998. Malaysia, the country's overall GDP 

down to 6.2 percent in 1998. But Malaysia was the fastest country which 

recovered from the crisis by rejecting the help of the IMF with 6.13 percent 

growth in 1998 together with Singapore. On the other hand, the impact of 

the crisis did not bring great impact to Singapore and the Philippines. The 

economy of Singapore and the Philippines were successfully managed 

with the movement relatively healthy compared with other countries in 

ASEAN during and after the crisis. Singapore curbed the crisis with 

economic growth of 8.5 percent in 1997 and fell to -2.1 percent in 1998. 

While the Philippines managed to hold crisis with economic growth of 5.1 

percent in 1997 to around -0.5 percent in 1998. Which then rebounded 

toward both 6.19 percent for Singapore and 3.08 percent for the 

Philippines. 
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But slowly, ASEAN was able to back up the economy and built the 

market confidence back. Indonesia was in a position that was very severe, 

with tried to make every effort to generate economic policy collapsed in 

1998 due to the crisis, even though slow to generate an economic growth 

result despite only reaching 0.79 percent in 1999. And continue to crawl 

although not yet demonstrated steady rise and impressed a slowing which 

occurred in 2000 and 2001. Indonesia's economy in subsequent years 

could be quite stable, started in 2002 with economic growth reaching 4.49 

percent and reached 6.23 percent by the year 2012. Similarly, Thailand 

and Malaysia, which sought to restore normal economic conditions slowly 

growing with an average of 4-5 percent per year. 

But apparently the crisis did not stop there. Sizeable economic 

problems came back in 2008. Where the causes of the crisis came from 

the problem of subprime mortgage defaults in the United States, which 

then extended the crisis spread damage to Europe's banking system and 

no exception to Asia. Economic shocks occurred again, and many ASEAN 

countries experienced the decline in economic growth as affected by the 

recession of the United States. This time, the crisis problems came from 

the external factors, which mostly related to the financial market and 

international trade especially when the economy is open and integrated 

through economic bilateral partnership. 

The GDP in all ASEAN 5 countries in 2008 experienced a decline 

over the shock of the global crisis of 2008. Seen the decline of GDP 

started from 2007 and Singapore also Thailand were down drastically 

when other countries were able to survive in 2008. At the height of the 

recession in 2009, some countries such as Malaysia, the Philippines, 

Singapore and Thailand experienced a decline in economic growth back 
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up to minus. Some countries experienced negative growth rates, which -

1.51 percent for Malaysia, Singapore amounted to -0.78 percent and 

Thailand's economic growth fell to -2.32 percent. While the Philippines 

slumped to just 1.14 percent growth rate and Indonesia was able to 

withstand the impact of the crisis since 2008 in the rate of 6.01 persent 

growth and after the crisis with 4.62 percent growth in 2009. 

 
Figure 1.1: Annual Percentage Growth Rate of GDP at Market Prices 

Based on Constant Local Currency in 2003–2012 

Source: World Bank 2013. 
  

The global crisis also affected the inflation thus moved fluctuate, 

which increased in 2008 as a response to the crisis and down in 2009 as 

a response to a government policy that is contractionary. Inflation is one 

of the most important indicator for government even for investors to 

decide several economic decisions. The inflation rate is the most 

considerated variable by the economic actors because it can be a bad 

influence on the cost structure of production and the level of welfare. 

Inflation is a reflection of an economic condition and will result 

expectations of the next economic environment. 
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Figure 1.2:  The Rate of Change in the Implicit GDP Deflator in 
Percent at the Constant Local Currency in 2003–2012 

 

Source: Asian Development Bank and World Bank 2013. 

 
These fluctuations also had implications on the higher uncertainty, the 

decline in purchasing power and increase the risk of investment. Which 

ultimately led to the withdrawal of investments as the response of 

investors and they switched to speculative investment in banking or 

financial instruments such as savings, deposits and shares rather than 

productive investment such as buying inventory or capital goods for 

production. Withdrawal of big investment funds primarily impacting the 

country’s economic turned slowdown also due to huge investment worth 

through mega-projects keep required funding. 

Things which happened on Foreign Direct Investment (FDI) in 

several ASEAN 5 countries, FDI declined in 2008 mainly in Malaysia, the 

Philippines, Singapore and Thailand. Although at the same time, 

Indonesia was still able to attract foreign investor optimism. The fall in the 

level of FDI in Singapore in 2008 followed by the decline in GDP growth 

which fell drastically due to the impact of the economic crisis to the figure 

of 1.74 percent in 2008 and -0.78 percent in 2009. 

 

 



6 

 

Figure 1.3:  Inward FDI in Million U.S. Dollar at Constant Price 
(2000=100) in 2003–2012 

 

Source: International Monetary Fund and UNCTAD 2013 (processed from current price data). 

 
Likewise the same with Malaysia, reduced FDI flows in 2008, 

causing Malaysia could not escape to the rate of decline in GDP of 4.83 

percent in 2008 and -1.51 percent in 2009. Whereas in other countries 

such as the Philippines and Thailand, FDI was decreased, though not so 

great, but the decline for a long time until 2009 and was followed by a 

decrease in the growth of GDP in the same year. This phenomenon 

indicates that the resistance of economic growth stability still depends on 

external factors so that when shocks occur, especially in times of crisis 

that comes from the main partner countries will disrupt the growth of the 

domestic economy. While FDI in some other countries are considered as 

subtitution rather than complementery for domestic investment. 

If observing at the domestic investment movement, domestic 

investors in some countries were also responding the crisis with negative 

sentiment which resulted in the decline in the flow of domestic investment 

in 2009 after the crisis in Malaysia and Thailand as a response to 

government policy contractionary except Indonesia and Singapore. While 

Indonesia and Singapore still had an increase in domestic investment in 

2008 till 2009. Especially Indonesia which had positive trend even after 

the crisis. 
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Figure 1.4:  Domestic Investment in Million U.S. Dollar at Constant 
Price (2000 = 100) in 2003–2012 

 

 
Source: World Bank 2013. 

 

But the recovery of domestic investment in Malaysia and Thailand were 

quite fast which shown that the level of domestic investment in both 

countries were increased because of the positive sentiment of domestic 

investors toward the economy. 

The impact of the crisis were still being felt in 2009 which is shown 

by the significant reduction in GDP in 2009 by Malaysia, the Philippines, 

Singapore and Thailand. While Indonesia still could dampen the crisis so 

that the decline in GDP was not as bad as other countries because of the 

Indonesian domestic consumption was still able to sustain high economic 

growth in spite of the value of exports fell. But unlike the global financial 

crisis of 1998, the economic recovery from the global financial crisis of 

2008 in the ASEAN 5 countries this time happened fairly quickly where in 

the next year in 2010 the average economic growth throughout the 

countries reached 6 to 7 percent. Even Singapore managed to lift its 

economy towards enormous growth of 14.78 percent in 2010. And 

Singapore were trying to restrain economic growth rate was so high in 

2010 with only achieved growth of 5.16 percent in 2011 to avoid 

overheating which would jeopardize the country's economic fundamental. 

But surprisingly, Singapore in the next year did not withstand the slowing 
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growth and continued to fall dramatically to the 1.31 percent rate in 2012. 

This was because of Singapore's economic dependence on external 

capacity mainly lower foreign demand and resulted a decline in the value 

of exports of Singapore. 

On the other hand, Malaysia managed to ensure investor’s 

confidence by keeping economic growth rate of about 7 percent in 2010 

and 5 percent in 2012. While the Philippines had experienced a slowdown 

in economic growth in 2011 at 3.36 percent due the Philippines’ economic 

dependence on exports was quite high. But the Philippines could ramp up 

again advanced to 6.81 percent in 2012. While a fluctuating growth was 

shown by Thailand which again decreased economic growth in 2011. 

Thailand's economic growth fell to 0.07 percent as a result of floods that 

could stop most of the mainstay industries of Thailand. Meanwhile, the 

Indonesian economic position shown the crisis damping which strong 

enough move stabilized at around 4 to 6 percent during 2003 through 

2012 along with growth of foreign and domestic investment. Those 

economic dynamism and the optimism could still be shown by the ASEAN 

5 countries to be the investment place for the investors. 

And the last attraction of investors into consideration is the ease 

for investors to expand its business to other countries. Regulation and 

bureaucracy that simpler is also one of the basic motivation of investors to 

do investment because it has strong correlation with investment cost. For 

another indicator namely Business Regulation, we can see that some 

countries make the regulations easier for investors to build a business. 
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Figure 1.5:  Number of Procedures Required Must Be Met to Start up 
a Business in 2003–2012 
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Source: Doing Business and The World Bank 2013. 
 

For example Singapore which has the fewest procedures than other 

ASEAN 5 countries that occupied the state predicated as easiest and 

wide-open opportunity for investors to do business in Singapore. So that it 

is utilized by the domestic and foreign investors which lead the 

composition of the investment of Singapore got a number of much greater 

investment than other ASEAN countries despite the vast territory of 

Singapore itself is not as big as the other ASEAN countries. 

And the Philippines tried to loosen the opportunity to invest by 

reducing the number of regulations that pretty much. The reduction mainly 

occurred in 2008 and significantly in subsequent years. It shows as if the 

Philippines was aware enough that the investment is an important 

element in order to maintain or promote the growth of their domestic 

economy. Although we can see all countries tried to reduce the existing 

regulations in order to absorb more investment, but the number of 

specified regulations of other countries are not as low as the Philippines 

and Singapore. As developing countries, some countries have some 

bottlenecks in terms of bureaucracy specification which is more 

complicated than developed countries. So it is important to review this 
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part on how government try to take a role in regulate the economic activity 

in a proportional or the best way to gain better investment performance. 

Seeing the economic growth movement phenomenon which 

mentioned above, it is important to see how the investment role in 

supporting the growth of a country's output. Where investment is definitely 

an important factor needed by all countries as a driver of economic and 

domestic development. But the argument that FDI always bring a positive 

impact on the growth of the domestic economy of a country still doubted 

by some experts through their empirical evidence. Anyway, if we look at 

the economic growth of a country that continues to show positive numbers, 

while the growth was powered by injecting more foreign investment than 

domestic investment, reminding the question of whether growth is actually 

bring positive impact fairly comparable to the improvement of people's 

welfare itself. When there are foreign parts inside a development, of 

course, there will be a part of the results from such development to foreign 

parties concerned. So it could be said that control of the country's 

economic growth is not held by the people of the state itself. Referring to 

the opinion of Krugman (1994: 204) explains the meaning of FDI (Foreign 

Direct Investment) is an international capital flows out of a country where 

companies establish or expand his company in another country. So what 

happens is not only a transfer of resources, but also occurs imposition of 

control or mastery of the overseas company. As a result, there is a 

missing portion of the results that should be obtained by the public in the 

country itself. 

Here is interesting to be seen, how important the role of domestic 

investment on economic growth of a country. There are so many studies 

were trying to find out how FDI impacting and how it is impacted by 
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macroeconomic variables, but there very less studies were trying to figure 

the potential of domestic investment. Indeed, on one hand, FDI brings 

benefits to the host country, one of them is that we are familiar with the 

technology transfer and business know-how, and also useful in the 

creation of new jobs. However, it is important for policy makers and 

economic actors to take another viewpoint that it is important to pay 

attention to the power of domestic investment in maintaining the resilience 

of the domestic economy. And also cannot be denied that to achieve 

stable economic growth and well, a country cannot necessarily rely on or 

strengthen the investment of foreign investment only and ignore domestic 

economic growth resilience from a support of domestic investment. Lack 

of domestic investment growth reflects the lack of power of the state to be 

able to stand more independently. If this growth pattern is still maintained, 

someday, will become a huge obstacle for the country to be able to move 

into the path of developed countries, where economic growth will stagnate 

at the same point. 

And the next question that arises is how long the country will able 

to continue to grow by dependening to other economic varibles such as 

consumption, FDI, government expenditure, export etc. Because it is not 

impossible, if the economic turmoil back as 1998 financial crisis and the 

global financial crisis in 2008 ago, which was depressed both from outside 

and from within the country, will lead to decreased one or some of those 

variables. And it definitely will impact the incredible risk for the 

performance of the national economy. Global financial crisis 2008 moment 

is considerated as important warning because of the risk of the crisis to 

domestic economy that come from a country which its depend on, 

especially in a case that economy now is integrated each other. 
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This research is addressing some research gaps including there 

are not many studies which revealed the effects of GDP on domestic 

investment especially on specific region. Most experts were put their 

concern more on FDI linkage to GDP, or more studies were trying to 

reveal the role of domestic investment to GDP. From the FDI side, there 

are so many studies were trying to find out how FDI impacting and how it 

is impacted by macroeconomic variables, but there are very less studies 

trying to figure the potential of domestic investment. Moreover, the 

argument that FDI always bring a positive impact on the economic growth 

and domestic investment of a country still doubted by some experts 

through their empirical evidence. The same with inflation, which 

considering that the effects of inflation are very diverse countries to 

countries, so there are very diverse arguments of how inflation affecting 

the domestic investment. While for business regulation, there are very 

less studies discuss how the governments taking role to control and 

facilitate the domestic investment development through business 

regulation produced. Whereas actually this variable is important as well 

because regulation is taking important role which investors are dealing 

with regulations directly in practice. So then, this research is expected to 

be a complement of some existing findings by taking case of ASEAN 5 

region. Those considerations lead this research to complement by 

investigating the case of ASEAN 5, in a volatile macroeconomic 

conditions, what macroeconomic factors affecting the movement of 

domestic investment. So that policies could be formulated and the 

movement of domestic investment will able to move stable and performs a 

positive trend, also to offset the incoming FDI flows. Especially 
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considering of the differences of the five countries which have different 

economic characteristics and different rules.  

1.2. Problem Identification 

Based on the background description above, then the problem 

identified in this research is how the effects of real GDP, inflation, FDI, 

and business regulation on domestic investment in ASEAN 5 countries. 

1.3. Objective and Significance of the Research  

1.3.1. Objective of the Research 

The purpose of the author examines the variables mentioned 

above is to find out how the effects of real GDP, inflation, FDI, and 

business regulation to domestic investment in the ASEAN 5 countries 

namely Indonesia, Malaysia, Singapore, the Philippines and Thailand. 

1.3.2. Significance of the Research 

The results obtained from this research are expected to be useful 

as: 

1. To add insight and knowledge for the author and readers. 

2. The author able to implement/apply the knowledge acquired during 

the lecture. 

3. As a matter of information that can support other studies or in the 

future, especially for similar and or continued studies in the field of 

investment. 

4. Contribute ideas for parties or authorities and relevant agencies in 

making decisions related to the national economy. 
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CHAPTER II 

REVIEW OF LITERATURE 

 

2.1. Theoretical Framework 

2.1.1. Definition of Investment 

Investment is long-term capital accumulation expecting of future 

benefit that will come as a compensation for the delay consumption in a 

professional manner, the impact of inflation and the risk borne. The goal 

of someone to do investment is to make a profit in order to get a better life 

in the future as well as to avoid the falling value of property owned. 

According to Krugman (1994: 422), for economist, investment here is 

different with investment in financial market. In common usage, 

investment often denotes using money to buy stock, bonds or to open 

saving accounts. But the meaning of investment here is production of 

durable capital goods. Thus, the investment means an expenditure for the 

purchase of capital goods and production equipment with a purpose to 

replacing and or adding the capacity of the capital goods in the economy 

that will be used to produce goods and services in the future. 

Calculation of investment must be consistent with the national 

income accounts, because gross domestic product is the sum of all final 

product which is investments represent additions to the stock of durable 

capital goods that increase production possibilities in the future. What 

included in the calculation of capital investment are capital goods, building 

or construction, and new finished goods inventories. Referring to a 

statement from Sukirno (1998: 107-108), in macro economics, investment 

can be divided into autonomous investment and induced investment. The 

meaning of autonomous investment is an investment which is not 
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influenced by national income, means the amount of a country's national 

income scale will not affect the amount of the investment made by 

companies in the country. Autonomous investment is generally done by 

the government or commonly called public investment as a foundation 

which aims to support economic growth or the next term. For example, 

infrastructure investments such as roads, bridges, ports and other 

infrastructures. While the induced investment is investments which can be 

affected by national income, meaning that if the national income increases 

will further increase people's income which will increase the demand for 

goods and services. Then corporate profits would also increase which led 

to a lot more investment. 

Mankiw (1997: 453, 464, 468) said that the investment can be 

classified in several forms, including: 

a. Business Fixed Investment 

Business fixed investment is an investment by purchasing 

equipment and structures for materials and processes. 

Investments include various types of capital goods and building or 

construction such as machinery, buildings or new buildings, and 

other production equipment to set up various types of industries 

and companies. The term "fixed" means that this is for capital 

expenditures that will be settled for a while. Because the durability 

of capital goods and buildings in general more than a year, the 

investment is also referred to as investment in fixed assets (fixed 

investment).  
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b. Residential Investment 

Residential investment includes the purchase of new housing 

that will be liveable for the buyers and that will be leased by the 

landlord to others. Housing is an asset or property that the long 

economic life, so that the shape of these assets can be classified 

as an investment. 

c. Inventory Investment 

Inventory investment is the increase in inventory of goods 

stored by the company in the warehouse for the company's 

production. These supplies include materials and supplies, goods 

in process and finished goods. Although inventory investment is 

the smallest expenditure components in GDP, however inventory 

is useful to facilitate the production levels at all times. 

The sum of those three types of investments above is called the gross 

investment, which consist of investments to increase production capacity 

in the economy and to replace capital goods depreciated. If gross 

investment is reduced by the depreciation of the value it will obtain the 

value of the net investment. 

2.1.2. Investment Theory 

One of the well-known economic theories that explain the 

relationship between the investment rate and the growth rate is Harrod-

Domar theory. Both these economists conclude a direct economic 

relationship between the magnitude of the overall capital stock (K) with 

income (Y) is formulated as the ratio of capital/output (capital/output ratio 

or COR). The higher increase in the number of capital goods, the higher 

the output can be generated. Increase the amount of capital allows the 



17 

 

economy generate more goods and services in the future. Simply put, the 

Harrod-Domar theory can be formulated as follows: 

ΔY/Y = s/k 

where:  ΔY/Y = the rate of change or rate of GNP growth (percentage 

change in GNP); 

 s = ratio of national savings, and 

 k = ratio of capital / national output 

So the rate of GNP growth (ΔY / Y) is determined jointly by the national 

saving ratio (s) and the ratio of capital / national output (k). 

Meanwhile, John M. Keynes argued about investment demand in 

his General Theory, that the stimulus to invest depends on the outcome of 

Marginal Efficiency of Capital (MEC) on the one hand and the level of 

interest rate on the other hand. So it can be said that Marginal Efficiency 

of Capital (MEC) is the expected rate of return of any additional capital 

goods. Marginal Efficiency of Capital (MEC) is the highest level of the 

desired benefit from any additional investments made.  

So it can be concluded that the MEC is determined by two factors: 

1. Expected yield 

2. Replacement or supply price of capital which is the source of the 

prospected yield. Prospected yield is the result obtained from the sale 

of an income stream output (income flow), during a certain period. 

