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Abstract: This study examines the determinants of Foreign Direct Investment (FDI) in Indonesia from 2019 

to 2024 when COVID-19 was in the intersection - using a quantitative approach and the Vector Error 

Correction Model (VECM) methodology. The analysis focuses on macroeconomic variables, including Gross 

Domestic Product (GDP), inflation, interest rates, exchange rates, Human Development Index (HDI), export 

levels, and Global Economic Policy Uncertainty (GEPU), assessing their short-term and long-term effects on 

FDI inflows. The findings reveal that in the short term, inflation, exchange rates, and GEPU do not significantly 

impact FDI. However, in the long term, GDP and HDI exhibit a positive and significant influence on FDI 

inflows, while interest rates and export levels demonstrate a significant negative effect. These results underscore 

the critical role of macroeconomic stability, human capital development, and coherent investment policies in 

attracting and sustaining FDI in Indonesia during the economic recovery phase. The study offers strategic 

insights for policymakers to optimize Indonesia’s investment climate amid global economic uncertainties. 

Keywords: Foreign Direct Investment; Macroeconomic Determinants; VECM; HDI; GEPU; 

Indonesia. 
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1. Introduction 

Foreign Direct Investment (FDI) plays a vital role in Indonesia’s economic development, 

contributing to industrial growth, job creation, and technological advancement. The 

determinants of Foreign Direct Investment (FDI) in Indonesia have garnered significant 

attention in recent research, highlighting various macroeconomic and institutional factors

 that influence investment flows. Suryanta and Patunru (2022) emphasize the importance 

of market size, labor cost, interest rates, exchange rates, trade openness, and inflation as key 

macroeconomic determinants of FDI. However, the COVID-19 pandemic (2019-2022) and
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 the subsequent post-pandemic period (2023-2024) have significantly impacted global 

FDI patterns. Coronavirus Disease 2019 (COVID-19) is an infectious disease caused by the 

novel coronavirus SARS-CoV-2.  

According to the World Health Organization (WHO), COVID-19 was first identified in 

December 2019 in Wuhan, China. It rapidly spread across countries and continents, leading 

the WHO to declare it a global pandemic on March 11, 2020. After more than three years, 

on May 5, 2023, the WHO officially declared that COVID-19 was no longer a Public Health 

Emergency of International Concern, although the virus continues to circulate and requires 

ongoing management. The disease primarily spreads through respiratory droplets and can 

cause symptoms ranging from mild flu-like illness to severe respiratory distress and death. 

The emergence of COVID-19 has had profound effects on public health systems, 

economies, and daily life around the world. In Indonesia, government policies, 

macroeconomic stability, and investor sentiment have all played key roles in shaping FDI 

inflows during this period. 

 

Table 1: Indonesia’s FDI Data (Tradingeconomics, 2025) 

Indonesia’s Foreign Direct Investment (in Trillion Rupiah) 

DURING COVID-19 AFTER COVID-19 

Mar 1, 2020 98.00 May 1, 2023 186.3 

Apr 1, 2020 97.60 Jun 1, 2023 186.3 

May 1, 2020 97.60 Jul 1, 2023 196.2 

Jun 1, 2020 97.60 Aug 1, 2023 196.2 

Jul 1, 2020 106.10 Sep 1, 2023 196.2 

Aug 1, 2020 106.10 Oct 1, 2023 184.4 

Sep 1, 2020 106.10 Nov 1, 2023 184.4 

Oct 1, 2020 111.10 Dec 1, 2023 184.4 

Nov 1, 2020 111.10 Jan 1, 2024 204.4 

Dec 1, 2020 111.10 Feb 1, 2024 204.4 

Jan 1, 2021 111.70 Mar 1, 2024 204.4 

Feb 1, 2021 111.70 Apr 1, 2024 217.3 

Mar 1, 2021 111.70 May 1, 2024 217.3 

 

During the COVID-19 pandemic, from early 2020 to 2021, global economic uncertainty, 

travel restrictions, and disrupted supply chains led to a significant decline in FDI flows 

worldwide (UNCTAD, 2021). This trend is reflected in Indonesia’s FDI performance, where 

data shows that investment values between March 2020 and March 2021 remained relatively 

low, ranging from IDR 97.6 to 111.7 trillion. 

