
!19

been explored, having strong institutions can help Indonesia grow through FDI. Second, increasing 

the capital intensity also helps Indonesia to attract more FDI, possibly from investors that aims to 

leverage from complementarity of the local technologies.  Third,  Indonesia’s government should 

also use the recent Omnibus law to increase productivity while at the same time, ensure that labour 

wage is controlled so it does not drive FDI away. Fourth, the Indonesian government can review 

their spendings on infrastructure and education. if they are to increase FDI inflow to help them 

reach their goal by 2045, the spending on both infrastructure and education needs to be directed 

towards FDI-enhancing investments, as an insignificant result indicates that the spendings do not 

propel FDI inflow yet. For scientific research, this study provides insight on a country-level analysis 

of the determinants of FDI, especially highlighting the impact of government and institutions. The 

findings on this study also contradicts other studies’ findings that infrastructure and educational 

spending increases FDI inflow. However, it confirms that institutional qualities do play a significant 

role in enhancing FDI inflow. 

There are several limitations of this study. First, a sample of 135 may not be enough to 

capture the whole governmental and institutional elements that affect FDI. Inclusion of variables 

like  national  minimum  wage,  ease  of  doing  business  index,  reviewing  specific  policies,  or 

increasing the time period may be required to  capture  a  more complete  view of  FDI.  Second, 

another metric for government spending on education and infrastructure may be more appropriate. 

The current study uses national spending on both infrastructure and education, which may fail to 

isolate spendings that are directed towards increasing FDI. For the physical infrastructure, perhaps 

using  data  from the  Ministry  of  Public  Works  excludes  the  contribution  of  other  government 

agencies in improving the attractiveness of Indonesia for FDI. 

Thus for future research, another measurement can be used. For example, instead of national 

education spending, the focus can be on spending on labour training or vocational schools, as it 

highlights the impact of educational spending on labour quality. Spending on infrastructure can be 

refined  by  looking  at  multiple  government  agencies  that  spend  infrastructural  investments  to 

enhance the access and quality of the national industries. 
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