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Abstract

Several variables drive economic growth, such as investment and international trade. However, obtaining the
needed growth is complicated by various factors, including poor investment creation, variations in the contribution
of investment to GDP, structural transformation, and the effects of international trade and the current account
deficit on economic growth. This quantitative analysis used data from Sidoarjo Regency received from bps.go.id
for 2012-2020. As a result, investment has a favorable contribution to net exports but a negative effect on
economic growth. While Net Exports are beneficial to economic growth. Additionally, the structural
transformation has barely any impact on the effect of net exports on economic growth.
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INTRODUCTION

Government economic development strategies have a major effect on the economic sector that
runs in society. The level of economic change will lead to economic growth, which could
indicate the success of the policies undertaken. The Harrod-Domar economic development
model emphasizes the vital role of savings and investment in economic growth; as more capital
is invested, the more rapidly the economy will grow. Because domestic savings tend to be the
most effective source of capital formation, high economic growth can be achieved when the
value of a positive investment for the ongoing survival of business actors rises. Investment
activities generate investments that build up capital stocks, which in turn increase productivity,
production capacity, and quality, which may foster economic growth and employment (Astuti,
2018). However, while domestic capital formation in Indonesia is low, exports and foreign
investment remain vital (Aminda, 2018). Sukirno (2015) adds that Foreign Direct Investment
(FDI) is still required to support development in various activities that have not been fully
implemented with PMDN, particularly in industries that produce capital goods, raw materials,
and components as import substitutes, semi-finished and finished goods to create business and
employment opportunities.

As stated by Taufik (2014), investment and export factors will draw concentration from year
to year, influencing economic growth. The contribution of investment to Indonesia's GDP went
up by 0.13% from 2017 to 32.29 in 2018, and this trend was projected to continue through
2019. Unfortunately, investment contribution slipped to 31.73% in 2020.
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The areas chosen for investment are likely to undergo structural transformations. Structural
transformation is a shift in the regional economic structure that moves from what was once
dominant in the agricultural, fishing, or mining sectors towards what has subsequently become
dominant in the manufacturing, tourism, and industrial sectors, and so on (Szirmai, 2012).

The transformation of structures is an essential prerequisite for raising and sustaining economic
growth, as well as a support for economic growth over the long run. Structural transformation
is the process of shifting the economy's structure from the primary agricultural sectors to the
secondary industrial sectors before progressing to the tertiary service sectors.

Ricardo (1817) pointed out how crucial foreign trade is to establishing a country's economy, as
well as the advantages of specialization and international trade. The Gross Domestic Product
(GDP), which is calculated using the expenditure technique, includes exports and imports.
Exports have a significant effect on a country's economic growth; as indicated by Hecksher-
Ohlin's theory, countries will export abundant products and low-cost production factors
intensively. Net exports, commonly referred to as the trade balance, are referred to as exports
minus imports. If the value of exports exceeds the value of imports, then this constitutes a
positive net export, or a surplus, resulting in a rise in the country's income and implying an
increase in GDP. Contrariwise, a negative net export balance means that the foreign trade
balance falls into deficit, causing the country's income and GDP to decline. (Hady, 2001).

Between 2015 and 2019, the transaction deficit worsened. In 2015, Indonesia had a USD 17.5
billion deficit, which continued to fall to USD 30.4 billion in 2019. The drop in the
manufacturing sector's percentage of GDP from 29% in 2001 to 19.9% in 2019 impacted
Indonesia's international trade performance. Furthermore, commodity exports have dominated
Indonesian exports so far, mirroring the state of affairs 40 years ago. Similarly, the ratio of
exports to GDP declined from 41% in 2000 to 21% in 2018. With an expected deficit of USD
29.3 billion in 2024, the scenario will improve significantly. As a result, Indonesia still had a
current account deficit of about 3% of GDP, despite the fact that some peer countries had
surpluses. The tenacity of the deficit in current accounts has become an impediment to
accelerating economic growth in the midst of a global economic recession. The trade balance
is expected to be under pressure in 2020-2024, with an anticipated deficit of USD 30.4 billion
in 2020 and an estimated deficit of USD 29.3 billion in 2024. This is because it is expected that
real-term exports of products and services will increase by 4.7%—4.9% annually. The Ministry
of Coordinating Economy issued a stimulus contained in Coordinating Minister for Economic
Affairs Policy No. 13 of 2020 in order to promote economic development with all of the
conditions experienced by each region in Indonesia.

