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The incoming foreign direct investment willbring technology, new
innovations, increase in capital, create jobs that will absorb unemployment,
and improve the quality of human resources so that investment is
considergshimportant in accelerating economic growth in developing
countries®rhe gairpose of this study was to determine the effect of political
stabilityand th®Zorruption Perception Index on Foreign Direct Investment
in Southeast Asia. This study uses secondary data obtained fromthe World
Bank, and Transparency International. The methodused is a panel data
model witha total cross-section of 10 (ten) countries in Southeast Asia and
atime-seriesin 2010-2019. The researchwas conducted in 10 countries
due to Timor-Leste because the country offici became a member of
Southeast Asia in 2011. The research method¥&sed in this study is the
Random Effect Model. The results showed that the independentvariables of
political stability, corruption perception index (GPA), and economic
growth (EG) eachhada significant and positiveeffect on foreign direct
investment in SoutheastAsia, while inflationandexchange rates had no
effect on foreigndirectinvestment. in Southeast Asia 2010-2019 period,
ceterisparibus.
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Investasiasing langsung yang masuk akan membawa teknologi,
inovasi baru, penambahan modal, menciptakan lapangan kerja yang
menyerap pengangguran, dan meningkatkan kualitas sumber daya manusia
sehingga investasi dianggap pentingdalam mempercepat pertumbuhan
ekonomidinegara berkembang. Tujuan daripenelitian ini adalah untuk
mengetahui pengaruh stabilitas politik dan Indeks Persepsi Korupsi
terhadap Penanaman Modal Asing di Asia Tenggara. Penelitian ini
menggunakan data sekunder yang diperoleh dari Bank Dunia, dan
Transparency International. Metode yangdigunakan adalah model data
paneldengantotal cross section 10 (sepuluh) negara di Asia Tenggara dan
time seriestahun 2010-2019. Penelitian dilakukan di 10 negara dikarenakan
Timor-Leste karena negara tersebutresmimenjadianggota Asia Tenggara
padatahun 2011. Metode penelitiag yang digunakandalam penelitian ini
adalah Random Effect Model®Aasil penelitian menunjukkan bahwa
variabel independenstabilitas politik, indeks persepsikorupsi (I1PK), dan
pertumbuhan ekonomi (EG) masing-masing berpengaruh signifikan dan
positif terhadap investasi asing langsung di Asia Tenggara, sedangkan
inflasidan nilaitukar tidak berpengaruhterhadap investasi langsungasing.
investasi. di Asia Tenggara periode 2010-2019, ceteris paribus.
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INTRODUCTION

Investment plays an important role in the economy through increased production capacity by
forming capital and expanding employment opportunities that encourage an increase in national
income. High investment is a source of capital for a country to increase its country's economic growth,
on the other hand, a decrease in an investment indicates that reduced state capital formation will slow
down economic growth.

Conceptually, economic growth can bedfcreased through investment that is used as a source
of capital for a country. This happens because of%dn increase in the production of goods and services in
boosting the economy of a country. However, if the incoming investment is not managed in an
unproductive way, it will have an impact on the decline in the country's economic performance, this is
due to the production of goods and services which tend to be lower so that economic growth will be
low.

Incoming foreign direct investment will bring technology, innovations, increase in capital,
create jobs that will absorb unemployment, and improve the quality of human resources so that
investment is considered important in accelerating economic growth in developing countries (Febriana
& Mugorobbin, 2014). Frankel (2003) considers that foreign direct investment is better than portfolio
investment, this is because the entry of foreign direct investment will be followed by technology
transfer, ability in risk and return management.

The development of investment will encourage an increase in capital which will increase the
production of goods and services in the country and have an impact on increasing output and
economic growth (Shandra et al., 2012). Investors' decisions in investing are influenced by several
factors, one of which is the policy established by the government. In the formulation of this policy, it
cannot be separated from the role of the political members of the country. Formulated legal and
political policies must be able to prosper the community and make it easier for foreign investors to
invest (Kok & Ersoy, 2009).

According to the 2013 World Investment Report, Southeast Asia has become an attractive area
as an investment destination, since the economic crisis in 1997-1998. Foreign direct investment
entering Southeast Asia has shown rapid development in attracting foreign investor confidence.
Vietnam, Indonesia, Thailand, and Malaysia were the countries that were included in the category of
top 20 host economies for Foreign Direct Investment from 2010to 2012. Based on the results of the
UNCTAD survey of transnational companies (TNC), during the 2013-2015 period the Southeast Asia
region remained the host country for foreign direct investment.

