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ABSTRACT 
This study examines the impact of foreign investment, domestic investment, COVID-19, and interest rates on economic 

growth across 34 provinces in Indonesia from 2010 to 2023, a period encompassing both pre- and post-pandemic phases. 

The urgency of this research lies in understanding how these factors have influenced regional economic performance, 

particularly during the COVID-19 pandemic, which disrupted global and local economies. This study uses a Panel data 

regression model, fixed-effects, and robust standard errors. The result analysis reveals that the regression model explains 

that 44.33% of the variation in economic growth can be attributed to domestic and foreign investments; and interest rates. 

The probability test results show that foreign investment significantly affects economic growth more than domestic 

investment. Interest rates did not significantly impact economic growth during the COVID-19 period, as indicated by the 

statistical analysis. It implies that despite its potential role in stabilizing the economy, interest rate policies may have been 

less effective in fostering growth during the pandemic. These findings highlight the critical role of foreign investment and 

pandemic-related factors in shaping economic growth dynamics in Indonesia provinces. 
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1. INTRODUCTION 

Indonesia's economic growth remained relatively stable from 2014 to 2019. However, in 2020, 

global economic growth experienced a sharp decline due to the COVID-19 pandemic (Labiaga & 

Karl P. Campos, 2024). In addition to the pandemic, other factors influencing economic growth 

include political conditions (Zhorayev & He, 2022), natural resources (Cheng et al., 2024), human 

capital (Raphael & Carlos, 2024), and investment levels (Zhao & Lee, 2024). The external shock of 

COVID-19 led to a significant decline in Indonesia’s economic growth, affecting regions across the 

country. The previous research indicates that the COVID-19 pandemic has disrupted various 

economic sectors, which in turn has impacted investment and overall economic growth (Akbar et al., 

2022). 

Investment is a crucial prerequisite for economic advancement. Through investment, resources can 

be allocated to increase production capacity, create jobs, and strengthen competitiveness. Investment, 

whether as physical assets that mentioned like infrastructure and technology, or human capital, which 

are drive economic growth in the long term. Investment activities in a country’s economy, classified 

as foreign capital investment and domestic investment, both have tangible effects on economic 
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activity. These investments can lead to increased production, job creation, and higher community 

income, which, in turn, contribute to the increase in a region’s Gross Regional Domestic Product 

(GRDP). However, Indonesia received a relatively low level of investment starting from 2019 (Zahara 

& Octavia, 2021).  

 
Figure 1. Contribution of Investment to GDP in Indonesia 

 
Source: IMF (data processed in 2024) 

 

Economic growth is a multifaceted process that reflects a country's increasing production capacity, 

typically measured by an increase in real Gross Domestic Product (GDP). It is closely linked to 

economic development, which includes broader improvements in income distribution, structural 

changes in the economy, and overall societal welfare. Quantitatively, this is measured through metrics 

like real GDP, which reflects economic performance over time (Ani & Onu, 2022). However, 

investment trends have shifted due to the pandemic, both in terms of quantity and effectiveness in 

driving economic growth. Therefore, this study aims to understand how both domestic and foreign 

investments influence economic growth in Indonesia after the pandemic. Based on the above 

background, this study focuses on the following issues: (1) how does domestic capital investment 

affect economic growth post pandemic COVID-19? and (2) how does foreign investment impact 

economic growth post pandemic COVID-19? 

The impact of foreign investment on long-term economic growth has been demonstrated in various 

sectors, such as tourism in Jordan from 1980–2016 (Al‐Hallaq et al., 2020), in South and Southeast 

Asia from 2002–2019 (Bhujabal et al., 2024), the energy sector in Finland from 1990–2021(Georgescu 

& Kinnunen, 2024), and in political and economic conditions in Africa from 1970–2019 (Ganda, 2024), 

among other countries (Jui et al., 2024; Magazzino & Mele, 2022; Rawat, 2012). These studies found 

a positive long-term relationship between the ratio of foreign direct investment to GDP and the 

income ratio of various sectors to GDP. 

