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Abstract
 

This study aims to identify: (1) the effect of remittance of Indonesian workers on Indonesia's economic 
growth from 1998-2018; (2) the effect of Foreign Direct Investment on Indonesia's economic growth from 
1998-2018; and (3) the effect of remittances of Indonesian workers and Foreign Direct Investment (FDI) 
on Indonesia's economic growth from 1998-2018. Based on previous studies found differences in the 
results of contributions. This study uses a quantitative model using remittances from Indonesian workers 
and FDI as independent variables, and the dependent variable is economic growth. The population of this 
study is all secondary data about the percentage of GDP and FDI remittances and the level of economic 
growth in Indonesia in 1998-2018. Tests conducted are prerequisite tests for multicollinearity, 
heteroscedasticity, autocorrelation, and multiple regression hypothesis testing using SPSS 21 to measure 
the effect of independent variables on the dependent variable partially and simultaneously. The results of 
this study stated that there was no significant effect on the remittance of Indonesian workers and FDI on 
Indonesia's economic growth from 1998-2018 because the receipt of remittances by Indonesian workers 
was used by households for food consumption and expenditure, not for investment or to open businesses. 
Meanwhile, Indonesia's FDI bureaucracy is still inefficient and there is a need for infrastructure 
development to increase foreign investor interest. In addition, Indonesia is still oriented towards imports 
rather than exports.  
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INTRODUCTION 

Indonesia is not only endowed in rich 

natural resources, but also the rich human 

resources, as Indonesia is the fourth largest 

population in the world. It causes the 

citizens to be very competitive in obtaining 

employment, and some of them will end up 

choosing to work abroad. The large number 

of Indonesians who choose to work abroad 

will certainly impact the state income and 

economic growth. From the economic 

growth, the level of achievement of a 

country's economic development can be 

measured (Fathoni, 2017). Each country has a 

different economic growth rate. The pace of 

Indonesia's economic growth from 1998 to 

2018 are as follows: 

Table 1. Indonesia's economic growth from 

1998-2018 (percentages). 

Year 
Indonesia's Economic 

Growth 

1998 -13,13 

1999 -1,29 

2000 6,48 

2001 3,88 

2002 4,38 

2003 4,78 

2004 5,03 

2005 5,69 

2006 5,51 

2007 6,28 

2008 6,1 

2009 4,5 

2010 6,1 

2011 6,5 

2012 6,23 

2013 5,78 

2014 5,02 

2015 4,79 

2016 5,02 

2017 5,07 

2018 5,17 

Source: Statistics Indonesia, 2020 
 

In 1998-1999 economic growth in 

Indonesia had declined so much that there had 

been an economic increase. In 2000 Indonesia's 

economic growth recovered. Then the ups and 

downs of economic growth received from 2001-

2016, the instability of economic growth caused 

by various factors, these factors will be 

identified in full. One of the factors that will 

discuss the remittance of Indonesian workers. 

Indonesia is a country whose the 

economic growth is conducted through service 

export transactions. Migration provides diverse 

economic impacts on migrant households, 

countries of origin, and destination countries of 

migrants. Migration and remittances have 

direct and indirect effects on the welfare of the 

population in the country of origin of migrants. 

Remittances generated by migrants have the 

potential to increase state income and can 

reduce poverty. In addition, remittances can 

also enhance financial sector development, so as 

to stimulate economic growth. Indonesian 

migrant workers have a positive influence on 

the amount of remittances sent to their home 

country (Ardana, 2010; Suryantara, 2007). 

Remittance is the process on transferring 

money by the migrant workers to the family in 

their home country (Koser, 2007). The money 

sent by migrant workers is one of the largest 

cash flows in developing countries. On 

developing countries such as Indonesia, the 

remittances of migrant workers are quite large, 

especially when Indonesia is the origin of large 

scale migration. Worker remittances are an 

important part of international capital flows, 

especially in labor-exporting countries. In 1988, 

workers’ remittances amounted to $ 65 billion, 

accounting for nearly eight percents of service 

trade worldwide (Russell & Teitelbaum, 1995). 