Investors will look for large market potentials that are usually found in developing countries
with broad regional categories accompanied by a large population, this will encourage foreign
investment inflows. Financial services and high-tech industries become investment targets. Southeast
Asia has increased investment in part due to high economic growth. United Nations Conference on
Trade and Development (2005) by getting new investors is a motive for increasing production capital.
The number of foreign direct investment flows into Southeast Asia is the largest increase in Asia
compared to other regions.

According to UNCTAD (2020) countries in the Southeast Asia region are making policy
changes that can attract investors to invest. Indonesia introduced 15 years of income tax breaks for
foreign companies investing in certain areas. Malaysia allows foreign companies to invest 100% in
brokerage companies and venture capital. Thailand introduces new incentives in pharmaceutical
projects. Daewoo Bus Corporation invests in a production facility in Vietnam, and Intel has plans to
build the first semi-conductor facility in the country (Anyanwu, 2011). Based on Figure 1, the highest
level of political stability occurred in Singapore, followed by Brunei Darussalam, Laos, and Vietnam.
Meanwhile, the lowest level of political stability occurred in Myanmar, followed by the Philippines,
Thailand, and Indonesia.
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Figurel.
Political Stability of Countries in Southeast Asia,2010-2019

Zakariya et al., (2017) states that investors will decide to invest in a cou that has stable
political conditions and has a clear legal umbrella. Investors do not want to take risk investing in
countries with unstable political and legal conditions. The research was also carried out by Rihab &
Lotfi (2011) who explain that foreign direct investment is not only influenced by economic, which
explains that political economy factors, and social conditions, but the quality of the government
system, the level of corruption, human resources, and economic openness are the main factors that
investors consider in investing.

The existence of corruption will disrupt the transition mechanism of state income and wealth.
The level of corruption will reduce the interest of foreign investors to invest, investors do not want to
risk losses in investing. Mauro (2004) shows that controlling corruption will encourage the entry of
foreign investment and have an impact on increasing economic growth. The low level of corruption
will increase government spending on social security and public welfare. Mauro (2004) states that
corruption can suppress the entry of foreign direct investment, domestic investment, so that it has an
impact on decreasing economic growth.
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Figure 2.
Corruption Perception Index of Countries in Southeast Asia for the Period 2010-2019
Based on Figure 2 Cambodia has the highest level of corruption, followed by Laos, Myanmar,
and the Philippines. Meanwhile, the lowest level of corruption occurred in Singapore, followed by
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Brunei Darussalam, Malaysia, and Indonesia. Each country has its policies internally that will
influence investors' decisions to invest, investors will choose countries with stable conditions and
conducive investment films. There are several indicators to assess the volatility of incoming foreign
capital, namely: First, macroeconomics such as GDP, fiscal policy, inflation, interest rates, exchange
rates, the balance of payments, etc. Second, the quality of government within the country itself
(Yildirim & Gokalp, 2016).

Tambunan et al., (2 mentions several factors that determine the investment climate in a
country, not only concerning®tefficient government bureaucracﬁnadequate infrastructure, policy
instability, corruption, low access to finance, and tax regulations%ut also influenced by economic
stability as reflected in stable currency exchange rates, inflation, interest rates, and economic growth.
This factor is one of the considerations for foreign and domestic investors in investing.

Inflation is a macroeconomic indicator that investors consider investing. Azam (2010),
Anyanwu (2011), Wadhwa & Reddy S (2011), and Demirhan & Masca (2008) found that inflgsion can
reduce incoming foreign direct investment statistically. If the general price increase continues, %t will
have an impact on the decline in people's purchasing power and increase the risk of business failure so
that domestic investment becomes less attractive to investors.

Another factor affecting foreign direct investment is the exchange rate, namely the price that
st be paid when conducting international transactions. Bouoiyour (2007) and Udoh & Egwaikhide
08) found that the exchange rate has a negative and significant effect on foreign direct investment.

Omankhanlen (2011) states that when a country's exchange rate depreciates, it will have a positive
effect on foreign direct investment because workers' wages and production costs will decrease or be
cheaper for foreign investors.

Political stability and corruption are among the factors that influence the entry of foreign
investment. The main indicator of legal certainty is determined by the level of corruption. The higher
the corruption in a country, the lower the incoming investment. Data on developments in political
stability and the Corruption Perception Index in Southeast Asia illustrate that the volatility of the level
of foreign capital inflows into Southeast Asian countries is not always in line with the direction of
volatility in the value of government quality from several indicators.