Leading product, investment, trade balance strengthening, increasing domestic demand, and
structural transformation indicators are viewed as essential factors in Indonesia's economic
development. Sidoarjo Regency, with its economic potential and the Lapindo mudflow
incident, which resulted in an upward trajectory of economic transformation that differs from
Chenery's theory and economic changes in Indonesia in general, is ideal for investigating the
relationship between indicators in the Coordinating Minister for Economic Affairs Policy No.
13 0f 2020 on economic development.
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Several studies have produced various conclusions about the relationship between trade
balance and economic growth. According to the study results of Blavasciunaite et al. (2020),
the influence of the trade balance on economic growth during a period of trade deficits was
larger when the trade balance deteriorated with a significant trade deficit. On the other hand,
Coupet (2020) employs the Johansen Vector Error Correction Model to examine the causal
relationship between the US trade balance and GDP, claiming that the US trade balance does
not lead to US economic growth in the short or long run.

This quantitative moderated regression analysis study exploiting secondary data tries to
discover a link between nett export investment and economic growth. The addition of a
structural transformation as a moderating element in the correlation between net exports and
economic growth distinguishes this study. Researchers expect that this research would help the
Sidoarjo Regency government develop investment strategies that will boost nett exports and
regional economic growth.

LITERATURE REVIEW
Investments

In layman's terms, investment can refer to a wide range of initiatives such as saving money,
acquiring property, saving gold, purchasing machinery, or holding various financial assets such
as stocks or bonds. Tandelilin (2001) defines investment as an active commitment to a number
of funds or other resources with the intention of gaining a number of future advantages. A study
conducted by Sukirno (2015), investment activities can continually improve economic growth
and job opportunities, national income, and social prosperity.

However, from a business standpoint, Samuelson (2011) defines investment as adding capital
stock or goods to a country, such as establishing manufacturing tools and inventory items
within one year. As defined by Jogiyanto (2003), investment is a delay in present consumption
to be utilized in effective production for a specific period of time.

Nizar et al. (2013) defined investment activity as (1) one of the components of aggregate
expenditure so that an increase in investment will increase aggregate demand, national income,
and employment opportunities; (2) increase production capacity; and (3) increase technological
development.

Net Export

According to Pujoalwanto (2014), a trade balance is a record indicating the amount of data
regarding a country's export and import activity. In a broader context, Levi (2009) frames the
trade balance as a record of economic transactions generated by citizens of a country with the
rest of the globe over a specific time period. As explained by Froyen (2002), trade balance
elements are goods and/or services acquired by foreign purchasers, whereas imports are goods
produced abroad and purchased by domestic buyers.Exports, according to Muchdie et al.
(2018), are useful for understanding how to market products in international markets. Imports
are the process by which a country purchases commodities or services from nations around the
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globe. Imports are defined as the incapacity of a nation to supply its own needs. As noted by
Thirafi (2020), net exports, or the gap between the total amount of a country's exports and
imports, may illustrate the strength of a country's economy and commerce in the event of an
economic downturn (Samuelson, 1992). When exports surpass imports, net exports are
positive; when imports exceed exports, net exports are negative. Net exports indicate net
international expenditure on our goods and services, which generates revenue for local
businesses.

Economic Growth

According to Jhingan (2007:57), economic growth is a steady improvement in a region's ability
to provide a variety of economic benefits to its residents. Adisasmita (2013) outlines economic
growth from a different point of view as an attempt to increase production capacity with the
objective of producing more output, as measured by GDP and GRDP in a region. Meanwhile,
Sukirno (2015) interprets economic growth as an upsurge in output per capita over time. The
focus is on three aspects: the process, production per capita, and the long term. Ibid. emphasizes
that economic growth is a process, not a snapshot of the economy.As explained by Todaro
(2000: 140), three aspects influence a society's economic growth: (1) capital accumulation,
involving new investment in land, equipment, and human resources. This will occur if the
current share and income are conserved and then invested in order to boost future output. (2)
Population growth: associated with an increase in employment rates, it has traditionally been
regarded as a positive factor in stimulating economic growth, implying that as more and more
generation’s work, the labor production factors will increase while the domestic market will
expand. (3) Technological progress is caused by improved new and old ways of accomplishing
traditional jobs, such as farming rice, making garments, and so on.