In recent years, foreign workers from 

Asian have sent remittances of around $ 8 

billion per year to their home country. Based on 

the results of Cooray (2012) research, it was 

found that remittances have a positive effect on 

economic growth in South Asian. One of the 
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benefits of remittance is it can improve the 

economic growth (Ratna, 2013). Hence, it can 

be concluded that the remittance of 

Indonesian Migrant Workers can increase 

economic growth. In addition, in order to 

improve the economic growth, money 

remittances are also an important source of 

valuable foreign exchange for labor-

exporting countries (Stahl & Arnold, 1986). 

Table 2. Information of remittances, 
received (% of GDP) in 1998-2018 

Year Remittances, received  

  (% of GDP) 

1998 1.00 

1999 0.79 

2000 0.72 

2001 0.65 

2002 0.64 

2003 0.63 

2004 0.73 

2005 1.90 

2006 1.57 

2007 1.43 

2008 1.33 

2009 1.26 

2010 0.92 

2011 0.77 

2012 0.79 

2013 0.83 

2014 0.96 

2015 1.12 

2016 0.96 

2017 0.88 

2018 1.08 

Source: World bank, 2020. 

Remittances in the percentage of 

remittance units per PDB have a positive 

trend but tend to be volatile. The increase in 

remittances in units of percentage of 

remittances occurred in 1998 and 2005. The 

increase in remittances in units of 

percentage of remittances in 1998 was caused 

by the number of Indonesian workers which 

increased significantly in line with the 

economic crisis in Indonesia. In 2005, the 

increase in remittances in terms of percentage 

of remittances per PDB was caused by the 

enactment of Law No. 39 of 2004 concerning 

the placement and protection of Indonesian 

workers abroad. Since the enactment of the Act, 

the receipt of remittances in nominal terms has 

increased significantly. In the following years, 

remittances in terms of percentage of 

remittances, received % of GDP experienced 

along with the improvement of the Indonesian 

economy as indicated by the increasing GDP 

produced by Indonesia. 

Besides remittance factors for migrant 

workers, FDI (Foreign Design Investment) in 

Indonesia also be examined. Each country needs 

capital to finance its development projects. If it 

turns out that the supply of savings in the 

country is not sufficient, then one way to get an 

injection of capital is to attract foreign direct 

investment (FDI). Foreign direct investment is 

an investment made by a foreign private sector 

to a certain country, usually in the form of 

multinational branch companies, multinational 

subsidiaries, licenses, joint ventures, or others. 

Economic growth supported by investment is 

considered to be able to increase productivity 

which also increase the growth). One of the 

main factors in the economic growth is capital 

accumulation, such as all forms of investment in 

the form of physical equipment, land, capital, 

and human resources (Setyari, Rustariyuni & 

Aswitari, 2016). With the existence of Foreign 

Direct Investment (FDI), it supports the 

employment opportunities, increase state 

revenue from tax sources, and the existence of 

technology transfer. In addition, Foreign Direct 

Investment (FDI) tends to be more profitable 

and does not burden the country's economy 

compared to the flow of loans, financing 

development, and export credit, all of which are 

considered the state debt (Anwar et al, 2016). 
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The theory of economic growth: 

Harrod-Domar's economic growth model 

explains that investment in the process of 

economic growth has a very decisive role, 

especially the dual character of investment 

(Jhingan, 1994) such as: a. Creating the 

revenue which is often referred as demand 

request. b. Enlarging the economic 

production capacity by increasing the capital 

stock as the impact of investment offers. 

While the net investment is still conducted, 

real income and output will grow 

continually. Therefore, FDI has a positive 

role in improving the economic growth. But 

after the 1998 economic crisis, FDI in terms 

of the percentage of FDI per GDP tends to 

decrease. This shows that the investment and 

business climate in Indonesia is not 

conducive. 