In the context of investment, interest rates have a significant impact on investment decisions, both 

domestic and foreign. When interest rates are low, borrowing costs decrease, encouraging companies 

to invest more in new projects, which in turn can boost GDP (Saragih et al., 2021; Yasmin, 2023). 

Conversely, high interest rates can hinder domestic investment by increasing borrowing costs for 

companies. In the context of Indonesia, research by Hidayat indicates that interest rates have a 

positive impact on economic growth but also notes that high interest rates can suppress investment 

growth (Indra, 2019; Susanto, 2018). 

One of the significant contributions of this study is to provide an in-depth understanding of 

investment predictors, incorporating the latest data as Indonesia enters a post-COVID-19 adaptation 

period. Reliance on foreign investment carries substantial risks, especially considering that global 

instability can affect the flow of foreign capital into the country (Budiono & Purba, 2023). Therefore, 
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domestic investment becomes a new variable worth considering, as it can support and drive national 

economic growth (Arta, 2013; Rizky et al., 2016; Wihda & Poerwono, 2014), particularly when foreign 

investment inflows are disrupted. 

During the pandemic, Bank Indonesia adopted an accommodative monetary policy, lowering 

interest rates to stimulate economic growth (DJKN Kemenkeu, 2020). This policy aimed to mitigate 

the recession's effects by making borrowing cheaper, thereby encouraging investment and 

consumption. Sebayang et al. highlight that the reduction in the Bank Indonesia rate led to lower loan 

interest rates, which positively influenced economic growth during the pandemic (Sebayang et al., 

2022). This aligns with findings from other studies indicating that lower interest rates can stimulate 

economic activity, particularly in times of crisis (Hariyanti & Soeharjoto, 2022). 

 

2. METHOD  

This study employs panel data regression, which allows for more robust analysis and provides more 

accurate estimates compared to analyses that rely solely on cross-sectional or time-series data 

separately (Durrah et al., 2020; Henukh & Atti, 2022). Panel data regression is a statistical method 

that combines cross-sectional and time-series data to analyze economic growth phenomena 

influenced by changes in foreign and domestic investment before and after the COVID-19 pandemic. 

The study covers 34 provinces in Indonesia over the period 2010-2023 and includes a dummy variable 

to account for the pre- and post-COVID periods. 

In general, panel data regression can be divided into several models, including the Common Effect 

Model (CEM), Fixed Effect Model (FEM), and Random Effect Model (REM). The appropriate model 

selection depends on the characteristics of the data and the research objectives. FEM is used when 

the researcher aims to control for unobserved variables that may influence the dependent variable, 

while REM is more suitable when unobserved variables are considered random and uncorrelated with 

the independent variables (Durrah et al., 2020; Rahmadeni & Nurjannah, 2022).The equation for this 

research is written as shown on formula (1) 

 

𝑙𝑛_𝐺𝑅𝐷𝑃𝑖𝑡 =  𝛽0 +  𝛽1𝐼𝐹𝑖𝑡 + 𝛽2𝐼𝐷𝑖𝑡 + 𝛽3𝐶𝑂𝑉𝐼𝐷𝑖𝑡 + 𝛽4𝐵𝐼𝑅𝐴𝑇𝐸𝑡 + 𝜀𝑖𝑡, 𝜀~𝑁(0, 𝜎2)  (1) 

 

In this model (formula 1), ln_RGDP𝑖𝑡 represents the dependent variable for the Gross Regional 

Domestic Product (GRDP) of province i at time t, while IF, ID, COVID, and BIRATE are the 

independent variables. The parameters 𝛽0, 𝛽1, 𝛽2, 𝛽3 and 𝛽4 represent the regression coefficients, 

indicating the influence of each independent variable on ln_GRDP. The error term ε𝑖𝑡 captures 

unobserved factors that might affect ln_GRDP for observation i at time t, with the assumption that 

these errors follow a normal distribution with a mean of zero and a constant variance (σ²). Meanwhile, 

the dummy variable COVID is used to identify the impact of the pandemic on ln_GRDP, and the 

interest rate is assumed to be constant for all provinces at a given time. The error term (εit) reflects 

other factors influencing GRDP that are not included in the model. This model is essential for 

understanding the extent to which changes in foreign investment, domestic investment, the COVID-

19 pandemic, and interest rate fluctuations impact economic growth at the provincial level. 