The high quality of government is not always accompanied by an increase in foreign direct
investment and vice versa. This is a gap phenomenon in this study, where countries with a low level of
political stability can attract foreign investors to invest in these countries, such as Indonesia and
Myanmar. On the other hand, countries with a high CPI level have a low level of foreign direct
investment, as reflected in the countries of Brunei Darussalam and Thailand.

METHOD

This type of researcl@ descriptive quantitative and the data in this study is secondary data,
consisting of data on foreign direct investment, political stability, corruption perception index,
onomic growth, inflation, and exchange rates from 10 countries in Southeast Asia, namely
donesia, Malaysia, Thailand, The Philippines, Singapore, Brunei Darussalam, Vietnam, Laos,
Myanmar, and Cambodia for the period 2010 - 2019 obtained from the World Bank, Transparency
International, as well as sources from online media as references that can support this research.

The dependent variable in this study is a foreign direct investment in Southeast Asia using the
ratio of realization of foreign direct investment to GRDP at constant prices in 2010. The independent
variables consist of 1) political stability variables obtained from the World Bank, 2) Corruption
Perceptions Index obtained from the Transparency International report, 3) economic growth of
countries in Southeast Asia obtained from the World Bank, 4) inflation in Southeast Asian countries
obtained from the World Bank, and 5) the exchange rates of currencies in Southeast Asia against the
United States dollar obtained from World Bank.

The model equation in this study is formed based on the Dunning theory approach and
adapted from previous research by Rihab & Lotfi (2011).
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Foreign Direct Investment Variable = f {Economic Variable, Political Variable, Socialite Variable,
Cultural Variable} ........cocovvviiiiiinnnnnns (1)

Furthermore, the model is transformed into a model equation in this study:

FDlIit = Bo + B1SBPit + B2IPKit + BsPEit + BalNFit + BaERit t€it..eevvvvvvniiiiiiiiiiiiiiiiiinns (2)
Where:

FDlit = Foreign Direct Investment

SBPit = Political Stability

GPA:it = Corruption Perceptions Index

EGit = Economic growth

INFit = Inflation

ERit = Exchange rate against the United States Dollar

Bi = Constants / Intercept

€ tandard error.

i =,2, .... n, indicates the number of individuals (cross section)
t =1,2, .... t, denotes the time series (time series)

A panel data me isan analytical tool used in this study using E-Views 9.0. According to
Guijarati, & Porter (2013)®ne combination of cross-section and time-series data is panel data. Cross-

ction data is data collected simultaneously from several regions, companies, or individuals. While

me-series w is data that is arranged based on time sequences, such as daily, monthly, quarterly or
@nual data.*Combining the two types of data can be seen that the bonded variable yields Sukuk

nsists of several individual units (cross-section) but in various periods (time series) Baltagi (2015).

Selection of the best model in the panel data method uses 3 methods (Beckett, 1975) as
follows the Pooled Least Square regression model is the simplest estimate of panel data testing, which
combines cross-section and time-series data. Testing only uses the Ordinary Least Square without
paying attention to individual dimensions (cross-section) and time dimensions (time series). The
assumption in the approach is that the intercept between the cross-section dimensions is different but
the slope of the time series dimensions rggains the same. To estimate the fixed effect model is to use
the dummy variable technique metho explain the differences in the 'Q?rcept. This estimation
model is often called the Least Square Dummy Variables (LSDV) technique™0 represent ignorance of
the actual model that is the purpose of including the my variable in the fixed effect model.
However, this also leads to a decrease in the degrees®df freedom which ultimately reduces the
efficiency of the parameters. This problem can be solved using an error term known as the Random
Effects Model method.

To determgge the best model that can be used in analyzing and predicting three stages of
testing, namely the®€how test, this test is carried out to select the best model between PLS and FEM,
the®"Hausman test, this test is carried out to choose the best model between FEM and REM, and the
LM test. to choose the best model between PLS and REM (Beckett, 1975).

Th ssical assumption test that is carried out is the normality test which has the aim
of detectingWhether the data used is normally distributed with the criteria if the probability
value is greater than 0.05 or 5% (Guijarati & Porter, 2009). The multicollinearity test is detection
that shows whether the regression model data used has a relationship between independent variables.
multicollinearity detection can use the rule of thumb 0.80 with the criterion value obtained is not more
than 0.80, so it can be concluded that there is a multicollinearity disorder (Widarjono, 2018). The
heteroscedasticity test aims to detect irregularities in the homoscedasticity assumption that is not
constant. The regression results will show misleading if the regression model is exposed to
heteroscedasticity problems (Gujarati & Porter (2013). A heteroscedasticity test was done by
comparing Obs * R-Squared with %2 (Chi-Square) table. If the Obs * R-Squared value is greater than
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x2 table, then there is no heteroscedasticity in the model. The autocorrelatiorﬂst aims to detect
whether there is a relationship between confounders or residuals in the regression model using
detection using the Breusch-Godfrey Serial correlation LM Test by comparing the Obs * R Square
value with tha Chi-square value (Gujarati & Porter, 2009).