Table 3. Percentage of FDI, net inflows (% of 
GDP) Indonesia in 1998-2018 

Year FDI net inflows 

   (% of GDP) 

1998 -0.25 

1999 -1.33 

2000 -2.75 

2001 -1.85 

2002 0.07 

2003 -0.25 

2004 0.73 

2005 2.91 

2006 1.34 

2007 1.60 

2008 1.82 

2009 0.90 

2010 2.02 

2011 2.30 

2012 2.31 

2013 2.55 

2014 2.82 

2015 2.29 

2016 0.48 

2017 2.02 

2018 1.89 

Source: World Bank, 2020. 

 

The debate about the direct investment 

that has been going on for a long time. On the 

one hand, the direct investment gives a positive 

effect on economic growth, goals, Effendi & 

Soemantri (2003). This positive impact occurs 

because of the transfer of technology and 

managerial expertise, the introduction of new 

production technologies, and access to 

international networks. For developing 

countries, the entry of foreign direct investment 

also means that it is available for soft loans. 

Meanwhile, the negative argument states that 

representatives of direct investment can refute 

Germinalis (1977). Different study results were 

also found by previous researchers. Aitken & 

Harisson (1999) find that direct investment in 

Venezuela to the economy is very small (Effendi 

& Soemantri, 2003). This finding was made with 

the results of studies conducted by Germidis 

(1977), Hadad & Harison (1993) which state that 

direct investment does not have a significant 

effect on increasing economic growth. 

The results of this empirical study differ 

from the findings obtained by Borensztein, 

Gregorio, & Lee (1998) and Effendi & Soemantri 

(2003), which defines the investment obtained 

directly to increase economic growth. This 

finding is supported by Alfaro, Chandra, 

KalemliOzcan, & Sayek (2000) who also stated 

that direct investment has a positive impact on 

economic growth, especially in the financial 

sector. The different findings of several different 

researchers are interesting researchers to 

conduct research on direct investment in 

Indonesia, whether supporting the hypothesis 

that direct investment will increase economic 

growth or conversion. 

While the remittance of Indonesian 

workers has a lot of research that has been 

owned, the evolution of acceptance of 

remittance receipts on economic growth in 

several developing countries. Abida & Sghaier 

(2014) found remittances and economic growth 

to have a significant positive relationship, in a 

study of four countries (Tunisia, Morocco, 
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Algeria, and Egypt) in North Africa using the 

Generalized Method of Moment (GMM) 

system of panel data analysis. Dhungel (2014) 

analyzed the effect of remittances on Gross 

Domestic Product (GDP) in Nepal, showing 

that the effect of remittances on GDP. This 

shows that the average remittance is spent in 

the unproductive sector. Tahir et al. (2015) 

analyzed the effect of receiving remittances 

on economic growth, using the variable 

remittance receipts, Foreign Direct 

Investments (FDI), total imports, and 

economic growth in Pakistan. Researchers 

found that receiving remittances and FDI 

had a positive and significant effect on 

economic growth, while interests had a 

negative effect on economic growth. 

Siddique et al. (2010) growth trends in 

remittance receipts to economic growth in 

Bangladesh, India, and Sri Lanka. Studies 

show that remittances do not have an 

influence on economic growth in Bangladesh 

and India. However, the effect of growth on 

economic growth in Sri Lanka. Other studies 

such as Chami et al. (2009) found that 

remittances have a negative effect on 

economic growth. Receiving remittances 

does help households get out of poverty. 

However, receiving remittances is not used 

for productive payments or is not used as 

capital to become an entrepreneur. 

Belmimoun et al. (2014) also found that 

remittances had a negative effect on 

economic growth in Algeria. This research 

shows that remittance has a direct influence 

on important goods or purchase of 

agricultural land, rising agricultural prices 

Further confirmed the receipt of remittance 

reports, the results of research from several 

previous studies, and research results that 

are different from case studies in different 

countries. Therefore, this is interesting to 

analyze, so that writers and readers can find 

out about the acceptance of remittances on 

economic growth in Indonesia. 