In this context, the coefficient β2, representing the impact of Domestic Investment, is expected to 

be larger than β1, which reflects the effect of Foreign Investment (Hypothesis 1). The pandemic is 

expected to reduce economic growth due to market uncertainty, then decline in business activity 

(Hypothesis 2). The hypothesis 3 proposes that an interest rate rule can support Economic Growth. 

Appropriate interest rate policies are expected to encourage investment, boost consumption, and 

ultimately strengthen economic growth. 
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Table 1. Operational Definition of Variables 

Notation Variables Definition Indicator Source 

ln_GRDP Natural logarithm of 

Economic Growth 

Economic growth measured through 

Gross Domestic Product (GDP), reflecting 

the increase in production, expenditure, 

and overall economic activity within a 

country over time (Purwanto & 

Siswahadi, 2021). 

GDP from 

2010-2023 in 

Billion Rupiahs 

Central Bureau 

of Statistics 

(2023) 

IF Foreign Investment Investment activities conducted by foreign 

investors to run businesses within 

Indonesia's territory (Law No. 25/2007 

Article 1 Clause 9 in Aminda & Rinda, 

2019) 

Realization of 

foreign 

investment 

from 2010-

2023 in Million 

USD 

Central Bureau 

of Statistics 

(2023) 

ID Domestic 

Investment 

Capital investment activities by domestic 

investors to run businesses within the 

Republic of Indonesia using capital 

originating from within the country (Law 

No. 25/2007 Article 1 Clause 2 in Aminda 

& Rinda, 2019) 

Realization of 

domestic 

investment 

from 2010-

2023 in Million 

USD 

Central Bureau 

of Statistics 

(2023) 

COVID COVID-19 Dummy variable 0 = before 

covid 

1 = starting 

covid 

 

BIRATE Interest rate the cost of borrowing money or the return 

on investment for savings (R et al., 2023) 

BI Rate from 

2010-2023 

Bank Indonesia 

(2023b) 

Sources: Various sources processed in 2024 
 

After determining the best model (FEM, CEM, or REM) for estimation, it is necessary to test 

whether the model is free from multicollinearity, heteroscedasticity, and autocorrelation issues. The 

no-multicollinearity assumption (Gujarati, 2012) implies that there is no perfect linear relationship 

between the independent variables (X variables) in the regression model. The Variance Inflation 

Factor (VIF) < 10 indicates no serious multicollinearity issues. Conversely, a VIF ≥ 10 suggests 

significant multicollinearity, which may require actions like removing or combining independent 

varibles. When using time series data in multiple regression analysis, autocorrelation occurs when 

consecutive observations are correlated with each other. If autocorrelation exists, the regression 

coefficient estimates may be inefficient, and hypothesis test results may be biased (Gujarati, 2012). 

Homoskedasticity means that the variance of the regression error terms, represented by ɛit, is constant 

across the range of independent variable value (𝑣𝑎𝑟(𝑋) = 𝜎2 ). Where σ2 indicates constant variance 

without variation or specific specification (Gujarati, 2012). 

The t-statistic is used to test the significance of each regression coefficient of the independent 

variables (Gujarati, 2012). The t-value is used to determine if the regression coefficient is statistically 

significant. The larger the t-value, the greater the likelihood that the coefficient differs from zero 

(meaning, the independent variable affects the dependent variable). The t-value is compared to the 

critical value from the t-distribution to determine coefficient significance, usually with significance 

levels α = 0,1 or α = 0,05 or α = 0,01 (Gujarati, 2012). 