The®=test is used to see the partial significance of the influence of the independent variables
on the dependent vaggble at a significance of o = 5 percent ceteris paribus. In this case, the va
between t-count and*¥ table with the test criteria if t table> t statistic, then Ho is accepted, H
rejected. This means that partially the independent variable regression coefficient has no gégnificant
effect on the dependent variable and vice versa. The statistical F test is used to determine the<€ffect of
all independent variables on the dependent variable simultaneously or together. The test criteria if F
table> F statistic, then HO is accepted Ha rejected. This means that the regression coefficient of the
independat variables together does not have a significant effect on the independent variables and vice
versa. The®€oefficient of determination test is carried out to see how much influence the independent

riable has on the dependent variable used in the study. If the value of R2 is close to 1, the
dependent variable used can properly explain the variation of the dependent variable.

RESULTS AND DISCUSSION

Tablel.
Results of Panel Data Regression for Bound Variables of Foreign Direct Investment
Variable CEM FEM REM
3,1755 5,5963 8,9986
Constant (0.2403) (0,0351) * (0,0000) *
Political Stability 0,0504 0,0260 0,1082
(SBP) (0,1287) (0,4837) (0,0001)*
Corruption Perceptions Index 0,0424 0,0215 0,1268
(GPA) (0,3919) (0,7353) (0,0020)*
Economic growth 0,0245 -0,0148 1,0231
(PE) (0,8191) (0,8916) (0,0000) *
Inflation -0,1484 -0,1735 0,0810
(INF) (0,0932) ** (0,0577)** (0,6793)
Exchange rate -0,0001 -0,0001 0,00007
(ER) (0,5278) (0,6061) (0,3517)
56,9208
Chowtest (0,0000)*
8,2892
Hausman Test (0.1410)
- 186,7981
Exams Lagrange Multiplier (LM) (0,0000)*

Source: Eviews 9.0 Output, 2021
Information: *) significant at o =5% and **) significantat o =10%

Qhe Chow test is a test conducted to select the best approach model between the C on
Effect Model and the Fixed Effect Model by looking at the value of the F statistical distributionﬁ?he
probability value of the F statistical distributigg is more than the specified significance level value, the
model used is the Common Effect Model and"T the probability value of the F statistical distribution is
less than the significance level, the model used is the Fixed Effect Model (Gujarati & Porter, 2009).

Tabel 2.
how Test Result

Effects Test Statistic d.f. Prob.

Political Stability, Index Perception Of Corruption And Direct Foreign Inbestment In Southeast Asia,
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Cross-sectionF 56,9208 (9,85) 0,0000

Source: Eviews 9.0 Output, 2021

The Pronross—section F of 0,0000 is smaller than the real level (o) of 5 percent, ((,QOOO <
0,05) then HO is rejected and accepts Ha, so it can be concluded that the Fixed Effect Model (FEM)
method is better than the method. Common Effect Modeﬁ:EM) to analyze the data in this study. The
Hausman test is a test conducted to compare and choose*getween the Random Effect (REM) and the
Fixed Effect (FEM). This test uses the Chi-Squares value in determining the best model to use in a
study.

Table 3.
Hausman Test Results
QestSummary Chi-Sq. Statistic Chi-Sq. d.f. Prob.
Cross-sectionrandom 8,2892 5 0,1410

Source: Eviews 9.0 Output, 2021

Thg-value of 0,1410 is biger than the a significance level of 5% %9,05), it can be concluded
that the Random Effect Model (REM) method is better used than the Fixed Effect Model (FEM)
method in this study.

The Breusch-Pagan Lagrange Multiplier (LM)*est was conducted to select the best method
between gommon Effect (CEM) and Random Effect (REM). Drawiag conclusions from the test
results by<fooking at the value of the Breusch-Pagan Cross-section. If the®Breusch-Pagan Cross—secgl
value is smaller than the real level (), the Random Effect (REM) method is better, and vice vers
the Breusch-Pagan Cross-section value is greater than the real level (o) then the Common Effect
(CEM) method better.