Related to these problems, there are 

several things that will be analyzed in this 

study, namely: (1) The effect of sending 

Indonesian workers money on Indonesia's 

economic growth; (2) The effect of foreign 

direct investment (FDI) on economic growth in 

Indonesia; (3) The effect of remittances from 

Indonesian migrant workers and foreign direct 

investment (FDI) on Indonesia's economic 

growth. 

 

METHOD 

This study implemented quantitative 

analysis as the method. This analysis was used 

to analyze quantitative information in form of 

data that can be measured, tested, and 

displayed in the form of equations and tables. In 

calculating the research data, researchers used 

SPSS 21 application. The independent variable 

in this study was  the remittance of Indonesian 

migrant workers remittance and FDI which 

were tested for their impacts on the dependent 

variable of economic growth. The research 

model implemented to see the relationship 

between the independent variables and the 

dependent variable were partially and 

simultaneously. 

The data used as a sample in this study 

are data on the percentage of the number of 

remittances per GDP, FDI per GDP and 

Indonesia's economic growth in 1998-2018. The 

data collection method used in this study were 

documentation, or data collection the method is 

carried out by collecting all secondary data 

contained in the World Bank and the Central 

Statistics Agency (BPS). Data analysis starts by 

testing the violation/classical tests such as 

multicollinearity test, heteroscedasticity test, 

and autocorrelation test. 
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Multicollinearity is necessary to 

consider whether a regression model is found 

to be related between independent variables. 

A good regression model does not occur 

between independent variables, because if it 

does, the variables are similar. To argue that 

multicollinearity problems occur can see the 

value of tolerance and its opponent Variance 

Inflation Factor (VIF). Sujianto (2007) said 

that if the value of the variance inflation 

factor (VIF) is not more than 10 then the 

model is free from multicollinearity. While 

the Heteroscedasticity Test takes decisions in 

the regression model, there is an unequal 

variance from the residue of one observation 

to another. To refute the presence or absence 

of heteroscedasticity in a model can be seen 

from the scatter plot pattern, Sujianto (2007) 

is not included as not heteroscedasticity if: 1) 

Dissemination of patternless data points 2) 

Data points are sought and sought 0, and 3) 

Data the points cannot be collected only 

above or below them. And autocorrelation is 

defined as the relationship (revision) 

between observing members sorted 

according to time series or cross-sections of 

Gujarati (2003). 

If the data is declared free from 

multicollinearity, heteroscedasity, autocorre-

lation then hypothesis testing could be 

conducted by using a regression test. 

 

RESULTS AND DISCUSSION 

The tests consisted of multicollinearity 

test, heteroscedasticity test, and 

autocorrelation test, in order to find out 

whether the model used was relevant or not. 

In order to identify the possibility of 

multicollinearity, it could be done by using 

an additional regression (auxiliary 

regression), such as by regressing the 

independent variable with other 

independent variables. In order to see 

multicollinearity, the collinearity statistics were 

also used on:  

Table 4. Collinearity Statistics 

Tolerance VIF 

.784 1.276 

.784 1.276 

Source: Author’s compilation, 2020 

From the calculation, the tolerance value 

was 0.784 > from 0.100. Meanwhile, the  results 

from the calculation of the variance inflation 

factor was (VIF) 1.276 < from 10.00. Hence, it 

can be concluded that there is no 

multicollinearity between independent 

variables in the regression model.  

Heteroscedasticity is the different variant 

that can make bias for the calculation, and the 

consequences of ordinary least square formula 

which will overestimate the true variance.The 

results of the heteroscedasticity test is are as 

follows: 

 Figure 2. Scatterplot 

In Figure, it revealed that the residual plot 

did not describe the existence of certain 

systematic patterns (linear or quadratic or wavy 

relationships, widening then narrowing), but it 

was more random (tends to spread). Hence, the 

regression equation used in this study was 

fulfilled the assumption of homoscedasticity or 

there was no heteroscedasticity symptom. 