The F-statistic is also used to measure the significancy of all model of regression, calculated by 

comparing the Explained Sum of Squares (ESS) and the Residual Sum of Squares (RSS), adjusted 

for degrees of freedom (Gujarati, 2012). After calculating the F-statistic, it is compared to the critical 

value from the F-table to determine its significance. If the calculated F-statistic exceeds F-table, 

Hypothesis 3 (H3) is accepted, indicating that at least one independent variable is significant 

(Gujarati, 2012). 
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The Coefficient of Determination (R²) is a measure of the overall fit of the estimated regression 

model, representing the proportion or percentage of total variation in the dependent variable Y (TSS) 

explained by all independent variables. The sum of RSS and ESS is the total variation in Y, called 

the Total Sum of Squares (TSS), expressed as follows (Gujarati, 2012). The R² value ranges from 0 

to 1. The higher the R² value, the better the model explains the data variation. 

 

3. RESULTS AND DISCUSSION 

This research observed 476 observations for each variable. Table 2 defined the mean logarithm of 

Gross Regional Domestic Product (ln_GRDP) is 11.738 with a standard deviation of 1.586, 

suggesting moderate variation in regional economic size. The Foreign Investment (IF) variable has 

an average of 882.105, showing a wide range (min: 0, max: 8283.7) and a high standard deviation 

(1376.025), indicating a highly uneven distribution. Domestic Investment (ID) also displays 

significant variation, with a mean of 8344.722 and a standard deviation of 14050.419. The COVID 

indicator shows that around 35.7% of regions reported positive cases, with a minimum of 0 and a 

maximum of 1. The average interest rate (BIRATE) is 6.198 with a standard deviation of 1.512, 

reflecting relatively small fluctuations in interest rates across regions. 

 
Table 2. Summary statistics 

     N   Mean   Median   SD   Min   Max 

 ln_GRDP 476 11.738 11.662 1.586 0 14.534 

 IF 476 882.105 294.6 1376.025 0 8283.7 

 ID 476 8344.722 3340.15 14050.419 0 95202.102 

 COVID 476 .357 0 .48 0 1 

 BIRATE 476 6.198 6.39 1.512 3.21 8.75 

 

Based on the results of the Breusch-Pagan Lagrangian Multiplier test, a chibar2(01) value of 368.22 

with a p-value of 0.0000 was obtained (Table 3). This indicates that the variance between cross-

sectional units (provinces) is significant, leading us to reject the null hypothesis, which states that 

there are no differences in effects between provinces. Therefore, the Random Effects (RE) model is 

more appropriate than the Pooled Ordinary Least Square (OLS) model because there is significant 

variation between provinces that affects GRDP values. As a result, the Random Effects model is 

better suited to capture the differing characteristics between provinces in this analysis. 

 
Table 3. Lagrange Multiplier Test Results 

 Var SD = sqrt (Var) 

ln_GRDP 2.514142 1.585605 

e .926797         .962703 

u .5011814 .7079416 

Chibar2(01) 368.22  

Prob > chibar2 0.0000  

 

Table 4 shows The Hausman test result showing chi²(3) = 18.46 and Prob > chi² = 0.0004 indicates 

that H0 (the difference in coefficients is not systematic) is rejected at the 1% significance level. This 

means that the difference between the coefficients obtained from Fixed Effects Model (FEM) and 

Random Effects Model (REM) is systematic. Therefore, the Model 1 with Fixed Effects (FEM) is 

more appropriate because the coefficient differences cannot be explained by chance alone. 
 

Table 4. Regression Model Estimation  

Dependent: ln_GRDP Model Estimation Approach 

Model 1 Model 2 Model 3 

Intercept (_cons) Coefficient 11.41451 11.14381 11.41451 
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Dependent: ln_GRDP Model Estimation Approach 

