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Objective: As one of the components of economic growth in Indonesia, domestic 
investment experiences inequality problems. This study aims to identify the influence 
of infrastructure, workforce, and market size on domestic investment in Indonesia in 
2023. Method: This study uses a quantitative approach using multiple linear 
regression analysis methods on cross-section data from 34 provinces in Indonesia. The 
data used in this study comes from the Indonesian Central Bureau of Statistics. 
Results: After a quantitative approach using multiple linear regression analysis 
methods, the results obtained are: (1) infrastructure in the form of road stability has a 
significant positive effect on domestic investment or Domestic Investment (PMDN); 
(2) market size in the form of Gross Regional Domestic Product (PDRB) has a 
significant positive effect on domestic investment; (3) the workforce represented by the 
number of workers has a negative effect on domestic investment, but is not significant; 
and (4) together, there is an influence of infrastructure, workforce, and market size on 
the value of domestic investment. Novelty: In contrast to most previous studies that 
focused more on analyzing foreign investment, this study focuses on the determinants 
of domestic investment (PMDN) in Indonesia. 
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INTRODUCTION 

The contribution of investment, especially domestic investment, to economic growth has 
been widely found in empirical results (Kansil & Chang, 2024). The emergence of new 
investment projects or the expansion of existing investment projects will create jobs and 
support community welfare (Hudaifah, 2018). Investment can also stimulate an economy 
experiencing a recession (Germaschewski, 2020). The value of Indonesian investment 
from 2010 to 2023 is presented in Figure 1 below. 

 

Figure 1. Trends of PMA and PMDN in Indonesia (billion rupiah) 
Source: BPS Indonesia & BKPM (2024) 
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As shown in Figure 1, PMDN has experienced a stable increase from year to year, in 
contrast to PMA, which has experienced fluctuations. The value of PMA is generally 
higher than that of PMDN, except for the period from 2019 to 2021. The factors that 
determine investment value are dynamic, often causing variations in investment value 
from year to year (Setiyanto, 2023; Agustina et al., 2021; Kang et al., 2022). High 
fluctuations in PMA indicate that there are too many determinants of PMA, which makes 
it challenging to identify PMA determinants comprehensively. Based on this, this study 
primarily focuses on PMDN as a form of domestic investment. Although the value of 
PMDN in Indonesia tends to be stable from year to year, the inequality is evident in 
regional data. There is a significant difference in PMDN value among provinces in 

Indonesia. Based on data from BPS Indonesia (2024), the provinces in Java have the 
highest investment values in Indonesia, both for PMA and PMDN. Meanwhile, the 
provinces with the lowest investment values are the provinces in Papua and Maluku. The 
disparity of PMDN can be seen in Figure 2 below. 

 

Figure 2. Domestic direct investment disparity in Indonesia (Billion Rupiah) 

Source: BPS Indonesia (2024) 

Given the high inequality shown in Figure 2, it is necessary to identify the factors that 
contribute to determining investment value. In several previous studies, factors such as 
inflation, interest rates, exchange rates, and several factors have shown an influence on 
investment, but these factors cannot be determinants of the inequality of investment 
value between one province and another. There are factors outside of that that can 
increase investment and have the potential to cause inequality if these factors are not 
evenly distributed in each region (Hudaifah, 2018). In other words, these factors are an 
investment attraction in each region, which makes a region superior in attracting 
investors compared to other regions. These factors are explained by Dunning & Lundan 
(1993) in the eclectic theory, which explains the existence of the OLI (Ownership, 
Location, Internalization) paradigm which can be summarized as three main motivations 
for choosing a location for multinational companies that invest. The three main 
motivations are resource seeking, market seeking, and efficiency seeking. Resources in 
this case can be in the form of infrastructure and workforce, while the market is 
considered by looking at the market size of a region. 
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In theory and empirically, infrastructure equity is an aspect that supports domestic 
investment equity (Keynes, 1936; Kinda, 2008; Budiono & Purba, 2023; Wahyudi & 
Zapita, 2022; Bakar et al., 2012). Infrastructure supported by a conducive domestic 
environment in the country that serves as an investment destination will contribute to 
increasing the value of Foreign Direct Investment (FDI) in an area (Shah et al., 2020; Ross, 
2019; Ross, 2015). Developing countries, such as Indonesia, continue to experience 
infrastructure gaps between rural and urban areas, highlighting the need for further 
attention in development programs (Wiratama et al., 2023). Infrastructure inequality can 
be a determinant of the high difference in the value of domestic investment entering each 
region. In eclectic theory, the availability of supporting transportation facilities and 

