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ABSTRACT
The purpose of this research is to analyse the Determination of Foreign Direct Investment (FDI) As a Comparison of Macroeconomic Factors in Asean 5, China and Japan. Besides, this research also analyses the influence of macroeconomic factors due to the strength of the influence of macroeconomic factors to the shock.

This research uses the secondary data during the period of 1996-2015 by using the Panel Data model. The variabel which is used here is the macroeconomic factor (Broad Money, Economic Development, labor force, exchange rate, industry, transport service) that has an affect on Foreign Direct Investment in Asean 5, China and Japan.

The gap of this research is to connect the macroeconomic factor (Broad Money, Economic Development, labor force, exchange rate, industry, transport service) that has an affect on Foreign Direct Investment. The result of the research shows that the macroeconomic factors have positive effect in ASEAN 5 countries, China and Japan as Home Country, as well as Host Country. Meanwhile, the FDI has a negative impact from one of the macroeconomic factors that is ‘exchange rate’. The policy implication of this research is to suggest the monetary authority, government or private, to supervise the direct investment flow that enters the host countries. 
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1. Introduction
There are many research studies done about “Foreign Direct Investment” (FDI) that happens in one country. The research about the influence of “Foreign Direct Investment” (FDI) in one country has been studied by Rodolphe Desbordes, Shang-Jin Wec (2017), George S. Chen, Yao Yao, Julien Malizard (2017), Arijit Mukherjee,Uday Bhanu Sinha (2016), Qiaomin Li, Robert Scollay, Sholeh Maani (2016), Carmen Boghean and Mihaela State (2015), Agyenim Boateng, Shaista Nisar, Junjie Wu, Xiuping Hua (2015), Juthathip Jongwanich, Archanun Kohpaiboon (2013), M. FabricioPerez, Josef C. Brada Zdenek Drabek (2012), ShinjiTakagi, Zongying Shi (2011). They study how the economic growth, labor force, exchange rate, and industry affect the “Foreign Direct Investment” in one country. However, in the writer’s opinion, broad money and transport service are also included into macro instrument that affect the “Foreign Direct Investment” in a country and it is always interesting to discuss, as has been studied by Sizhong Sun, Sajid Anwar (2017) in “Foreign Direct Investment And The Performance Of Indigenous Firms In China’s Textile Industry” and Shaosheng Jin, Haiyue Guo, Michael S. Delgado, H. Holly Wang (2017) in “Benefit Or Damage? The Productivity Effects of FDI in the Chinese Food Industry”.
The economic development is the process of increasing the total and percapita income by calculating the power of economic fundamental and the characteristic of one country, and also the economic potential which is actually directed through capital investment. The capital formation can be said as the main key towards the economic development. Capital formation also means skill formation because it often becomes the supporting factor for capital formation (Jhingan, 2000:47).
To run the policy for capital development, each country needs a capital flow support. The capital flow that is needed by each country in the world is various. It depends on the characteristic of each country; whether it is an advanced or developing country. The capital flow that is needed by an advanced country is relatively low compared to a developing country in running the economic policy. The large funding in economic development for each country cannot be fully based on the capital flow. The funding from the foreign capital, however, is needed to fulfill the shortfall in financing the economic development in one country. 

To cope with the backwardness, it takes a huge flow of capital that can not be fulfilled by the flow of capital from within the country. A foreign capital flow in the form of FDI can be a solution in solving the capital limitation. FDI can be a potential supporting sector in carrying out the economic development beside technology transfer and skill. 

The neoclassic theory reveals that “a capital flows downhill from a rich country (capital abundant) to a poor one (capital scarce)”. Where all countries can access the same technology and produce similar goods, while the difference income percapita describes the diference in the rate of the return on capital, the new investment will be made in poor countries. On the other hand, the Heckscher-Ohlin model explicitly predicts that a capital flows from countries with low interest rates to countries with high interest rates (Pogoda, 2012). However, Robert E. Lucas, Jr (1990) in his article entitled “Why Doesn’t Capital Flow From Rich To Poor Countries?” questions the validity of assumption that is used in neoclassic model. 

Alfaro (2008) in his research concludes that the increasing of international capital flow as the impact of financial openness is in line with the institutional quality improvement. Second, the capital market imperfection is due to asymmetric information and sovereign risk. The empirical study of Hermann and Kleinert (2014) on countries that join the European Monetary Union (EMU) shows that the market imperferction will hinder the efficiency of capital allocation. As the result, the capital flow to poor counties will be in persektive. 

Picture 1. GDP from Three Largest Trading Blocks in the World Economy In 2010 
[image: image1.emf]
Source of Data: UNCTAD


The FTA (Free Trade Agreement) of ASEAN-China forms the third largest economy group in the world after European Union and NAFTA (North America Free Trade Agreement). China has 8,5 billion people and covers an area of 14 million square kilometers. In 2010, China and ASEAN-68’s total GDP was US $ 7.79 trillion, contributing 99% of joint China and 10 ASEAN members’ GDP, and 12% of the world’s economy. Between 200 and 2010, the GDP growth rate was 10,8% for China and 5,5% for ASEAN-6. This rapid growth coincides with the growing importance of ACFTA (Asean-China Free Trade Area) members in the world economy (Qiaomin Li, Robert Scollay, Sholeh Maani, 2016).



The foreign investment that enters the country consists of foreign direct investment (FDI) and portfolio investment. Both types of investments are equally positive for the process of economic development of a country, but in its development FDI gives more significant advantage compared to portfolio investment. Foreign Direct Investment (FDI) consists of inward and outward. Inward FDI is an investment sourced from other country to the state in the ASEAN region most of which are classified as developing countries. Economic development that runs in developing countries must be lagging behind compared to advanced countries.
Picture 2. The Flow of Foreign Direct Investment (FDI): inward and outward in ASEAN, China and Japan 1995-2015.
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Along with the rapid economic growth in ASEAN, China and Japan the growth of FDI inflows. Foreign direct investment in ASEAN, China and Japan from 1995 to 2015 began to decline. From 2000 to 2005, FDI grew slowly, with FDI shares in ASEAN, China and Japan between 2005 and 2007. After 2007 China's growth rate began to increase, so that FDI ASEAN, China and Japan grew side by side. 