Model 1 Model 2 Model 3 

Std. Error 0.3131277 0.3450751 .2130089        

z 36.45 32.29 53.59 

P>|z| 0.000*** 0.000*** 0.000*** 

IF Coefficient 0.0000968 0.0002197 .0000968            

Std. Error 0.0000676 0.000062 .000024 

z 1.43 3.54 4.03 

P>|z| 0.153 0.000*** 0.000*** 

ID Coefficient 3.32e-07 0.0000129 3.32e-07            

Std. Error 5.74e-06 5.61e-06 1.81e-06 

z 0.06 2.30 0.18 

P>|z| 0.954 0.021** 0.855 

COVID Coefficient 0.4364871 0.3152605 .4364871           

Std. Error 0.140079 0.1442253 .1638118 

z 3.12 2.19 2.66 

P>|z| 0.002* 0.029** 0.012** 

BIRATE Coefficient 0.0127751 0.029013 .0127751         

Std. Error 0.0423892 0.0439743 .0238095 

z 0.30 0.66 0.54    

P>|z| 0.763 0.509 0.595 

R2 overall  0.4433 0.5526 0.4433 

F-stats  12.53  25.33 

Wald chi2   46.27  

Prob (F-stats)  0,000000 0,000000 0,000000 

Lagrange test   0.0000  

Hausman test   0.0004  

Standard errors in parentheses * p<0.10, ** p<0.05, *** p<0.01 

 

The Variance Inflation Factor (VIF) value in Table 5 indicates no multicollinearity symptoms in 

the regression model. VIF is used to detect whether there is a strong linear relationship among 

independent variables. The model is considered free from multicollinearity if the VIF value is less 

than 10 and the value of Tolerance (1/VIF) is greater than 0.1. 
 

Table 5. Multicollinearity Test Results 

Variable VIF 1/VIF 

C 2.18 0.458978 

BIRATE 2.18 0.480652 

ID 1.87 0.533720 

IF 1.69 0.593181 

 

The result of the Modified Wald test for groupwise heteroskedasticity in the fixed-effects regression 

model shows Chi-Square statistic: chi²(34) = 700,000 and p-value: Prob > chi² = 0.0000. Since the p-

value = 0.0000, that far below the commonly used significance level of 0.05, we reject the null 

hypothesis (H0). It shows heteroskedasticity is present in the data across the different groups 

(provinces, in this case). The variance of the error terms (σi
2) is not constant across the groups, 

implying that the assumption of homoscedasticity is violated. In this case, the presence of 

heteroskedasticity suggests that adjustments (such as using robust standard errors) should be made to 

account for the varying error variances across the groups to avoid biased standard errors and incorrect 

inferences. 

The results of the Wooldridge test for autocorrelation indicate that the p-value = 0.3202, which 

exceeds the significance level of 0.05. It suggests that there is no first-order autocorrelation in the 

model. This implies that the error terms in the panel data regression model are not significantly 
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correlated across time periods, thus supporting the assumption of no autocorrelation and the model 

satisfies the assumption of independent error terms across time. 

To address the issue of heteroskedasticity, the robust option was applied. Model 3 in Table 4 

represents the robust regression model with the estimation of IF, ID, and COVID on ln_GRDP, 

resulting in the formula (2). 

 

𝑙𝑛_𝐺𝑅𝐷𝑃𝑖𝑡 = 11.41451 + 0.0000968𝐼𝐹𝑖𝑡 + 3.32𝑒 − 07𝐼𝐷𝑖𝑡  + 0.4364871𝐶𝑂𝑉𝐼𝐷 +
0.0127751𝐵𝐼𝑅𝐴𝑇𝐸 + 𝜀𝑖𝑡  (2) 

 

The intercept (β0) is 11.41451, representing the estimated economic growth when all independent 

variables are zero, which refers to the scenario before the impact of COVID. This implies that if 

foreign investment (IF) and domestic investment (ID) are at their minimum (0), economic growth, 

measured by the natural logarithm of regional GDP (ln_GRDP), is predicted to be approximately 

11.41451. In real terms, this suggests that the projected economic growth, in the absence of foreign 

investment, domestic investment, and without the COVID-19 variable considered, would be around 

11.41451 billion rupiahs. This intercept captures the baseline level of economic activity before the 

introduction of the independent factors, primarily reflecting the pre-COVID condition of the 

provincial economies in Indonesia. 

The coefficient for IF is 0.0000968. This implies that 1 million USD increase in foreign investment 

is associated with an increase of 0.0000968 billion rupiahs in the log of GRDP, holding other 

variables constant. Though small, this shows a positive relationship between foreign investment and 

economic growth. The t-test probability which is less than 0.05. This result means that foreign 

investment is statistically significant in influencing economic growth at a 1% significance level. 