However, following the World Health Organization's declaration on May 5, 2023, that 

COVID-19 was no longer a global public health emergency, a notable increase in FDI 

inflows can be observed. From May 2023 onwards, FDI values rose significantly, reaching 
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as high as 217.3 by May 2024. This rebound indicates the restoration of investor confidence, 

economic recovery, and the normalization of business operations in the post-pandemic era. 

The contrasting trends between the pandemic and post-pandemic periods highlight the 

direct impact of global health crises on foreign investment behavior and underscore the 

importance of policy resilience and economic stability in attracting and sustaining FDI. 

Understanding the determinants of FDI within the context of such a global crisis is 

crucial for policymakers, investors, and academics. The disruptions caused by the pandemic 

altered traditional investment considerations, introducing new risk factors and compelling 

governments to reassess economic strategies. This study aims to provide a comprehensive 

analysis of how Indonesia’s FDI determinants evolved in response to the pandemic, the 

effectiveness of policy measures implemented during this period, and the long-term 

implications for Indonesia’s investment climate. 

This study is particularly relevant given Indonesia’s dependence on FDI for industrial 

development, infrastructure expansion, and economic diversification. While some 

economies recovered swiftly, others faced prolonged uncertainty. Indonesia, with its strategic 

location, abundant natural resources, and emerging digital economy, presents a unique case 

study for understanding FDI trends in times of crisis and recovery. By analyzing investment 

patterns from 2019 to 2024, this research aims to uncover the key drivers that sustained or 

hindered FDI in Indonesia, offering valuable insights for both academic and policy-oriented 

discussions. 

 

2. Literature Review 

FDI (Foreign Direct Investment) is the driver that fundamentally constructs Indonesia’s 

economic growth in all years. Controlling the FDI, some ranges of macroeconomic factors 

are in play, such as market size by GDP, inflation, exchange rates, global economic 

uncertainty, human capital quality, trade openness, and interest rates.  

GDP as a general measure of a country’s market size is one of the substantial 

determinants of FDI. Large economy is an access to a larger consumer base, investment 

opportunities, and higher production capacity. The GDP level of a country possesses a 

significant positive correlation with the inflow of FDI in Indonesia (Astuty, 2021; Wijaya & 

Dewi, 2022), which marks that a developing economy will attract firms in multinational level 

to expand their core businesses by considering profitability and stability. Despite GDP level, 

a country’s composition of business sectors and its economic structure are also influential in 

decision-making of FDI. (Fernández et al., 2020) underlines the tendency of investment 

concentration on high-growth sectors, which consists of technology and manufacturing 

industries - therefore indicating GDP level’s impact on FDI is dependent on how well a 

country distributes its economic power throughout different business sectors.   

Besides GDP, inflation is also a key investment factor in Indonesia. Inflationary pressure 

drives down consumer purchasing power, fluctuates price signals, and presents additional 

uncertainty - hence discouraging investors from offshore. FDI suggests a negative 

correlation to an above threshold inflation rate (Sumiyati, 2021) as increasing costs & 

volatility are much more anticipated. (Saragih et al., 2021) also suggest capital outflows and 

present value of expected profits are diminished as high inflation occurs. However, a 

moderately controlled inflation is not fully deterring FDI inflow only if economic demand is 

the key driver. Economic growth is also correlated with inflation (Fitriyah et al., 2022), which 
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shows production expansion and rising consumer demand. This level and interpretation of 

inflation can be differentiated whether it is by cost-push (associated with increasing input 

cost) or by demand-pull (driven by growing economy) - with consideration of extreme 

inflationary pressure rather deters FDI inflow for longer tenure periods. 

Moreover, the exchange rate of a country initiates a currency risk that concerns the most 

for multinational enterprises that this relationship to FDI is argued broadly in most economic 

literatures. (Dewi & Hutomo, 2021) argue that Indonesian rupiah with an excessive volatility 

level shows a negative correlation to investor confidence, therefore indicating a postponed 

investment decision and/or capital flight. It is only logical for investors to ensure predictable 

returns and reduce loss on currency exchanges. At the same time, (Susetyo, 2022) indicates 

a weaker exchange rate is beneficial to export-oriented sectors. A weaker rupiah presents a 

lower production cost for international companies that operate in Indonesia, which cost-

sensitive industries will further consider Indonesia as an attractive investment destination. 