Autocorrelation can be defined as the 

correlation between various parts of 

observations ordered by time such as, in data of 

the time or cross sectional data. This test aimed 
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to identify whether there was any correlation 

in regression linear model between the error 

of the intruder in the period t with the error 

of the intruder on the variable t-1 (previous 

data). The results of the autocorrelation test 

were as follows: 

Table 5. Runs test 

Unstandarized Residual 

Test Valuea .75223 

Cases < Test 10 

Cases >= Test 11 

Total Cases 21 

Number of Runs 9 

Z -.887 

Asymp. Sig. (2-tailed) .375 

Source: Author’s compilation, 2020 

Asymp Value Sig (2-tailed) of 0.375> 0.05 

then there are no symptoms of autocorrelation 

so the analysis can proceed. 

 The previous tests proved that there 

were no multicollinearity, heteroscedastasity, 

and autocorrelation, so the hypothesis testing 

could be conducted by using multiple 

regression. The results of multiple regression 

tests by using SPSS 21 program were as follows: 

 

 

 

 

  

Table 6. Hypothesis testing on partial influence 

Coefficientsa 

  Unstandardized 

Coefficients 

Standardized 

Coefficients 

 

Model  B Error Beta t Sig 

1 (Constant) 4.249 3.440  1.235 .236 

 REM -1.202 3.541 -.094 -.339 .739 

 FDI 1.034 .761 .376 1.359 .194 

Dependent Variable: Economic Growth IND 

Source: Author’s compilation, 2020

In testing for the first hypothesis, the 

value of sig. For the effect of remittance of 

Indonesian workers on Indonesia's economic 

growth is 0.739 > 0.05, it can be concluded 

that is no significant effect between 

remittances of Indonesian workers on 

Indonesia's economic growth in 1998-2018. 

The results of this study support the research 

of Chami et al. (2005) that remittances will 

cause moral hazard problems. Recipient 

households use remittances as a substitute for 

labor income (labor income), thereby 

reducing the desire to work and negatively 

impacting economic activity in various 

countries. The effect of remittances on 

economic growth in Indonesia much smaller 

than the findings of Meyer & Shera (2017) in six 

developing countries in Europe and Albania. 

This is consistent with the opinion of Docquier 

(2017) which states that the impact of 

remittances on economic growth in high-income 

countries is far greater than in low-income 

countries.  

Acceptance of remittances that continues 

to increase can provide positive growth to 

economic growth, but in this study which shows 

that remittance of Indonesian workers has no 

significant effect on economic growth in 1998-

2018. This is seen from how the receipt of 

remittances spent by households, this greatly 

affects the size of economic growth. According 

to Adams & Cuecuecha (2010) in Indonesia, 
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more households receive remittances for 

spending on consumer goods and food. 

Households that receive international money 

transfers in Indonesia are households that are 

classified as poor or who are below the 

poverty line. Therefore, remittances received 

by households are mostly used for shopping 

for goods and food, for shopping for 

investment goods or housing.  

Meanwhile, for testing the second 

hypothesis, the sig value for the effect of FDI 

on Indonesia's economic growth is 0,194 > 

0.05, it can be concluded that is rejected or 

there is no significant influence between FDI 

on Indonesia's economic growth in 1998-2018. 

The calculation results show the partial 

variable FDI has a negative influence on 

Indonesia's economic growth. These results 

illustrate that Indonesian investment is still 

very volatile. Indonesia has not become a 

priority because it has to invest capital from 

foreign investors. Evidenced by the World 

Investment Report report that Indonesia is still 

ranked 47th in foreign investment. Then, one of 

the foreign investors, one of which is a 

complicated and inefficient bureaucracy so that 

foreign investors are less interested in investing 

their capital in Indonesia. Like the length of 

investment licensing so that licensing is still 

expensive compared to competing countries.  

Efforts to increase investor interest in 

investing in Indonesia are urgently needed. With 

regard to policies that must be issued to the 

Indonesian government, to make development 

policies related to policies to make investments 

for economic development in Indonesia in the 

future and also need to improve infrastructure to 

attract foreign investors. Related to investment-

ease, which is related to local communities, both 

related to fieldwork, transfer of knowledge, and 

technology that can support all parties. 