The coefficient for ID is 3.32e-07, indicating that 1 billion rupiahs increase in domestic investment 

will increase 3.32e-07 billion rupiahs in the log of GRDP, holding other variables constant. This 

effect is very small and statistically insignificant (Prob 0.855 > 0.05). The coefficient of foreign 

investment is greater than domestic investment (Hypothesis 1 is accepted). The dummy variable 

COVID has a coefficient of 0.4364871, which means that during the COVID-19 pandemic, the log 

of GRDP increases by 0.4364871 billion rupiahs compared to the pre-pandemic period, all else being 

equal. The COVID variable is significant at the 5% significance level. This positive coefficient might 

suggest that economic resilience was supported during COVID, though it can also reflect specific 

regional responses. Thus, the hypothesis H2, which states that "COVID-19 may reduce Economic 

Growth due to market uncertainty," is not supported by this analysis. Instead, the results show a 

positive impact on economic growth during COVID-19, which might be attributed to other factors, 

although this may seem counterintuitive to the expected negative impact. 

The coefficient for BIRATE is 0.0127751, indicating that a one-unit percent increase in interest 

rates is associated with an increase of 0.0127751 billion rupiahs in the log of GRDP, assuming other 

variables remain constant. Since the p-value (0.763) is much greater than the commonly used 

significance level of 0.05, BIRATE is insignificant in this model. Therefore, H3 is not supported by 

the data, as the interest rate does not significantly influence economic growth in this model. 

Moreover, considering the overall fit of the model (R²) value of 44.33% indicates that the model 

explains 44.33% of the variation in economic growth due to foreign investment, domestic investment, 

and other variables like COVID-19 and interest rates. The remaining 55.63% is explained by other 

factors outside the model, suggesting that additional variables or unobserved factors also significantly 

influence economic growth at the provincial level. 

 

3.1 Investment Adaptation through Foreign Investment and Its Impact on Economic 

Growth 
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Foreign investment, estimated with a regression coefficient of 0.0000968, indicates that each 

additional 1 million USD in foreign investment is projected to have a substantial positive impact 

on the province economic growth, increasing it by 0.0000968 billion rupiahs. This coefficient 

suggests that the inflow of foreign investment plays a crucial role in accelerating economic 

growth. This may be attributed to the capacity of foreign capital to provide broader access to 

technology and knowledge (Georgescu & Kinnunen, 2024), which not only enhances 

productivity but also creates new jobs and strengthens various sectors of the economy  

(Magazzino & Mele, 2022). 

The t-test result of 0.000 shows strong statistical significance at the commonly used 5% 

confidence level in research. This figure indicates that the impact of foreign investment on 

economic growth is not only positive but also statistically significant in all provinces and data 

years. This result is reliable in demonstrating that an increase in the flow of foreign investment 

consistently affects economic growth (Budiono & Purba, 2023). 

The significant impact of foreign investment highlights reliance on foreign capital to accelerate 

its economic growth. The presence of foreign investment not only supports major industrial 

sectors, such as manufacturing and services (Magazzino & Mele, 2022), but also creates a 

multiplier effect that extends to other sectors, including SMEs and infrastructure. This positive 

effect reflects both local and national policies that are pro-foreign investment, particularly 

through improving the investment climate via regulatory reforms and facilities for foreign 

investors in the long run (Ani & Onu, 2022). 

Based on the analysis conducted, a recommendation that can be considered is to increase 

foreign investment. Given that foreign investment has been shown to significantly boost 

economic growth, it is advisable for the regional government to create a more attractive 

investment climate. This could include tax incentives, simplifying licensing processes, and 

promoting local advantages that may attract foreign investors. 