If MEC > market interest rates, the investment will be made. If MEC < 

market interest rates, the investment will not be made. If MEC = the 

interest rate on the investment can be carried out or may not. 

And according to Samuelson and Nordhaus (1998: 451), an 

increase in investment will raise national income multiplied amount. 

Double impact of investment on output is referred to as the multiplier 
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which called Keynesian multiplier model. The word "multiplier" is used for 

a numerical coefficient that indicates the magnitude of the increase in 

output as a result of the increase in each unit of investment. The simple 

multiplier formula is: 

Change in output =
MPS

1
x change in investment 

Then the change in output =
MPC1

1
x change in investment 

Where MPS is the tendency to do the saving and MPC is a tendency to 

consumption. 

2.1.3. The Determinant of Investment 

Based on explanation from Samuelson and Nordhaus (1992: 446-

447), there are three essential elements to understanding investment, 

which are: 

1. Revenues 

Investment will gain the investor or firm additional revenue. And 

the overall level of output is considered as very important determinant. 

Generally in macro, investment depends on the revenues that will be 

generated by the state of overall economic activity. And some studies 

suggest that output fluctuations dominate the movement of 

investment in the business cycle. 

2. Costs 

Cost is one of important determinant of investment in terms of 

the cost of capital which represented by interest rate on borrowings. 

Assumed that investors buy the capital goods by borrowing funds 

from mortgage or bond market. And there is an interest rate as the 

price of borrowing the money in certain period of time. 
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3. Expectations 

The third determinant of investment is expectations or 

business confidence. In this term, investment is about a gamble on 

the future which expect that the revenue from investment will exceed 

the cost. If the future economic conditions predicted will be depressed, 

investors will hold their desires to invest. But if the future economic 

conditions predicted have a good performance, investors will plan 

their investment. 

Meanwhile, according to the neo-Keynesian economists which 

explained by Clark, et al (1990: 187-189), fluctuations in investment due 

to the role of trust seeks (business confidence), interest rate, and user the 

cost of capital. 

1. Business Confidence 

Keynes has confirmed the existence of a basic uncertainty 

over the investment decisions taken by investors. Keynes argued that 

investment decisions are determined by the extent to which investors 

feel optimistic or pessimistic on the condition that they read. The term 

"animal spirits" or instinct is the most appropriate term to describe the 

confidence level of optimism or pessimism of investors that underlie 

their decisions, so that the volume of investment can vary along with 

the expectations of the investors. 

2. Interest Rate 

The neo-Keynesian economists believe that the high interest 

rates and tight monetary system can inhibit the rate of investment, 

which banks and other financial institutions will be more selective in 

giving credits to businesses, especially small or new one. And 
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investors will also have a difficult balance to borrow funds if interest 

loan is high. It certainly will impede the movement of investment. But 

on the contrary, with the loose monetary policy that led to a decrease 

in interest rates would have an impact on the current rise in lending 

for investment spending that will increase the production and 

eventually will increase the Gross Domestic Product. 

3. User of Capital Cost 

The user of the capital cost is the price of the rental, as 

opposed to the purchase price of capital goods. When the rental price 

or user cost of capital is high, the optimal capital stock as well as 

investment spending will fall. If there were rental markets in all capital 

goods, then the rental price or user cost would be immediately 

available. So, rent increases can reduce the optimal capital stock, so 

that investment spending will decrease. Conversely, if the price lower 

then rent will increase investment spending. 

2.2. Factors Affecting Domestic Investment 

2.2.1. Gross Domestic Product 

Mankiw (1997: 17-18) has stated that gross domestic product or 

GDP, is often assigned as the best measurement of the economic 

performance in macro. GDP attempts to summarize the economic activity 

in a single currency value in a certain period. There are two ways to 

measure GDP, which the first is GDP as total economic of everyone in the 

economy, and the second is GDP as the total expenditure on the 

economy’s output of goods and services. In other words, GDP measures 

of peoples’ incomes. According to Samuelson (1998: 390), GDP is the 

sum of the total output produced within a country's borders in a year. 
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2.2.1.1. Real GDP versus Nominal GDP 

Mankiw (1997: 23-25) has stated that nominal GDP is the value of 

production of all final goods and services based on the current price. 

Whereas real GDP is the value of production of all final goods and 

services at constant prices. Nominal GDP uses the current prices as 

the foundation of calculating the value of production of goods and 

services of an economy. While real GDP is not affected by the changes 

of prices, or usually called as constant price, then real GDP only 

reflects the changes in the quantity of production. That is why the real 

GDP is a more appropriate measurement to determine the level of 

production of goods and services of an economy. 

Mankiw (1997: 23), to ilustrate those explanations in order to make 

it simpler, nominal GDP is computed as follows: 

GDP = (Price of goods A x Quantity of goods A) + (Price of goods B x 

Quantity of goods B) 

So GDP is potentially to increase either because of the prices rise or 

because of the quantities rise. If all prices doubled without any 

changes in the quantities, so the GDP would increase. So it is not a 

good measurement because it does not reflect how well the economy 

satisfy the demand of households, firms, and the governments 

accurately. To overcome that problem, real GDP is used for a better 

measurement. Which real GDP, say real GDP for 2003 and used a 

base year of 2000, is computed as follows: 

GDP = (2000 Price of goods A x 2003 Quantity of goods A) + (2000 

Price of goods B x 2003 Quantity of goods B) 

So, economists are able to compare economic activity from year to 

year accurately by using the real GDP rather than nominal GDP. 
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2.2.1.2. The GDP Component 

As we know that GDP is able to measure the total output of goods 

and services in an economy, but it is important to know about the 

allocation of this output. The national income accounts devide GDP 

into four broad categories, which are Consumption (C), Investment (I), 

Government purchases (G), and Net Exports (NX) (Mankiw, 1997: 25). 

So the GDP is the sum of consumption, investment, government 

purchases, and net exports which translated in a function as follows: 

Y = C + I + G + NX 

Which in a short explanation, consumption is all goods and services 

purchased by households. Investment is new capital goods purchased 

for future production use in an economy. Government expenditure is 

the goods and services purchased by the federal, state and local 

governments. And net exports is the value of goods and services 

exported to other countries minus the value of goods and services 

imported from other countries. 

2.2.1.3. Relationship of GDP and Domestic Investment 

It should be pretty clear from the explanation in the previous 

section that GDP as national income is consisting the consumption, 

investment, government expenditure, and net export of a country in a 

certain year and represents an explanation that there is a close 

relationship between national income and investment. It means that 

GDP is affected by those components, vice versa. The neo-classical 

theory reverses the presumption made by Keynesian economists 

regarding the direction of causality between investment and gross 
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domestic product (Clark, et al. 1990: 192). Explained that the 

fluctiations of investment is affected by the fluctuation of GDP. Neo-

classical investment theory argues that the increasing national income 

will require more capital goods.  

One theory which explained by Mankiw (1997: 470) that explains 

the relationship of output and investment is the accelerator model. The 

accelerator model describes the inventory investment by comparing 

the change in inventory investment to changes in output, which 

explained that inventory investment is proportional to the change in 

output. So when the amount of output rises, companies tend to add or 

save more inventories which causes an increase in investment in this 

case is inventory. Vice versa, if the output decline then the company 

will store less inventories so inventory investment is negative. So this 

model explains that inventory investment depends on whether the 

economy is growing faster or slowing down. 

And repeating the explanation in the determinant of investment 

section above, that there are three essential determinants of 

investment according to Samuelson and Nordhaus (1992: 446-447) 

which are revenue, cost, and expectation. In micro, additional revenue 

or income will drives investor or firm to gain additional investment. And 

in macro, investment depends on the income that will be generated by 

the state of overall economic activity. So that the more GDP generated, 

the more investment tend to increase because of the income level 

increased. 
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2.2.2. Inflation 

Inflation is a variable that has a close relationship with monetary 

policy, as well as having a huge impact on the economy of the country. 

One source of economic instability that could undermine economic growth 

is an increase in general prices and continuously, or better known as 

inflation. According to Samuelson and Nordhaus (1998: 406) inflation 

denotes a rise in general level of prices. Inflation is defined as a general 

trend of rising prices and continuously, within a specific time and place. 

While the opposite of inflation is called deflation which denotes a fall in 

general level of prices. The increase in the price of one or two kinds of 

goods cannot be termed as inflation, unless the increase is the most wide-

ranging impact of other items, such as fuel price increases. Inflation can 

lead to instability of the real sector productivity, declining competitiveness 

of export goods in the international market, income distribution becomes 

unstable in society, and many others economic impacts. 

Samuelson and Nordhaus (1992: 377, 581-582) explain that 

inflation categorized to three levels of severity. First one, it is called 

moderate inflation. A single-digit annual inflation and slowly rising is 

classified to moderate inflation. The second one is called galloping 

inflation which inflation increases to double or triple digit in range 20, 100, 

or 200 percent in a year. The last one, which is deadly strain called 

hyperinflation because the increase of inflation reach a thousand or even 

a million percent a year. However, although it can be a big problem for the 

country's economy, most experts agree that the positive impact of inflation 

would be optimal if the inflation rate moves steady at between 5 percent - 

6 percent per year. 
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2.2.2.1. Sources of Inflation 

In theory, Samuelson and Nordhaus (1992: 587-588) have 

explained the causes of inflation can be categorized into the following: 

1. Demand-Pull Inflation 

Demand-Pull Inflation is inflation that occurs when aggregate 

demand rises more rapidly than the economy’s productive 

potential, causing the prices pulled up to new equilibrium of 

agreggate supply and aggregate demand. It happens as a result of 

the economic level that reaches the level of full employment. Also, 

supply of money may be a prime determinant of inflation. In this 

approach, money supply growth increases the aggregate demand 

so will lift up the price level. Demand-Pull Inflation also resulting 

the unemployment and scarcity of workers which affect the wages 

level increases and potentially to accelerate the inflationary 

process. Demand-Pull Inflation is discribed by following graph: 

Figure 2.1: Demand-Pull Inflation Graph 

 
Source: Samuelson and Nordhaus (1992: 588) 
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At high output levels, when aggregate demand increases from AD 

to AD', a surge in spending is competing to for limited goods. 

Because the AS curve is steep, then the increase in expenditures 

aggregate ends up with a rising prices. Prices rose from P to P', so 

greater demand leading to higher pricess. 

2. Cost-Push Inflation 

Cost-Push Inflation is caused by an increase in the cost of 

production. It happens because of a rising costs during high 

unemployement and slack of resource utilization periods. The 

increase in the cost of production, in turn, will raise the price and 

lower production quantities. If this process runs continuously, it will 

arise boosted prices, although manufacturers will face the risk of a 

reduction in the demand for goods produced. Inflation will result in 

rising prices and declining production that will lead to economic 

recession. The impact of the Cost-Push Inflation looks worse than 

Demand-Pull Inflation. Because besides the price increased, the 

amount of production will also be reduced.  

3. Inertial Inflation 

Inertial Inflation will happen when inflation take place in a 

long period of time as long as expected by many people that the 

inflation rate remains the same. When prices and wages are rising 

rapidly and expected continuously, businesses and workers tend 

to shape the inflation rapidly into their price and wage decisions. 

Because the processes of setting wages and salaries with 

expectation of future economic conditions will be extended 
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unconsciously. And it applied as well to many other prices. Inertial 

inflation is discribed by following graph: 

Figure 2.2: Inertial Inflation Graph 

 

 

In the graph, the AD curve moved up because of the rising of 

production cost. If AD increases as well, output will stay close to 

the potential and prices increases. And it happens continuously 

because of inertial inflation.  

With a graph explanation about inertial inflation above, we can 

conclude as well that because inflation is the rise in prices in general, 

where the price is determined by the general meeting between demand 

and aggregate supply, then inflation can be caused by changes in 

demand and or aggregate supply. So that inflation control can also be 

done through two variables. Meanwhile, according to Boediono (2013: 

158) viewed from the cause of inflation, inflation can arise from 

economic activity in the country (Domestic Inflation) and may also be 

due to the influence of imported commodities (Imported Inflation). With 

Source: Samuelson and Nordhaus (1992: 589) 
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the opening of the country’s economy, the effect of import commodities 

for the rate of inflation will be greater. 

2.2.2.2. The Measurement of Inflation 

Samuelson and Nordhaus (1998: 407) spell out the measurement 

of inflation rate as following formula: 

 

 

But there are several price indexes which are important used by the 

policy makers as inflation measurements, which are: 

1. The Consumer Price Index 

The Consumer Price Index (CPI) is the most inflation 

measurement widely used by economist. The CPI reflects the cost 

of a market basket of consumer goods and services, including 

prices of food, clothing, shelter, fuels, transportation, medical care, 

collage tuition, and other commodities purchased for daily living. 

2. GDP Deflator 

GDP Deflator is the ratio of nominal GDP to real GDP which 

can interpret the price of all components of GDP (consumption, 

investment, government purchases and net exports) rather than of 

single sector. It is different with CPI because it is a variable-weight 

index and weighting prices by the current period quantities. And 

there are deflators for components of GDP so sometimes used to 

supplement the CPI. 

 

=

  

Price level 

(year t) 

Price level 

(year t) –

  
Price level (year t – 1) 

x 100  
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3. The Producer Price Index 

The Producer Price Index measures the level of prices at the 

wholesale or producer stage. The measurement based on 

approximately 3400 commodity prices, including prices of foods, 

manufactured products, and mining products. And the net sales of 

the commodity is used as the fixed weights. This index is widely 

used by businesses because of its great detail. 

2.2.2.3. Relationship of Inflation and Domestic Investment 

Referring to the explanation of Clark, et al (1990: 187-189) that 

investment is affected by the interest rate and user cost of capital, so 

inflation has correlation with investment. Because inflation is 

considered as a cost variable, which reflects the increase of goods 

prices which could be there are some components of the goods are 

capital goods. It reflects a negative correlation of inflation to 

investment which is from investment cost changes. If the goods 

especially related to production capital become more expensive, 

investors will not invest their fund because there is a risk that the 

increase in production costs will reduce profits or even harmful 

especially when the level of demand does not increase or decrease 

due to inflation. 

Another channel of inflation affecting investment is through 

interest rate. Further explanantion, how inflation able to decrease the 

investment level, it may be explained to a process which started from 

high inflation can deplete people's purchasing power while the 

currency value is the same, because the quantity of goods which can 

be obtained more less. So, to protect the purchasing power which 
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potentially lost due to inflation, the interest rate on money market 

shall be increased to keep the real interest rate that reflects the 

people's purchasing power. If there is a rising interest rate, the 

investment amount will be affected negatively because from the 

funding side which come from the loan (debt) will certainly induced 

considering that the rising in loan rates create the funding costs 

become relatively more expensive and potentially enterprise 

expansion plan will not optimal. Meanwhile, when associated with 

alternative investments, a rising interest rate trend tend to make 

investors to shift some of its investment funds to high interest rate 

financial instruments, such as deposit which is considered to be 

independent because of the risk of fluctuations in the value of assets. 

And those explanations above are align as well to the arguments from 

Samuelson and Nordhaus (1992: 424-426) which told that investment 

is determined by revenue, cost and expectation. And it can be 

interpreted that more costs, less revenues and the bad expectation 

will decrease the investment level. 

2.2.3. Foreign Direct Investment 

The definition of foreign direct investment (FDI) according to Krugman 

(1994: 204) is an international capital flows out of a country where 

companies establish or expand his company in another country. Foreign 

direct investment (FDI) is an investment which is directly implemented into 

production or business in a country that is done by individuals or 

companies from other countries, either by buying a company in the 

country of destination or to expand operations existing business in the 

country. Foreign direct investment is different from the portfolio 
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investment which is a passive investment through financial assets or 

securities such stocks and bonds. Direct investment is the investment that 

is made through the purchase of real assets such as plant, machinery, 

raw materials, land and others. As part of the national income of a 

country, and in terms of the GDP equation which is said that Y = C + I + G 

+ (NX), where C is consumption, I is investment, G is government 

purchase, and NX is net export. While FDI is defined as the net inflows of 

investment (inflow minus outflow). 

2.2.3.1. Types of Foreign Investment 

And according to Salvatore (1997: 468-469), adding the notion 

that there are basically two types of foreign investment, namely: 

1. Portfolio investment is an investment that only use instruments 

of financial assets such as bonds and stocks only denominated 

in national currency. 

2. Foreign Direct Investment (FDI) is international capital flows 

which come from a country where companies establish or 

expand its operations in other countries. FDI including 

investment in real assets such as plant construction, 

procurement of various kinds of capital goods, the purchase of 

land for production, procurement of various equipments of 

production and inventory, and so on. In the international context 

of FDI is generally carried out by multinational companies 

(Multinational Corporations, MNCs) engaged in manufacturing 

(processing), extracting natural resources or in the service 

sector. And FDI does not just make a transfer of resources, but 

also to control, which is a branch or subsidiary in the country 
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stands not only have financial obligations to the parent 

company, but it is also part of the same organizational structure. 

As for some of the motives of foreign investment are: 

1. Many large companies (typically engaged in monopolistic 

markets and oligopolistic) have the knowledge of the production 

or unique managerial skill, which will be used to generate larger 

profits if it is applied to lead abroad. The impetus for overseas 

operations become great because they have captured the 

domestic market. In that situation, the company will perform a 

foreign direct investment in other countries. This step is also 

referred to as horizontal integration. 

2. Gaining control over the supply lines of raw materials or primary 

commodities they need overseas. If they can master the supply 

lines, then they will be able to obtain supplies of raw materials 

continuously at a relatively cheap price. This is commonly 

referred to as vertical integration. 

In order to avoid import tariffs and various forms of restrictions or 

other trade barriers imposed by governments of certain countries to 

commodity imports, or to take advantage of the subsidy deals that 

intentionally done by a number of state governments in order to lure 

investment from abroad. (Salvatore, 1997: 478-479). 

2.2.3.2. Ownership, Location, and Internalization Theory 

Meanwhile, John H. Dunning introduce a framework known as 

the OLI (Ownership, Location, and Internalization) which explains the 

importance of business expansion through internationalization or 

foreign direct investment as more efficient in reaching foreign 



33 

 

markets. With the setting up of capital in other countries as a market, 

there will be a transaction cost efficiency to reach the intended 

consumer. In the theory, Dunning introduces a framework in which 

the Ownership, Location, and Internalization are three potential 

sources underlying profits of a company's decision to become a 

multinational company. 

a. Ownership 

Ownership or possession is a key condition that must be met 

by investors who want to invest in other countries. The 

advantage comprising ownership of trademark ownership, 

production engineering, entrepreneurial skills, returns to scale, 

which refers to the ownership of certain gains competitive 

advantage of companies that want to engage in foreign direct 

investment. The benefits of ownership can give a company's 

competitive position is very valuable so as to reduce the things 

that risks undermining gains in managing overseas business. 

The greater the competitive advantage of the company, so they 

tend to be more involved in their foreign production. 

b. Location 

Location is another important role for the company to 

undertake production in the country designated as a target 

market. Location advantages such as the existence of raw 

materials, low labor costs, taxes or tariffs, which refers to the 

attractiveness of location alternatives for countries or regions to 

develop or possess the added value of a company. The more 

immobile resources, natural resources or the necessary 
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resources availability in the destination country, then a good 

location in the country will provide benefits for investors to 

produce in the destination country than in the country to 

undertake FDI. 

c. Internalization 

Internalization is an advantage that is created from its own 

production rather than producing through such partnership or 

joint venture license. Companies can organize production and 

exploitation of their core capabilities with transfer of technology 

and management or other input into the destination country. The 

greater the net benefits of internalization, the more likely the 

company would prefer to engage in conduct of foreign direct 

investment rather than cooperating licenses for other companies 

to do so. 