Table 4.
Hasil LM-Test
Qest Hypothesis
Cross-section Time Both
186,7981 2,8393 189,6374
e el (0,0000) (0,0920) (0,0000)

Source: Eviews 9.0 Output, 2021

The Breusch-Pagan BF¥grobaldity value of 0,0000 is smaller than the 5% significance level,
indicating that the probability value (P*¥alue) < 0,05 means that thgaRandom Effect (REM) method is
better than the Common Effect (CEM) method. to analyze the ﬁ this study.

Based on the results of the Chow Test which resulted irfthe Fixed Effect Model (FEM) being
tter than the Common Effect Model (CEM) and the Hausman Test results which resulted in the
ixed Effect Model (FEM) being better than the Random Effect Model (REM). while the LM Test

results show that the Random Effect Model is better than the Common Effect Model. Then the
Random Effect Mode|gtREM) is best to use in this study. Based on the probability value of 0,1094
which is greater than a0,05), it can be concluded that the data is normally distributed.

Table5.
Partial Correlation Test Results
Variable SBP GPA PE INF ER
SBP 1,0000 0,7360 -0,3601 -0,3642 -0,0189
GPA 0,7360 1,0000 -0,4101 -0,4148 -0,3225
PE -0,3601 -0,4101 1,0000 0,3976 0,2438
INF -0,3642 -0,4148 0,3976 1,0000 0,4199
ER -0,0189 -0,3225 0,2438 0,4199 1,0000

Source: Processed Eviews 9.0,2021
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From the multicollinearity that has been produceﬁat there are no variables that have a value
of more than 0.85, it can be concluded that there is no multicollinearity.

Table®.
Heteroscedasticity Test Result
Dependent Variable Chi Square Statistic Chi Square Table Conclusion
1 1,5042 11,07 Homoskedasticity

Source: Processed Eviews 9.0, 2021

Based on the calculated Chi-Square value of (1,5042) smaller than the Chi-Square Table
(11,07), heteroscedasticity does not occur.

Table 8.
Autocorrelation Test Result
Dependent Variable Chi Square Statistic Chi Square Table Conclusion
1 1,0332 5,99 Autocorrelation

Source: Processed Eviews 9.0,2021

Based on the calculated Chi-Square value (1,0332) is smaller than the Chi-Square Table
(5,99), then there is no autocorrelation. Based onthe researchresults, political stability has a significant and
positive effect on foreign direct investment. Political stability is related to the perceptions of investors. If
investors feelinsecure, their expectations of investing will decrease. Such decline in investor confidence will
have an impact onreducing investmentto be channeled. Political instability will reduce investor interest. Musila
& Sigué (2006), Dash & Raja (2009), and Bissoon (2012) argues that the level of political stability has a
significant and positive effecton foreign direct investment, where political instability in a country will reduce the
interest of foreign investors to invest in the country concerned.

Based on the results of the study, an increase in foreign direct investment can be done by
increasing the perception index of corruption. There are two views on corruption, namely corruption
will be considered as a lubricant for the economy if the eradication of corruption is increased in a
country. On the other hand, corruption will suppress and endanger the economy (sand wheels). The
problem of corruption is a problem that really needs to be considered because corruption can hinder
the entry of investment which is a source of economic capital for expansion. if corruption control can
be carried out, it can make positive changes to the country's productivity, macro economy, investment
and human resources in a country.

Based on the research results@conomic growth has a signific nd positive effect on foreign
direct investment. Economic growth shown by gross domestic product®&DP) is the same as national
income in a country. With a high level of national income that will affect people's income, then the
high people's income will increase the demand for goods and services. Then the company's profits will
increase and this will encourage more investment to enter a country. Zenasni & Benhabib (2013),
Udoh & Egwaikhide (2008), Eliza & Ismail (2013), Sikwila (2014), and Tambunan et al. (2015)
positive economic growth will increase incoming foreign direct investm

Based on research results, inflation and exchange rates do not"fiave a significant effect on
foreign direct investment. Omankhanlen (2011), Ahmed E. & Gabriel (2012), and Gharaibeh (2015)
found that inflation has no significant efiect on the flow of foreign direct investment into a country.
Meanwhile, Ahmed & Gabriel (2012)%0ound that the exchange rate has no significant effect on the
entry of foreign direct investment.

CONCLUSIONS

The results show that political stability, Corruptiondgerception Index, and economic growth
can encourage an increase in foreign capital inflows, whilé®hflation and the exchange rate had no
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significant effect on foreign direct investment. For this reason, governments in the Southeast Asian
region should further improve and maintain political stability by being more careful in making
policies, rules of law, and making decisions that can trigger political shocks such as anti-government
demonstrations, demonstrations against cabinet changes, and constitutional changes, revolution, riots,
coups, wars, and so on.
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