 

3.2 Investment Adaptation through Domestic Investment and Its Impact on Economic 

Growth 

The regression coefficient for a domestic investment of 3.32e-07 indicates that each additional 

1 billion rupiahs in domestic investment is expected to increase economic growth by 3.32e-07 

billion Rupiah. However, the t-test probability of 0.0855 suggests a level of significance that is 

not strong enough to confidently assert that this effect consistently holds. Statistically, this value 

indicates that the relationship between domestic investment and economic growth is close to the 

standard significance threshold (0.05) but not quite significant (Wihda & Poerwono, 2014). This 

means that while the regression coefficient shows a positive impact, there remains some 

uncertainty regarding the statistical reliability of this effect. 

Conceptually, these results may reflect several things. First, the impact of domestic investment 

on economy may occur indirectly or with a time lag (Aminda & Rinda, 2019) before its effect is 

fully realized in economic growth. Second, other factors such as local policies (Ganda, 2024) and 

infrastructure quality (Budiono & Purba, 2023) are also suggested to play a significant role in 

determining the effectiveness of domestic investment. This highlights the importance of the 

interaction between domestic investment and other factors to maximize its impact on economic 

growth. Despite its insignificant effect in the model, it recommended including capacity-building 

programs and support for local SMEs to encourage increased investment when designing suitable 

strategies (Rizky et al., 2016). This approach could strengthen the local economy and reduce 

dependence on foreign investment. Additionally, the provincial government should consider 

economic sector diversification, considering diversifying target sectors for investment (Arta, 

2013), including underdeveloped sectors, to promote more balanced economic growth and 
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resilience against global economic fluctuations. 

 

3.3 The Interest Rates on Economic Growth During the COVID-19 Pandemic 

The relationship between interest rates and economic growth has been a subject of extensive 

research, with central banks using interest rate policies to influence macroeconomic outcomes. 

In the context of Indonesia, the Bank Indonesia (BI) rate serves as a key tool for controlling 

inflation, stabilizing the currency, and stimulating or cooling down the economy. The analysis 

conducted in this study shows that the BI rate has a positive but statistically insignificant effect 

on economic growth. The coefficient for the BI rate in the regression model was 0.0127751 with 

a p-value of 0.763, indicating that BI rate changes do not significantly influence economic growth 

during the period studied. This suggests that, within the model framework, fluctuations in interest 

rates may not have been a primary driver of economic growth at the provincial level during the 

analyzed period. 

Several factors may contribute to the lack of statistical significance of the BI rate in this model. 

One possible explanation could be the broader macroeconomic environment (Siregar et al., 2023), 

particularly during the COVID-19 pandemic, which overshadowed the effects of monetary 

policy. Bank Indonesia gradually lowered the benchmark interest rate, the BI 7-Day Reverse 

Repo Rate (BI7DRR), from the beginning of the pandemic until it reached 3.5% in 2022 (Bank 

Indonesia, 2023a). As a result of this policy, there was a decrease in loan interest rates, which 

was expected to boost economic growth (Sebayang et al., 2022).  

Although there is a positive coefficient, statistical significance was not achieved, indicating that 

other factors also play a role in influencing the market during the period of uncertainty (Hassan 

et al., 2022). In this case, while the BI rate role in stimulating economic growth might be crucial 

under normal circumstances, the extraordinary conditions created by the pandemic likely 

diminished its effectiveness. Therefore, while the BI rate is an important tool for economic 

management, its direct influence on growth, particularly during periods of crisis, may require 

further exploration with a broader range of variables or a longer time horizon. 

 

4. CONCLUSION 

In conclusion, this study highlights the significant role of foreign investment and the COVID-19 

pandemic in shaping economic growth across Indonesian provinces. While foreign investment 

positively influences economic growth, its impact was somewhat diminished during the pandemic, 

likely due to market uncertainties. Furthermore, the interest rate, though often considered a tool for 

economic stability, did not significantly affect economic growth during COVID-19. These findings 

suggest that while investment inflows can drive economic progress, the broader economic 

environment, such as global crises like COVID-19, and monetary policies such as interest rates, play 

crucial roles in determining economic growth trajectory. Further research could delve into more 

granular factors affecting economic recovery post-pandemic and the long-term effects of interest rate 

policies on growth. 
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