infrastructure, such as roads and ports, is included in location advantages, which are 
aspects that support the attractiveness of an area as an investment destination. This 
theory is supported by Blakely's (2017) theory, which states that cities with adequate 
building supplies and physical infrastructure will be able to stimulate the emergence of 
new companies and foster the development of existing ones. Based on the theory and 
previous studies, one of the hypotheses proposed in this study states that infrastructure 
is suspected of influencing the value of domestic investment. 

In addition to infrastructure, Dunning's eclectic theory (1993) also explains the 
availability of labor as a location advantage and is included in the resource-seeking 
motive. The results of research by Gharaibeh (2015) also explain that the phenomenon of 
a surge in the workforce is a supporting factor in increasing the value of Foreign 
Investment (PMA) in a country. Indonesia is experiencing a surge in the workforce as an 
effect of the demographic bonus, where the proportion of the population included in the 
workforce or productive age population is very high (Ernawan et al., 2023; Rajagukguk, 
2022). Population growth is closely related to economic growth (Johnson, 1999). 

This surge in the working-age population indicates that Indonesia has a high labor 
supply. However, the distribution of the workforce in Indonesia is imbalanced due to the 
uneven population distribution. Data from the Central Statistics Agency (2024) show that 
the working-age population living on the island of Java exceeds 50%. This situation 
makes Java a superior region in terms of labor availability. The highly productive 
population in Indonesia, when accompanied by high labor absorption, will be able to 
reduce the unemployment rate (Prakoso, 2021). Companies established by investors who 

make domestic investments will contribute to labor market absorption in Indonesia 
(Jamaliah, 2016). The contribution of a high workforce to determining investment value 
has been discussed in previous studies, with results indicating that a company will 
consider an abundant workforce before establishing a business or investing in an area 
(Tarigan et al., 2021). Building on the theoretical basis and empirical studies presented 
previously, this study proposes a hypothesis that the workforce may have an impact on 
the value of domestic investment. 

Another motive explained by the eclectic theory in the discussion of location 
advantages besides resource seeking is market seeking. The market potential, as 
indicated by the market size of a region, is one aspect that attracts investors. The theory 
of induced investment also explains that investment is driven by increasing aggregate 
demand. Kang and Lee (2007) use provincial GDP as a proxy for market size. Related to 
this, Indonesia experiences significant disparities in the value of GRDP across its regions. 
The Central Statistics Agency (2024) presents data on the GRDP of DKI Jakarta, East Java, 
West Java, and Central Java, the values of which far exceed those of other provinces in 
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Indonesia. The GRDP of DKI Jakarta in 2023 was recorded at 3.4 trillion rupiah when the 
GRDP for areas outside Java had not yet reached 1 trillion.  

GRDP demonstrates the ability of people in an area to absorb the results of production 
activities, thereby having a positive impact on PMDN (Natalie, 2023). High GRDP is an 
indicator of the community's ability to return the investment capital that has been spent. 
A high GDP also means that there is an increase in people's income, which will naturally 
contribute to increased demand for goods and services. Thus, company profits will 
increase, encouraging companies to invest more (University of Minnesota, 2016). Based 
on previous theories and research, the hypothesis proposed for this study is that market 
size affects domestic investment. Understanding the factors that have the potential to 

cause differences in investment value across regions is crucial for supporting the creation 
of a sustainable and more equitable investment climate in the country. This study 
examines the influence of infrastructure development, workforce size, and market size 
on the value of PMDN in provinces in Indonesia in 2023. The existence of this impact is 
interpreted based on a linear relationship pattern, allowing for an assessment of whether 
these three factors will have a significant influence on determining the value of PMDN 
in each province.  
 