Thus, through the framework above, FDI can save some costs such 

as the cost of cooperation, licensing, and the cost of exports by 

expanding operations through FDI into the country or market. 

2.2.3.3. Relationship of FDI and Domestic Investment 

The inflow of FDI to developing countries are beneficial in terms 

of the increase of output, technology transfer and human capital 

development, but with an assumption that the host country has ability 

to adopt and implement the new technologies and catch the process. 

Other factors impacting the effects of FDI to the host country 

investment are the policy regime and also the financial development. 

This problems will make the impact of FDI to the domestic economy 

very diverse, including to the domestic investment. When the policy is 
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provided to ease the foreign investors more rather than the domestic 

one which there is an unhealthy market process, it will crowd-out or 

displace the domestic investment. The crowd-out effect of FDI on 

domestic investment can be reflected by market failures due to the 

monopoly. The another example is when the new technologies 

replace the traditional technolgies embodied, but there is no 

stimulation for the domestic investors to develop complementary or 

comparative technology in order for a development purpose, FDI will 

negatively correlated to the domestic investment growth. 

Another process which is able describing how FDI negatively 

affect domestic investment is the characteristic of FDI as acquisition 

funds which the flow of FDI is not directly transformed to the real 

assets of the local business acquired. In the other words, there is a 

lag of time in the real investment and FDI negatively affect the 

domestic investment in the short-term, but may be not in the long-

term. 

2.2.4. Business Regulation 

In a modern market economy, the government has three central 

economic functions in order to stimulate the private sector to be have 

efficiently, which are: 

1. To maintain effiecient operation of the economy 

2. To promote macro economic growth and stability 

3. To help ensure a fair distribution of income. 

So if we relate those three basic functions, the efficiency role should be 

every effort to correct market failures, such as preventing the practice of 

monopoly markets, usually held by the big investors. Or government role 



36 

 

is to include the value of justice, such as income distribution in order to 

reflect the interests of the entire society. While the stabilization policy, is 

to try to erode the sharp fluctuations of the economic cycle (Business 

Cycle) by pressing unemployment and inflation, as well as accelerating 

the pace of economic growth. To accomplish those tasks, governments 

use economic regulation and antitrust policies. By producing regulations, 

government also attempt to promote competition and prevet monopoly. 

Samuelson and Nordhaus (1992: 338). So the thing which becames the 

focus of micro-economic analysis is how to determine the right choice of 

efficiency in the allocation of resources to achieve maximum satisfaction. 

The next left task which given to the macro analysis is in determining 

policies and appropriate regulation. 

And Clark, et al (1990: 6-7) adding that regulatory function of 

government establishes and enforces the law in an attempt to encourage 

competition, protect the public, and generally assist the market to function 

more effectively. So in total the fiscal, monetary, and regulatory activities 

of government do exert significant influence on private-sector decision 

making. According to Samuelson and Nordhaus (1992: 304), regulations 

consist of government rules or laws issued to control the price, sale, or 

production decisions of firms. And there are two forms of regulation, the 

first one is economic regulation which refers to the control of prices, the 

variety of or standards for products, entry and exit conditions, and 

standards of service in a particular industry. And the second one is social 

regulation which is used to promote the health and safety of workers and 

consumers. This one has strong correlation with externalities that result 

from economic activity. Meanwhile, if there is a lack of regulation 

(government regulations) which are not or less precisely reach to the 
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target will lead to disinterest / doubts for investors to invest. So it is the 

duty of government to create or improve various regulations and policies 

related to support the investment climate in the country. The government 

should strive to create a better business climate through its policies, 

especially to attract foreign investors and domestic investors to want to 

invest. The business climate in turn depends on how resource 

endowment taking place in the country and how these economic policy 

factors play a role in fostering the private sector as a driver of economic 

growth. 

Vibrant economic reform policy, deregulation in certain degree are 

correct, but because it is not supported by the established institutional 

administration, the policy resulted not run effectively (Yustika, 2010: 29). 

One of the spirit of economic reform is to give the market a decent place 

to carry out the mission acceleration of economic activity on the basis of 

efficiency. The most serious implication of this spirit would not eliminate 

the role of government, but instead make the choice of appropriate 

interventions with a more limited scope. In simpler language, economic 

reform requires a strong government but with a limited scope of coverage. 

Limited coverage and organs of government which run (bureaucracy) just 

go into areas where the market cannot work or fail (market failure). In 

other words, not the minimal role of the state, but needs a capable state in 

order to make market-oriented policies reformation may be run (Ahrens, 

2000: 84) (Yustika, 2010: 27). 

2.2.4.1. Relationship of Business Regulation and Domestic Investment 

Samuelson and Nordhaus (1992: 309) had explained how political 

forces can influence budgets and other factors potentially affecting 
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the economic activity. There are government failures if there are 

market failures. We can conclude that regulations should help the 

business to reach their efficiency level when they want to do 

investment. There is government failure when government fail 

improving the economic efficiency. Which is the most troubling for 

investors is about bureaucracy and government do too much for too 

long. Because costly regulations affecting the motivation of investors 

low. If regulations applied are not effectively bring efficient cost in the 

investment spending, it will create doubts to investors to get in. Also, 

regulation keep the economy players to have fair play in the 

competition. Regulation should be exist to prevent the big business to 

monopolize the economy. But if the more regulations which lead to 

inefficiency applied will decrease the level of investment in related 

country. 

2.3. Results of Previous Studies 

2.3.1. Gross Domestic Product 

Hazem, et al (2012) found some results for Jordan in the time 

period from 1980 to 2005 which confirm that the growth rate GDP is 

significance in stimulating domestic investments. In addition to foreign 

direct investment (FDI), and the development level of the financial sector 

and human capital in stimulating domestic investment only in the long-run. 

These results are claimed consistent with the previous findings that the 

growth of real GDP stimulates domestic investment. Tang, et al (2008) 

found from an analysis on economy of China in 1988 to 2003 that China’s 

domestic investment and economic growth are positively correlated, which 

interpreted as great economic growth spurs large domestic investment, 
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and vice versa. Fluctuations in domestic investment almost coincide with 

those of GDP, which the higher the level of domestic investment the 

greater the GDP. With additional finding that the causal link between GDP 

and domestic investment is strong. 

Adams (2009) by using a panel data set for 42 Sub-Saharan Africa 

countries for the period 1990–2003, explored that domestic investment is 

positive and significantly correlated with economic growth. A one percent 

point increase in the domestic investment is associated with between 0.16 

and 0.19 percentage point increase in per capita GDP growth rate. Anwer 

and Sampath (1999) found causality between GDP and investment in the 

short run for 15 countries and in the long run for 23 countries. The 

causality from GDP to investment is positive for 11 countries and from 

investment to GDP for 6 countries. Explained further that an increase in 

income provide incentive for more savings and in turn more investment 

generated thus GDP causing investment. Because of GDP increase, 

governments are able to spend more investment on infrastructure which 

increases the marginal productivity of capital and labor in private sector, 

finally encourage more investment. 

2.3.2. Inflation 

In the study conducted by Oshikoya (1994), entitled Macroeconomic 

Determinants of Domestic Investment in Africa: An Empirical Analysis 

revealed that the variable rate of inflation has a significant and negative 

impact on the level of domestic investment in African countries that have a 

low income. In contrast, the inflation rate is positive and insignificant in the 

middle income African countries. Greene and Villanueva (1991) through 

the study entitled Domestic Investment in Developing Countries: An 
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Empirical Analysis showed that the rate of domestic inflation has a 

negative and significant relationship to level of domestic investment. 

These findings are also confirmed by Valadkhani (2004) with his research 

titled What Determine Domestic Investment in Iran?, indicates that the 

domestic investment significantly negatively related to inflation. So if there 

is an increase of 1 percent inflation rate in the long run, it causes a 

decrease in short-term investment rate of 1 percent in Iran. 

In the studies mentioned above, the main reason why inflation is 

becoming a significant factor and negatively related to domestic 

investment as if inflation is high and erratic movements will increase the 

cost of investment and cost of uncertainty. In addition the stability of 

inflation also describe a country's macroeconomic policy stability. So this 

will negatively affect the movement of domestic investment. Similar 

delivered by Kohpaiboon and Jongwanich (2008). By choosing the Thai 

state period 1960 to 2005, the results showed that the inflation rate is 

negatively related to domestic investment in both short term and in the 

long term. 

2.3.3. Foreign Direct Investment 

For another variable, namely foreign direct investment (FDI), 

Morrissey and Udomkerdmongkol (2011) examined 46 developing 

countries in the period 1996 to 2009. And found that the FDI consistently 

has a negative and significant relationship to the domestic investment. 

Explained further that FDI will increase and replace the domestic 

investment because the condition of political regime of these countries are 

steady. In contrast, the conditions of unstable political regime will result in 
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reduced effect of FDI on domestic investment, which causes the flow of 

domestic investment tends to be larger than FDI. 

Eregha (2011) revealed some results indicate that FDI has negative 

and significant effect on domestic investment. The study which covers the 

period 1970-2008 found that FDI inflow substitutes domestic investment in 

the ECOWAS region. Contemporaneous FDI inflow had negative and 

significant effect on domestic investment while the lagged values had 

positive and insignificant effects. Statistically explained that a percentage 

increase in FDI inflow will reduce domestic investment by 93 percent 

which is a large negative effect. Nowbutsing (2012) released his finding 

from the research on Mauritius that FDI significant crowding-out to private 

capital formation. And, the crowding-out effect also holds from foreign to 

public capital formation, vice versa. 

In another view, Misun and Tomsik (2002) on research in order to 

estimate whether FDI crowds-in or crowds-out domestic investment in 

Czech Republic, Poland, and Hungary present interesting result which 

empirically that a crowding-in effect has been relatively strong in Hungary 

and Czech Republic. While a crowding-out effect has been strong in 

Poland. Stated that it is important to emphasize that the results in the 

Czech Republic were positively affected by the time period of the testing 

(1993–2000). The result could be different which the crowding-in effect 

would probably not be as strong as we found, and it could even change 

into a crowding-out effect if the time period of the testing in the Czech 

Republic had been the same as in the case of Hungary and Poland 

(1990–2000). So their study concluded that positive impacts of FDI on 

domestic investment are not assured because in some cases total 

investment may increase much less than FDI, or even fail to rise when 
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FDI increases. Kim and Seo (2003) figured that the overall FDI has 

positive effects both domestic investment and economic growth in Korea, 

but statistically insignificant. It was not found any significant evidence that 

FDI either crowds-in or crowds-out domestic investment. Contrarily, there 

are some evidence that an increase in domestic investment tends to 

crowd-out the inflow of FDI, while positive shock to economic growth has 

positive and persistent effects on the level of FDI in the future. 

2.3.4. Business Regulation 

Another factor to be considered by investors, especially domestic 

investors to invest in their countries is the business regulation applied in 

their countries. As explained by Korutaro and Biekpe (2013) in their 

research on the impact of regulation on business investment in the 

economy of developing countries explained that investment in developing 

countries is affected by the ease of administration and procedure to build 

a business. In the study, some of the variables used one of them is the 

number of procedures that need to be met by prospective investors to 

build a business. And found that the fewer procedures that must be met, it 

is getting easier for investors to invest their capital into an industry which 

in turn will increase the aggregate investment.  

Klapper, Laevena and Rajan (2006) through their research titled 

Entry Regulation as A Barrier To Entrepreneurship, includes 3,371,073 

firms in 21 Western and Eastern European countries, they found that 

business entry regulations hamper the creation of new firms, especially in 

industries that naturally should have high entry. Taken together, their 

findings suggest that entry regulations have significant adverse effects. 

Where more detail is found that the variable regulation of business entry 



43 

 

through the number of procedures that must be met negatively related to 

the amount of business entry. Although, the effect of these entry 

regulations is seen primarily in developed countries or countries where 

there is little corruption which are European countries. Add their 

arguments that in developing countries or countries where corruption is a 

serious problem, entry regulations are not used to help screen out cheats. 

So the cost will be spent will be higher because of the opportunity to take 

bribes. 

More sharply in investigating the correlation of business regulation 

with corruption and inefficiency explained in Regulation of Entry by 

Djankov, Porta, Lopez-De-Silanes and Shleifer (2002) which found 

evidences from 85 countries statistically that heavier regulation of entry is 

generally associated with greater corruption and larger unofficial 

economy, but this expensive cost arises without better quality of private or 

public goods. For an entrepreneur, legal entry is extremely cumbersome, 

time-consuming, and expensive in most countries in the world. Especially, 

they found empirically that the number of procedures is highly correlated 

with both the time and cost variables. Those findings are inconsistent with 

public interest theories of regulation, but supports the public choice view 

that business entry regulation benefits politicians and bureaucrats. And 

those arguments are strengthen by Dreher and Gassebner (2011) which 

investigated a problem whether and how far the impact of regulations on 

entrepreneurship is dependent on corruption. By covering a maximum of 

43 countries over the 2003–2005 period, an evidence found that the 

existence of a larger number of procedures required to start a business, 

as well as larger minimum capital requirements are detrimental to 
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entrepreneurship. And the second finding is corruption facilitates firm 

entry in highly regulated economies. 

2.4. Conceptual Framework 

Broadly speaking, the framework of this research focuses on the 

effects of economic variables include real GDP, inflation, foreign direct 

investment (FDI), and business regulation on the domestic investment in 

ASEAN 5. Investment is a national economic indicator which is very 

important because investment is a source of development financing that 

can boost economic growth. Considering the journey of economic growth 

of ASEAN 5 countries were very dynamic, especially in 2003 until 2012 in 

which the demands for greater economic openness followed by the 

movement of domestic investment hinted that also plays an important role 

to be aligned with the FDI to support the capacity development of the 

domestic economy. 

Especially when considering that the economy of the country has 

been integrated with the economies of other countries through various 

channels such as stronger exports and imports, foreign investment in real 

and financial, as well as the mobilization of human resources and 

technology, it is necessary to have a special strength where it can sustain 

the durability of the state when the crisis rises resulting in the performance 

of these channels is reduced drastically. Strength in question is none 

other than domestic investment which when viewed from the side of 

domestic excellence, this variable is a variable that is no less strategic 

than the consumption and government spending in terms of supporting 

economic growth. On the basis of these ideas, in this research the author 

analysises the factors include real GDP, inflation, foreign direct 
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investment (FDI), and business regulation which allegedly can affect the 

magnitude of domestic investment especially in ASEAN 5 countries in the 

period 2003 to 2012. 

The real GDP has a positive effect on domestic investment. Higher 

economic output or income is affecting the investment expenditure 

increase. Which more technically can be explained that rising income 

levels lead to increase of possibility to spend more fund to investment or 

increase the production scale. Or through the demand side, and increase 

in income will increase the demand for goods and services consumption. 

An increase in demand prompts the increasing of domestic investment as 

needed. 

The rate of inflation has a negative effect on domestic investment. 

Price increases in particular indicated by the GDP deflator which price 

increases are measured from the base price changes all the new goods, 

locally produced goods, finished goods and services led to a decline 

domestic investment is because of two main things. The first is the rising 

cost of investment both in terms of production costs and trade-offs against 

investments in other forms. The second is increasing uncertainty about 

the domestic economy in the future so risky and difficult for investors to 

make investment decisions. Thus, the higher the inflation rate, the lower 

the value of the domestic investment happened. 

FDI in some countries have a negative effect on domestic 

investment is because domestic investors do not have a competitive 

position to be able to compete with foreign investors. This is mainly due to 

factors related to governance such as the level of fraud and political 

stability. If a country's political runs stable condition will cause a decrease 

in the current level of domestic investment when FDI increased. This 
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means that foreign investors are very interested in investing in a country 

that has good political stability. Meanwhile, with the increase in the flow of 

foreign direct investment actually is subtitution against domestic 

investment. 

Business Regulation has a negative relation effect on domestic 

investment. This can be explained by the logic that the more procedures 

or bureaucratic difficulties that must be penetrated by the investors, it will 

reduce the motivation of investors to invest in the country. So that the 

level of investment will decrease as more as regulation rules, and the 

current level of domestic investment will increase in less regulation. 

Based on the description above, the research framework of the 

effects of real GDP, inflation, foreign direct investment, and business 

regulation to domestic investment in ASEAN 5 can simply be described as 

follows:  

 

 

 

 

2.5. Hypothesis 

In this research, the hypothesis will be formulated in order to 

provide direction and guidance in the conduct of research. The 

hypotheses used in this research as follows:  

1. Allegedly real GDP positively affects domestic investment in the 

ASEAN 5 countries. 

2. Allegedly inflation negatively affects domestic investment in the 

ASEAN 5 countries. 

Inflation 

Domestic Investment 

FDI Business Regulation Real GDP 
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3. Allegedly FDI negatively affects domestic investment in the ASEAN 

5 countries. 

4. Allegedly business regulation negatively affects domestic 

investment in the ASEAN 5 countries. 
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CHAPTER III 

RESEARCH METHODOLOGY 

 

3.1. Approach of the Research 

Type of research used in this research is inferential quantitative 

research. Quantitative research is based on the measurement of quantity 

or amount. It is applicable to phenomena that can be expressed in terms 

of quantity (Kothari, 2004: 3). The generation of data in quantitative form 

which can be subjected to rigorous quantitative analysis in a formal and 

rigid fashion. This approach can be further sub-classified into inferential, 

experimental and simulation approaches to research. The purpose of 

inferential approach to research is to form a data base from which to infer 

characteristics or relationships of population. This usually means survey 

research where a sample of population is studied (questioned or 

observed) to determine its characteristics, and it is then inferred that the 

population has the same characteristics (Kothari, 2004: 4). 

3.2. Scope of the Research 

This research examines the phenomenon of economic 

development of ASEAN 5 countries, namely Indonesia, Malaysia, the 

Philippines, Singapore and Thailand in terms of domestic investment in 

the period 2003 to 2012, in which the research will analyze the effect of 

real GDP inflation, foreign direct investment (FDI), and business 

regulation on domestic investment fluctuations in the five countries. This 

research uses annual data period from 2003 until 2012. 
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3.3. Operational Definition and Variable Measurement 

The operational definition is the operational description of the 

variables used in this research to get a clear picture of the problem and 

the data used. The variables used in this research consisted of five 

variables. Where Domestic Investment value is the dependent variable (Y). 

And for the independent variable consisted of Real GDP (X1), Inflation 

(X2), Foreign Direct Investment (FDI) (X3), and Business Regulation (X4). 

The selection of variables is based on theoretical considerations derived 

from the economic literature, especially with regard to macro-economic, 

monetary and international economics and is based on empirical 

considerations that have been done before. 

So the variables and measures used in this research include: 

Table 3.1: Operational Definition and Source of Variable 

Variable Source Operational Definition 

Domestic 
Investment 

World Bank. 