However, an extended exchange rate instability - although beneficial in leveraging in the 

short-term, diminishes a country’s economic fundamentals (Sangur & Liur, 2022).  

Other than macroeconomic factors, an alternative measurement is the Global Economic 

Policy Uncertainty (GEPU) index in relation to FDI. This index evaluates the uncertainty 

presented by geopolitical tensions by any means, a particular financial crisis period, and 

unprecedented governmental policy shifts. Higher economic uncertainty (Siregar & Patunru, 

2021) is a leading factor for risk aversion in investors, which reduces Indonesia’s incoming 

FDI. This pattern was present in times of COVID-19 where governments rapidly shifted 

and responded to a particular event, such as economic disruptions - hence creating a highly 

volatile investment climate. Contradictorily, (Ameliana & Soebagyo, 2023) FDI inflows have 

been in recovery period as efforts on stabilizing the post-pandemic economy have been 

implemented. They argue greater foreign capital tends to be more attracted by clear and 

transparent policies even in times of high global uncertainty.   

Likewise, trade openness and export rate are crucial factors to FDI decision as the 

particular country ought to be within the global trade networks. Nations with greater export 

rates have greater tendencies to draw larger FDI inflow as the country is characterized by 

lower trade barriers, effective infrastructure management, and established trade relationships 

amongst countries (Anindita et al., 2021). (Rachel Pradita et al., 2024) also highlight global 

supply chains that have greater support, such as massive foreign investments, towards 

export-oriented sectors - such as natural resource and manufacturing chains. For Indonesia, 

the special economic zones (SEZs) and other trade agreements in actuality improve 

Indonesia’s attractiveness for FDI inflow through incentives in taxation and investment 

costs. Yet, these policies should remain regularly evaluated should regulatory uncertainties 

occur in the future.  

Not only from a pure economics perspective, the Human Development Index (HDI) as 

a socioeconomic factor is also a contributing piece. It is an advancement of the conservative 

FDI drivers as human capital alongside decent standards of living become relevant. Budiono 

and Purba (2023) argue that there is a positive significant correlation between electricity, 

water, HDI, and COVID-19 pandemic towards the predictors of FDI. They believe better 

reprioritization  of the Indonesian government’s policies of infrastructure development, 

education programs, and electricity distribution are crucial in inviting FDI inward. Moreover, 

HDI is major towards FDI’s flow as it enforces productive environments, leading to the 
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prosperity of a nation. Mayar and Majewska (2023) also argue that Foreign Direct 

Investments are positively correlated with the Human Development Index, which is 

generally assumed that this reciprocal relationship is substantial towards a region/nation’s 

economic growth. 

Last but not least, interest rates. This factor contributes to FDI changes in duality. 

(Susetyo, 2022) shows that a rising interest rate scenario in Indonesia discourages investment 

from both on- and off-shore, therefore presenting a negative correlation towards FDI 

inflows - as it increases the borrowing costs that leads to reduced investment attractiveness 

at a longer period scheme. On the other hand, (Koesoemasari et al., 2022) suggest an 

alternative where increasing interest rates draw FDI in forms of portfolio instead of direct 

investments. However, it is only bound to short-term inflows that stabilize reserves of 

foreign exchange - which in the long term, is insignificant to economic development. 

 

3. Methods 

3.1 Theoretical Framework 

 

Figure 1: Theoretical Framework 

 

Foreign Direct Investment (FDI) serves as a critical driver of economic growth, 

facilitating industrialization, employment generation, and technological advancements. The 

inflow of FDI, however, is contingent upon various macroeconomic determinants, including 

Gross Domestic Product (GDP), inflation, interest rates, exchange rate stability, the Human 

Development Index (HDI), trade openness, and Global Economic Policy Uncertainty 

(GEPU). Dunning’s Eclectic Paradigm (OLI Model) (1980) posits that foreign investment 

decisions are shaped by three key factors: Ownership Advantage (O), Location Advantage 

(L), and Internalization Advantage (I). This study emphasizes Location Advantage, as 

macroeconomic stability and policy consistency significantly influence investor confidence. 