RESEARCH METHOD 

This study employs a quantitative method, utilizing a multiple linear regression model 
approach, to analyze cross-sectional data. This analysis technique also focuses on the 
causal relationship between variables that are the object of study and is used in the 
process of testing the hypothesis proposed by the researcher. This study will describe and 
analyze whether or not there is a causal relationship between infrastructure, workforce, 
and market size as determinants of domestic investment value. Following the research 
flow, formulating the problem until the conclusion. 

 
Figure 1. Reseacrh flow 

 
The population in this study is based on PMDN data, infrastructure, workforce, and 

GRDP, which represent the market size of all provinces in Indonesia as of 2023. Sampling 
follows the availability of data at the Indonesian Central Statistics Agency (BPS) and the 
Ministry of PUPR (Public Works and Public Housing), considering that the expansion of 
the region into 38 provinces has not been fully integrated into the existing data division, 

resulting in observation data for 34 provinces. 
The multiple regression analysis method, using the Ordinary Least Squares (OLS) 

method, is employed for the cross-sectional data obtained. Furthermore, several analysis 
requirement tests and statistical tests are carried out. The analysis requirement tests 
carried out are classical assumption tests, including normality tests, multicollinearity 
tests, and heteroscedasticity tests. After ensuring that the model used meets all classical 
assumptions, hypothesis testing will be continued in the form of t-tests, F-tests, and R2 
tests or coefficients of determination. The regression equation model is shown by the 
following equation (1). 
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ln 𝑌𝑖  =  𝛽0 + 𝛽1 ln𝑋1𝑖  +  𝛽2 ln𝑋2𝑖  +  𝛽3 ln𝑋3𝑖  +  𝑒𝑖 .................. (1) 

 
𝑌𝑖  = Domestic Investment (PMDN) 
𝛽0𝛽1𝛽2𝛽3 = Independent Variable Coefficient  
𝑋1  = Road Infrastructure (INF) 
𝑋2   = Labor Force (LA) 
𝑋3  = Market size (MS) 
𝑖  = 34 Provinces in Indonesia 
𝑒   = Disturbance error  

Based on the literature review in the previous section, several statistical hypotheses 
are proposed which will later be tested using data analysis techniques. The statistical 
hypotheses in this study are as follows. 

1) Hypothesis I 
H0 : There is no influence of infrastructure on domestic investment. 
H1 : There is an influence of infrastructure on domestic investment. 

2) Hypothesis II 
H0 : There is no influence of the workforce on domestic investment. 
H1 : There is an influence of the workforce on domestic investment. 

3) Hypothesis III 
H0 : There is no influence of market size on domestic investment. 
H1 : There is an influence of market size on domestic investment. 

4) Hypothesis IV 
H0 : There is no simultaneous influence of infrastructure, workforce and market 

size on domestic investment.. 
H1 : There is a simultaneous influence of infrastructure, workforce, and market 

size on domestic investment. 
 

RESULTS AND DISCUSSION 

Results 

In this study, it is important to test several classical assumption requirements that must 
be met, as shown in Table 1 below. The presence or absence of normality problems in 
OLS regression is examined in the residuals using the Shapiro-Wilk Normality Test 
technique (King & Eckersley, 2019). The multicollinearity test is conducted by examining 
the Variance Inflation Factor (VIF) and tolerance values to ensure that the estimator 
operates efficiently (Arum et al., 2023). The heteroscedasticity test is conducted using the 
Breusch-Pagan-Godfrey Test to ensure that there is no inequality of variance among the 
residuals of each observation (Juliandi et al., 2014). Suppose the classical assumption test 
has been carried out, and the results indicate that this study is free from classical 
assumption problems. In that case, the study can proceed with a hypothesis test, yielding 
more accurate results and reducing bias. 
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Table 1. Classical assumption test 