Level of domestic investment 
with indicator of gross fixed 
capital formation in U.S. 
dollar at constant price (2000 
= 100) in year t. 

Real GDP 

World Bank and ASEAN 
(2012 is processed from growth 
rate of gross domestic product 
at constant prices data). 

Level of gross domestic 
product in U.S. dollar at 
constant price (2000 = 100) 
in year t. 

Inflation 
Asian Development Bank and 
World Bank. 

The rate of change in the 
implicit GDP deflator in 
percent at the constant local 
currency in year t. 

Foreign 
Direct 
Investment 

International Monetary Fund and 
UNCTAD (processed from 
current price data). 

Inward FDI in U.S. dollar at 
constant price (2000=100) in 
year t. 

Business 
Regulation 

Doing Business and World Bank. 
The number of procedures 
required that must be met to 
start up a business in year t. 

 



50 

 

3.4. Data Type and Source 

The data used in this research is secondary data formed as a 

panel data (pooled data) for a certain time period which is the combined 

time series and cross section data has been obtained indirectly from the 

original source or field. This research used secondary data because the 

research scope is very broad and difficult to reach, so it is easier to get it 

by not dealing directly or from other sources. Referring to the statement of 

Kothari (2004: 95) which says that the primary data are those which are 

collected afresh and for the first time, and thus happen to be original in 

character. The secondary data, on the other hand, are those which have 

already been collected by someone else and which have already been 

passed through the statistical process. In other words, secondary data is 

data that is not obtained or collected by researchers themselves directly, 

but through other parties, for example from the central bureau of statistics, 

central banks, magazines, information or other publications. So the 

secondary data derived from the second hand, third, and so on. It means 

passing one or more persons who are not researchers themselves. 

Secondary data sources in this research is derived from a number 

of relevant agencies such as the World Bank, United Nations Conference 

of Trade and Development (UNCTAD), Asian Development Bank, 

Association of Southeast Asian Nations (ASEAN), Index Mundi, Doing 

Business, International Monetary Fund, and the results of previous studies 

or publications related to the object under the study. 

3.5. Method of Data Analyzing 

In processing and analyzing the data obtained in this research, the 

author used a technique to describe the inferential quantitative data 



51 

 

obtained and analyzed by using Panel Data Analysis. Processing of the 

data in this research aided by using some statistical softwares such as 

Microsoft Office Excel 2013, and EViews 7.0. Microsoft Office Excel 2013 

is used for data processing such as creating tables and graphs for 

descriptive analysis. While EViews 7.0 is used for processing and testing 

the significance of multiple linear regression analysis of panel data. 

Descriptive analysis method is used to provide a general overview 

of economic conditions in the country ASEAN 5 as an object of research 

include the development of economic growth, inflation, domestic 

investment, FDI, business regulation and several other relevant variables. 

While the methods of inferential analysis carried out to estimate this 

model is an econometric approach with the method of multiple linear 

regression analysis of panel data. 

The advantage of using panel data as it has been presented by 

Gujarati (2004: 637), which are: 

1. Using panel data estimation techniques will result in diversity 

(heterogeneity) explicitly in the calculations involving variables 

specific individual. 

2. By combining observation time series and cross-section, it will 

provide more informative data, more better variability, the lack of 

colliniearity between variables, degrees of freedom and also more 

efficient. 

3. Panel data is more suitable for the study of dynamic changes. 

4. Data panels are able to detect and measure the effects that cannot 

be done by the data time-series and cross section. 
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5. Panel data allows researchers to study the behavior of more 

complex models. For example, phenomena such as economies of 

scale and technological change. 

6. Panel data to minimize bias due to the available data consists of 

many units. Bias can arise if researchers aggregate individual or 

company into broad aggregates. 

Estimation on panel data rely on the assumption of intercept, slope 

coefficients and error term. The possibility of these assumptions are:  

1. It is assumed that the intercept and the slope coefficient is constant 

over time and cross section as well as the error term encompasses 

both the time difference and cross section. 

2. It is assumed that the slope coefficient is constant but different 

intercept for each cross section. 

3. It is assumed that the slope coefficient is constant but different 

intercept for each cross section over time. 

4. It is assumed that all the coefficients of both the intercept and the 

slope coefficient is different for each cross section. 

5. It is assumed that all the coefficients of both the intercept and the 

slope coefficient is different for each cross section over time. 

Estimation of panel data regression model can be done through 

three approaches, include: 

1. Pooled Least Square Model Method 

Pooled Least Square (PLS) is the simplest panel data 

regression model estimation method with the assumption that 

intercept and slope coefficients are constant over time and cross 

section (Common Effects). In other words, this model ignores the 

existence of the individual and time dimensions. Actually Pooled 
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Least Square model is almost the same as the Ordinary Least Square 

(OLS) which is to minimize the error sum of squares, but to perform 

the regression should incorporate cross section data and time series 

are commonly referred to as pooled data. However, this model is 

considered unreasonable because it does not pay attention to the 

effects of individual dimensions and time. The estimation equation 

using Pooled Least Square model can be written in the following 

form: 

Yit = β1 + β2 + β3X3it +….+ βnXnit + uit  

2. Fixed Effects Model Method 

Method of Fixed Effects Model (FEM) is a method of estimation 

of panel data regression model that assumes the existence of a 

difference in the intercept between the cross-section while the slope 

coefficients are constant. And other assumptions are the intercept 

and the slope is constant over time. Thus, in this model, if there are 

unknown parameters will be included dummy variables to produce 

different intercept values between the unit cross section. So this 

method is also referred to as the Least Square Dummy Variable 

(LSDV). However, inserting a dummy variable in the Fixed Effects 

Model resulting in fewer degrees of freedom which reduces the 

efficiency of the estimated parameters. The estimation equation using 

the Fixed Effects Model can be written in the following form: 

Yit = α1 + α2D2 + …..+ αnDn + β2X2it + …+ βnXnit + uit 

3. Random Effects Model Method 

Unlike the Fixed Effects Model, the Random Effects Model 

(REM) is a method of estimation of panel data regression model 
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assuming a constant slope and intercept coefficients vary between 

individuals and over time. And different parameters are treated as a 

component part of error or disturbance is random and not correlated 

with the observed explanatory variables, so the model is called the 

Random Effects Model. This model is often referred to as the Error 

Component Model (ECM) because in these models the different 

parameters between units and between the cross section of time put 

into the error. Random Effects models can conserve degrees of 

freedom so that the parameters are estimated to be more efficient. 

Random Effects model equations can be written as follows: 

Yit = β1 + β2X2it + …+ βnXnit + εit + uit 

The selection to use the Pooled Least Square Model, Fixed Effects 

Model or Random Effects Model is determined through the two model 

testing phases, which are: 

1. Chow Test 

Chow test or F test is a test to determine whether a better 

model use the Pooled Least Square Model (Common Effects) or the 

Fixed Effects Model with the following hypotheses: 

H0 = using Common Effects Model 

H1 = using Fixed Effects Model 

By the following formula: 
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which: 

SSE1 = Sum Square Error from Common Effects model 

SSE2 = Sum Square Error from Fixed Effects model 

n        = number of cross section 

nt = number of cross section x number of time series 

k        = number of independent variable 

This test follows the distribution F where if the value of the F-statistic 

test results greater than the F-table, then H0 is rejected and H1 is 

accepted, so that the model used is the Fixed Effects Model, and vice 

versa. It also can be seen from the significance of P-value. 

While the formula of F-table is: 

F-tabel = { α : df (n-1, nt – n – k)} 

which: 

α  = level of significance which used (alfa) 

n       = number of cross section 

nt      = number of cross section x number of time series 

k        = number of independent variable 

2. Hausman Test 

Hausman test is a test to determine whether a better model 

used is the Fixed Effects Model or Random Effects Model with the 

following hypotheses: 

H0 = using the Random Effects Model 

H1 = using the Fixed Effects Model 

Hausman test statistic follows the Chi-square distribution with degree 

of freedom as k, where k is the number of independent variables. If 

the value of the Hausman statistic is greater than the critical value 
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then H0 is rejected and the appropriate model is the Fixed Effects 

Model. Vice versa, if the value of the Hausman statistic is less than 

the critical value then H0 is accepted. It also can be seen from the 

significance of P-value. 

3.5.1. Model Formulation 

In order the effect of independent variables on the dependent 

variable can be determined and evaluated, it is necessary to establish a 

multiple regression model. The model used in this study refers to the 

theory of investment where the domestic investment as the dependent 

variable is affected by real GDP, inflation, foreign direct investment (FDI), 

and business regulation. So, to answer the problems the researchers 

used the model as follows: 

itititititit eXXXXY  443322110   

where: 

Yit = level of domestic investment with indicator of gross fixed capital 

formation U.S. dollar at constant price (2000 = 100) in year t. 

X1it = level of gross domestic product in U.S. dollar at constant price (2000 

= 100) in year t. 

X2it = the rate of change in the implicit GDP deflator in percent at the 

constant local currency in year t. 

X3it = inward FDI in U. S. dollar at constant price (2000=100) in year t. 

X4it = the number of procedures required that must be met to start up a 

business in year t. 

te =  error or disturbance. 
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3.5.2. Statistical Test 

To test the hypothesis, used several statistical tests as follows: 

a. Partial Significance Test 

Partial significance test is testing the significance of the partial 

regression of independent variables on the dependent variable 

through t test to see how much the relationship of each independent 

variable regression coefficients on the dependent variable. 

Hypotheses used are: 

H0: 1  = 0  (there is no influence of independent variables on the 

dependent variable). 

H1 : 1   0  (there is an influence of independent variables on the 

dependent variable). 

Mathematically t-statistic of each independent variable coefficients 

formulated by: 

t-statistic = 
i

i

Sb

Bb 
 

Then the results obtained from the formula compared to the value of 

t-table at the significance level α as: 

If t-statistic  < t-table,  then H0 is accepted and H1 is rejected 

If t-statistic  > t-table,  then H0 is rejected and H1 is accepted  

Based on the probability, 

If the probability (P-Value) < 0.05 then H0 is rejected and H1 is 

accepted. 

If the probability (P-Value) > 0.05 then H0 is accepted and H1 

rejected. 
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b. Model Significance Test 

Significance test is testing the relationship of regression 

models simultaneously or synchronously between the independent 

variables on the dependent variable through the F test to determine 

whether all the independent variables together have an influence on 

the dependent variable. Hypotheses used for this test are: 

H0 : 1, 2, 3 = 0 

H1  : at least one I ≠ 0 

which: 

H0 : there is no influence of the independent variables together to 

dependent variable. 

H1 : there is an influence of independent variables together on the 

dependent variable. 

The decision to accept or reject H0 is done by comparing the value of 

F-table on degrees of freedom (k-1), (n-k-1) and the level of 

significance () is determined.  

F-test formula is as follows: 

F test = 
 

   1/1

1/
2

2





knR

kR
 

The testing is done by comparing the value of F-statistic with F-tabel 

value obtained from the table with the following conditions: 

If F-statistic < F-table, then H0 is accepted and H1 is rejected. 

If F-statistic > F-table, then H0 is rejected and H1 is accepted. 
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c. Coefficient of Determintation (R-squared) 

The coefficient of determination serves to explain how a large 

proportion of the independent variables together can explain the 

variation in the dependent variable. So this value shows how close 

the regression line was estimated economic with the real data. R-

squared has a value between 0 and 1 (0 < R-squared < 1). The 

higher the R-squared value, the greater the ability of the model to 

explain variation in the dependent variable changes due to the 

influence of the independent variables, vice versa. The formula used 

is: 

R2 = 


  
2

2211 ....

y

yxbyxbyxb nn  

d. Classical Assumption Tests 

In the studies, to estimate linear equations using Ordinary Least 

Square (OLS) then the value of the parameter should be BLUE (Best 

Linear Unbiased Estimator) to obtain the ideal and optimal models. 

As presented by Gujarati (2004: 71), to achieve the BLUE OLS 

assumptions must be met where the assumptions as follows: 

1. The regression model is linear in the parameters of the 

relationship. 

2. The value of X is fixed in repeated sampling (X fixed in repeated 

sampling). More precisely the value of X is non - stochastic (not 

random). 

3. Disturbance e variables has an average of zero (zero mean of 

disturbance). 
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4. Homoscedasticity, or disturbance e variables have the same 

variance throughout the observation of various values of X. This 

means that the data Y at each X has the same span. If the 

range is not the same, it is called heteroscedasticity. 

5. There is no autocorrelation between the e variables on each 

value xi and ji (No autocorrelation between the disturbance). 

6. Variables X and e are uncorrelated disturbance. 

7. The number of observations or sample size (n) must be greater 

than the number of parameters estimated. 

8. Variable X must have variability. If the value of X is always the 

same throughout the observation regression cannot be done. 

9. Regression model correctly been unspecified. This means that 

there is no specification bias, because everything has 

recommended or in accordance with the theory. 

10. There is no multicollinearity between the explanatory variables. 

Collinear between explanatory variables may not be perfect or 

high. 

Thus, to determine whether the assumptions mentioned above have 

been fulfilled in the model formed, it is necessary to set the following 

classical assumption tests: 

1. Heteroscedasticity Test 

Gujarati (2004: 387) says that to be one of the basic 

assumptions of the linear regression model is homoscedasticity 

or each ui element or error has same variance (σ2) or constant 

in observation. When the variance of Yi increases with an 

increase in X, then the variance of Yi is not the same. These 

symptoms indicate there is heteroscedasticity in the regression 
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model. With the presence of heteroscedasticity in the 

regression model will impact the absence of minimum variance 

and cause OLS standard error calculation cannot be trusted 

though OLS estimators are still linear and unbiased. Besides, 

hypothesis testing based on t and F distribution can no longer 

be trusted to evaluate the results of the regression. So, to 

detect whether there is an indication of heteroscedasticity in a 

model of statistical testing as required Glejser test, Park test, 

Spearman's Rank Correlation test, Goldfeld-Quandt test, test 

Breusch-Pagan-Godfrey, or White's General Heteroscedasticity 

Test (White test). In this study, the test which used is the 

Glejser which by regress the independent variables to the 

residual values with the help of the EViews 7.0 software. If the 

regression results found no significant independent variable 

affecting the residual value so the model does not have the 

problem of heteroscedasticity. If there is a significant 

independent variable, then can be concluded that there is a 

problem of heteroscedasticity in the model. If the regression 

model has heteroscedasticity problem, it can be overcome by 

using GLS Weights Cross-section weight or SUR. 

2. Autocorrelation Test 

Autocorrelation is defined as the correlation between 

members of a series of observations which are sorted by time 

(time series) or space (cross-sectional). Classical linear 

regression model assumes that there is no such autocorrelation 

in the disturbance or ui. So the release of the autocorrelation 
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assumptions indicated by the error value having zero mean and 

constant variants. The presence of autocorrelation will result in 

the model being inefficient though not biased and inconsistent. 

Autocorrelation resulting standard errors estimation and 

variance coefficients of the regression obtained be 

underestimates, so lead a large value of R-squared but the t-

statistic and F-statistic test is invalid. So the model is also called 

the spurious OLS regression or false. The presence of strong 

autocorrelation which also resulted in two unrelated variables 

become related. Autocorrelation detection approach can use 

DW (Durbin-Watson) where in the EViews software can be 

seen by comparing the DW-stat with DW-table. The rules of the 

test is as follows: 

0 < d < dL: reject H0, there is a positive autocorrelation 

dL ≤ d ≤ dU: zone of indecision, no decision 

dL < d < 4 - dU: accept H0, there is no autocorrelation 

4 - dU ≤ d ≤ 4 - dL: zone of indecision, no decision 

4 - dL < d < 4: reject H0, there is negative autocorrelation 

3. Multicollinearity Test 

Multicollinearity means that the linear relationship is 

perfect or near perfect in between or all independent variables 

that it is difficult to separate the influence of these variables on 

the dependent variable individually. Definite linear relationship, 

is said to occur if: 

1.X1 + 2.X2 + ...  +k.Xk = 0 
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The impact of the presence of multicollinearity in multiple 

linear regression model expressed by Gujarati (2004 : 350), as 

follows: 

1. Although the OLS estimators are BLUE, but it has big 

variances and covariances so difficult to get a precise 

estimate. 

2. As a result of the OLS estimator has big variances and 

covariances, causing confidence intervals will tend to be 

wider, thus leading to the acceptance of H0 or lead 

independent variables are not statistically significantly 

affect the dependent variable. 

3. Also because OLS estimator has big variances and 

covariances, the calculated value of t test statistic will be 

small so as to make the independent variables are not 

statistically significantly affect the dependent variable. 

4. Although partially independent variable has no effect on the 

independent variable by t test, but the coefficient of 

determination (R - squared) can be very high. 

5. OLS estimator and standard error can be sensitive to small 

changes in the data. 

Some indicators in detecting the presence of 

multicollinearity, including (Gujarati, 2004): 

1. The R-squared value is too high, (more than 0.8) but no or 

few significant t-statistics. 

2. Value of F-statistic is significant, but the t-statistics of each 

of the independent variables are insignificant. 
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To test the multicollinearity problem can be checked from the 

correlation matrix of independent variables, if there is a 

correlation coefficient of more than 0.80 then there is 

multicollinearity. If the value of the correlation coefficient 

between the independent variables under 0.80 then there is no 

multicollinearity problem in the data used in the study. 

Conversely, if the coefficient of correlation was found to exist 

between the independent variables above 0.80 then there is a 

problem multicollinearity on the data used. 

4. Normality Test 

Normality test is used to test whether the error term of 

dependent variable and independent variables in the regression 

model have normal distribution or not. Regression model is 

good to have a normal error term distribution or near normal. 

H0 : error term is normally distributed 

H1 : error term is not normally distributed 

If Jarque Bera (JB) > Χ2 df = k or Probability (P-Value) < α 

(significance level used) then H0 is rejected, meaning that the 

error term is not normally distributed. If Jarque Bera (JB) < Χ2 df 

= k or Probability (P-Value) > α then H0 is accepted, it means 

error term normally distributed. If Jarque Bera (J-B) > Χ2 df = k or 

Probability (P-Value) < α then H0 is rejected, it means error term 

is not normally distributed. If Jarque Bera (J-B) < Χ2 df = k or 

Probability (P-Value) > α then H0 accepted, error term is 

normally distributed. 
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CHAPTER IV 

RESULT AND DISCUSSION 

 

4.1. Result 

In this chapter will present the results of research. This research 

focuses on investment sector particular real investment sector as the 

research object. Which the author wants to see how the influence of 

macroeconomic variables on domestic investment in ASEAN 5 countries 

namely Indonesia, Malaysia, Philippines, Singapore, and Thailand within 

2003 to 2012 period. And to determine how the influence of 

macroeconomic variables in this research, the author use variables such 

as real GDP, inflation, foreign direct investment (FDI), and business 

regulation. The use of these variables as indicators of the limits of 

economic conditions as an indicator that may encourage, change the 

output or efficiency of economic growth through domestic investment 

performance. 

