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Abstract.  The purpose of this study is to find out the role of foreign investment in
poverty rates in all provinces  in Indonesia. This research uses quantitative methods by
utilizing data released by the Central  Bureau of Statistics,  Bank Indonesia and the
Ministry of Manpower and Transmigration. The analysis uses the least square panel
method by conducting a combination analysis of time series data and cross section
data by taking samples in 33 provinces in Indonesia. The results of the study proved
that when there was an increase in foreign capital growth in 33 provinces in Indonesia,
the poverty rate in most of the provinces that are being studied are decreasing .  Foreign
Direct Investment has positive impact in decreasing the poverty rates in Indonesia.
Indonesian government need to facilitate and support the positive foreign investment
environment in all provinces in Indonesia.

1. Introduction

Poverty is a situation in which there is an inability to meet basic needs such as food, clothing, shelter,
education and health.  Poverty can be caused by the scarcity of basic needs, or  difficult  access to
education and employment. Poverty is the loss of welfare [1]. Poverty as a condition in which a person
or group of people, male and female, is unable to fulfill their basic rights to maintain and develop a
dignified life [2]. The government continues to strive so that the number of poverties throughout the
country continues to decrease from year to year.

Foreign  Investment or (PMA) is  an  activity  to  invest  to  do  business  in  the  territory  of  the
Republic of Indonesia conducted by foreign investors, either using foreign capital fully or in exchange
with  domestic  investors. PMA  is  a  form  of  investment  by  building,  buying  total  or  acquiring  a
company. Law No. 25 of 2007 on Investment regulates  investment in Indonesia, including for PMA.
The Investment Coordinating Board (BKPM) is present as a Non-Ministerial Government Agency
tasked with carrying out  policy coordination and services in the field of investment based on the
provisions of the laws and regulations.  The minimum value of foreign investment in Indonesia is Rp
10 billion (excluding land and building prices).  The minimum amount of capital paid to banks in
Indonesia is Rp 2.5 billion [3].
           Investment conducted  by  overseas investors is expected to accelerate the reduction of a
country’s poverty    rate.  Research conducted by Do, Q.A. et.al. (2021)  in Vietnam, concluded that
foreign  investment  tends  to  lower  poverty  rates  in  a  province  [4].  The  same  results  were  also
concluded  by  Hanim,  W.  (2021)  which  said  foreign  direct  investment  had  a  positive  impact  on
economic growth in Indonesia [5]. In contrast, research conducted by Anetor, F.O., Esho. E., Verhoef.
E. (2020) concluded that foreign direct investment and foreign aid had a negative impact on reducing
poverty rates in the countries in Africa   studied [6].  Because of the differences in findings from
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several different researchers related to the influence of Foreign Direct Investment, the author considers
it necessary to see the influence of FDI in Indonesia.
           The purpose of this study is to test how much impact foreign capital management has on
reducing poverty rates in all provinces in Indonesia.  Analysis data using regression analysis by using
data panel to answer the correlation between Foreign Direct Investment and the reduction of Poverty
Rate.

2. Method
This research uses quantitative methods.  The data used is secondary data in the form of time series
data for 10 years, namely from 2010 to 2019, as well as Cross Section data from 33 provinces on the
island of Sumatera. Analysis of data using the Least Square Method Panel. The least square method is
using because this method very suitable for combination of time series data and cross sectional data.

3. Results and DiscussionRationale

3.1. Model Analysis

The effect of foreign    investment   on reducing poverty was analyzed by utilizing    data from 33
provinces. The data   is  a combination of data issued by various relevant  Indonesian government
agencies.  

The  analysis  model  uses  the  least  square  dummy variable  (LSDV)  panel  data  regression
method, with the following interrelationship equations:  

Yit = ꞵ0+ ꞵ1X1it+α1D1i+ ….. +α33D33i+µit                              ………… equation 1

Yit  =  decrease in    poverty

ꞵ0  =  constant

ꞵ1  =  regression coefficient

Di = Dummy

X1it  =  foreign investment.  

i = Province; i = 1,2,3... n

t = Period of time; t = 1,2,3... It

α1-33 = slope coefficient dummy

µit = error term.

3.2. Testing Data  
Data that being uses panel data because it is perfect for combining time series and cross section data
analysis  to  solve  economic  and  business  problems [7]. 

Here is foreign   investment data and Poverty level data in 33 provinces in Indonesia. Table 1
shown the amount of foreign direct investment in US $ million dolar at all provinces in Indonesia.
Based on the data at Table 1 we know that there are variation number in foreign direct investment
every year for provinces. 
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Table 1. Amount of Foreign Direct Investment

The number of poverty rates for 33 provinces in Indonesia for ten years since year 2010 until 2019
can be shown at Table 2. 
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Table 2. Poverty Rates in 33 Provinces in Indonesia
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3.3. Results of Analysis
The results of the LSDV data panel statistic analysis for each province in Indonesia by modeling that
the poverty rate (Y) and Foreign Direct Investment (X) and D1, D2, D33 is the 1st province to the
33rd province.

Based on the results of the panel data analysis as shown in Table 3, it is known that    overall
Foreign Direct Investment has a positive influence on   reducing    poverty in Indonesia. This is
evident from the Rsquare value of 98.75 percent.

The t-count value of 32 provinces greater than   the value of t-table (1.679) or probability of 32
provinces having α ‹ 0.05. This means that it can be concluded that Foreign Direct Investment (X1)
has a positive role in reducing poverty (Y) in 32   provinces in Indonesia. The only province whose
influence is not significant is Bangka Belitung Province (D9) which has a t-count of 1.71.   This
research is in line with other research conducted by Magombeyi and Odhiambo (2017) which states
that Foreign Direct Investment has an impact on   decreasing the level of poverty in some countries
however.  There are also those who do not have a significant impact. Table 3 shown the final results of
the data analysis using programing least square method.

Table 3. Results of Data Analysis Using Least Square Panel Method

Another research is carried out by Meyer [8] and also Gorg and Greenaway [9] which states that
the positive impact comes from spillover effects as a result of consumer and product surplus due to
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various interactions.    industry.  Other studies conducted by Soumare I [10] and Zaman et.al. [11] also
concluded  there  was  a  positive  link  between  FDI  and  reduced  poverty  rates.   However,  some
researchers say there is no significant link between FDI and reduced poverty [12,13]. 

So based on the analysis    conducted   by the author and by   comparing    with the results of
research conducted by other researchers it can be stated that Foreign Direct Investment in Indonesia is
needed to accelerate decreased poverty in Indonesia.

4. Conclusion

The increase in foreign investment in 33 provinces in Indonesia shows that Foreign Direct Investment
has a significant influence on reducing poverty rates in 32    provinces.  there    is,  while in the
province of Bangka Belitung does not have a significant impact on the reduction of poverty. This
shows that   more    research is needed to find out the reasons why there are provinces that even get
FDI but do not have an impact on  reducing poverty in the country.   the province.
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