The associated growth pattern conveys that Real Sector (Gross Domestic Product, Industry, and Labor), Monetary and financial sectors (Broad money) and External Sectors (Exchange rate, transport service) have an influence on Foreign Direct Investment. Analysis of panel data (pooling data) is by connecting data that is time series cross section.
2. Literature Review

The emergence of foreign investment, especially FDI can not be separated from the thoughts that became the foundation of the use of FDI in the international world. These thoughts can be explained in essence as follows:
a) Sthepen Hymer’s Market Imperfections Theory
This theory suggests that FDI is a direct effect of an imperfect market. Stephen Hymer himself is considered as a pioneer in foreign investment theory, which emphasizes the role of specific corporate excellence and market imperfection in explaining the underlying motivation or objectives of the firm in making investments.

Higher returns on investment abroad do not guarantee the completeness of the explanation of capital flows, since the return on investment itself can mean that capital will be more efficient when allocated through the capital market and does not require corporate transfers. In connection with higher investment returns by acquiring or merging with existing and potential firms in the host country, it is expected to offset the disadvantages of the company's operations abroad.
By having certain advantages such as, access to easier and relatively large sources of capital, the presence of large-scale raw materials market, and having management skills, marketing skills encourage greater returns on investment.
b) J. H. Dunning’s Eclectic Approach Theory
This theory explains that FDI distribution phenomenon can be understood through three main frameworks, those are Ownership, Location, and Internalization (OLI). The explanations of those three components are as follows (J. H. Dunning, 1994, 2001; Krugman dan Obstfeld, 2003; Griffin dan Pustay, 2009):

· Ownership

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

It does not rule out that the form of ownership is intangible, but may be either a trademark or a reputation quality. The benefit of ownership is to give the company a very valuable competitiveness so as to reduce the unfavorable things in managing business abroad.
· Location
Location has a very big role in terms of direct foreign investment. A good overseas location will provide benefits for investors to produce abroad compared to their own countries. Transportation costs and barriers to trade will determine location eligibility from FDI. A good location is usually also linked to the availability of resources. For example, Caterpillar produces bulldozers in Brazil to enjoy cheaper labor costs and avoid high tariff barriers on goods exported from its factories in the United States.
· Internalization 
This section explains that FDI will be more profitable for multinational companies to conduct transactions eg input, technology, and management within an enterprise (within a firm). This will ensure ownership of the specific advantages they already have. In other words, the company must gain greater profit by controlling its business activities abroad than by hiring an independent local company to provide such services.
c)  Kiyoshi Kojima’s Macroeconomic Approach Theory

Each country has several factors of production and internationally various demands. Although some countries are also equipped with labor or natural resources they can not afford efficiency because of the unavailability of intermediate goods, namely managerial capacity, science and technology. Kojima (1982) tries to integrate the theory of trade with FDI and suggests that FDI is needed to make market factors more competitive and efficient at international level. In addition, it is also to improve the production process in a country blessed with certain resources.
The entry of FDI will lead to the increasing of production and exports if transferred in the form of capital packages, managerial and technological expertise of an industry that has a comparative weakness in state investment compared to the recipient country, thus contributing to productivity gains and comparisons of host countries. Then Kojima named the condition as FDI with the orientation on trade (the trade oriented) which specifically applied by Japan.


On the other hand, if FDI moves out of an industry that has a comparative advantage in investments to other countries, it will lead to efficiency losses by blocking the reorganization of international trade. Such way is then referred to as FDI with anti-trading orientation (anti-trade oriented). This kind of type is often used by investors from America.
According Jhingan (2004) Foreign Capital Investment (FCI) has roles in the economic growth of a country. Firstly, foreign capital can be useed as a tool to accelerate investment and economic growth. Secondly, the increasing of economic growth should be followed by the structure of production and trade in the country. Lastly, foreign capital as the mobilization of funds has an important role. These three roles must also be supported by the role of the government that uses the foreign capital to build infrastructure. 


According to UNCTAD (2006), there are 3 motivations or reasons to make direct investments abroad. First, market-seeking; where investors aim to penetrate the market and it is generally linked to the size of the market with percapita income, economic growth, trade access between the surrounding countries, and the selected taste of the people of the country. Second, resource-asset; where investors are based on the amount of raw materials starting from natural resources, labor costs, labor force, skilled labor, physical infrastructure (roads, ports, and telecommunications), and technology. Finally, efficiency-seeking; investors have motivation to create new competitiveness for the company because of lower production costs in its productivity.
3. Data and Fact

The greater the flow of incoming FDI will increase the public confidence in the government, and vice versa. This study is done to see the development of FDI flow into ASEAN 5 countries (Indonesia, Malaysia, Singapore, Thailand, Philippines), China and Japan during the period of 1996 - 2015. FDI inflow data are obtained from the World Bank. The development of FDI in ASEAN 5, China and Japan can be explained below.
Table 3.1. The Development of FDI in ASEAN 5, China and Japan
	 
	 
	 
	 
	 
	 
	 
	 

	
	FDI, net inflows (% of GDP)

	Year 
	Indonesia
	Malaysia
	Philippines
	Singapore
	Thailand
	China
	Japan

	1996
	2.7242
	5.0354
	1.8311
	10.0433
	1.2762
	4.6518
	0.0043

	1997
	2.1678
	5.1362
	1.4840
	13.7302
	2.5934
	4.6003
	0.0725

	1998
	-0.2523
	2.9977
	3.1673
	8.5335
	6.4348
	4.2516
	0.0810

	1999
	-1.3326
	4.9214
	1.5025
	19.2134
	4.8178
	3.5423
	0.2698

	2000
	-2.7574
	4.0384
	1.8352
	16.1898
	2.6631
	3.4751
	0.2187

	2001
	-1.8557
	0.5970
	0.9966
	19.0476
	4.2122
	3.5130
	0.1145

	2002
	0.0742
	3.1661
	2.1744
	6.6969
	2.4882
	3.6091
	0.2809

	2003
	-0.2543
	2.9209
	0.5864
	17.5785
	3.4359
	3.4874
	0.1973

	2004
	0.7382
	3.5079
	0.6479
	21.3597
	3.3895
	3.4836
	0.1563

	2005
	2.9161
	2.7344
	1.6144
	14.1977
	4.3396
	4.5543
	0.1148

	2006
	1.3479
	4.7272
	2.2154
	24.9828
	4.0213
	4.5086
	-0.0529

	2007
	1.6030
	4.6869
	1.9542
	26.5212
	3.2836
	4.3987
	0.4791

	2008
	1.8263
	3.2808
	0.7693
	6.3471
	2.9382
	3.7305
	0.4888

	2009
	0.9039
	0.0567
	1.2265
	12.3805
	2.2759
	2.5647
	0.2337

	2010
	2.0252
	4.2686
	0.5363
	23.2956
	4.3232
	3.9947
	0.1305

	2011
	2.3030
	5.0744
	0.8955
	17.8360
	0.6671
	3.6985
	-0.0138

	2012
	2.3098
	2.8291
	1.2857
	19.4481
	3.2446
	2.8177
	0.0088

	2013
	2.5571
	3.4943
	1.3749
	21.3826
	3.7895
	3.0282
	0.2065

	2014
	2.9137
	3.1412
	2.0168
	24.0105
	1.2239
	2.5576
	0.4074

	2015
	2.2965
	3.7001
	1.9261
	23.7770
	2.2552
	2.1916
	0.1274

	Source: World Bank Data (processed)
	