 
4.1.1. Statistic Descriptive 

Statistics are used to determine the character of the samples used 

in the research to describe the characteristics of the samples used are 

listed in Table 4.1 below: 

Table 4.1: Descriptive Statistic 

 BUSREG FDI GDP INFDEF DINV 
      
      

 Mean  9.720000  9.44E+09  1.61E+11  4.724757  4.37E+10 

 Median  10.00000  5.93E+09  1.46E+11  4.152378  3.99E+10 

 Maximum  18.00000  5.18E+10  3.11E+11  18.14975  1.19E+11 

 Minimum  3.000000 -4.48E+08  9.07E+10 -5.992201  1.49E+10 

 Std. Dev.  4.540251  1.24E+10  5.15E+10  4.148440  2.36E+10 

 Jarque-Bera  2.142669  67.78084  11.62391  12.99300  24.06170 

 Probability  0.342551  0.000000  0.002992  0.001509  0.000006 

 Observations  50  50  50  50  50 
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Table 4.1 presents the descriptive statistics of variables which are 

used in this research. From table 4.1 can be explained that DINV (Y) as 

Domestic Investment variable as over the period has mean value of 

4.37E+10 with standard deviation of 2.36E+10 in the 50 cases. Real GDP 

which is denoted by GDP (X1) over the period of 2003-2012 has mean 

value of 1.61E+11 with standard deviation of 5.15E+10 in the 50 cases. 

INFDEF (X2) which represents the Inflation variable over the period has 

mean value of 4.724757 with standard deviation of  4.148440 in the 50 

cases. And FDI (X3) as Foreign Direct Investment variable over the period 

has mean value of 9.44E+09 with standard deviation of 1.24E+10 in the 

50 cases. While BUSREG (X4) as the Business Regulation variable over 

the period has mean value of 9.720000 with standard deviation of 

4.540251 in the 50 cases. 

As shown in the table 4.1, the median of DINV is 3.99E+10 means 

that an half of ASEAN 5 countries have value of DINV above 3.99E+10 

and half of the countries have value of DINV at below 3.99E+10. And the 

median of GDP is 1.46E+11 means that a half of ASEAN 5 countries have 

value of GDP above 1.46E+11 and half of the countries have value of 

GDP at below 1.46E+11. While the median of INFDEF is 4.152378 means 

that an half of ASEAN 5 countries have value of INFDEF above 4.152378 

and half of the countries have value of INFDEF at below 4.152378. For 

the median of FDI is 5.93E+09 means that an half of ASEAN 5 countries 

have value of FDI above 5.93E+09 and half of the countries have value of 

FDI at below 5.93E+09. And the median of BUSREG is 10.00000 means 

that an half of ASEAN 5 countries have value of BUSREG above 

10.00000 and half of the countries have value of BUSREG at below 

10.00000. 
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DINV has a maximum value of 1.19E+11, and the minimum value 

of 1.49E+10. And GDP has the maximum value of 3.11E+11, while the 

minimum value is 9.07E+10. For INFDEF, it has a maximum value of 

18.14975 and the minimum value is -5.992201. For FDI, the maximum 

value is 5.18E+10, and the minimum value is -4.48E+08. While BUSREG 

has maximum value of 18.00000, and has minimum value of 3.000000 

By hypothesis H0: residual distribution is normally distributed, with 

a probability value of Jarque-Bera and significance level of 95% or (α) = 

0.05, determined that the residual of BUSREG is not normally distributed. 

While the residuals of other variables namely DINV, GDP, INFDEF, and 

FDI are normally distributed. 

4.1.2. The Effect of Real GDP to Domestic Investment 

The results of the model regression analysis of domestic 

investment in ASEAN 5 shows that real GDP in the period of 2003-2012 

has significant positive effect on domestic investment where this is 

consistent with the initial hypothesis of this research. From the results of 

the regression analysis showed that real GDP coefficient is 0.617574, 

which means that if the real GDP increases by 1 million, the value of 

domestic investment in ASEAN 5 would increase by 0.617574 million, 

assuming ceteris paribus. With a probability value of 0.0000, real GDP 

statistically has significant effect on domestic investment at 95 percent 

confidence level (α = 0.05).  

According to existing theories and some researches found that 

real GDP is possitively affecting domestic investment growth and it is 

proved particularly in the ASEAN 5 countries in 2003-2012 as the scope 

of the research. When the output increased, it prompts the investment 
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because of the demand increased. To fulfil the demand excess, investors 

need to cover it by increasing their production scale by adding more 

capitals. In other side, also the higher income tends investor to spend 

their funds to more productions by doing more investments in the 

assumption of consumption is constant. This is a chance for investors to 

develop more their industries and expand the revenues when they gain 

more income. This effect might be a multiplier effects as well for the 

economic development, which through the process of job creation which 

will reduce the unemployement by add more investment as a result of 

economic development can directly improve the level of next national 

income. Conversely, if real GDP decline, which means that output is less 

because of less demand or because of the income decline tend to low 

investment level. 

4.1.3. The Effect of Inflation to Domestic Investment 

The results of the model regression analysis of domestic 

investment in ASEAN 5 shows that the effect of inflation in the period of 

2003-2012 even though it is negative but it is insignificant effect on 

domestic investment, means that this is inconsistent with the initial 

hypothesis of this research. From the results of the regression analysis 

showed that inflation coefficient is -27135083, but the probability value is 

0.8215. So inflation statistically has insignificant effect on domestic 

investment at 95 percent confidence level (α = 0.05).  

According to existing theories and some researchers who 

expressed, that inflation has a negative impact on domestic investment 

growth particularly in the ASEAN 5 countries, namely Indonesia, Malaysia, 

the Philippines, Singapore and Thailand. Price increases in particular 
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indicated by the GDP deflator where price increases are measured from 

the base price changes all the new goods, locally produced goods, 

finished goods and services increase the cost of domestic investment.  

But in the case of ASEAN 5 markets, inflation is not a big deal for 

most investors so even though there is an increase in the whole prices but 

the motivation of investors to execute their funds is not affected. This kind 

of symptom might be caused by the inflation rates in ASEAN 5 countries 

are still lower relatively than the inflation rates in other countries or even 

than the expectations of the investors. Therefore, despite the increase in 

the inflation rate, investors keep add more investments with consideration 

of the expected of return or profit rate is still higher than the rate of 

inflation.  

4.1.4. The Effect of Foreign Direct Investment on Domestic Investment 

It is known from the result of the model regression analysis of 

domestic investment in ASEAN 5 shows that foreign direct investment 

(FDI) in the period 2003-2012 has negative and significant effect on 

domestic investment which is consistent with the initial hypothesis of this 

research. From the results of the regression analysis showed the value of 

the coefficient of FDI amounting to -0.281657, which means that if FDI 

increased by 1 million, the level of domestic investment in ASEAN 5 will 

decrease by 0.281657 million, assuming ceteris paribus. Effect of FDI is 

statistically significant to domestic investment at 95 percent confidence 

level (α = 0.05) with a probability value of 0.0001. 

The finding concludes that FDI in ASEAN 5 has crowd-out effect, 

which FDI and domestic investment is substitutionary. There are some 

factors which potentially underlying this effect. The first one is the 
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possibility of a phenomenon that domestic investors do not have a 

competitive position to be able to compete with foreign investors 

especially if related to the governance and political stability. Some 

research found that if a country's political runs stable condition will cause 

a decrease in the current level of domestic investment when FDI 

increased. As we know that the political stability in the each ASEAN 5 

countries are not moving fluctiative and relatively safer than other 

developing countries. 

4.1.5. The Effect of Business Regulation on Domestic Investment 

For business regulation variable, the results of the model 

regression analysis of domestic investment in ASEAN 5 found that the 

effect of business regulation in the period 2003-2012 is negative and 

significant on domestic investment which is consistent with the hypothesis 

in this research. From the results of the regression analysis showed the 

value of the coefficient of business regulation of -4.59E+08, which means 

that if business regulation increased by 1 procedure, the level of domestic 

investment in ASEAN 5 will decrease by 4.59 million, assuming ceteris 

paribus. Effect of business regulation is statistically significant to domestic 

investment at 90 percent confidence level (α = 0.10) with a probability 

value of 0.0646. 

 From the analysis, demonstrated that the greater number of 

procedures that must be met by domestic investors in the five countries of 

ASEAN 5 as the regulation of investment will lead to increasingly lower 

levels of investment in these countries. This symptomp might be happen 

because of there is some potential costs in terms of expense and or 

opportuity cost because of time wasted. This is certainly a very important 
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factor for the government to formulate policies related to investment in 

their respective countries. Where, regulation and bureaucracy that is 

simpler to attract more investors because it will be easier for them. 

4.2. Hypothesis Test 

In this research which analyzing the effects of real GDP, inflation, 

foreign direct investment, and business regulation on domestic investment 

in ASEAN 5 is done by using the method of Panel Least Squares, the 

data obtained were processed using Microsoft Office Excel 2013 software 

and later processed results are processed and tested by using the Eviews 

7.0 software to determine the effect and significance of the independent 

variables on the dependent variable. In the Panel Least Squares, there 

are three models which needed to run, namely Common Effects, Fixed 

Effects and Random Effects models. And then will be chosen the best 

model by using Chow Test and Hausman Test. The process is started by 

executing the data with Common Effects model, which the result can be 

seen in the following table: 

 
Table 4.2: Common Effects Model Estimation Result 

     
     

Variable Coefficient Std. Error t-Statistic Prob.   
     
     

C -8.57E+09 5.82E+09 -1.473526 0.1476 

GDP 0.430644 0.023913 18.00894 0.0000 

INFDEF -7.57E+08 3.05E+08 -2.480576 0.0169 

FDI -0.240995 0.107715 -2.237329 0.0303 

BUSREG -1.16E+09 3.23E+08 -3.575398 0.0008 
     
     

R-squared 0.915119     Mean dependent var 4.37E+10 

Adjusted R-squared 0.907574     S.D. dependent var 2.36E+10 

S.E. of regression 7.16E+09     Akaike info criterion 48.31677 

Sum squared resid 2.31E+21     Schwarz criterion 48.50797 

Log likelihood -1202.919     Hannan-Quinn criter. 48.38958 

F-statistic 121.2879     Durbin-Watson stat 0.737858 

Prob(F-statistic) 0.000000    
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And then, run the Fixed Effects Model which resulting the following table: 

 
Table 4.3: Fixed Effects Model Estimation Result 

     
     

Variable Coefficient Std. Error t-Statistic Prob.   
     
     

C -5.29E+10 1.07E+10 -4.948234 0.0000 

GDP 0.646117 0.041437 15.59289 0.0000 

INFDEF -17796195 2.62E+08 -0.067950 0.9462 

FDI -0.387941 0.128168 -3.026817 0.0043 

BUSREG -3.77E+08 5.75E+08 -0.654532 0.5164 
     
     

R-squared 0.960600     Mean dependent var 4.37E+10 

Adjusted R-squared 0.952913     S.D. dependent var 2.36E+10 

S.E. of regression 5.11E+09     Akaike info criterion 47.70927 

Sum squared resid 1.07E+21     Schwarz criterion 48.05344 

Log likelihood -1183.732     Hannan-Quinn criter. 47.84033 

F-statistic 124.9522     Durbin-Watson stat 0.749006 

Prob(F-statistic) 0.000000    
     
     

 

After get the Fixed Effects model result, it is needed to be tested to find 

whether the best model is Common Effects or Fixed Effects model. The 

Chow Test result is shown in the below: 

 
Table 4.4: Chow Test Estimation Result 

     
     

Effects Test Statistic   d.f.  Prob.  
     
     

Cross-section F 11.832275 (4,41) 0.0000 

Cross-section Chi-square 38.374877 4 0.0000 
     
     

 

As shown on the Table 4.4 that the P-value of Cross-section F and Cross-

section Chi-square are significant at level of confidence of 95 percent or α 

= 0.05. With using the hypotheses of 

H0 = using Common Effects Models 

H1 = using Fixed Effects Model 
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means that H0 is rejected and H1 is accepted. So Fixed Effects model is 

better than Common Effects model. But it is not just stop here, because 

there is one more model testing to see whether Fixed Effects model is 

better than Random Effects model or not. So the next process needed is 

running the Random Effects model, which the result is shown in the 

following table: 

  

Table 4.5: Random Effects Estimation Result 

     
     

Variable Coefficient Std. Error t-Statistic Prob.   
     
     

C -8.57E+09 4.15E+09 -2.064445 0.0448 

GDP 0.430644 0.017068 25.23096 0.0000 

INFDEF -7.57E+08 2.18E+08 -3.475347 0.0011 

FDI -0.240995 0.076883 -3.134552 0.0030 

BUSREG -1.16E+09 2.31E+08 -5.009219 0.0000 
     
     
 Effects Specification   

   S.D.   Rho   
     
     

Cross-section random 0.000000 0.0000 

Idiosyncratic random 5.11E+09 1.0000 
     
     
 Weighted Statistics   
     
     

R-squared 0.915119     Mean dependent var 4.37E+10 

Adjusted R-squared 0.907574     S.D. dependent var 2.36E+10 

S.E. of regression 7.16E+09     Sum squared resid 2.31E+21 

F-statistic 121.2879     Durbin-Watson stat 0.737858 

Prob(F-statistic) 0.000000    
     
     
 Unweighted Statistics   
     
     

R-squared 0.915119     Mean dependent var 4.37E+10 

Sum squared resid 2.31E+21     Durbin-Watson stat 0.737858 
     
     

 

After generated the Random Effects estimation result, it is needed to 

check which model is better to be used between Fixed Effects and 

Random Effects model. To check which model is better between Fixed 
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Effects and Random Effects model, Hausman Test run and resulting the 

following result: 

 
Table 4.6: Hausman Test Estimation Result 

     
     

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

     
     

Cross-section random 47.329100 4 0.0000 
     
      

As shown on the Table 4.6 that the P-value of Cross-section random is 

significant at level of confidence of 95 percent or α = 0.05. With using the 

hypotheses of: 

H0 = using the Random Effects Model 

H1 = using the Fixed Effects Model 

concluded that H0 is rejected and H1 is accepted, means Fixed Effects is 

better model than Random Effects. So in this research, the model which 

will be used is Fixed Effects model. And the next process needed is 

Classical Assumption Tests to see whether the last model is BLUE or not. 

 
4.2.1. Classical Assumption Test 

In order to determine whether the classsical assumptions have 

been fulfilled in the model formed, it is necessary to set the following 

Classical Assumption Tests consist of Heteroscedasticity Test, 

Autocorrelation Test, Multicollinearity Test, and Normality Test. 

4.2.1.1. Heteroscedaticity Test 

To detect whether there is an indication of heteroscedasticity in 

the model in which statistical testing is necessary in this research 

using Glejser Heteroscedasticity Test which with the help of Eviews 

7.0 software to regress the independent variables on the residual 
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value. Regarding that, the Glejser Heteroscedasticity Test of the 

model in this research resulting an estimation as follows: 

 
Table 4.7: Glejser Heteroscedasticity Test 

     
     

Variable Coefficient Std. Error t-Statistic Prob.   
     
     

C -6.94E+19 2.32E+19 -2.987124 0.0045 

GDP 3.20E+08 95502415 3.349589 0.0016 

INFDEF -2.59E+18 1.22E+18 -2.123113 0.0393 

FDI 4.79E+08 4.30E+08 1.114457 0.2710 

BUSREG 4.84E+18 1.29E+18 3.751793 0.0005 
     
     

R-squared 0.308469     Mean dependent var 2.14E+19 

Adjusted R-squared 0.246999     S.D. dependent var 3.30E+19 

S.E. of regression 2.86E+19     Akaike info criterion 92.53278 

Sum squared resid 3.68E+40     Schwarz criterion 92.72398 

Log likelihood -2308.319     Hannan-Quinn criter. 92.60559 

F-statistic 5.018247     Durbin-Watson stat 1.127377 

Prob(F-statistic) 0.001975    
     
     

 

So from the output in Table 4.7 above, it can be seen that there is a 

significant independent variable coefficients which is real GDP and 

Inflation, then so can we conclude that there is a problem of 

heteroscedasticity in the model. Due to there is a problem of 

heteroscedasticity in the model, so needed to be resolved by using 

GLS Weights Cross-section weight or SUR. Which resulting the 

following estimation: 

 
Table 4.8: Fixed Effects model with GLS Cross-section SUR 

     
     
 Coefficient Std. Error t-Statistic Prob.   
     
     

C -4.85E+10 4.67E+09 -10.38914 0.0000 

GDP 0.617574 0.020197 30.57679 0.0000 

INFDEF -27135083 1.19E+08 -0.227115 0.8215 

FDI -0.281657 0.063092 -4.464245 0.0001 

BUSREG -4.59E+08 2.42E+08 -1.899047 0.0646 
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Weighted Statistics 

     
     

R-squared 0.978883     Mean dependent var 17.90106 

Adjusted R-squared 0.974763     S.D. dependent var 11.30852 

S.E. of regression 1.065636     Sum squared resid 46.55878 

F-statistic 237.5753     Durbin-Watson stat 1.823793 

Prob(F-statistic) 0.000000    
     
     
 Unweighted Statistics   
     
     

R-squared 0.959711     Mean dependent var 4.37E+10 

Sum squared resid 1.10E+21     Durbin-Watson stat 0.667296 
     
     

 

So, the author uses GLS Weights Cross-section SUR and then 

needed to be re-tested by the Glejser Heteroscedasticity Test check 

whether there is still consisting heteroscedasticity or not. The second 

Glejser Heteroscedasticity Test estimation obtained the following 

output: 

   
Table 4.9: Glejser Heteroscedasticity Test after GLS 

     
     
 Coefficient Std. Error t-Statistic Prob.   
     
     

C 1.66E+08 3.99E+09 0.041446 0.9671 

GDP 0.004693 0.016411 0.285978 0.7762 

INFDEF -73935043 2.10E+08 -0.352829 0.7259 

FDI -0.031511 0.073923 -0.426272 0.6719 

BUSREG -28200727 2.22E+08 -0.127183 0.8994 
     
     

R-squared 0.007740     Mean dependent var -1.14E-07 

Adjusted R-squared -0.080461     S.D. dependent var 4.73E+09 

S.E. of regression 4.92E+09     Akaike info criterion 47.56382 

Sum squared resid 1.09E+21     Schwarz criterion 47.75502 

Log likelihood -1184.095     Hannan-Quinn criter. 47.63663 

F-statistic 0.087751     Durbin-Watson stat 0.728630 

Prob(F-statistic) 0.985820    
     
     

As seen that there is no significant independent variable coefficients 

anymore, then concluded that there is no problem of 
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heteroscedasticity in the model which model used now is Fixed GLS 

Weights Cross-section SUR model. 

 
4.2.1.2. Autocorrelation Test 

Autocorrelation detection can use DW (Durbin-Watson) 

approach where in the EViews program can be seen by comparing 

the DW-stat with DW-table with the following hypotheses: 

H0 : there is no autocorrelation 

H1 : there is autocorrelation 

The rules of the test is as follows: 

0 < d < dL : reject H0, there is positive autocorrelation 

dL ≤ d ≤ dU : zone of indecision, no decision 

dL < d < 4 – dU : accept H0, there is no autocorrelation 

4 – dU ≤ d ≤ 4 – dL : zone of indecision, no decision 

4 – dL < d < 4 : reject H0, there is negative autocorrelation 

Table 4.10: Autocorrelation Durbin-Watson Test 

S.E. of regression 1.065636     Sum squared resid 46.55878 

F-statistic 237.5755     Durbin-Watson stat 1.823793 

Prob(F-statistic) 0.000000    

 

Based on the estimation results which is presented in Table 4.10, in 

the domestic investment model used in this research note that the 

DW-stat value of 1.823793 which is in greater than dU value of 1.7214 

and close to value of 2, meaning that there is no autocorrelation in the 

model used in this research. 