Structural Transformation

Economic development is always characterized by a structural shift, with some sectors growing
faster than others (Mecik & Afsar, 2014). Structural transformation is described as a
transformation in economic structure from a traditional low-productivity sector to an
innovative high-productivity sector (Szirmai, 2012).

Agriculture and mining have become primary sector groupings that rely on land production. In
truth, nevertheless, a growing proportion of land is being exploited for non-agricultural
purposes. As a consequence, even if all intensification efforts have been performed utilizing
applied technology, total production cannot simply be raised. Unlike the secondary sector
group, improved productivity can be supported if capital and technology can be delivered
swiftly under normal economic conditions. Of course, assuming that the quantity of production
orders continues to grow,

In this study, the tertiary sector's structural transformation is GRDP at current prices in the
Sidoarjo district from 2012 to 2020.
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RESEARCH METHODS
Research Framework

The hypothesis in this study was developed as a temporary solution to a particular issue or
question that requires empirical testing grounded in theoretical studies and previous research.

o
Economic
Investments Growth

Figure 1: Conceptual Framework

As an outcome, we put forward the following hypothesis for this study:

HI : Investment has a significant effect on Net Exports

H2 : Investment has a significant effect on economic growth

H3 : Nett Export has a significant effect on Economic Growth

H4 : Structural Transformation increases the influence of Net Exports on Economic
Growth

Research Method

In this quantitative study, secondary data has been incorporated with a purposive choices
technique, in which the sample was chosen based on certain considerations or features
(Sugiyono, 2011: 84). The sample for this study is Sidoarjo Regency data from 2012 to 2020
collected from bps.go.id:

Net Exports.
Total Household Final Consumption Expenditures.

Total Final Consumption Expenditures for Non-Profit Institutions Serving Households
(LNPRT).

Total Final Consumption Expenditures.

Formation of Gross Fixed Capital (PMTB).

Gross Regional Domestic Product (GRDP).

GRDP at constant prices.

GRDP Based on Current Prices.

Furthermore, STATA will be used to process the data.
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RESULTS AND DISCUSSION
H1: Test Results of Investment on Net Export

Investment coefficient § value is 0.4724411 and the p-value = 0.003 indicates that Investment
(X2) has a significant positive effect on Net Exports (Z1).

R? value = 0.7304 indicates that Investment is able to explain the Trade Balance of 73.04%,
while the rest - namely 26.96%; explained by other variables.

The findings indicate that improving investment in Sidoarjo Regency will lead to a trade
balance surplus.Direct investment, capital investment, and portfolio investment are the three
types of economic investments. Direct investment is referred to as a direct investment in which
the direct investor is actively involved in business management operations and is directly liable
in the event of a loss. Capital investment, on the other hand, can take the form of purchasing
equipment, replacing old machines with new ones, implementing new technologies, building
educational facilities, or expanding to other regions with an eye toward profit and efficiency.
Meanwhile, a portfolio investment is a foreign financial venture in which investors purchase
debt or securities with the expectation of profiting financially from the investment. Only direct
investment and capital investment can have an indirect impact on exports and imports because
the investment is physical in nature, which means that investment funds that enter the region
can be used for various things that increase production and, in the end, the product can be
exported.

Based on the findings of this study, plenty of businesses in Sidoarjo Regency have received
sufficient investment (both direct and capital investment) to raise their manufacturing capacity
to the point where the export value exceeds the import value.This was consistent with the
statement expressed by the Indonesian Coordinating Minister for the Economy, who reminded
the audience of the importance of export-based investment and import substitution in
overcoming the trade balance deficit.