In classical macroeconomic theory, Keynes (1936) asserts that investment behavior is 

primarily dictated by profit expectations and interest rate fluctuations. Robust GDP growth 

signals higher profitability, whereas uncontrolled inflation introduces uncertainty, thereby 

diminishing investment appeal (Sumiyati, 2021). 

Furthermore, the Interest Rate Parity (IRP) theory suggests that elevated interest rates 

can attract foreign capital; however, such conditions simultaneously escalate financing costs 

for domestic enterprises. Empirical findings by (Susetyo, 2022) indicate that rising interest 

rates in Indonesia predominantly attract portfolio investment rather than FDI, highlighting 

the nuanced relationship between monetary policy and investment flows. In addition, the 
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Exchange Rate Expectation Theory underscores that exchange rate stability is a decisive 

factor in FDI attractiveness, as excessive volatility exacerbates investor risk exposure (Dewi 

& Hutomo, 2021). Conversely, currency depreciation can enhance the competitiveness of 

export-oriented industries, thereby augmenting FDI inflows into the manufacturing sector. 

Beyond macroeconomic fundamentals, GEPU serves as an exogenous factor influencing 

investment patterns. Uncertainty in global economic policies, trade disputes, and financial 

crises may induce capital flight and deter foreign investors from committing to long-term 

ventures (Siregar & Patunru, 2021). Moreover, human capital quality, as measured by HDI, 

is instrumental in shaping investor preferences, as nations with skilled labor forces and 

advanced infrastructure offer more conducive environments for sustainable FDI expansion 

(UNDP, 2022). Finally, trade openness and global supply chain integration remain pivotal 

determinants of foreign capital inflows, as evidenced by empirical research indicating a 

positive correlation between export performance and FDI attraction (Rachel Pradita et al., 

2024). 

This study underscores the multifaceted dynamics governing FDI inflows into Indonesia, 

offering a comprehensive analysis of the interplay between macroeconomic stability, policy 

frameworks, and investor sentiment. The findings contribute to policy discourse by 

elucidating strategies to enhance Indonesia’s investment climate, thereby fostering long-term 

economic resilience and global competitiveness. 

 

3.2 Research Approach 

This study adopts a quantitative research methodology with secondary data analysis. Data 

is collected from academic publications, economic reports, and official sources such as Bank 

Indonesia, BPS, the World Bank, and UNCTAD. The focus is to empirically assess the 

macroeconomic determinants influencing Foreign Direct Investment (FDI) flows in 

Indonesia from 2019 to 2024. Given the significant variance in data magnitudes (e.g., FDI 

and Export figures being substantially large, while GDP, Interest Rate, and Inflation are in 

percentage form), all variables are transformed using natural logarithms (Ln) to ensure a 

linear relationship. 

 

3.3 Data Analysis Method 

A time series regression model is employed to examine the relationship between 

economic indicators and FDI inflows. The regression equation follows prior research 

frameworks: 

 

ΔFDIt = α + γ (FDIt-1 - β1Inflation-1 - β2Exchange Ratet-1 - β3GDPt-1 - β4Interest 

Rate-1 - β5Export Ratet-1 - β6HDIt-1 - β7GEPUt-1) + i=1kδiΔXi + t 

 

Where: 

● ΔFDIt  is the First difference of FDI, representing short-term changes. 

● α  is the intercept, capturing the baseline FDI level when all other variables are zero. 

● γ measures the speed of adjustment to long-run equilibrium and confirms 

convergence. 

● β1,β2,....,β7 Indicate the marginal effect of each independent variable on FDI. 
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● FDIt-1 - β1Inflation-1 - ..... - β7GEPUt-1 represents deviations from long-run 

equilibrium. 

● ∑𝑘
𝑘=1 𝑘𝑘𝑘𝑘𝑘 captures short-run dynamics, showing how changes in 

independent variables affect FDI temporarily. 

● t is the error term, accounting for random shocks 

. 

Data processing is performed using EViews software to ensure the stability of regression 

estimations and hypothesis testing. The study employs the Vector Error Correction Model 

(VECM) to examine both short-run dynamics and long-run equilibrium relationships. 

VECM is particularly suitable for time-series data exhibiting cointegration, as it allows for 

short-term deviations to be corrected while maintaining alignment with long-term trends. 