4.2.1.3. Multicollinearity Test 

To detect the presence of multicollinearity in the multiple linear 

regression model, it is needed to see the correlation matrix of 
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independent variables, if there is a correlation coefficient of more than 

0.80 then there is multicollinearity (Gujarati, 2004). 

Table 4.11: Multicollinearity Test 

 GDP INFDEF FDI BUSREG 
     
     

GDP  1.000000  0.423695 -0.001024 -0.183464 

INFDEF  0.423695  1.000000 -0.248926  0.324683 

FDI -0.001024 -0.248926  1.000000 -0.632748 

BUSREG -0.183464  0.324683 -0.632748  1.000000 
 

From the Table 4.11, can be seen the value of the correlation 

coefficient between the independent variables are under 0.80 so that 

the data in this research does not occur multicollinearity problem. 

 
4.2.1.4. Normality Test 

Normality test is used to test whether the error term of 

dependent variable and independent variables in the regression 

model have normal distribution or not. Then the hypotheses used in 

this test is as follows: 

H0 : error term is normally distributed 

H1 : error term is not normally distributed 

If Jarque Bera (J-B) > Χ2 df = k or Probability (P-Value) < α then H0 is 

rejected, it means error term is not normally distributed. If Jarque 

Bera (J-B) < Χ2 df = k or Probability (P-Value) > α then H0 accepted, 

error term is normally distributed. From the histogram in Figure 4.1 

is known that the value of J-B is 0.522232 while the Χ2 value by 

looking at the number of independent variables that we use in 

this case is 4 independent variables and the significant value 

that we use in this case is 0.05 or 5% at 9.48773. This means 
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value of J-B is smaller than the value Χ2 (0.522232 < 9.48773) 

and the P-Value = 0.770192 > 0.05. 

Figure 4.1: Normality Test 
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Therefore we can conclude that H0 is accepted, meaning that the 

error term is normally distributed in this research. 

4.2.2. Statistical Test 

From the last results Classical Assumption Tests, concluded that 

the model used in this research is Fixed Effects model with GLS Cross-

section SUR, so the domestic investment model estimation in ASEAN 5 

can be seen in the following table: 

 
Table 4.12: Domestic Investment Model Regression Result 

     
     
 Coefficient Std. Error t-Statistic Prob.   
     
     

C -4.85E+10 4.67E+09 -10.38914 0.0000 

GDP 0.617574 0.020197 30.57679 0.0000 

INFDEF -27135083 1.19E+08 -0.227115 0.8215 

FDI -0.281657 0.063092 -4.464245 0.0001 

BUSREG -4.59E+08 2.42E+08 -1.899047 0.0646 
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Weighted Statistics 

     
     

R-squared 0.978883     Mean dependent var 17.90106 

Adjusted R-squared 0.974763     S.D. dependent var 11.30852 

S.E. of regression 1.065636     Sum squared resid 46.55878 

F-statistic 237.5753     Durbin-Watson stat 1.823793 

Prob(F-statistic) 0.000000    
     
     
 Unweighted Statistics   
     
     

R-squared 0.959711     Mean dependent var 4.37E+10 

Sum squared resid 1.10E+21     Durbin-Watson stat 0.667296 
     
     

 

The results of the regression analysis from the Table 4.12 can be made to 

an equation as follows: 

DINV = – 4.85E+10 + 0.617574 GDP – 27135083 INFDEF – 

 0.281657 FDI – 4.59E+08 BUSREG + et 

Constanta value (C) = – 4.85E+10 means that if GDP = INFDEF = FDI = 

BUSREG = 0, the value of DINV = – 4.85E+10 

And then performed the statistical tests and tests of significance to 

determine the effect and significance of the independent variables on the 

dependent variable. 

 
4.2.2.1. Partial Significance Test 

Partial significance test is done to see how much the 

relationship of each independent variable regression coefficient on 

the dependent variable. Hypotheses used are: 

H0: 1  = 0 (there is no influence of the independent variable on the 

dependent variable). 

H1: 1   0 (there is an influence of independent variable on the 

dependent variable). 
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Results of model regression show that all independent variables, 

namely Real GDP, Inflation, Foreign Direct Investment, and Business 

Regulation have different of significance effects on the Domestic 

Investment dependent variable. Real GDP independent variable 

partially has significant effect on Domestic Investment dependent 

variable which is shown by the t-statistic of 30.57679 which is greater 

than t-table value of 2,014103 and P-value of 0.0000 so that H0: 1  = 

0 is rejected and H1: 1   0 is accepted by α = 0,05 or by 95 percent 

level of confidence. Inflation independent variable is partially not 

significant affecting Domestic Investment shown by the t-statistic of -

0.227115 which is greater than t-table value of -2,014103 and P-

Value of 0.8215 so that H0: 1  = 0 is accepted and H1: 1   0 is 

rejected by α = 0,05 or by 95 percent level of confidence. 

And partially Foreign Direct Investment independent variable 

has a significant effect on the dependent variable domestic 

investment as the value of t-statistic is -4.464245 which is smaller 

than t-table value of -2,014103 and P-Value of 0.0001 so that H0: 1  

= 0 is rejected and H1: 1   0 is accepted by α = 0,05 or by 95 

percent level of confidence, which means Foreign Direct Investment 

independent variable have an influence on the Domestic Investment 

dependent variable. Business Regulation independent variable which 

has value of the t-statistic of -1.899047 which is smaller than t-table 

value of -1,679427 and P-Value of 0.0646 so that H0: 1  = 0 is 

rejected and H1: 1   0 is accepted by α = 0,10 or by 90 percent level 

of confidence, which means variable Business Regulation has 

influence on the Domestic Investment dependent variable. 
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4.2.2.2. Model Significance Test 

Model Significance Test is done through the F test in which to 

determine whether all the independent variables simultaneously have 

an influence on the dependent variable. Hypotheses used to test it 

are: 

H0 : there is no influence of the independent variables simultaneously 

to dependent variable. 

H1 : there is influence of the independent variables simultaneously to 

dependent variable. 

Shown in the Table 4.12 that Domestic Investment model in this 

research has an F-statistic value of 237.5753 where the value is 

greater than the F-table value of 2.60. Due to F-statistic > F-table 

then H0 is rejected and H1 is accepted. This means that the Real GDP, 

Inflation, Foreign Direct Investment, and Business Regulation 

variables simultaneosly affect the Domestic Investment dependent 

variable at 95 percent confidence level. 

 
4.2.2.3. Coefficient of Determination (R-squared) 

The coefficient of determination serves to explain how large a 

proportion of the independent variables simultaneously can explain 

the variation in the dependent variable. R-squared has a value 

between 0 and 1 (0 < R-squared < 1). The higher the R-squared 

value, the greater the ability of the model to explain the variation 

changes in the dependent variable due to the influence of the 

independent variables and vice versa. Based on the results of the 

calculation of the domestic investment models regression in Table 

4.12 note that the value of the coefficient of determination (R-
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squared) is 0.978883. This means that 97.8883 percent change in the 

value of domestic investment in ASEAN 5 is simultaneously able to 

be explained by the independent variables used in the model, ie real 

GDP, inflation, foreign direct investment, and business regulation. 

While the rest of 2.1117 percent can be explained by other variables 

not included in the model in this research. 

 
4.3. Discussion 

4.3.1. Domestic Investment Growth in ASEAN 5 

ASEAN is considered as a middle-income region, which the 

nominal per-capita GDP of the ASEAN 5 countries were recorded at USD 

4,500 in 2011. The proportion of investment in ASEAN 5 exeeded the 

domestic savings in the 1990s, which the ratio of investment in the 

ASEAN 5 was around 30-40 percent of GDP. And those large size of 

investments were funded by “hot money” till the Asian financial crisis rose 

in the 1997-1998. And that proportion was changed abruptly after the 

Asian financial crisis which dropped to 20-30 percent of GDP. However, 

the economic development of the ASEAN countries in the 2003 to 2012 

period fairly well by showing a positive trend. Aggregate GDP for the 10 

countries in Southeast Asia is forecast to accelerate to 5.2 percent from 

4.6 percent last year. This is a good singal for most investors to build 

businesses in the ASEAN region, especially in ASEAN 5 countries. 

Moreover, investment trend in the ASEAN 5 countries is showing a 

positive trend. Indonesia record the highest level of domestic investment 

compare to the other ASEAN 5 countries. Thailand is the second highest 

while domestic investment level in Malaysia and Singapore are quite the 
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same in the third highest. And the last is the Philippines which shown that 

has lowest domestic investment level than the others. 

Strong growth in fixed capital investment shown an optimist 

development in the five of the bigger economies in ASEAN. The 

Indonesian government has promoted fiscally conservative policies, which 

resulting a low debt-to-GDP ratio, fiscal deficit and manageable rate of 

inflation. It helped the investment rate growth rapidly till the highest in 

2012. In order to support the ASEAN’s goal of liberalising trade and 

investment, government has set out Acceleration and Expansion of 

Indonesian Economic Development master plan until 2025. By expanding 

the stimulation of investment in Indonesia’s six economic provinces 

consisting Sumatra, Java, Kalimantan, Sulawesi, Bali-Nusa Tenggara and 

Papua-Maluku on its growing industries such as mining, energy, 

agriculture, industry, marine, tourism, and telecoms. And the government 

has established a Government and Private Sector Cooperation Centre in 

order to facilitate more cooperations in infrastructure projects between the 

Government and private sectors as infrastructure investment is also need 

to be improved in Indonesia. The growth in investment is expected to be 

sustained through the improved business climate, moderate inflation, 

reduced income tax, growth in bank credit, low interest rates, and the 

development of infrastructure. Which it is expected benefit the growth in 

employment 

The same in Thailand, government has ramped up the spending 

on infrastructure and succeed improved the investment environment. The 

fiscal stimulus gave meaningful as a trigger for the domestic investment. 

Even though there was flood in the late 2011 which disrupted the 

economy by closing down hundreds of plants, but the investment and 
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private consumption succeed rebounded from a steep drop in 2011. And 

this moment was utilized by the government to increase the public 

investment on flood prevention and water management which funded by 

off-budget borrowing. Recorded that Thailand has the second lowest 

corporate tax rate in the ASEAN. The government has reduced the 

corporate income tax rate from the 30 percent to 23 percent in 2012 and 

will be made to 20 percent in 2014/15. This policy of course will affect the 

level of domestic investment which will promote more investments. 

The economic growth of Malaysia in 2012 was also supported by 

fiscal stimulus, and the increase of fixed investment as well brisk 

consumption spending. Both private and public sector investment 

increased. Investment in fixed capital accelerated to give more 

contribution to GDP growth than the private consumption. While in the 

Philippines, the growth of economy was supported by the buoyant private 

consumption, higher fixed capital investment and exports. In the other 

side, the government’s public–private partnership projects were slower. 

Infrastructure of the Philippines is still in under-developed in many parts of 

the country, thus the government is committed to increase infrastructure 

investments.  

Even though Singapore is one of the smallest countries in the 

world also in ASEAN, but Singapore is counted as a developed economy 

in the world today. And Singapore is recognized as the most open in 

economy. Singapore succeed to grow the economy size through the 

performance in free-trade and supported by highly educated human 

capital and efficient. By having the first rank in Asia for the most 

transparent country in Asia, tends to build the foreign investor's trust to 

flow their investments in Singapore. Singapore has the fewest business 



86 

 

regulation in terms of the number of procedures to start a new business, 

especially supported by its rank by having the least corruption in its 

economy. This strength makes Singapore has the composition of FDI 

higher than the domestic investment itself. And makes the domestic 

investors tend to invest abroad outside the country. With high developed 

investment climate and supportive infrastructure, the FDI inflows in 

Singapore also affecting its wage scales, cost of living and cost of doing 

business are considerably higher than the other ASEAN countries. 

Overall, ASEAN 5 countries are able to present great opportunities 

for business and investment. By seeing the good economic climate 

explained above, ASEAN 5 should can rely on domestic resources 

specifically investment as instruments of economic growth. This is very 

important to strengthen the domestic investment in order to welcome the 

ASEAN Economic Community (AEC) in 2015 which was initiated in 2007 

in order to create a single market, which will enable a single market to 

overcome a free flow of goods, services, including investment and a free 

flow of capital also labor. By establishing the AEC which is more focused 

on removing trade and other business barriers between the member 

nations, so it is needed to improve each country’s production capacity by 

improving the domestic investment sector. The another reason why it is 

needed to strengthen the domestic investment because there are more 

free trade agreements between the ASEAN with the other countries such 

as China, Japan, India, Korea, Australia and New Zealand, etc. People 

are doing FDI so much considering that the international trade cost is 

expensive. But in the next years probably FDI flows will decrease because 

of there is free trade framework which ease the trade restriction. 
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4.3.2. Real GDP and Domestic Investment in ASEAN 5 

If relate the correlation between national income and investment, 

domestic investment is considered as important source of economic 

growth. So this is very important to be considered by the economic actors 

as well the policy makers that domestic investment must be included in 

the investment policies making or reformation. The whole ASEAN 5 

countries recorded an average growth of investment of 11 percent 

annually. And this good climate has supported the economic growth of the 

whole ASEAN 5 countries which in average increased 8 percent annually. 

Domestic investment gains a dual impact in the economy which are as a 

part of aggregate demand and also as enlarges the country's stock of 

productive assets. 

Like as explained before from Anwer and Sampath (1999) that an 

increase in income provide incentive for more savings and turned to more 

investment thus GDP causing more investment. Explored more that the 

saving level of the ASEAN 5 countries averagely at the level of 32 percent 

of GDP per year, and the domestic credit to private sector averagely 

recorded at the level of 76 percent of GDP per year. This means that the 

fund intermediaries in the ASEAN 5 countries are really supportive in 

terms of transforming the income to saving and ultimately lead to more 

loans for investment. Also from the government side, with increase in 

GDP which leads to the increase of the tax revenues, governments are 

able to spend more the revenues on capital expenditure, which increases 

the marginal productivity of capital and labor in private sector, ecouraging 

more investment. Explored more that the ASEAN 5 countries received tax 

revenues averagely 13 percent of GDP and transformed to 70-90 percent 

of Gross Fixed Capital Investment as public investment.  
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More detailed that positive trends of investment ratio to GDP are 

shown by Indonesia and Singapore. Which more detail Indonesia raised 

investment ratio to GDP strongly and very significant. Means that an 

increase in GDP followed by an increase in investment as well. Also did 

by Singapore, the ratio of the investment increased parallel to the 

increase of GDP although in some years such as in 2005 and 2009 had 

dropped. As explained before in Chapter II that an increase in income 

provide incentive for more savings and in turn more investment generated 

thus GDP causing investment. 

While Malaysia and Thailand have average trends which showing 

not really strong allocation of GDP to domestic investment. Special case 

of Malaysia that it has quite fair amount of direct investment abroad to 

several countries. Thailand has longer-term goal of reducing reliance on 

external demand. But this plan will take time and will be more challenging, 

especially there is political uncertainties which impede the government’s 

ability to implement its investment program and other needed structural 

reforms. Long list of homeworks need to be done to reduce the Thailand’s 

dependence on foreign demand include a gradually liberalization of the 

services sector, boosting infrastructure of transportation, reformation in 

the education as well improved access and quality of higher education to 

boost skills of the labor force. But in terms of amount of the domestic 

investment of those two countries are the second and third highest after 

Indonesia. But lowest domestic investment ratio to GDP and declining 

trend is shown by the Philippines as well the Philippines’ domestic 

investment spending is the lowest compared to other four ASEAN 5 

countries. Indeed, investment became an obstacle of the Philippines 
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especially when the growth decelerating. Considering that the level of real 

GDP of the country is not as high as the other counterparts. 

 
4.3.3. Inflation and Domestic Investment in ASEAN 5 

Of course, even though in a good climate of economy, several 

economic variables were showing a fluctuative movement especially 

inflation. Although recorded that inflation in the whole ASEAN 5 countries 

moved averagely around 5 to 6 percent, but some countries were showing 

quite high inflation in several years such as Indonesia and Malaysia. But 

those inflation rates are equal to the economic growth which recorded 

positive year by year. 

One of the main factor which causing inflation does not have 

significant effect on domestic investment in those ASEAN 5 countries is 

because the domestic investment in the most five countries were 

supported by the public capital expenditure dominantly. Based on the Key 

Indicators for Asia and the Pacific 2013 data released by ADB, found that 

the portion of public capital expenditure on domestic investment is around 

70-90 percent in each country. The capital expenditure of government is 

not considering the inflation fluctuation so much because their first 

consideration are to fulfil the public needs and there will be greater social 

cost if the governments postpone or cancel the investment. Moreover 

government is not putting their goals on just profit as priority, but more into 

social benefit and long-term orientation. So if there is a rise in inflation, 

public investment still need to be executed to avoid greater cost in the 

future if it is not executed. The increase of investment cost due to the 

rising in inflation is smaller than the cost incurred in the future if the 

investment delayed or canceled. 
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Samuelson and Nordhaus (1992) conveyed that there is no effect 

of inflation on real output, efficiency, or income distribution if the inflation 

is balanced and anticipated. This condition discribes a condition when 

there is an increase in cost of living balanced with the increase of income 

so there is no gain or loss to different kinds of assets. In other words, 

inflation has no cost on those conditions, balanced and anticipated. So by 

having more output and national income, it prompts the domestic 

investors to increase the investment. So eventhough there is a volatile 

rise in the inflation rate, it is not much affecting the trend of domestic 

investment in ASEAN 5. Inflation was increased pretty much in Indonesia, 

Malaysia, and the Philippines during the global financial crisis in 2008. But 

if compared to the rising of domestic investment in those specific 

countries, those countries have gained an increase of domestic 

investment quite significant. 

Indeed, the effects of inflation are very diverse countries to 

countries. Khan and Senhadji (2001) found an evidence by using data of 

140 countries over 40 years to precisely examine the nonlinear 

relationship between inflation and growth. And concluded that the 

threshold level of inflation above which inflation significantly slows growth 

is estimated at 1–3 percent for industrial countries and 11–12 percent for 

developing countries. So in the developing countries, if inflation rates 

above this threshold are associated with a significant negative effect on 

growth, while inflation rates below 11 percent do not have any significant 

impact. If we take the indirect impact of inflation through the impact of 

national income towards the domestic investment, so inflation does not 

have any meaningful impact to domestic investment level. Especially 
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considering the movement of inflation in the ASEAN 5 averagely at 5-6 

percent annually. 

Another detailed facts from developing Asian countries was 

released by Jongwanich and Park (2008) in their research, which revealed 

that developing Asia’s inflation is mostly caused by the excess aggregate 

demand and inflationary expectations. The surge of aggregate demand 

has generated dispiteous price pressures. While aggregate supply were 

trying to increase the production capacity but could not fulfil the increased 

demand in many Asian countries. While external food and oil price as 

exogenous external shocks did not contribute to inflationary pressures. 