This conclusion is consistent with the findings of Wilamoski and Tinkler (1999), who
discovered that US FDI in Mexico increased total US exports to and imports from Mexico.
Increased FDI has had a modestly beneficial influence on the US trade balance with Mexico,
although its contribution to exports and imports has been relatively moderate in comparison to
other trade factors. And, according to the findings of Granger causality, impulse response
analysis, and variance decomposition, there is no relationship between trade and FDI. Similar
findings were found in Bruhn and Calegario's (2013) study of the behavioral relationship
between FDI and exports and FDI and imports in Brazil between 1980 and 2000, concluding
that FDI causes exports in the short and long run, but not in the long run. The results of Ramidi's
(2014) research identified the contribution of gross FDI to domestic demand, economic growth,
and exports in the Malaysian economy. FDI is still regarded as an important economic
instrument in Malaysia for boosting exports, domestic demand, and economic growth. This
result is consistent with Sabrie's (2023) research findings in Somalia.

@ 1035V 18.105



Seybeld

REPORT

B3N:A533-9200 DOI 10.17605/0SF.I0/JVP58

H2: Test Results of Investment on Economic Growth

The B coefficient value of the Investment variable is -0.0001491 and the p-value = 0.003
indicates Investment (X2) has a significant negative effect on Economic Growth (Y).

The value of R2 = 0.7399 indicates that Investment is able to explain Domestic Demand by
73.99%, while the rest, namely 26.01%, is explained by other variables.

Our findings indicate that more capital being invested in Sidoarjo Regency will hinder
economic growth in the region.

The indirect effect of direct and capital investment in a region is usually an increase in labor
demand because both newly established manufacturing firms and the development of existing
businesses require workers, both local and migrant. As the workforce grows, the corporation
spends extra wages. The wages earned by this workforce will be used to meet both their basic
and secondary needs, as well as their tertiary entertainment needs. As a result, the region's
money circulation will boost, and the cost of consumption will be converted into an indicator
of economic growth.

However, it appears that this is not the case in Sidoarjo Regency, where each increase in
incoming investment is insufficient to boost economic growth. This means that incoming
investment is more likely to be in the form of direct investment and capital investment, in which
the funds do not generate new jobs but are more likely to be in the form of asset development
or corporate effectiveness efforts, such as purchasing new land, better-performing machines,
or utilizing new technology, such as production robots, and others, which are employed to boost
productivity instead of increase production.

The findings of this study did not support Harrod-Domar's (1947) theory that new investments,
in addition to capital stock, were required to increase the economy. Investment is regarded as
vital since it can generate income and boost production capacity by growing the capital stock.

Harrod-Domar's idea should be reviewed for places that are still underdeveloped with
challenging exit relations. Capital goods are frequently scarce in such circumstances, making
it difficult to convert between capital goods and labor, which might have the same impact as in
neoclassical theory. As a result, excessive production increases in sectors whose production
results are not potential or profitable for export would end up resulting in products not being
absorbed by the local market and price levels dropping significantly, harming producers. As a
consequence, it is critical to control growth in diverse sectors in a balanced manner so that
increases in production in one sector can be absorbed by other sectors that grow in a balanced
manner (Tarigan, 2007:52).

The conclusions of this study contrast with the findings of Sial et al. (2010), who explored the
influence of investment on Pakistani economic growth. In the long run, private investment has
a greater beneficial impact on economic growth than state investment. Ramidi (2014) identifies
the crucial role of gross FDI in stimulating economic growth in Malaysia. Chidoko and
Sachirarwe (2015) discovered that investment had an advantageous impact on Zimbabwean
economic growth. Similarly, Menshikov et al. (2015)'s studies conducted in Russia reveal that
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one of the main contributors to economic growth is investment. Using 124 cross-country data
sets spanning 1971 to 2010, lamsiraroj (2016) investigated the connection between FDI growth
and a simultaneous system of equations approach, indicating that FDI can increase the
receiving country's economic growth. Additionally, Lin and Benjamin's (2018) study identified
a two-way causal link between economic growth and FDI inflows in MINT (Malaysia, Nigeria,
Indonesia, and Turkey). Per Quoc & Thi (2018), FDI is an essential source of money for
economic growth in Vietnam. Yet studies such as Dinh et al. (2019), Srivastava & Talwar
(2020), Nguyen & Nguyen (2021), Mohi & Dai (2022), Ocolisanu et al. (2022), Gaffar, Ujianto,
and Andjarwati (2023), and Lapian, Walewangko, and Mangantar (2022) have determined that
domestic and foreign investment has no role in economic growth.