	
	
	


The development of FDI that enters the ASEAN 5 countries, China and Japan in the table above shows a various trends in the period of 1996-2015. The occurrence of crisis in some countries in ASEAN is started when the private policy committs leveraging in Thailand. By applying for large-scale credit to advanced countries like Japan, driven by Thailand's steady economic trends, in 1996 private debt in Thailand was due to be due but unable to meet its obligations resulting in a 1.2762% decline in its economic growth. Private companies that have debt matured in 1997 are finding it increasingly difficult to repay loans because the Baht is declining sharply. It also happens in other ASEAN countries, such as Indonesia, Malaysia, and Singapore. Thus, it raises a negative sentiment for investors to invest capital to countries, especially ASEAN 5.
4.  Methodology
Panel data is a combination of time series and cross section data. Time series data generally includes one object/individual (eg. FDI, Broad Money, Economic Growth, labor force, exchange rate, industry growth, and exim transport services), but covers multiple periods (daily, monthly, quarterly, or yearly bias). Cross data consists of several or many objects, often called respondents (eg. companies) with some types of data (eg. profit, advertising costs, retained earnings, and investment rates) in a given period of time. When we conduct an observation of the behavior of an economic unit such as a household, a company or a State, we will not only observe these units at the same time but also the behavior of the units over various time periods.

To see the impact of Foreign Direct Investment from the factors of Broad Money, Economic Growth, Labor force, exchange rate, Industry, transport service, it can be written in mathematical models
FDI = f (BRM, GDP, LBF, EXR, INST, TRANS)
Panel data is a combination of time-series data and cross-sectional data, where the same cross section unit is measured at different times. Panel data analysis is used to observe the relationship between one dependent variable with one or more independent variables. The use of panel data can provide many advantages in statistics as well as in economic theory, among others (Gujarati, 2003):
1. The panel data is capable of explicitly accounting for individual heterogeneity by allowing individual-specific variables to allow panel data to be used to test and build more complex behavior models.
2. If the specific effect is significantly correlated with the other explanatory variables, then the use of panel data will substantially reduce the omitted-variables problem.
3. Panel data bases itself on repeated cross section observation so that panel data method is suitable for the study of dynamic adjustment.
4. The high number of observations has implications for more informative, more varied data, the collinearity between the diminishing variables and the degree of freedom so that more efficient estimates can be obtained. The above advantages have implications for the unnecessary testing of classical assumptions in the panel data model, according to what is in some of the literature used in this study (Maddala, 1998; Pindyck and Rubinfield, 1991; and Gujarati, 2003).
The linear regression model uses cross section and time series data.
· Model with cross section data
Yi = α + β Xi + εi ; i = 1,2,....,N




 (1)

N: number of cross section data
· Model with time series data
Yt = α + β Xt + εt ; t = 1,2,....,T 




(2)

N: number of time series data
· Considering panel data is a combination of cross section data and time series data, the model is written with:

Yit = α + β Xit + εit ; i = 1,2,....,N; t = 1,2,….., T 


(3)

Where:

N = number of observations
T = amount of time
N x T = number of panel data
5. Empirical Results
In analyzing research data with panel, the researcher uses three types of model estimation, those are pooled least square (PLS), fixed effect method (FEM), and random effect method (REM). The results to be used in drawing conclusions in this study are the results of the best model of model testing performed. The results of the calculation of the three models are obtained by using EVIEWS 9 software. The estimation results that have been done are as follows:

Table 4.7. Panel Data Estimation Result with PLS Determinant FDI ASEAN 5, China and Japan Period of 1996 - 2015:
	Dependent Variable : FDI
	
	

	Variable
	PLS
	FEM
	REM

	C
	-0.585743
	-0.585743
	-0.585743

	
	(-1.02882)
	(-1.005346)
	(-1.005346)

	BRM?
	0.001079
	0.001079
	0.001079

	
	(1.301475)
	(1.27178)
	(1.27178)

	GDP?
	-0.078761
	-0.078761
	-0.078761

	
	(-5.176418)
	(-5.058309)
	(-5.058309)

	LBF?
	0.011944
	0.011944
	0.011944

	
	(1.246046)
	(1.217615)
	(1.217615)

	EXR?
	-0.438782
	-0.438782
	-0.438782

	
	(-4.989533)
	(-4.875688)
	(-4.875688)

	INST?
	0.025969
	0.025969
	0.025969

	
	(4.21032)
	(4.114255)
	(4.114255)

	TRANS?
	0.012008
	0.012008
	0.012008

	 
	(3.247489)
	(3.173392)
	(3.173392)

	Indonesia
	
	0.341948
	-1.298552

	Malaysia
	
	0.175333
	0.058656

	Philippines
	
	0.693117
	-0.515632

	Singapore
	
	11.63204
	10.51312

	Thailand
	
	-0.943557
	-0.859448

	China
	
	-3.692451
	-2.288682

	Japan 
	 
	-8.20643
	-5.609463

	R-squared
	0.361059
	0.361059
	0.361059

	F-statistic
	12.52614
	5.980525
	12.52614


Source: EVIEWS Data Processing Results 9
Based on Table 4.7 above, it is known that the estimation result using PLS approach shows that broad money, industry, labor and transport service have positive and significant influence on FDI in ASEAN 5 China and Japan at α = 5 exchange rate, economic growth
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 = 0.361059

F = 12.52614

d = 2.058
The value of the coefficient of determination (goodness of fit test) shows that the FEM model has a value R-squared0.796833 better than the value of R-squared PLS of 0.361059 and REM of 0.361059. It can be interpreted that the independent variables (broad money, economic growth, labor, exchange rate, industry, and transport service) in FEM model can explain 36.1% variance of FDI dependent variable. Meanwhile, 63.9% describes other variables that are not included in this research model.
In the FEM model the value of interception in each country is, Indonesia is 0.341948, Malaysia is 0.175333, the Philippines is 0.693117, Singapore is 11.63204, Thailand is amounted to -0.943557, China is -3.692451 and Japan is -8.20643. Thus, the Fix Effect Methode (FEM) approach explains the differences in FDI determinant behavior of the seven countries.
5.1.1.1. Model Selection Test Result