These sources of inflation explain why inflation in the ASEAN 5 as 

developing countries did not have significant effect on domestic 

investment.   

 
4.3.4. Foreign Direct Investment and Domestic Investment in ASEAN 5 

Nowbutsing (2012) has conveyed that “growth effects” from FDI is 

conditional depend on the business environment. If the host country is not 

endowed with adequate human capital, infrastructure, financial 

development, legal environment, etc. Considering that argument, it is 

cannot be denied that most Asian countries especially in the ASEAN 5 

have some bottlenecks in terms of regulatory, human capital, and 

inadequate infrastructure in most sectors. Even though actually 

governments concern very seriously that education is important role for 

the economies. The problem is low supply of highly skilled workers. 

Because the human capital in the countries averagely in the phase of 

developing and learning by doing, rather than generating innovations or 

doing their own research and development. Consequently, there are lack 
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of technology generations to support the domestic investment especially 

in the technology-needed sectors which make our investments are not 

competitive. 

FDI will subtitute the domestic investment especially if compete in 

the same products especially if the restrictive government regulations 

stifle competition and innovation. But it will be complement each other if 

produce different products. Nowbutsing (2012) in his research confirmed 

that crowding-out from foreign to private capital formation may imply that 

domestic firms may struggle to compete with powerful foreign firms. 

Means that local investors have a weakness of responding the 

competitiveness of the foreign firms. And further explained regarding 

foreign and public capital formation relation, confirmed that there is a two-

way crowding-out effects revealed. The trade-off between public 

investment and FDI is interpreted as firstly, if the level of public capital 

formation reflects on the size of government or the extent of government 

intervention or regulation or implying higher tax burden, then high public 

investment may directly or indirectly discourage FDI. The second, if FDI 

represents a means for privatization or outsourcing, then increasing FDI 

provides the opportunity for government to privatise or outsource some of 

its operation so then the public investment will be decreased. 

How was the movement of FDI in the ASEAN countries and the 

relation to the domestic investment in the specific period of 2003-2012? A 

strong evidence how FDI tends to crowd-out the domestic investment is 

shown by Singapore, which the proportion of the investment in the country 

is consisting FDI more than the domestic investment. This case is 

showing an imbalance portion of investment that there is no more space 

for domestic investors in Singapore. That is why most of Singaporean 
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tends to invest abroad out of their country to other countries, which 

recorded a quite high value of USD 354.616 billions and reached higher at 

USD 367.749 billions in 2012. Especially in Singapore, investment 

incentives are designed to encourage foreign companies to undertake 

various economic activities such as high value manufacturing, research 

and development, global trading, finance and treasury management in 

Singapore. Actually, in other four countries, the proportion between the 

FDI and domestic investment are quite proportional relatively to Singapore 

composition. But still, the amount of domestic investment in the other four 

countries are higher than FDI. This case could happens because of the 

government still give more space to the domestic investment through a 

policy that limit the foreign investors to do market expansion to protect the 

domestic entrepreneurs. 

However, FDI inflows are influenced by the government initiatives 

designed to control the inflow of investment. For example in Indonesia, 

some regulations include restrictions around investments with foreign 

shareholders including the percentage of holdings in limited liability or 

Perseroan Terbatas (PT) companies that can be held by foreigners. There 

is “Negative Investment List” set out excluded or restricted investment 

areas which has been prepared by the investment authority. If the other 

governments do not have this kind of policy, if there is imbalance 

alignment, when there is a massive penetration of FDI will lead the crowd-

out of domestic investment, vice versa. Because the governments do not 

have a program how to make the more foreign and local investors able to 

collaborate more. 
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4.3.5. Business Regulation and Domestic Investment in ASEAN 5 

Referring to Dreher and Gassebner (2011) which found that the 

existence of a larger number of procedures required to start a business, 

as well as larger minimum capital requirements are detrimental to 

entrepreneurship. Meaning that more procedures required gain more cost 

which significantly considerated by investors. Moreover tested that 

corruption reduces the negative impact of regulations on entrepreneurship 

in highly regulated economies. Corruption through bribes or “grees 

money” facilitates firm entry which tends to increase the investment cost 

to be more expensive. Based on the Transparency International World 

Ranking of Corruption Perception Index Across ASEAN Countries data of 

2012, the corruption rank of Indonesia at 118th as the highest in ASEAN 5, 

followed by the Philippines at 105th, Thailand at 88th, Malaysia at 54th, and 

Singapore with very less corruption at rank 5th in the world. Investment 

cost burden tends to very high in the four countries except Singapore. The 

Philippines is shown as the lowest level of domestic investment compared 

to the other four countries and it is align with the difficulties of the 

bureaucracy by having the most number of procedures. While Thailand 

set the business regulation very low close to Singapore which gained the 

second highest domestic investment in the ASEAN 5. But different in 

Singapore, even though the business regulations applied very less, the 

domestic investment level moves around Malaysia’s domestic investment. 

As explained before in the FDI section before, the domestic investors in 

Singapore are investing abroad rather than in Singapore because of 

crowded-out by the FDI inflows. 

The five countries have very diverse business regulation policies. 

Which leaded by Singapore as the easiest country among the others 
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which open the opportunity for investors to open new businesses widely. 

This condition should be really supportive for the investors even though 

actually utilized more by the foreign investors. And the reformation of the 

regulations encourage the domestic investment to be increased 

significantly. The business regulation reformations in the five countries 

were started mostly after the global financial crisis in the 2008 as a 

response of global investor’s motivation degradation. And followed by the 

increase of domestic investment as a result that the authorities have been 

successfully keep the investment grew even the global market was 

depressed. 

ASEAN countries were signaling the investors that it is easier and 

open for investment now. After the crisis, each country promoted 

significant deregulation, reducing barriers for business operation. There 

were several actions which benefit the investors nowadays. Reformations 

happened including the easier process in starting a business by 

simplifying business application processes such as reducing paperwork 

and establishing one-stop service centres. Not only in the starting a new 

business, but also in legal protections, contract enforcement and 

intellectual property protection are improved. The more efficiency will be 

gained especially the registration process also become faster because of 

simplifying and accelerating processes for general trading licences and 

business registrations. 
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CHAPTER V 

CONCLUSION AND RECOMMENDATION 

 

5.1. Conclusion 

From the results of data analysis has been conducted and a 

discussion of the effects of real GDP, inflation, FDI, and business 

regulation on domestic investment in ASEAN 5 countries 2003-2012 

period, it is concluded as follows: 

1. Domestic investment level increased in ASEAN 5 cumulatively with 

positive growth trend, by an average growth of 11 percent per year. 

With the position of the largest number of domestic investment from 

Indonesian which has reached a total of USD 704.438 billions in 2003 

to 2012, the second largest is Thailand with USD 536.257 billions of 

domestic investment, followed by Malaysia at USD 377.505 billions, 

and the Philippines at USD 367.043 billions, while the latter is 

Singapore which only reach USD 198 201 billions in the same period. 

2. Through the ASEAN 5 case in the 2003-2012 period, independent 

variable real GDP is proved has significant and positive effect on the 

dependent variable domestic investment. Which this finding is 

consistent with other findings of the other studies as the reference of 

this research. 

3. For the independent variable inflation, it has negative effect but 

insignificant on the dependent variable of domestic investment in the 

ASEAN 5 countries for the 2003-2012 period. Where this finding is 

not consistent with the other findings from some studies as the 

reference in this research. 
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4. Independent variable FDI has a negative effect or crowding-out the 

dependent variable domestic investment in ASEAN 5 countries and 

found to be significant. Thus this finding is consistent and confirms 

the other studies. 

5. And last but not least, independent variable business regulation also 

has a negative effect on the dependent variable domestic investment 

in the ASEAN 5 case for the 2003-2012 period. And this finding is 

consistent and confirms the other previous studies. 

5.2. Recommendation 

From the research results obtained, it can be proposed some 

relevant inputs for investors, related governments, and further research 

which put on interest in examining domestic investment specifically for 

ASEAN 5 as the case, as follows: 

1. The governments have to manage or even more intensive effort 

towards GDP performance and put attention to the ratio of domestic 

investment to GDP. Some policies possibly applied directly or 

indirectly especially pro-investment policy, such as increase the 

public investment which concerning on public-private collaboration. 

Or provide incentive which ease the financial intermediation related 

the transformation of savings to investments. 

2. In terms of inflation related policies, fiscal policy makers need to put 

on concern if plan to remove the subsidies which will lead to greater 

pass-through in the future especially if the aggregate demand as the 

main factor of inflation. A prospective reduction of subsidies will 

significantly exacerbate inflation. While in the monetary side, 

increasing interest rates policy or implement a tight monetary policy is 
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necessary in order to control the demand side and anchor inflationary 

expectations. And monetary policy will not able to contribute much if 

the inflation generated by cost-push inflation. 

3. To overcome the crowding-out effect of FDI, government need to 

reform the education and human capital development in order to 

prepare the labor forces to be more high skilled-based. While in the 

same time providing more adequate strategic infrastructure. Also 

governments have to provide more fair regulation to facilitate both 

domestic investors the foreigns. Relieve the regulatory barriers by 

exerting strong political commitment to reduce imbalance and 

excessive restrictions. Also it is needed to strengthen the competition 

law in order to create more competitive in collaborative markets 

between domestic and foreign investors. 

4. Regarding the business regulation which in fact it complicates the 

new business establishment is needed to be reviewed. Reduction of 

procedures and bureaucracy quality improvement are the most 

priorities in the ASEAN 5 countries. Reformation with concerning on 

cost friendly, time efficiency, and also transparency are the next 

agenda needed to be fulfilled. 

5. Efforts to make improvement and technological innovation need to be 

done by all parties both investors and governments in the 

implementation of domestic investment so as to encourage an 

increase in domestic investment and the creation of improved 

production efficiencies. Put more investment in generating 

innovations or research and development will generate a multiplier 

effect to the efficiency, output production and the next investment. 

 



99 

 

REFERENCES 

Adams, Samuel., 2009. Foreign direct investment, domestic investment, and 

economic growth in Sub-Saharan Africa. Journal of Policy Modeling, 31, 

pp. 939–949.  

Agosin, R. M., and Roberto Machado. 2005. Foreign investment in developing 

countries: Does it crowd in domestic investment?. Oxford Development 

Studies, Vol. 33, No. 2, pp. 149-162. 

Anwer, Muhammad Sarfraz., and Rajan K. Sampath. 1999. Investment and 

Economic Growth. 1997 Western Agricultural Economics Association 

Annual Meeting, July 11-14, 1999. Vargo, Nevada. 

Asian Development Bank. 2012. Services and Asia’s Future Growth. Asian 

Development Outlook 2012 Update. 

Bairam, Erkin I., and Kiriya Kulkolkarn. 2001. Human capital, production and 

growth in East Asia. Economics Discussion Papers, No. 0106. 

Boediono. 2013. Seri Sinopsis: Pengantar Ilmu Ekonomi No. 2, Ekonomi Makro. 

Yogyakarta: BPFE 

Brafu-Insaidoo, William., and Nicholas Biekpe. 2011. International capital flows 

and investment volatility in selected sub-Saharan African countries. 

Review of Development Finance, 1, pp. 223–228. 

Clark, J. R., et al. 1990. Macroeconomic for Managers. Masschusetts: Division of 

Simon & Schuster Inc.  

Deutshce Bank AG. 2013. ASEAN Economic Community (AEC): A potential 

game changer for ASEAN countries. 

Djankov, Simeon., et al. 2002. The regulation of entry. Quarterly Journal of 

Economics, 117, Issue 1, 1–37. 



100 

 

Dreher, A., and M. Gassebner. 2013. Greasing the wheels of entrepreneurship? 

the impact of regulations and corruption on firm entry. Public Choice, 

155:413–432. 

Dunning, John H., Sarianna M. Lundan. 2008. Institutions and the OLI paradigm 

of the multinational enterprise. Asia Pacific J Manage, 25:573–593. 

Dunning, John H. 2001. The eclectic (OLI) paradigm of international production: 

past, present and future. Int. J. of the Economics of Business, Vol. 8, No. 

2, pp. 173-190. 

Eregha, P. B. 2011. The dynamic linkages between foreign direct investment and 

domestic investment in ecowas countries: Apanel cointegration analysis. 

Paper Prsented at the CSAE Conference, Oxford, United Kingdom. 

Goujon, Anne., and Samir K. C. 2006. Past and future of human capital in 

Southeast Asia: From 1970 to 2030. Vienna Institute of Demography 

Working Papers, 07/2006. 

Greene, J., and Delano Villanueva. 1991. Private investment in developing 

countries: An empirical analysis. Staff Papers - International Monetary 

Fund, Vol. 38, No. 1, pp. 33-58. 

Gujarati, Damodar N. 2004. Basic Econometrics. Fourth Edition. Singapore: 

McGraw-Hill. 

Hazem, B. Al khatib., Altaleb Gassan S., M. Alokor Samer., 2012. Economical 

determinants of domestic investment. European Scientific Journal, April 

edition, Vol. 8, No.7. 

Jongwanich, Juthathip., and Donghyun Park. 2008. Inflation in developing Asia: 

Demand-pull or cost-push? ERD Working Paper, No. 121. 

Khan, Mohsin S., and Senhadji, Abdelhak S. 2001. Threshold effects in the 

relationship between inflation and growth. IMF Staff Papers. Vol. 48, No. 

1. 



101 

 

Kim, David Deok-Ki., and Jung-Soo Seo. 2003. Does fdi inflow crowd out 

domestic investment in Korea? Journal of Economic Studies, Vol. 30, No. 

6, pp. 605-622. 

Klapper, Leora., Luc Laeven, and Raghuram Rajan. 2006. Entry regulation as a 

barrier to entrepreneurship. Journal of Financial Economics, 82 (3), pp. 

591–629. 

Kohpaiboon, Archanun., and Juthathip Jongwanich. 2008. Private investment: 

Trends and determinants in Thailand. Discussion Paper, No. 0009. 

Korutaro, Birungi, Nicholas Biekpe. Effect of business regulation on investment in 

emerging market economies. Review of Development Finance, 3, pp. 41–

50. 

Kothari, C. R. 2004. Research Methodology: Methods and Techniques. Second 

Revised Edition. New Delhi: New Age International (P) Limited. 

Kumar, Ranjit. 1996. Research Methodology: A Step-by-step Giude for 

Beginners. Melbourne: Addison Wesley Longman Australia Pty Limited. 

Lee, Sung-Ah. 2007. South-south investment in south, east and south-east Asia. 

Asia-Pacific Trade and Investment Review, Vol. 3, No. 1, pp. 55-86. 

Mankiw, N. Gregory. 1997. Macroeconomics. Third Edition. New York: Worth 

Publisher. 

Misun, Jan., and Vladimir Tomsik. 2002. Does foreign direct investment crowd in 

or crowd out domestic investment? Eastern European Economics, vol. 40, 

no. 2, pp. 38–56. 

Morrissey, Oliver., and Manop Udomkerdmongkol. 2012. Governance, Domestic 

Investment and Foreign Direct Investment in Developing Countries. World 

Development, Vol. 40, No. 3, pp. 437–445. 

Nowbutsing, Bhissum. 2012. Capital formation and economic growth in Mauritius: 

Does FDI matter?. ICITI, 16941225. 



102 

 

Oshikoya, Temitope W. 1994. Macroeconomic determinants of domestic 

investment in Africa: An empirical analysis. Economic Development and 

Cultural Change, pp. 573 -596. 

PricewaterhouseCoopers. 2012. South East Asia: Investment Opportunities, Tax 

& Other Incentives. 

Salvatore, Dominick., 1997. Ekonomi Internasional. Fifth Edition. Transleted by 

Haris Munandar. Jakarta: Erlangga 

Samuelson, Paul A., and William D. Nordhaus., 1992. Economics. Fourteenth 

Edition. Singapore: McGraw-Hill Book Co. 

Samuelson, Paul A., and William D. Nordhaus., 1998. Economics. Sixteenth 

Edition. United States of America: McGraw-Hill Book Co. 

Seneviratne, Dulani., and Yan Sun. 2013. Infrastructure and income distribution 

in ASEAN-5: What are the links?. IMF Working Paper, No 13/41. 

Sukirno, Sadono. 1995. Pengantar Teori Makroekonomi. Second Edition. 

Jakarta: Rajawali Pers. 

Tang, Sumei., Selvanathan, E. A., Selvanathan, S. 2008. Foreign direct 

investment, domestic investment and economic growth in China: A time 

series analysis, The World Economy, vol. 31(10), pages 1292-1309. 

Valadkhani, Abbas. 2004. What Determine Domestic Investment in Iran?. 

International Journal of Social Economics, 31(5/6), pp. 457-68. 

World Bank. 2010. Emerging Stronger from the Crisis. World Bank East Asia And 

Pacific Economic Update 2010, Volume I. 

Yustika, Ahmad Erani. 2010. Kebijakan Reformasi dan Kerapuhan Kelembagaan 

Ekonomi: Ikhtiar Meluruskan Arah Perekonomian Nasional. Speech of 

Professor Position Inauguration in the field of Institutional Economics at 

Faculty of Economics University of Brawijaya. Presented to the University 

of Brawijaya Open Senate Meeting, Malang, Desember 30, 2010. 



103 

 

APPENDICES 

 
Appendix 1. Level of Gross Fixed Capital Formation in U,S, Dollar at 
Constant Price (2000 = 100) 

Year 
2003 2004 2005 2006 2007 

Country 

Indonesia 34,380,522,343.85  40,812,859,290.44  43,307,145,751.63  49,843,899,571.74  57,414,731,623.22  

Malaysia 23,669,080,712.51  24,698,651,390.38  29,350,818,660.24  31,604,033,347.66  37,606,388,610.84  

Philippines 14,881,460,195.38  15,036,729,546.01  15,413,934,341.57  17,391,971,884.16  20,452,717,177.92  

Singapore 21,778,623,086.32  24,569,052,496.00  25,270,746,790.37  28,975,853,893.85  36,224,562,427.06  

Thailand 32,975,365,950.66  39,081,319,329.45  45,569,688,233.98  49,713,573,573.76  54,469,614,959.67  

      Year 
2008 2009 2010 2011 2012 

Country 

Indonesia 68,550,493,209.21  77,694,036,573.92  99,991,742,805.25  113,293,885,471.85  119,149,603,204.62  

Malaysia 39,084,693,710.55  36,343,230,044.20  44,869,368,283.01  50,243,540,672.57  60,035,230,591.99  

Philippines 21,491,915,664.85  19,518,902,883.92  24,057,872,697.02  23,599,184,962.15  26,356,898,321.27  

Singapore 43,143,328,685.91  46,002,402,023.08  43,480,712,144.21  46,311,229,499.65  51,287,186,039.74  

Thailand 59,282,823,905.85  50,856,139,009.52  61,041,789,642.69  67,699,558,845.11  75,567,998,987.12  

 
Source: World Bank 2013. 