Table 7. Hypothesis testing on simultaneous influence 

ANOVAa 

Model  
Sum of 

Squares 
df 

Mean 

Square 
F Sig. 

1 Regression 42.450 2 21.225 .988 .395b 

 Residual 322.388 15 21.4 93   

 Total 364.838 17    

Dependent Variable: Economic Growth IND 

Predictors: (Constant). FDI, REM 

Source: Author’s compilation, 2020 

Using SPSS 21, a multiple regression 

test was carried out to see the effect of 

remittance of Indonesian workers and FDI as 

an independent variable on the dependent 

variable of Indonesia's economic growth 

simultaneously. Based on the output data in 

the ANOVA table, it was revealed that the 

effects of X1 and X2 simultaneously on Y 

were 0.395 > 0.05. Therefore, the third 

alternative hypothesis is rejected. In other 

words, there is a simultaneous no effect of 

variable X on variable Y. In conclusion, there 

is no effect of the remittance of Indonesian 

workers and FDI on Indonesia's economic 

growth in 1998-2018. 

The results of this study partially or 

simultaneously state that FDI has a negative 

effect on economic growth, this is certainly 

contrary to the initial assumption of 

researchers. This result is also supported by 

previous studies namely research conducted by 

Octaviana, Cicy (2016) states FDI has no 

influence and is not significant to changes in 

economic growth, this is due to obstacles such 

as complicated licensing, and high licensing 

costs. Then these results are also strengthened 
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by research conducted by Kholis, M (2012) 

stating that FDI has a negative impact on 

Indonesia's economic growth. According to 

Bhagwati (1994) shows that trade policy plays 

an important role in determining the 

effectiveness of FDI in distributing positive 

externalities in a country. In this case, he 

argues that export-oriented countries can 

capture the effect of "spillovers" on FDI more 

efficiently and, as such, will have higher 

growth rates. When viewed from the 

development of export-import, Indonesia is 

still import-oriented. The latest data in the 

2018 word bank states that Imports of goods 

and services (% of GDP) - Indonesia is 22,056 

while Exports of goods and services (% of 

GDP) are 20,966. 

And the results of this study also state 

that labor remittances do not have an 

influence and are not significant in 

Indonesia's economic growth. Research on 

labor remittances in Saudi Arabia by Khalid. 

A (2013) this study looks at the development 

of remittance of Arab workers in 1970-2010, 

the results of statistical analysis show a 

significant relationship between the outflow 

of remittances and economic growth in the 

long run. While research into the role of 

remittances and financial development on 

economic growth conducted by Nyamongo, 

Esman M. et.al., (2012) in Africa during the 

1980-2009 period found the results of 

research on remittance development as a 

complement to financial development, 

financial development in supporting weak 

economic growth. And subsequent research 

by Jawaid and Raza (2016) shows the negative 

effects of remittances on economic growth in 

Pakistan. Remittances are considered as an 

uninterrupted source of income, which can 

increase voluntary savings, which causes a 

decline in economic growth. The 

government must make a policy for this 

emergency agreement. Policymakers must 

create effective systems for installing inflows 

through formal financial channels for better 

control.  

 While the Study conducted by Katsushi 

S. Imai et.al., (2014) reviewed the remittance of 

GDP per capita growth using annual data panels 

for 24 Asian and Pacific countries. Results of 

Public Expenditures for Economic Growth 

However, our analysis also shows the volatility 

of capital flows such as remittances and FDI for 

economic growth. This means, while 

remittances contribute to a better economy, 

they are also a source of shock output. 

 

CONCLUSION 

The conclusion of this study is that in the 

period 1998-2018 the existence of remittances of 

Indonesian workers and FDI has not 

contributed significantly to economic growth in 

Indonesia. This correlation was found negative 

because the receipt of remittances by 

Indonesian workers was used by households for 

food consumption and expenditure, not for 

investment or to open a business. 

Meanwhile, Indonesia's FDI bureaucracy 

is still inefficient and there is a need for 

infrastructure development in order to increase 

foreign investor interest. In addition, Indonesia 

is still oriented towards imports rather than 

exports. 
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