After estimating panel data with Pool Least Square (PLS) approach, Fixed Effect Methode (FEM), and Random Effect Methode (REM), then the next step is to choose the model to determine the best model which result will be used to make the conclusion from the analysis that has been done in this study. The test panel data model test can be explained as follows:
1) Common Effect or Individual Effect

To find out which model is suitable to be used in this research, Common Effect or Individual Effect can be seen from Chow Test result or often called F statistic test. As it has already been explained before that to conduct this test, we use hypothesis that is:

H_0 = Common Effect Model (Restricted)

H_1 = Individual Effect Model (Unrestricted)

The hypothesis above uses the equation F Statistics as has been formulated by Chow in the following:

Table 5.9. Panel Data of Chow Test Results of Fix Effects Method (FEM) Period of 1996 - 2015:
	
	
	
	
	

	
	
	
	
	

	Effects Test
	Statistic  
	d.f. 
	Prob. 

	
	
	
	
	

	
	
	
	
	

	Cross-section F
	53.797505
	(6,127)
	0.0000

	Cross-section Chi-square
	177.041574
	6
	0.0000

	
	
	
	
	

	
	
	
	
	


Source: EVIEWS Data Processing Results 9

Based on the results of the calculation test [image: image7.png]
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 with df of numerator = 6, df of denumerator = 127, at 5% confidence level is equal to 2.17. It can be seen that [image: image11.png]=F,
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 is rejected, which means the model to be used is Pooled Least Square. In other words, the interception for all cross section units is the same.
Thus, the panel data model suitable to be used in estimating FDI in ASEAN 5 (Indonesia, Malaysia, Singapore, Thailand, and Philippines), China and Japan is the Common Effect (Restricted) Model, compared to the Individual Effect Model (Unrestricted).
2) Fixed Effect Methode (FEM) or Random Effect Methode (REM)

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

H_0 = Model Random Effect Methode (REM)

H_1 = Model Fixed Effect Methode (FEM)

The Hausman Test by using EVIEWS 9 software obtains the following results:

Table 5.9. Panel Data of Hausman Test Result of Random Effects Method (REM) Period of 1996 - 2015:
	Test cross-section random effects
	

	
	
	
	
	

	
	
	
	
	

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

	
	
	
	
	

	
	
	
	
	

	Cross-section random
	21.132061
	5
	0.0008

	
	
	
	
	

	
	
	
	
	


Source: EVIEWS Data Processing Results 9
It can be seen that the result of Hausman Test above has probability value of 0.0008 less than alpha 0,05 (0.0008 < 0,05), then rejects the initial hypothesis H0 and receives correct model by using Fix Effect Model.

It also can be seen the Hausman Test results above obtains value of chi square (χ2) counts as much as 21.132061, while the value of chi square (χ2) table df = 5, at 5% confidence level is 11.07. Thus, it can be seen that chi square (χ2) counts larger than the chi square (χ2) table, thus [image: image17.png]


  is rejected.

This indicates that the panel data model that is suitable to estimate FDI determination in ASEAN 5 (Indonesia, Malaysia, Philippines, Singapore, and Thailand), China and Japan is panel data models with Fixed Effect Methode (FEM) approach.
5.1.1.2. Approach Method of Fixed Effect Method (FEM) with General Least Square
The study that uses cross section data has a tendency of heteroscedasticity (non homogeneous data) in research data. Therefore, in this study the researcher tries to see whether heteroscedasticity will occur from the estimation that is made through the method of Fixed Effect Method (FEM) approach.

The way that can be done to see the heteroscedasticity on Fixed Effect Method (FEM) estimation is by doing FEM estimation with GLS then compare the sum of squared residuals at weight statistics at sum of squared residuals unweight statistics. If the sum of squared residuals value of weighted statistics is smaller than in sum of squared residuals unweight statistics, then heteroscedasticity occurs.


The estimation result using software EVIEWS 9 obtains:

Table 5.9. Panel Data Estimation Results with EGLS (Cross-section weights) Determinants of FDI ASEAN 5, China and Japan Period of 1996 - 2015:
	Dependent Variable: FDI
	 
	 

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	C
	-0.58574
	0.56934
	-1.02882
	0.3054

	BRM
	0.00108
	0.00083
	1.30148
	0.1953

	GDP
	0.07876
	0.01522
	5.17642
	0.0000

	LBF
	0.01194
	0.00959
	1.24605
	0.2149

	EXR
	-0.43878
	0.08794
	-4.98953
	0.0000

	INST
	0.02597
	0.00617
	4.21032
	0.0000

	TRANS
	0.01201
	0.0037
	3.24749
	0.0015

	Indonesia
	-3.75945
	
	
	

	Malaysia
	-0.34617
	
	
	

	Philippines
	-3.04307
	
	
	

	Singapore
	12.37977
	
	
	

	Thailand
	-0.77593
	
	
	

	China
	-1.31434
	
	
	

	Japan 
	-3.14082
	 
	 
	 

	R-squared
	0.741092
	
	

	F-statistic
	33.3076
	 
	 

	
	
	
	
	



Source: EVIEWS Data Processing Results 9

Based on Table 5.9 above, it is known that the estimation result using Fixed Effect Methode (FEM) GLS approach shows independent variable that is economic growth, labor, transport service have positive and significant influence at [image: image19.png]


 = 5%. Meanwhile, the variable of broad money, exchange rate, industry have negative effect and also significant α = 5%.
The value of R2 resulted from the estimation is relatively smaller compared to the previous approaches of 74.1% during the observation period. This means that the estimation made using Fixed Effect Methode (FEM) GLS, independent variable (Broad Money, Labor force, exchange rate, Industry, transport service) in this research is able to explain 74,1% variance of FDI dependent variable. The rest of 25.9% explains other variables that are not included in this research model.
The value of intercept (c) of -0.58574 in the FEM GLS model is the average value of the error component. While the value of individual effects in each country indicates how much the difference of a state's error component to the average value of the intercept of all countries. Based on the above results it can be explained that the differences in the components of the country's error on the average value of all countries are Indonesia (-3.759448), Malaysia (-0.346166), Thailand (-3.439269), Singapore (12.37977), the Philippines (-0.775925), China (-1.314343), Japan (-3.140820).
From the above estimation we can write an equation of the determinant model of FDI in ASEAN 5 (Indonesia, Malaysia, Thailand, Singapore, and Philippines), China and Japan, those are:
· Indonesia