The analytical process involves the following steps: 

1. Stationarity Test: 

Unit root tests (ADF-Fisher Test) are conducted to determine whether variables are 

stationary. If variables are non-stationary at the level but become stationary at the first 

difference, this justifies the need for further cointegration analysis. 

2. Lag Optimum: 

The Lag Optimum VAR Test determines the ideal number of past time periods (lags) to 

include in the model. This ensures that the model captures the necessary historical data for 

accurate predictions without overcomplicating the analysis. 

3. Stability Test: 

Roots of the Characteristic Polynomial checks whether the VAR model is stable over 

time. Stability is crucial for making reliable predictions. By examining the roots of the 

characteristic polynomial, the test ensures that all roots lie inside the unit circle. 

4. Granger Causality Test: 

The Granger Causality Test is employed to examine whether one time series can predict 

another. This test determines the direction of causality between variables by assessing 

whether past values of one variable contain predictive information about another.  

5. Cointegration Test: 

The Johansen Cointegration Test is applied to determine whether a long-run equilibrium 

relationship exists among the variables. If cointegration is detected, ECM is implemented to 

model both short-run fluctuations and long-run adjustments. 

6. VECM Model Estimation: 

This study applies the Vector Error Correction Model (VECM) to analyze short-term 

dynamics and long-run equilibrium among economic variables. Its error correction 

mechanism quantifies the speed of adjustment to equilibrium after shocks, with a negative 

and significant coefficient indicating stability. By incorporating lagged differences, VECM 

captures short-run fluctuations while maintaining long-run cointegration. Furthermore, both 

t-tests and F-tests are employed to evaluate the statistical significance of individual variables 

(t-test) and the joint explanatory power of the model (F-test), ensuring robustness in 

identifying the determinants of FDI inflows. 

7. Classical Assumption Tests: 

● Normality Test: The Jarque-Bera test is applied to residuals, confirming normality if the 

p-value > 0.05. 
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● Heteroskedasticity Test: Evaluated using a Joint Chi-square Test on VEC residuals, with 

p-value > 0.05, indicating no evidence of heteroskedasticity. 

● Autocorrelation Test: Conducted using the Portmanteau Test, with a p-value > 0.05 

indicating no autocorrelation. 

 

3.4 Research Hypotheses 

The study tests the following hypotheses: 

H1: Inflation negatively impacts FDI inflows.  

H2: Exchange rate fluctuations significantly influence FDI. 

H3: GDP positively correlates with FDI inflows. 

H4: Interest rates significantly affect FDI decisions. 

H5: Higher export levels lead to increased FDI. 

H6: Human Development Index (HDI) positively influences FDI inflows.  

H7: GEPU index impacts investor confidence and FDI inflows. 

 

3.5 Research Limitations 

While this study provides empirical insights into FDI determinants using the VECM 

approach, certain limitations remain. The VECM focuses on capturing the long-run and 

short-run relationships between variables but may not fully account for qualitative factors 

such as investor sentiment, sudden policy shifts, or geopolitical risks. Additionally, the 

model's reliance on historical data might overlook real-time market dynamics. Despite these 

limitations, this research lays a solid foundation for future studies on the interplay between 

economic policies and investment dynamics. 

 

4. Results and Discussion 

This study employs regression analysis techniques and the Error Correction Model 
(ECM) to examine both the short-term and long-term effects of foreign direct investment 
(FDI) on inflation, exchange rates, GDP, interest rates, export levels, the Human 
Development Index (HDI), and the Global Economic Policy Uncertainty (GEPU) index. 
The research follows a systematic testing procedure, as outlined below: 
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4.1 Stationarity Test 

Figure 2. Stationarity Test Results at First Difference Output 
Source: Team Analysis 

Based on the testing, all variables were stationary at First Difference / I(1) as the: 1) 
Levin, Lin & Chu; 2) ADF Chi-Square; and 3) Fisher Chi-Square Test indicate <0.05 
probability with all tests being ≤ 0.0000 (see Figure 2). There were no signs of stationarity 
in Second Difference / I(2) that could be proceeded onto the Autoregressive Distributed 
Lag (ARDL) or Vector Error Correction Model (VECM) by firstly conducting the Lag 
Optimum Test.  