H3: Test Result of Net Export on Economic Growth

The Trade Balance variable has a beta coefficient of -0.0000694 and a p-value of 0.027,
showing that net exports (Z1) have a significant positive impact on economic growth (Y).

The R2 value of 0.5251 implies that the trade balance can explain 52.51% of economic growth,
while the remaining 47.49% is explained by other variables.

Our findings suggest that improving the export surplus in Sidoarjo Regency will contribute to
the region's economic growth. The increase in the trade balance shows an increase in export
activity, which will lead to increased production. Increased production and export volume will
also boost economic growth.

The outcomes of this study are consistent with the findings reported by Blavasciunaite et al.
(2020), Coupet Jr. (2020), and Izevbigie et al. (2020). The findings of this study, however,
contradict what was found by Pacheco-Lopez (2003), who discovered that an increase in the
income elasticity of import demand adds to a deceleration of Mexico's long-run equilibrium
growth rate. In addition, the finding is also contrary to the conclusions of Astuti's (2018)
research.

While Alvarado et al. (2018) found that in high-income nations, exports are more essential than
domestic demand in raising output, in middle- and upper-income countries, internal demand
becomes more important.

H4: Test Result of Structural Transformation Moderation on the Relationship between
Net Exports on Economic Growth

Net Exports have a significant effect on Economic Growth with a p-value = 0.009, and
Structural Transformation has a significant influence on Economic Growth with a p-value =
0.000.

The p-value of Structural Transformation as a moderating variable is 0.511 (> 0.05) and the
beta coefficient value of Structural Transformation as a moderating variable is 0.0000188
indicating that Structural Transformation does not moderate the effect of Net Exports on
Economic Growth.

These findings can be interpreted as a statement that the export market has such a broad demand
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for goods that Sidoarjo Regency's economic sector is still not optimized to supply the demand
for the export market. Regency governments must perform an inquiry to determine which
sectors of the economy could possibly be improved in order to boost exports of superior
products and economic growth.

This is feasible because the Ministry of Industry and Trade issued a regulation permitting an
area to have five superior goods based on the One Village, One Product (OVOP) principle. The
main purpose is to stimulate regional economic growth.

CONCLUSION

Based to the Harrod-Domar Investment Theory, which views capital formation as expenditure
that increases an economy's ability to produce goods and or services, as well as expenditure
that increases the effective demand of the entire society, the study's findings show that
investment has a significant effect on increasing domestic demand. Harrod-Domar's idea
should be examined for places that are still underdeveloped and have challenging exit relations.
Capital goods are frequently scarce in such circumstances, making it difficult to convert
between capital goods and labor, which might have the same impact as in neoclassical theory.
As a consequence, excessive production increases in sectors whose production results are not
possible or profitable for export would result in the product not being absorbed by the local
market and the price level falling dramatically, harming producers. As a result, it is critical to
manage growth in multiple sectors in a balanced manner so that increases in production in one
area can be absorbed by other sectors that grow in a balanced manner.

This finding is also consistent with Samuelson's view, namely that investment is vital in
economic development since it serves as a supporting component in raising production.

SUGGESTION

Based on the Harrod-Domar Investment Theory, which views capital formation as expenditure
that will increase an economy's ability to produce goods or services, as well as expenditure that
will increase the effective demand of the entire society, the study's findings show that
investment has a significant effect on increasing domestic demand. Harrod-Domar's idea
should be reviewed for places that are still developing and have challenging exit relations.
Capital goods are frequently scarce in such circumstances, making it difficult to convert
between capital goods and labor, which might have the same impact as in neoclassical theory.
As a consequence, excessive production increases in sectors whose production results are not
possible or profitable for export would result in the product not being absorbed by the local
market and the price level falling dramatically, harming producers. As a result, it is critical to
manage growth in multiple sectors in a balanced manner so that increases in production in one
area can be absorbed by other sectors that grow in a balanced manner. This finding is also in
accordance with Samuelson's theory, namely that investment is an important thing in
developing the economy because it is needed as a supporting factor in increasing the production
process.
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LIMITATION

This study focused on one district; future researchers can do studies in other regions, both in Indonesia and in
other nations. Or with a bigger study focus, such as the province or country.
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