FDI = 
-3.75945 + 0.00108*BRM + 0.07876*GDP + 0.01194*LBF 


(-1.02882)     (1.30148)         (5.17642)         (1.24605)  
-0.43878*EXR  + 0.02597*INST + 0.01201*TRANS + µi

(-4.98953)             ( 4.21032)            ( 3.24749)
· Malaysia

FDI = -0.346166 + 0.00108*BRM + 0.07876*GDP + 0.01194*LBF 


(-1.02882)     (1.30148)         (5.17642)         (1.24605)  
-0.43878*EXR  + 0.02597*INST + 0.01201*TRANS + µi

(-4.98953)             ( 4.21032)            ( 3.24749)
· Philippines
FDI = -3.439269 + 0.00108*BRM + 0.07876*GDP + 0.01194*LBF 


(-1.02882)     (1.30148)         (5.17642)         (1.24605)  
-0.43878*EXR  + 0.02597*INST + 0.01201*TRANS + µi

(-4.98953)             ( 4.21032)            ( 3.24749)
· Singapore
FDI = 12.37977 + 0.00108*BRM + 0.07876*GDP + 0.01194*LBF 


(-1.02882)     (1.30148)         (5.17642)         (1.24605)  
-0.43878*EXR  + 0.02597*INST + 0.01201*TRANS + µi

(-4.98953)             ( 4.21032)            ( 3.24749)
· Thailand

FDI = -0.775925 + 0.00108*BRM + 0.07876*GDP + 0.01194*LBF 


(-1.02882)     (1.30148)         (5.17642)         (1.24605)  
-0.43878*EXR  + 0.02597*INST + 0.01201*TRANS + µi

(-4.98953)             ( 4.21032)            ( 3.24749)
· China

FDI = -1.314343 + 0.00108*BRM + 0.07876*GDP + 0.01194*LBF 


(-1.02882)     (1.30148)         (5.17642)         (1.24605)  
-0.43878*EXR  + 0.02597*INST + 0.01201*TRANS + µi

(-4.98953)             ( 4.21032)            ( 3.24749)
· Japan
FDI = -3.140820 + 0.00108*BRM + 0.07876*GDP + 0.01194*LBF 


(-1.02882)     (1.30148)         (5.17642)         (1.24605)  
-0.43878*EXR  + 0.02597*INST + 0.01201*TRANS + µi

(-4.98953)             ( 4.21032)            ( 3.24749)
5.1.1.3. Statistical Test Results Model

The next step in this study is to test the model statistics that have been selected before. The stages of statistical test of this research model consist of:

a) The Statistical T Test (Partial Test)

Test t statistic or partial test is a test of individual variables or individually done to see whether the independent variable statistically affect the dependent variable. The self-test of the regression coefficients of each independent variable using 5% level of significance obtains the following results:
Table 5.10 Test Result t-statistic (α = 5%) Model Fixed Effect (FEM) GLS Period of 1996 – 2015
	 
	 
	t-table 
	 
	 

	Independent
	t-Statistic
	df (α/2,n-k)
	Prob.  
	Conclusion

	 Variable
	 
	df (0,025%,133)
	 
	 

	BRM
	1.30148
	±1.97796
	0.1953
	Significant 

	GDP
	5.17642
	±1.97796
	0.0000
	Significant 

	LBF
	1.24605
	±1.97796
	0.2149
	Significant 

	EXR
	-4.98953
	±1.97796
	0.0000
	Significant 

	INST
	4.21032
	±1.97796
	0.0000
	Significant 

	TRANS
	3.24749
	±1.97796
	0.0015
	Significant 


Source: EVIEWS Data Processing Results 9
a. BRM Variable (broad money)

Based on the data estimation results we obtain the value of tcount 1.30148 < ttable ± 1.97796. It has a significance value of 0.1953 which means above α = 0.05. It can be concluded that H0 is accepted and rejects Ha which means the broad money variable has less statistically significant effect on FDI entering ASEAN 5 countries (Indonesia, Malaysia, Singapore, Thailand, and Philippines), China and Japan.
b. GDP Variable (Economic Growth)
Based on the data estimation results we obtain the value of tcount 5.17642 > ttable ± 1.97796. It has a significance value of 0.2149 which means below α = 0.05. Therefore, it can be concluded that H0 is accepted and rejects Ha which means Economic Growth variable has statistically significant influence on FDI coming into ASEAN 5 countries (Indonesia, Malaysia, Singapore, Thailand, and Philippines), China and Japan.
c. LBF Variable (Labor Force)

Based on the data estimation results we obtain the value of tcount 1.24605 < ttable ± 1.97796. It has a significance value of 0.0000 which means below α = 0.05. Therefore, it can be concluded that H0 is rejected and accepts Ha which means Labor Force variable is statistically less significant to FDI entering ASEAN 5 countries (Indonesia, Malaysia, Singapore, Thailand, and Philippines), China and Japan.

d. EXR Variable (Exchange Rate)
Based on the data estimation results we obtain the value of tcount -4.98953 > ttable ± 1.97796. It has a significance value of 0.0000 which means below α = 0.05. It can be concluded that H0 is rejected and accepts Ha which means the Exchange Rate variable has a statistically significant influence on FDI entering ASEAN 5 countries (Indonesia, Malaysia, Singapore, Thailand, and Philippines), China and Japan.

e. INST Variable (Industry)
Based on the data estimation results we obtain the value of tcount 4.21032 > ttable ± 1.97796. It has a significance value of 0.0000 which means below α = 0.05. It can be concluded that H0 is rejected and accepts Ha which means Industrial variable has statistically significant influence on FDI entering ASEAN 5 countries (Indonesia, Malaysia, Singapore, Thailand, and Philippines), China and Japan.

f. TRANS Variable (Transportation)
Based on data estimation results we obtain the value of tcount 3.24749 > ttable ± 1.97796. It has a significance value of 0.0015 which means below α = 0.05. Then it can be concluded that H0 is rejected and accepts Ha which means Transportation variable has statistically significant influence on FDI entering ASEAN 5 countries (Indonesia, Malaysia, Singapore, Thailand, and Philippines), China and Japan.
b) Test F Statistics (Test Together)

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

Table 5.11 F Statistical Test Results (α = 5%) Model Fixed Effects (FEM) GLS Period of 1996 – 2015
	Dependent Variable: FDI
	 