Classical Assumption 
Test 

Indicator Results Criteria Decision 

Normality Test Prob>Z 
residual 

0.39791 < 0.05 Passed 

Multicollinearity Test VIF Value 
 
 
Tolerance value 

lnINF = 1.56 
lnAK = 4.27 
lnMS = 3.77 
lnINF = 0.64 
lnAK = 0.27 
lnMS = 0.23 

< 10 
 
 

> 0,10 
 

Passed 
 
 
 
 

Heteroscedasticity Test Prob > chi2 0.4339 > 0.05 Passed 

Source: Data processed by researchers, 2024 

Based on Table 1, this research model has passed all classical assumption tests; 
therefore, it can be said that this research is likely to provide good results. Furthermore, 
the regression estimation process is used to examine the relationship between variables. 
The results of the regression coefficients in this study are integrated into equation (1), 
which was explained previously, producing equation (2) as follows. 

𝑙𝑛𝑃𝑀𝐷𝑁𝑖 = −7,1717 + 2,1101𝑙𝑛𝐼𝑁𝐹𝑖 − 0,2929𝑙𝑛𝐴𝐾𝑖 + 0,9068𝑙𝑛𝑀𝑆𝑖 + 𝑒𝑖 .. (2) 

𝑙𝑛𝑃𝑀𝐷𝑁 = Natural Logarithm of Domestic Investment (PMDN) 

𝑙𝑛𝐼𝑁𝐹 = Natural Logarithm of Road Infrastructure 

𝑙𝑛𝐴𝐾  = Natural Logarithm of Labor Force 

𝑙𝑛𝑀𝑆 = Natural Logarithm of Market Size  

𝑖 = 34 Province in Indonesia 

𝑒  = Disturbance error  

The variables used in this study are natural logarithms. According to Gujarati (2003), 
the interpretation of the regression model using the log-log model involves interpreting 
the coefficient value as a percentage change in Y due to a percentage change in X. Based 
on this, equation (2) can be interpreted as follows. 

1) The constant value produces the number -7.171669 which implies that if Road 
Infrastructure (X1), Workforce (X2), and Market size (X3) have a value of 1 unit each 
based on ln(1) = 0, then the estimated value of PMDN (Y) is the antilogarithm (elnY) 
of the constant value obtained of -7.171669, namely e−7.171669 or around 0.000768 
billion rupiah, worth 0.768 million rupiah. 

2) In the Road Infrastructure variable (X1), the coefficient value obtained is 2.110106. 
This shows that with conditions where the road stability infrastructure is superior by 
1%, the PMDN value will also be superior by 2.11%. So simply put, increasing the 
quality of road stability will have a positive effect on PMDN. 

3) In the Labor Force variable (X2), the coefficient value shows a negative number, 
which is -0.2929558. This number indicates that if the workforce is 1% more, the 
PMDN value will actually be smaller by around 0.29%. Based on these results, it is 
understood that the high number of the workforce will have a negative effect on the 
PMDN value. 
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4) The Market size variable (X3) produces a coefficient value of 0.906763. It can be 
concluded that if the market size indicated by the GRDP value is superior by 1%, the 
PMDN value will also be higher by 0.9%. The increase in GRDP is in line with the 
increase in PMDN. Therefore, GRDP or market size has a positive influence on 
domestic investment. 

To test whether the influence of each independent variable on the dependent variable 
is significant at a 5% significance level, a hypothesis test is conducted using a t-test, F-
test, and coefficient of determination. The t-test is used to determine the significance of 
the influence of each independent variable on the dependent variable, either partially or 
individually. In contrast, the F-test is used to test the simultaneous influence of multiple 
factors. The results of the hypothesis test are presented in Table 2 below. 

