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Abstract

Foreign investment, in addition to domestic investment, is one of the driving sources of
a nation's economy, because of its ability to create jobs and allow the transfer of
technology that in turn encourages economic growth. Significant role contributed by these
investments, in the context of Indonesia, can be seen from its contribution to the national
economy.

This study aims to determine the relationship between investment and economic growth
in Indonesia. Using the data of Foreign Direct Investment (FDI) and GDP on 1980-2004
periods, and method of causality, this study tried to answer the question of whether
investment causes economic growth or whether economic growth causes investment.

To examine the relationship between two variables, there are three steps test
conducted, unit roots test (using the ADF test); co integration test (using the Johansen co
integration test); and causality test (using the Granger Causality test). Conclusion
indicated that investment affects economic growth.
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