4.2 Lag Optimum Test 

Lag Optimum Test in reference to information provided by  AIC, SC, and HQ showed 
Lag = 1 was the most optimum, as all AIC, SC, and HQ’s values were the lowest amongst 
all lag values (see Figure 3). This will be used for the amount of lags required in the VECM 
test.  

 

Figure 3. Lag Optimum Test Output 
Source: Team Analysis 

 

4.3 Stability Test (Vector Autoregression) 
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The stability test indicated that the VAR for all 
variables are within the circles as indicated by the value 
of each modulus, being < 1.0; therefore, showing a 
stable VAR that is fully appropriate for VECM to be 
used. 

 

 

 

 
Figure 4: Vector Autoregression for Stability Test 
Source: Team Analysis 

 

4.4 Granger Causality  

 

 
Figure 5.1: Granger Causality (1)  

Figure 5.2: Granger Causality (cont.) 
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Figure 5.3: Granger Causality (cont.) 

 
 
 
 
 
 

Figure 5.4: Granger Causality (cont.) 

Source: Team Analysis 

Based on the Granger Causality Test, there were some significant relationships between 
both dependent and independent variables. For instance, variable X4 (Interest Rate) and 
variable X1 (Inflation) simultaneously influenced each other whereas Y (FDI) was 
significantly influencing X4 (Interest Rate) and X2 (Exchange Rate). However, not all 
variables demonstrated significant correlations. Therefore, it rather indicates there was a 
short-term relationship between the variables. 

4.5 Cointegration Test 

Figure 6: Cointegration Test Output 
Source: Team Analysis 

Based on the result of the Johanssen Cointegration Test, all 8 variables displayed 
significant cointegration relationships as indicated by the all probability values being < 0.05. 
By that, this showed that all variables held a strong and valid long-term correlation, which, 
added by the output of Granger-Causality, successfully fitted the criteria to proceed onto the 
VECM model.  

4.6 VECM Test 

After conducting several tests, the VECM estimation results have been obtained. The 
findings are presented in the following table: 
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Figure 7: VECM Estimation Results 

Source: Team Analysis 

The estimation results from the Vector Error Correction Model (VECM) reveal distinct 
short-term and long-term relationships among the economic variables influencing Foreign 
Direct Investment (FDI) (Y). In the short run, Inflation (X1), Exchange Rate (IDR) (X2), 
and Global Economic Policy Uncertainty (GEPU) (X7) are statistically insignificant, as their 
t-statistics (-0.50424, 0.60808, and -0.18110, respectively) fall within the acceptance range of 
-1.99 to 1.99 at a 5% significance level. This indicates that these variables do not exert an 
immediate effect on FDI fluctuations. 

In contrast, the long-term results confirm the presence of a stable equilibrium 
relationship. The Error Correction Term (ECT) is negative and statistically significant, with 
a coefficient of -0.048404 and a t-statistic of -4.48705, exceeding the critical value of -1.99. 
This signifies that approximately 4.8% of deviations from the long-run equilibrium are 
corrected each period, reinforcing the model’s validity in capturing long-term adjustment 
dynamics. Moreover, the results indicate that FDI maintains a stable long-term relationship 
with all independent variables, further validating the appropriateness of VECM in analyzing 
cointegrated economic relationships. 
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Several variables exhibit significant long-term effects on FDI. Gross Domestic Product 
(GDP) (X3) has a significant positive impact (t-statistic: 6.01826), underscoring its role as a 
key driver of foreign investment. Similarly, the Human Development Index (HDI) (X6) 
exerts a positive and significant effect (t-statistic: 2.03798), suggesting that improvements in 
human capital contribute to attracting investment inflows. Conversely, Interest Rate (X4) (t-
statistic: -2.68144) and Export Level (X5) (t-statistic: -9.22334) exhibit significant negative 
effects, indicating that higher interest rates and export activities may deter foreign investment 
in the long run. 

In addition to the individual significance tests (t-tests), the model’s overall explanatory 
power is evaluated using F-tests. The F-statistic for the equation with FDI as the dependent 
variable is 5.746, indicating that the explanatory variables jointly have a statistically significant 
impact on FDI at the 5% level. This strengthens the robustness of the model by confirming 
that the set of independent variables can explain variations in FDI inflows. The significance 
of both the t-tests and F-tests affirms the reliability of the VECM in capturing the dynamic 
interplay between macroeconomic indicators and FDI behaviour. 