Table 2. Hypothesis testing 

Hypothesis Testing Indicator Results Criteria Keputusan 

T test P > | t | lnINF 
lnAK 
lnMS 

0,029 
0,154 
0,039 

<0,05 
<0,05 
<0,05 

Significant 
Not 
Significant 
Significant  

F test Prob > F 0,0000 <0,05 Significant 

Koefisien Determinasi Adjusted R 
squared 

0,7246 - - 

Source: Data processed by researchers, 2024 

According to the t-test results presented in Table 2, the significant variables influencing 
domestic investment were road stability infrastructure (lnINF) and the market size 
variable (lnMS). Meanwhile, the influence of the workforce variable (lnAK) was not 
statistically significant. This decision was based on the t-test criteria, which involved 
examining the probability value of the t-statistic. If the value of P is smaller than 0.05 at a 
significance level of 5%, it indicates a significant influence of the independent variable on 
the dependent variable in the research model (Ghozali, 2018). The results of the t-test in 
Table 2 show the probability values of the t-statistic for the lnINF variable (0.029) and the 
lnMS variable (0.039), indicating significance. The link variable has a probability value of 
0.154, which is greater than 0.05, so it is declared not to have a significant effect.  

The influence of independent variables on dependent variables can also be seen 
simultaneously. The influence of independent variables can be determined by examining 
the Probability F-statistic value. Suppose the Probability F-statistic value is known to be 
below 0.05 according to the 5% significance level. In that case, there is a significant 
influence of all independent variables together on the dependent variable. In other 
words, there is at least one of the independent variables that has a significant effect on 
the independent variable. Table 2 shows the Prob > F value of 0.0000, which is less than 
0.05. It can be concluded that the F-test provides evidence that infrastructure, workforce, 
and market size simultaneously affect domestic investment. 

Table 2 also shows the Adjusted R-squared value as a coefficient of determination. 
According to Santoso (Togar et al., 2015), the Adjusted R-squared value is more accurate 
than the R-squared value for determining the suitability of regression models with more 
than two independent variables. In this research model, the Adjusted R-squared value 
reached 0.7246. Thus, it can be interpreted that the variation in the dependent variable 
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can be explained by the independent variables used in this research model in the high 
category (Chin & Marcoulides, 1998), which is 72.46%. At the same time, variables outside 
the model explain the remaining 27.54%. 

Discussion  

The stability of roads at the national and provincial levels, used as an infrastructure 
indicator in this study, has a significant positive influence on domestic investment. This 
means that the higher the stability of road infrastructure, the higher the value of domestic 
investment. These results are consistent with the theory presented by Dunning (1988) 
regarding investment, namely the eclectic theory. This theory explains the existence of 

locational advantages that contribute to increasing the investment attractiveness of a 
region, which can be in the form of infrastructure that supports the transportation system, 
including road infrastructure. Blakely's theory also states that for investors, choosing an 
area with adequate physical infrastructure development will be more beneficial in terms 
of operational speed. 

The positive influence of infrastructure is also explained by Budiono and Purba (2023) 
in their research, with water and electricity infrastructure as indicators. Water and 
electricity infrastructure contribute positively to Foreign Direct Investment (FDI), and 
their influence is significant (Budiono & Purba, 2023). Likewise, it also found that 
infrastructure in the manufacturing and service sectors is crucial in supporting the proper 
utilization of FDI and can lead to increased domestic investment (Shah et al., 2020). 
Research that is not in line with these results includes that by Stéphane (2021), which 
found that transportation infrastructure has no significant impact on investment in both 
long-term and short-term contexts, whereas electricity infrastructure significantly 
reduces investment attractiveness. According to the research by Pratiwi and Triani 
(2019), road infrastructure has no impact on FDI, whereas electricity infrastructure and 
telecommunications infrastructure have a positive impact on FDI. 

The results of this study did not find any significant effect of the number of workers 
on domestic investment. This means that the high or low number of workers in a province 
does not substantially affect the value of PMDN. Although the regression coefficient is 
negative, indicating an inverse relationship, the effect of this variable remains 
insignificant at the 5% confidence level. There are empirical studies that support the 
results of this study. The results of this study, which indicate no significant effect of the 
workforce on the level of investment, differ from those obtained in studies examining 
short-term and long-term effects (Jeon et al., 2023; Utma & Rakhman, 2019; Zeb et al., 
2014). 