	

	
	
	t-tabel 
	 

	Dependent Variable
	F-statistic
	df (α, k-1, n-k)
	Conclusion 

	 
	 
	df (5%, 6, 133)
	 

	BRM, GDP, LBF, EXR, INST, TRANS 
	33.3076
	2.17
	Significant 

	
	
	 
	


Based on the result of F statistic test from model Fixed Effect Methode (FEM) GLS at 5% significance degree we obtain Fcount 33.3076 > Ftable 2.17. This means that the Fixed Effect Methode (FEM) model of GLS together with broad money variables, economic growth, labor, exchange rate, industry, and transport service have a statistically significant effect on FDI entering ASEAN 5 ( Indonesia, Malaysia, Singapore, Thailand, Philippines), China and Japan.
c) R2 Test (Coefficient of Determination)

The purpose of the Determination Coefficient Test (R2) is to know how far the model's ability to explain the dependent variable variance (dependent). The magnitude of R2 indicates the effect described by the dependent variable.

The results of data processing using Fixed Effect Model approach (FEM) GLS obtains R2 value of 0.741092 or about 74.1%. This means that 74.1% FDI variable can be explained by broad money variable, economic growth, labor, exchange rate, industry, and transport service, while the remaining 25.9% is explained by variables outside the model.
6. Conclusion
6.1.  Discussion of Research Results
As has been explained earlier that from the results of a series of model selection, the conclusion obtained is that the most appropriate and precise model to be used in estimating this research is a panel data model with Fixed Effect Method (FEM) GLS approach.

The model equations can be used to make conclusions from this study by explaining the comparison between empiric findings with hypotheses that have been made by the writer in analyzing the data in this study. The hypothesis intented is the statistically significant/real influence of the determinant variable FDI consisting of broad money, exchange rate, economic growth is a macroeconomic factor. Industry, labor, and transport service are the characteristics of the country, towards FDI entering ASEAN 5 countries, China and Japan.
Table 5.12 Comparison of Empirical Findings with the Research Hypothesis
	Influence Variable
	Hypothesis
	Empirical Findings

	
	Statistical

Significance
	Influence
	Statistical

Significance
	Influence

	Broad Money towards FDI
	Significant
	Positive
	Significant
	Positive

	GDP towards FDI
	Significant
	Positive
	Significant
	Positive

	Labor towards FDI
	Significant
	Positive
	Significant
	Positive

	Exchange Rate towards FDI
	Significant
	Positive
	Significant
	Negative

	Industry towards FDI
	Significant
	Positive
	Significant
	Positive

	Transport Service towards FDI
	Significant
	Positive
	Significant
	Positive


Source: Eviews Data Processing Results 9

It can be seen from table 5.12 above that the empirical findings from the results of data analysis research, nearly most of those independent variables, such as broad money, exchange rate, and economic growth are macroeconomic factors. While industry, labor, and transport service are the characteristics of the country, towards the FDI entering the ASEAN 5 countries, China and Japan.

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

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

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

Other result from a research by Agyenim Boateng, Shaista Nisar, Junjie Wu, Xiuping Hua (2015) suggests that the rapid increase of capital inflow into a country may result in an appreciation of the currency (real), especially when capital flow takes the form of an investment portfolio. Encouraging capital outflow all can help improve the pressure of currency appreciation. However, a major concern should be capital outflow of a country, spurring countries to accumulate excessive savings without structural adjustment in economic fundamentals. Thus, encouraging and liberalizing capital outflows should be implemented, together with rearranged austerity issues, in some Asian countries, especially the People’s Republic of China, as well as promoting efficient use savings to improve the quantity and quality of investments in those countries.
b) Effect of Economic Growth on FDI

Based on the model equation with Fixed Effect Methode (FEM) approach of GLS, it shows that the economic growth variable has positive and statistically significant influence on α = 5% towards FDI flow that enters ASEAN 5 countries, China and Japan. The regression coefficient value of the economic growth variable is 0.07876. It can be interpreted that if the change in economic growth in ASEAN 5, China and Japan is 1% then it will cause the change of FDI flow into ASEAN 5, China and Japan of 0.07876 with the same relationship direction (unidirectional) and other variables are assumed to be ceteris paribus.
The result is consistent with the findings of George S. Chen, Yao Yao, Julien Malizard (2017). First, the Chinese government should be selective in granting treatments and fiscal concessions to foreign investors. Secondly, the Chinese government should provide financial and nonfinancial support to companies that want to form EJVs with foreign investors. As we have shown, the promotion of EJVs produces positive information not only for partners but also for the Chinese economy globally in focusing on reorientating the export-driven economic. However, the critical pillar for the success of this venture depends on creating an conducive environment to sustainable growth.

The result is consistent with the findings of Qiaomin Li, Robert Scollay, Sholeh Maani (2016). The impact of FDI on economic growth has focused on the existence and level of technology and productivity spillovers associated with the transfer of technology by multinational corporations, reflecting an understanding of modern growth theory that increased productivity is supported by advancement technology to sustain economic growth in the long run, against the possible convergence of percapita income.
c) Labor Influence on FDI
Based on the model equation with Fixed Effect Methode (FEM) approach of GLS, it shows that the labor variable has positive and statistically significant influence on α = 5% towards FDI flow that enters ASEAN 5 countries, China and Japan. The regression coefficient value of the labor variable is 0.01194. It can be interpreted that if the change in labor in ASEAN 5, China and Japan is 1% then it will cause the change of FDI flow into ASEAN 5, China and Japan of 0.01194 with the same relationship direction (unidirectional) and other variables are assumed to be ceteris paribus.
The result is consistent with the findings of Internalization Theory of Alan M. Rugman. This theory relies heavily on the concept of transaction costs that explains the motivation or objectives of multinational corporations. Conducting capital investment in the form of FDI is to take advantage of the internal efficiency of the environment of the destination country FDI (Host Country).