4.7 Classical Assumption Tests 

4.7.1 Normality Test 

Figure 8: Normality Test Results 
Source: Team Analysis 

Most of the residuals do not follow a normal distribution, particularly components 3, 6, 
and 7, as indicated by the high Jarque-Bera statistic and a p-value of 0.015776, which is below 
the 5% significance level (0.05). This indicates that the model violates the normality 
assumption. However, despite failing the normality test, the data is still used since it adheres 
to the other classical linear regression assumptions, and a sample size of 72 is considered 
more than sufficient for robust statistical analysis. 

4.7.2 Heteroskedasticity Test 

 



Jurnal Ekonomi-Qu 15 No 1 (2025) - 51 
 

Figure 9: Heteroskedasticity Test Results 
Source: Team Analysis 

The Joint Chi-square Test on VEC residuals test results reveal no evidence of 
heteroskedasticity in the model. Since the probability value of 0.084 is still above 5% 
exceeding the conventional significance level, indicating that the null hypothesis of no 
heteroskedasticity cannot be rejected. 

4.7.3 Autocorrelation Test 

Figure 10: Autocorrelation Test Results 
Source: Team Analysis 

In this study, autocorrelation was examined using the Portmanteau Test. According to 
the table, There is no significant autocorrelation up to lag 2, as the probability values (0.5313 
and 0.4590) are higher than the 5% significance level (0.05). This indicates that the model's 
residuals are free from autocorrelation. 

 

5. Conclusions and Recommendations 

Based on the VECM estimation results, it can be concluded that in the short run, 
variables such as inflation, exchange rate, and global economic policy uncertainty (GEPU) 
do not have a significant impact on Foreign Direct Investment (FDI). This indicates that 
foreign investors do not immediately respond to temporary economic fluctuations, as 
investment decisions are generally driven by structural factors and long-term economic 
prospects rather than short-term volatility. 

 
Conversely, in the long run, FDI demonstrates a stable and significant relationship with 

all independent variables, as reflected in the significance of the Error Correction Term 
(ECT). Both Gross Domestic Product (GDP) and the Human Development Index (HDI) 
show a positive and statistically significant effect on FDI, reaffirming the role of economic 
growth and human capital quality as primary drivers of long-term foreign investment. 
Investors tend to be more attracted to countries with high growth potential and a skilled 
labor force, as these factors enhance productivity and ensure investment sustainability. 

Meanwhile, interest rates and export levels exhibit a significant negative influence on 
FDI. High interest rates can increase the cost of capital and signal underlying 
macroeconomic risks, discouraging foreign investment. Likewise, high export activity may 
suggest market saturation or heavy dependence on external demand, which could increase 
uncertainty for investors—particularly in times of global economic slowdown or trade 
disruptions. These findings underscore the importance of maintaining domestic 
macroeconomic stability, investing in human capital development, and fostering a 
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competitive and predictable investment climate as key strategies to attract and sustain long-
term foreign direct investment. 

 
The F-test results, with an F-statistic of 5.746, indicate that the independent variables, 

when considered together, significantly impact Foreign Direct Investment (FDI). This 
highlights that FDI is driven by a combination of macroeconomic factors, and the model 
effectively captures their collective influence. The significance of the F-test reinforces the 
idea that a comprehensive understanding of FDI requires considering the joint effect of 
multiple economic variables, rather than isolated ones, providing a more accurate picture of 
foreign investment behavior. 

The study provides essential recommendations for policymakers and academic 
researchers. Policymakers are urged to implement macroeconomic policies that prioritize 
economic stability, human capital development, and investor confidence to mitigate the 
adverse effects of high interest rates and export saturation on FDI. Enhancing economic 
infrastructure and maintaining consistent investment policies are critical strategies for 
sustaining foreign investment amid global uncertainties. For academic researchers, further 
investigation into sector-specific FDI dynamics and comparative analyses with other 
emerging markets in Southeast Asia could yield valuable insights into optimizing investment 
strategies and policy frameworks in the context of economic recovery and post-pandemic 
development. 
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