When the results of this study are considered in conjunction with Dunning's eclectic 
theory and Blakely's theory, the availability of skilled and inexpensive labor is identified 
as a key aspect of a region's locational advantages in attracting investment. The workforce 
that investors will consider aligns with the company's needs (Huseynli, 2022). Thus, if 
the workforce of a region has low skills, the abundance of the workforce will not be able 
to attract investors, and it may even have a negative impact if followed by high 
unemployment. This negative impact was also observed in the negative coefficient 
produced by the workforce in this research model; however, the impact was not 
statistically significant. In addition, research by Hudaifah (2018) also found a significant 
negative influence of the workforce on PMDN and PMA. 
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The market size in this study, which uses Gross Regional Domestic Product (GRDP) 
as an indicator, has a positive effect on Domestic Investment (PMDN). Provinces with 
higher GRDP will tend to have higher PMDN values. A large market size will attract 
investors to make domestic investments in a location. Along with these findings, the 
eclectic theory by Dunning explains that one of the motives for investors in investing is 
market seeking, namely that companies will choose a larger market in line with the theory 
of induced investment, where high national product results will support high induced 
investment to meet the increase in aggregate demand.  

Previous studies that align with this study have found that GRDP indeed contributes 
significantly to investment (Shah et al., 2020; Utma & Rakhman, 2019; Meidayati, 2017; 

Khan et al., 2015). However, these results are not in line with Fuadi's (2013) research, 
which found no significant effect of GRDP on PMDN. The value of a province's GRDP is 
calculated using several indicators, including people's purchasing power. Thus, the 
higher the GRDP value, the higher the level of purchasing power in a regional area. 
Production goods will have a better chance of being absorbed when people's purchasing 
power is high. This is one of the considerations for investors in choosing PMDN and PMA 
locations. Therefore, the value of GRDP can have a significant influence on the PMDN 
value of provinces in Indonesia in 2023. 

Together, based on the results of simultaneous tests, infrastructure, workforce, and 
market size have a significant effect in determining the value of domestic investment. 
Thus, the value of domestic investment is influenced by the level of infrastructure, 
workforce, and GRDP (Gross Regional Domestic Product) as a measure of market size. 
However, not all variables in this study have a significant effect partially. According to 
the study's results, the workforce does not have a significant impact on determining the 
value of investment. Essentially, three factors determine investment decisions, as 
outlined in Dunning's eclectic theory of the OLI paradigm (Ownership, Location, 
Internalization), which encompasses infrastructure, workforce, and market size within 
the location aspect.  

As seen from the coefficient results, the variable that is the main factor determining 
domestic investment in this study is infrastructure, which is a consideration for 
investment with a resource-seeking motive, one of the three investment motives 
according to Dunning (resource-seeking, market-seeking, and efficiency-seeking). The 

simultaneous influence of infrastructure, workforce, and market size aligns with the 
results obtained by Meidayati (2017). However, in this study, the workforce has a 
significant partial influence (Meidayati, 2017).  
 

CONCLUSION 

Fundamental Finding: Based on the research results, the main conclusion obtained is that 
road stability infrastructure and market size have a significant and positive influence on 
domestic investment in 34 provinces in Indonesia in 2023, while the workforce does not 
have a significant influence, although it shows a negative direction. Infrastructure is the 
most influential variable, followed by GRDP as an indicator of market size. 
Simultaneously, infrastructure, workforce, and market size collectively influence the 
value of PMDN (Domestic Investment). Implication: The contribution of road stability 
infrastructure determines the value of PMDN; therefore, the government needs to carry 
out equalization in the development of road infrastructure across all regions in Indonesia. 
If land acquisition is required, its urgency must be ensured, along with compensation for 
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affected communities. To ensure that the development of infrastructure and investment 
projects does not hurt people's lives, conducting an Environmental Impact Analysis 
(AMDAL) is crucial. To maintain the market size of a region, community welfare must 
be supported through various programs. Limitation: This study has many limitations, 
including only using one year of data, namely 2023. Future Research: Future research is 
needed to consider the use of panel data to improve the quality of the results, and this 
should not be limited to 2023. Additionally, more diverse infrastructure indicators, such 
as electricity and water, should be included. To increase relevance, the labor force 
variable can be focused on educated and skilled workers and labor wages can be added 
as an independent variable.                        
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