Other theory that has the appropriate result comes from Qiaomin Li, Robert Scollay, Sholeh Maani (2016). The analysis of the impact of FDI is concentrated on wages and quality of work, and income inequality. The quality of work can be seen from the employee's point of view with a focus on the level of wages abroad which is relatively higher, and from a national perspective which focuses on how work is created by FDI affects overall productivity in the economy. A recent study by Javorcik (2013) highlights various evidences demonstrating that the work balance created by FDI tends to be a "good job" from both of these perspectives. For unequal earnings, the famous Feenstra and Hanson (1996) models concludes that vertical FDI wage inequality is good in host countries.

d) Effect of Exchange Rates on FDI
Based on the model equation with Fixed Effect Methode (FEM) approach of GLS, it shows that the exchange rate variable has negative and statistically significant influence on α = 5% towards FDI flow that enters ASEAN 5 countries, China and Japan. The regression coefficient value of the exchange rate variable is -0.43878. It can be interpreted that if the change in exchange rate in ASEAN 5, China and Japan is 1% then it will cause the change of FDI flow into ASEAN 5, China and Japan of -0.43878 with the same relationship direction (unidirectional) and other variables are assumed to be ceteris paribus.
As one of Hiroyuki Nishiyama's (2017) research result, the short-term effect of nominal exchange rates changes on the theoretical and empirical intra-industrial resource biases. The finding is the depreciation of the domestic currency lowering the productivity of cut-offs and exports of firms. The depreciation effect on industry-wide productivity is uncertain in pure theoretical analysis. But empirical tests using company data from the Japanese manufacturing industry (general machinery, electrical machinery, and means of transportation) show that the host currency (yen) depreciation tends to increase the industry's productivity widening. These results have some important policy implications. First, a policy that allows the host currency to fall in the market value of Foreign Exchange can increase the average productivity in some manufacturing industries depending on the situation. Second, such a policy can be a protector for export companies, but not always useful for FDI.

Just as Juthohip Jongwanich's research result, Archanun Kohpaiboon (2013) suggests that the rapid inflows of capital rising to a country can result in an appreciation of the currency (real), especially when capital flows take the form of an investment portfolio. Encouraging capital outflow all can help improve the pressure of currency appreciation. However, it is a major concern that capital out of the country, spurring the country to accumulate excessive savings without structural adjustment in economic fundamentals. Thus, encouraging and liberalizing capital outflows should be implemented, together with rearranged austerity issues, in some Asian countries, especially the PRC, as well as promoting efficient use savings to improve the quantity and quality of investments in those countries.
M. Fabricio Perez, Josef C. Brada, Zdenek Drabek (2012) in their research result shows that bilateral FDI flows come from economic samples, host country samples encourage non-economic motivation such as the desire to facilitate illegal actions of capital transfers and money laundering, with using a bilateral FDI flow model. We show that an average of 29% percent of total FDI is directed to countries that are money laundering centers of about 20%. The econometric results show that non-traditional FDI flow determinants, including money laundering, should be integrated into foreign investment theory.

Likewise with Shinji Takagi's research, Zongying Shi (2011), the impact of the Asian financial crisis on the volume of FDI flows does not occur statistically significant, especially when China and India are excluded from data, FDI flows in the manufacturing sector, more stable than portfolio flows. A new outcome has noticed a significant FDI negative response to the three exchange rate changes: the volume of FDI flows to Japan is smaller when the distribution is positively skewed (ie, the yen has a bias towards a relatively large volatile depreciation). This result is strong, with other standard control variables having statistically significant coefficients.
The country's home investors, that are interested in the flow of earnings and returns in future currencies, are policymakers in developing countries who want to maintain FDI inflow stable. To what extent actual FDI inflows respond to flows and expectations of exchange rate changes, and expected changes are influenced by large fl ows, sharp exchange rate fluctuations can exacerbate the volatility of FDI inflows through multiple channels. Avoiding unreliable exchange rate behavior, in relation to it the currencies of major source countries should help prevent the movement of FDI inflows indefinitely.
The 1997 exchange rate crisis showed the depreciation trend was not proven to attract FDI into the country, as evidenced by the declining number of FDI in ASEAN 5 countries post crisis. In Indonesia, the value of FDI was recorded to be decreasing into minus until 2000. This indicates that the currency in ASEAN 5 countries was not merely profit in the eyes of investors; it happened because of systemic impact of the currency of Thailand Bath was corrected instead.

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

In 2008, a series of impacts of the European crisis happened on banks in Europe and other countries, such as the U.S. and Japan. One of Greek’s debts was owned Italy, while Italy's debt was held by France. Even the barrage continued to extend all the way to the United States. All of these were related where the U.S. also had a lot of debts to French, Japanese, English and German banks.

The crisis occurring in Europe and the United States created a dominant effect from the financial crisis that spread to other countries in the European Union. The crisis in Europe and the United States brought influence to commodity prices that tended to decline. The decline of commodity prices in the world market was mainly for raw materials. The drastic decline in commodity prices had also occurred before the global crisis of 2008. However, even in the crisis there was still a tendency to increase prices on investment commodities that were related to the nature of gold investment in the long term.
In the longer term (medium long), the global crisis is expected to have a major impact on the real sector, especially trade related to the slowdown in the world economy, especially in advanced countries. Global crisis does not have a major effect on direct trade between Indonesia and Europe, nor with the United States. But Indonesia's indirect trade route with Europe and America will be affected through China. China, which is the largest importer of Indonesian goods, is expected to reduce its imports due to declining demand for the declining nations towards Chinese goods.
e) Industrial Influence on FDI
Based on the model equation with Fixed Effect Methode (FEM) approach of GLS, it shows that the industry variable has positive and statistically significant influence on α = 5% towards FDI flow that enters ASEAN 5 countries, China and Japan. The regression coefficient value of the industry variable is 0.02597. It can be interpreted that if the change in industry in ASEAN 5, China and Japan is 1% then it will cause the change of FDI flow into ASEAN 5, China and Japan of 0.02597 with the same relationship direction (unidirectional) and other variables are assumed to be ceteris paribus.

As one of Shaosheng Jin's, Haiyue Guo, Michael S. Delgado, and H. Holly Wang’s (2017) research results that FDI at the level or originating from different country sources affects the Chinese food sector in a very different way. Although one of the early goals of Chinese policies is to encourage FDI to increase company productivity, the results show that under some circumstances, FDI may jeopardize productivity of food companies. Empirical findings have implications for China's policy related to FDI in the food industry to understand the potential impacts on the company's food.

Another impact of FDI is delivered by Sizhong Sun and Sajid Anwar (2017) in their research which shows that FDI can improve the domestic export market performance of the company at the expense of their market performance. If the increase in export market income is large then overall impact on society will be positive. Overall, it seems that FDI in China's textile industry has a positive effect on total domestic company earnings. While other companies in the textile industry seem to gain benefit from FDI to identify which industries FDI has a positive impact on revenue from those companies. Increases in total company earnings can be attributed to increased employment.
The result of Arijit Mukherjee and Uday Bhanu Sinha's (2016) research is in contrast to the ordinary belief that lower product markets are decreasing consumer surplus and welfare, however, we show that lower product market competition can increase consumer benefits and prosperity by attracting FDI that helps improve industry efficiency costs. Thus, we give importance to the insights of antitrust authorities in formulating competition policy. We consider a structure of demand where the degree of product differentiation does not affect the total demand, thus ignoring some variations. However, if one considers the demand structure where product differentiation increases the total demand, it will lower market product competition because higher product differentiation will increase the likelihood of higher consumer surplus and welfare by increasing demand.