 

Appendix 2. Level of Gross Domestic Product in U,S, Dollar at Constant 
Price (2000 = 100) 

Year 
2003 2004 2005 2006 2007 

Country 

Indonesia 187,273,000,000.00 196,694,000,000.00 207,891,000,000.00 219,327,000,000.00 233,244,000,000.00 

Malaysia 105,109,000,000.00 112,239,000,000.00 118,224,000,000.00 124,829,000,000.00 132,689,000,000.00 

Philippines 90,705,750,000.00 96,780,890,000.00 101,405,000,000.00 106,721,000,000.00 113,783,000,000.00 

Singapore 103,325,000,000.00 112,788,000,000.00 121,101,000,000.00 131,714,000,000.00 143,380,000,000.00 

Thailand 141,481,000,000.00 150,457,000,000.00 157,385,000,000.00 165,400,000,000.00 173,743,000,000.00 

      Year 
2008 2009 2010 2011 2012 

Country 

Indonesia 247,270,000,000.00 258,716,000,000.00 274,745,000,000.00 292,485,000,000.00 310,696,533,160.44 

Malaysia 139,100,000,000.00 136,995,000,000.00 146,796,000,000.00 154,258,000,000.00 162,958,108,610.24 

Philippines 118,508,000,000.00 119,869,000,000.00 129,017,000,000.00 134,061,000,000.00 143,196,613,956.68 

Singapore 145,819,000,000.00 144,390,000,000.00 165,707,000,000.00 173,809,000,000.00 176,101,481,512.04 

Thailand 178,060,000,000.00 173,911,000,000.00 187,495,000,000.00 187,639,000,000.00 199,817,439,736.46 

Source: World Bank and ASEAN 2013. 
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Appendix 3. GDP Deflator in Percent at Constant Local Currency 

Year 
2003 2004 2005 2006 2007 

Country 

Indonesia 5.49 8.55 14.33 14.09 11.26 

Malaysia 3.35 6.01 8.86 3.98 4.88 

Philippines 3.20 5.52 5.83 4.95 3.09 

Singapore -1.51 4.38 2.07 2.05 6.26 

Thailand 1.33 3.13 4.49 5.24 3.45 

      Year 
2008 2009 2010 2011 2012 

Country 

Indonesia 18.15 8.27 8.28 8.12 4.52 

Malaysia 10.39 -5.99 4.08 5.46 0.75 

Philippines 7.55 2.77 4.22 4.02 1.90 

Singapore -1.13 2.66 0.21 0.56 2.09 

Thailand 3.93 1.95 3.66 4.23 1.35 

Source: Asian Development Bank and World Bank 2013. 
   

 
Appendix 4. Inward FDI in U,S, Dollar at Constant Price (2000=100) 

Year 
2003 2004 2005 2006 2007 

Country 

Indonesia  (448,140,990.99) 1,342,169,604.30  5,342,042,294.14  2,784,250,424.93  3,689,286,474.97  

Malaysia 2,369,833,269.45  4,369,057,067.27  3,598,411,112.13  6,804,752,256.24  7,866,941,288.70  

Philippines 420,881,193.21  556,589,272.71  1,250,469,677.61  1,914,427,157.00  2,233,003,027.80  

Singapore 11,810,246,266.44  20,453,346,303.50  17,515,811,386.52  35,190,488,062.13  44,073,891,810.67  

Thailand 5,025,713,187.97  5,477,386,671.65  7,202,568,848.35  8,079,066,051.44  9,466,719,598.83  

      Year 
2008 2009 2010 2011 2012 

Country 

Indonesia 4,519,790,949.22  2,257,100,745.06    6,061,528,303.55 7,587,019,009.82  7,954,072,370.55  

Malaysia 6,228,931,479.81  93,756,663.94  7,369,133,440.51  9,350,027,269.19  7,720,075,101.14  

Philippines 904,111,313.98  1,653,860,226.86  960,296,017.86  1,051,299,358.76  1,520,108,695.65  

Singapore 10,392,679,704.02  21,385,146,260.29  41,424,699,770.04  51,795,298,211.54  43,840,661,376.78  

Thailand 6,765,722,662.44  3,879,134,500.12  7,045,344,373.94  5,799,916,505.14  6,228,707,073.43  

Source: International Monetary Fund and UNCTAD 2013 (processed from current price data). 
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Appendix 5. The Number of Procedures Required Must Be Met To Start up a 
Business 

Year 
2003 2004 2005 2006 2007 

Country 

Indonesia 12 12 12 12 12 

Malaysia 10 10 10 10 10 

Philippines 17 17 17 17 17 

Singapore 7 7 6 6 5 

Thailand 8 8 8 8 8 

      Year 
2008 2009 2010 2011 2012 

Country 

Indonesia 12 11 11 10 10 

Malaysia 10 10 9 3 3 

Philippines 17 18 17 16 16 

Singapore 4 3 3 3 3 

Thailand 8 7 7 5 4 

Source: Doing Business and World Bank 2013. 
    

 

Appendix 6. Real GDP Growth Rate in % 

Year 
2003 2004 2005 2006 2007 

Country 

Indonesia 4.78 5.03 5.69 5.50 6.35 

Malaysia 5.79 6.78 5.33 5.58 6.30 

Philippines 4.97 6.70 4.78 5.24 6.62 

Singapore 4.58 9.16 7.37 8.62 9.02 

Thailand 7.14 6.34 4.60 5.09 5.04 

      Year 
2008 2009 2010 2011 2012 

Country 

Indonesia 6.01 4.63 6.21 6.50 6.23 

Malaysia 4.83 -1.51 7.15 5.08 5.61 

Philippines 4.15 1.15 7.63 3.64 6.81 

Singapore 1.75 -0.79 14.78 5.16 1.32 

Thailand 2.48 -2.33 7.81 0.08 6.49 

Source: Asian Development Bank 2013. 
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Appendix 7. Descriptive Statistic 

Date: 01/27/14   
Time: 12:21      

Sample: 2003 2012     
      
      
 BUSREG FDI GDP INFDEF DINV 
      
      

 Mean  9.720000  9.44E+09  1.61E+11  4.724757  4.37E+10 

 Median  10.00000  5.93E+09  1.46E+11  4.152378  3.99E+10 

 Maximum  18.00000  5.18E+10  3.11E+11  18.14975  1.19E+11 

 Minimum  3.000000 -4.48E+08  9.07E+10 -5.992201  1.49E+10 

 Std. Dev.  4.540251  1.24E+10  5.15E+10  4.148440  2.36E+10 

 Skewness  0.268631  2.167267  1.111518  0.796923  1.371927 

 Kurtosis  2.139866  6.707642  3.798492  4.922575  5.005213 

      

 Jarque-Bera  2.142669  67.78084  11.62391  12.99300  24.06170 

 Probability  0.342551  0.000000  0.002992  0.001509  0.000006 

      

 Sum  486.0000  4.72E+11  8.05E+12  236.2378  2.18E+12 

 Sum Sq. Dev.  1010.080  7.56E+21  1.30E+23  843.2682  2.72E+22 

      

 Observations  50  50  50  50  50 
 
 
 
 

Appendix 8. Common Effects Model Estimation Result 
 

Dependent Variable: DINV   

Method: Panel Least Squares   

Date: 01/24/14   Time: 21:35   

Sample: 2003 2012   

Periods included: 10   

Cross-sections included: 5   

Total panel (balanced) observations: 50  
     
     

Variable Coefficient Std. Error t-Statistic Prob.   
     
     

C -8.57E+09 5.82E+09 -1.473526 0.1476 

GDP 0.430644 0.023913 18.00894 0.0000 

INFDEF -7.57E+08 3.05E+08 -2.480576 0.0169 

FDI -0.240995 0.107715 -2.237329 0.0303 

BUSREG -1.16E+09 3.23E+08 -3.575398 0.0008 
     
     

R-squared 0.915119     Mean dependent var 4.37E+10 

Adjusted R-squared 0.907574     S.D. dependent var 2.36E+10 

S.E. of regression 7.16E+09     Akaike info criterion 48.31677 

Sum squared resid 2.31E+21     Schwarz criterion 48.50797 

Log likelihood -1202.919     Hannan-Quinn criter. 48.38958 

F-statistic 121.2879     Durbin-Watson stat 0.737858 

Prob(F-statistic) 0.000000    
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Appendix 9. Fixed Effects Model Estimation Result 
 

Dependent Variable: DINV   

Method: Panel Least Squares   

Date: 01/24/14   Time: 21:35   

Sample: 2003 2012   

Periods included: 10   

Cross-sections included: 5   

Total panel (balanced) observations: 50  
     
     

Variable Coefficient Std. Error t-Statistic Prob.   
     
     

C -5.29E+10 1.07E+10 -4.948234 0.0000 

GDP 0.646117 0.041437 15.59289 0.0000 

INFDEF -17796195 2.62E+08 -0.067950 0.9462 

FDI -0.387941 0.128168 -3.026817 0.0043 

BUSREG -3.77E+08 5.75E+08 -0.654532 0.5164 
     
     
 Effects Specification   
     
     

Cross-section fixed (dummy variables)  
     
     

R-squared 0.960600     Mean dependent var 4.37E+10 

Adjusted R-squared 0.952913     S.D. dependent var 2.36E+10 

S.E. of regression 5.11E+09     Akaike info criterion 47.70927 

Sum squared resid 1.07E+21     Schwarz criterion 48.05344 

Log likelihood -1183.732     Hannan-Quinn criter. 47.84033 

F-statistic 124.9522     Durbin-Watson stat 0.749006 

Prob(F-statistic) 0.000000    
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Appendix 10. Chow Test Estimation Result 
 

Redundant Fixed Effects Tests   

Equation: Untitled   

Test cross-section fixed effects  
     
     

Effects Test Statistic   d.f.  Prob.  
     
     

Cross-section F 11.832275 (4,41) 0.0000 

Cross-section Chi-square 38.374877 4 0.0000 
     
     
     

Cross-section fixed effects test equation:  

Dependent Variable: DINV   

Method: Panel Least Squares   

Date: 01/24/14   Time: 21:35   

Sample: 2003 2012   

Periods included: 10   

Cross-sections included: 5   

Total panel (balanced) observations: 50  
     
     

Variable Coefficient Std. Error t-Statistic Prob.   
     
     

C -8.57E+09 5.82E+09 -1.473526 0.1476 

GDP 0.430644 0.023913 18.00894 0.0000 

INFDEF -7.57E+08 3.05E+08 -2.480576 0.0169 

FDI -0.240995 0.107715 -2.237329 0.0303 

BUSREG -1.16E+09 3.23E+08 -3.575398 0.0008 
     
     

R-squared 0.915119     Mean dependent var 4.37E+10 

Adjusted R-squared 0.907574     S.D. dependent var 2.36E+10 

S.E. of regression 7.16E+09     Akaike info criterion 48.31677 

Sum squared resid 2.31E+21     Schwarz criterion 48.50797 

Log likelihood -1202.919     Hannan-Quinn criter. 48.38958 

F-statistic 121.2879     Durbin-Watson stat 0.737858 

Prob(F-statistic) 0.000000    
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Appendix 11. Random Effects Estimation Result 
 

Dependent Variable: DINV   

Method: Panel EGLS (Cross-section random effects) 

Date: 01/24/14   Time: 21:35   

Sample: 2003 2012   

Periods included: 10   

Cross-sections included: 5   

Total panel (balanced) observations: 50  

Swamy and Arora estimator of component variances 
     
     

Variable Coefficient Std. Error t-Statistic Prob.   
     
     

C -8.57E+09 4.15E+09 -2.064445 0.0448 

GDP 0.430644 0.017068 25.23096 0.0000 

INFDEF -7.57E+08 2.18E+08 -3.475347 0.0011 

FDI -0.240995 0.076883 -3.134552 0.0030 

BUSREG -1.16E+09 2.31E+08 -5.009219 0.0000 
     
     
 Effects Specification   

   S.D.   Rho   
     
     

Cross-section random 0.000000 0.0000 

Idiosyncratic random 5.11E+09 1.0000 
     
     
 Weighted Statistics   
     
     

R-squared 0.915119     Mean dependent var 4.37E+10 

Adjusted R-squared 0.907574     S.D. dependent var 2.36E+10 

S.E. of regression 7.16E+09     Sum squared resid 2.31E+21 

F-statistic 121.2879     Durbin-Watson stat 0.737858 

Prob(F-statistic) 0.000000    
     
     
 Unweighted Statistics   
     
     

R-squared 0.915119     Mean dependent var 4.37E+10 

Sum squared resid 2.31E+21     Durbin-Watson stat 0.737858 
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Appendix 12. Hausman Test Estimation Result 

Correlated Random Effects - Hausman Test  

Equation: Untitled   

Test cross-section random effects  
     
     

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

     
     

Cross-section random 47.329100 4 0.0000 
     
     

** WARNING: estimated cross-section random effects variance is zero. 

     

Cross-section random effects test comparisons: 

     

Variable Fixed   Random  Var(Diff.)  Prob.  
     
     

GDP 0.646117 0.430644 0.001426 0.0000 

INFDEF 

-
17796195.16

7528 

-
757425145.07

2017 
21094352410

021207 0.0000 

FDI -0.387941 -0.240995 0.010516 0.1519 

BUSREG 

-
376523302.3

18897 

-
1155197223.9

96734 
27773588372

8141840 0.1395 
     

Cross-section random effects test equation:  

Dependent Variable: DINV   

Method: Panel Least Squares   

Date: 01/24/14   Time: 21:36   

Sample: 2003 2012   

Periods included: 10   

Cross-sections included: 5   

Total panel (balanced) observations: 50  
     
     

Variable Coefficient Std. Error t-Statistic Prob.   
     
     

C -5.29E+10 1.07E+10 -4.948234 0.0000 

GDP 0.646117 0.041437 15.59289 0.0000 

INFDEF -17796195 2.62E+08 -0.067950 0.9462 

FDI -0.387941 0.128168 -3.026817 0.0043 

BUSREG -3.77E+08 5.75E+08 -0.654532 0.5164 
     
     
 Effects Specification   
     
     

Cross-section fixed (dummy variables)  
     
     

R-squared 0.960600     Mean dependent var 4.37E+10 

Adjusted R-squared 0.952913     S.D. dependent var 2.36E+10 

S.E. of regression 5.11E+09     Akaike info criterion 47.70927 

Sum squared resid 1.07E+21     Schwarz criterion 48.05344 

Log likelihood -1183.732     Hannan-Quinn criter. 47.84033 

F-statistic 124.9522     Durbin-Watson stat 0.749006 

Prob(F-statistic) 0.000000    
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Appendix 13. Glejser Heteroscedasticity Test 

Dependent Variable: RES2   

Method: Panel Least Squares   

Date: 01/24/14   Time: 21:37   

Sample: 2003 2012   

Periods included: 10   

Cross-sections included: 5   

Total panel (balanced) observations: 50  
     
     

Variable Coefficient Std. Error t-Statistic Prob.   
     
     

C -6.94E+19 2.32E+19 -2.987124 0.0045 

GDP 3.20E+08 95502415 3.349589 0.0016 

INFDEF -2.59E+18 1.22E+18 -2.123113 0.0393 

FDI 4.79E+08 4.30E+08 1.114457 0.2710 

BUSREG 4.84E+18 1.29E+18 3.751793 0.0005 
     
     

R-squared 0.308469     Mean dependent var 2.14E+19 

Adjusted R-squared 0.246999     S.D. dependent var 3.30E+19 

S.E. of regression 2.86E+19     Akaike info criterion 92.53278 

Sum squared resid 3.68E+40     Schwarz criterion 92.72398 

Log likelihood -2308.319     Hannan-Quinn criter. 92.60559 

F-statistic 5.018247     Durbin-Watson stat 1.127377 

Prob(F-statistic) 0.001975    
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Appendix 14. Fixed Effects Model with GLS Cross-section SUR  
 

Dependent Variable: DINV   

Method: Panel EGLS (Cross-section SUR)  

Date: 01/24/14   Time: 21:37   

Sample: 2003 2012   

Periods included: 10   

Cross-sections included: 5   

Total panel (balanced) observations: 50  

Linear estimation after one-step weighting matrix 
     
     

Variable Coefficient Std. Error t-Statistic Prob.   
     
     

C -4.85E+10 4.67E+09 -10.38915 0.0000 

GDP 0.617574 0.020197 30.57680 0.0000 

INFDEF -27135296 1.19E+08 -0.227117 0.8215 

FDI -0.281657 0.063092 -4.464245 0.0001 

BUSREG -4.59E+08 2.42E+08 -1.899047 0.0646 
     
     
 Effects Specification   
     
     

Cross-section fixed (dummy variables)  
     
     
 Weighted Statistics   
     
     

R-squared 0.978883     Mean dependent var 17.90107 

Adjusted R-squared 0.974763     S.D. dependent var 11.30852 

S.E. of regression 1.065636     Sum squared resid 46.55878 

F-statistic 237.5755     Durbin-Watson stat 1.823793 

Prob(F-statistic) 0.000000    
     
     
 Unweighted Statistics   
     
     

R-squared 0.959711     Mean dependent var 4.37E+10 

Sum squared resid 1.10E+21     Durbin-Watson stat 0.667296 
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Appendix 15. Glejser Heteroscedasticity Test after GLS 

Dependent Variable: RES3   

Method: Panel Least Squares   

Date: 01/24/14   Time: 21:41   

Sample: 2003 2012   

Periods included: 10   

Cross-sections included: 5   

Total panel (balanced) observations: 50  
     
     
 Coefficient Std. Error t-Statistic Prob.   
     
     

C 1.66E+08 3.99E+09 0.041446 0.9671 

GDP 0.004693 0.016411 0.285978 0.7762 

INFDEF -73935043 2.10E+08 -0.352829 0.7259 

FDI -0.031511 0.073923 -0.426272 0.6719 

BUSREG -28200727 2.22E+08 -0.127183 0.8994 
     
     

R-squared 0.007740     Mean dependent var -1.14E-07 

Adjusted R-squared -0.080461     S.D. dependent var 4.73E+09 

S.E. of regression 4.92E+09     Akaike info criterion 47.56382 

Sum squared resid 1.09E+21     Schwarz criterion 47.75502 

Log likelihood -1184.095     Hannan-Quinn criter. 47.63663 

F-statistic 0.087751     Durbin-Watson stat 0.728630 

Prob(F-statistic) 0.985820    
     
     

 

 

Appendix 16. Autocorrelation Durbin-Watson Test 

S.E. of regression 1.065636     Sum squared resid 46.55878 

F-statistic 237.5755     Durbin-Watson stat 1.823793 

Prob(F-statistic) 0.000000    
     
      

 

Appendix 17. Multicollinearity Test 
 

 GDP INFDEF FDI BUSREG 
     
     

GDP  1.000000  0.423695 -0.001024 -0.183464 

INFDEF  0.423695  1.000000 -0.248926  0.324683 

FDI -0.001024 -0.248926  1.000000 -0.632748 

BUSREG -0.183464  0.324683 -0.632748  1.000000 
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Appendix 18. Normality Test 

0
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Series: Standardized Residuals

Sample 2003 2012

Observations 50

Mean      -1.26e-16

Median  -0.066705

Maximum  2.185074

Minimum -2.079199

Std. Dev.   0.974771

Skewness   0.142681

Kurtosis   2.588613

Jarque-Bera  0.522232

Probability  0.770192
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