Similarly, the results of Qiaomin Li's research, Robert Scollay, Sholeh Maani (2016) explains that the impact of FDI on growth has focused on the existence and level of technology and productivity spillovers associated with the transfer of technology by multinational corporations, reflecting an understanding of modern growth histories that increased productivity is supported by technological advances to sustain growth in the long term, against the possible convergence of percapita income. Blomström and Kokko (2001) emphasize that these spillovers do not happen automatically. Host country affects its ability to absorb spillovers, including the rate of development of human capital, the policy environment, and perhaps also the rate of industry development. If there are variations in relevant conditions across ACFTA members, there may also be variations in their ability to absorb and utilize technology and productivity spillovers.
f) Effect of Transport Service on FDI
Based on the model equation with Fixed Effect Methode (FEM) approach of GLS, it shows that the transport service variable has positive and statistically significant influence on α = 5% towards FDI flow that enters ASEAN 5 countries, China and Japan. The regression coefficient value of the transport service variable is 0.01201. It can be interpreted that if the change in transport service in ASEAN 5, China and Japan is 1% then it will cause the change of FDI flow into ASEAN 5, China and Japan of 0.01201 with the same relationship direction (unidirectional) and other variables are assumed to be ceteris paribus.


One of the Territories of Eclectic Theory Approach by J. H. Dunning states that location has a very big role in foreign direct investment. A good overseas location will provide benefits for investors to produce abroad compared to their own countries. Transportation costs and barriers to trade will determine location eligibility from FDI. A good location is usually also linked to the availability of resources. For example, the Caterpillar Company manufactures bulldozers in Brazil to enjoy cheaper labor costs and avoid high tariffs on goods exported from its factories in the United States.

As well as the results of Qiaomin Li's, Robert Scollay, Sholeh Maani’s (2016) research explains that FDI vertical growth is associated with the development of production networks, which in turn is related to the liberalization of the trade in semi-finished goods. The hypothesis that the effects of the ACFTA (ASEAN-China Free Trade Agreement) vertical fragmentation will occur substantially, has a positive impact on vertical FDI. The horizontal FDI findings imply that the effect of market expansion may also contribute to explaining bilateral FDI in China and ASEAN. Horizontal FDI will increase due to the effect of market expansion, that is, the effect of reducing trade barriers in expanding the market size available to producers in the Free Trade Agreement, and the effect of this market enlargement in attracting MNCs looking for markets.
6.2. Conclusion

This research uses data panel model analysis where Foreign Direct Investment (FDI) influences Macroeconomic Factor in ASEAN 5, China and Japan in period 1996-2015. Based on the discussion of the previous chapter, it can be drawn some conclusions as follows:

1. Increased capital inflows into a country can result in excessive appreciation of the currency (real), especially when the capital flow is in the shape of portfolio investment.

2. The impact of FDI on economic growth has focused on the existence and level of technology and productivity spillovers associated with the transfer of technology by multinational corporations, reflecting an understanding of modern growth theory that increased productivity is supported by technological advances to sustain economic growth over the long term, convergence of per capita income.

3. The impact analysis of FDI is concentrated on wages and quality of work, and then income inequality. The quality of work can be seen from the point of view of the worker, with a focus on the company's relatively high level of wages overseas against the wage rate in domestic firms, and from a national perspective, focusing on how work created by FDI affects overall productivity in the economy.

4. Short-term effect of nominal exchange rate changes in the depreciation of domestic currency decreases domestic cut-off productivity and exports of firms. The depreciation effect on productivity industry is uncertain in pure theoretical analysis. But empirical tests using company data from the Japanese manufacturing industry (general machinery, electrical machinery, and means of transportation) show that the host currency tends to increase industrial productivity. These results have some important policy implications. Firstly, a policy that allows the host currency to fall in the market value of the Foreign Exchange can increase the average productivity in some manufacturing industries depending on the situation. Secondly, such a policy could be a safeguard for export companies, but not always beneficial for domestic and FDI.

5. FDI can improve domestic export market performance of the company. If the increase in export market income is large then overall impact on society will be positive. FDI can improve domestic export market performance of domestic companies at the expense of their market performance. If the increase in export market income is large then overall impact on society will be positive. Overall, it seems that FDI in the industry has a positive effect on the total revenue of domestic companies. While other companies in the textile industry seem to benefit from FDI, to identify which industries FDI has a positive impact on revenue from those companies. Increases in total company earnings can be attributed to increased employment.

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

6.3. Suggestion

Based on the results of the above research, suggestions that can be given author are as follows:

1. In order to maintain sustainable FDI flow, the government and stakeholders as policy makers need to pay attention to the development of FDI itself, especially in the money market. Given these variables is an important factor that into consideration foreign investors. Government and private sectors are also expected to be selective in choosing trading partners, which are related to FDI, which takes into account the returns on foreign direct investment (FDI), because if FDI is not regulated it affects the exchange rate. Stability of exchange rate also need to be maintained volatility, because the stability of the exchange rate is an indicator of certainty of return on investment to be received by investors.

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

3. The government is also concerned with infrastructure, where good infrastructure is also one of investors' attractions, especially transport service. Because a positive industrial climate is formed from a broad market and also a good distribution.

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

5. In addition to the preparation of good human resources, the government is expected to provide protection to the domestic workforce, along with the entry of FDI labor from the country of origin as well as entry, so it takes government policy to regulate the entry of foreign workers so that the demand for domestic labor also will not be diminished. On the other hand, excessive exploration may adversely affect domestic workforce, it is also related to the issue of cultural transfer brought from the country of origin of the investor, for example, Korean culture that enters through the investors in domestic companies.

6. The amount of FDI entering the country can also have negative impact. We can see from the private sector, where the dominant ownership of foreign investors can affect the company policy, which can sometimes destroy the domestic industry. This is because of the competition in the same sector in the global market, for example, a tobacco company. Yields are sometimes unbalanced that benefit foreign investors. Another impact is the exclusion of ecosystems, social communities in the environment for example is a mining company in Irian Jaya.
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