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Abstract

This research is motivated by Central Java Province, which ranks second with the lowest economic
growth in Java Island. In addition, the disparity and fluctuations in economic growth between regencies
and cities each year are the main problems in development in Central Java Province. This study aims to
analyze the impact of domestic investment, foreign investment, employment absorption rates, and
education levels on economic growth in Central Java Province. The data used in the research is
secondary data sourced from the BPS and the DJPK from 35 regencies/cities in Central Java for the
period of 2021-2024. The method used is panel data regression analysis with a Fixed Effects Model
(FEM) approach. The results of the study indicate that domestic investment and education levels have
a significant positive effect on economic growth in Central Java Province. Meanwhile, foreign
investment and labor absorption rate do not show significant impact. Among all variables, education
level is the most influential factor on the economic growth of this province. The implication of this
research is the need to improve domestic investment and the quality of education in driving regional
economic growth. Local governments need to create a conducive investment climate through the
provision of adequate infrastructure and ease of licensing for investors. The education sector also needs
serious attention through improving access, the quality of educators, and the relevance of the
curriculum to the needs of the labor market.
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INTRODUCTION

Indonesia began to enter the early phase of economic recovery from the impacts of covid-19
in 2021. Java Island ranks third after the Maluku and Papua Islands and Sulawesi Island, with an
average economic growth rate of 4.80 percent over the past four years. Java Island is one of the
largest islands in Indonesia and plays an important role in the national economy as it is the center of
major economic activities in Indonesia. This is reflected by Java Island's contribution of 57.02 percent
to the national GDP, supported by the manufacturing, trade, and construction sectors (BPS, 2025).

According to data from the BPS 2024, the average economic growth in Central Java Province
from 2021 to 2024 ranks as the second lowest among other provinces on the island of Java. After
experiencing a recovery post pandemicin 2021, economic growth in Central Java Province has shown
a downward trend consecutively in recent years. Data indicates that economic growth in 2022
increased by 5.31 percent, then decreased in 2023 by 5.03 percent and in 2024 by 4.97 percent. This
situation indicates that there are issues that need to be examined in more depth to understand the
factors contributing to the economic slowdown in the province from both external and internal
perspectives.

In addition, the economic growth conditions of each regencies and cities in the Central Java
Province also experience very varied and fluctuating growth from year to year. Generally, the
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economy in this province has experienced positive growth although at different rates in each area
(BPS, 2024).

Table 1. Average Economic Growth Rates Highest and Lowest for Regencies and Cities in Central
Java Province (percent)

Highest Lowest
Regencies/Cities Average Regencies/Cities Average
Batang Regency 5.60 Kudus Regency 1.41
Semarang City 5.58 Blora Regency 3.13
Surakarta City 5.36 Cilacap Regency 3.82

Source : BPS (2024)

Based on Table 1, it shows the highest and lowest average economic growth rates for each
regency/city in Central Java Province. The regencies/cities with the highest average growth rates
include Batang Regency, Semarang City, and Surakarta City. Meanwhile, the regencies/cities with the
lowest average growth rates include Kudus Regency, Blora Regency, and Cilacap Regency. Semarang
City is the largest contributor to the Gross Regional Domestic Product (GRDP) in Central Java
Province, with the main drivers of this growth coming from the manufacturing, construction, and
trade sectors (BPS, 2024). On the other hand, Batang Regency is also dominated by the
manufacturing sector, where its growth is driven by the development of the Batang Integrated
Industrial Zone, which has attracted new investments and job opportunities (Kementerian Investasi,
2023). Meanwhile, the low economic growth of Kudus Regency is attributed to the impact of the
covid 19 pandemic, high dependence on the manufacturing sector whose growth has slowed, and
insignificant growth in other sectors (Mubaroqg et al., 2021). The mining and quarrying sector, along
with the agricultural sector, which contribute most significantly to the economy of Blora Regency,
also experienced a decline and contraction due to prolonged drought and other factors, causing
economic growth in the region to slow down (Raharjo, 2024).

According to the neo classical growth theory developed by Robert Solow and Trevor Swan in
the 1950s, economic growth is influenced by three factors includes investment, labor absorption,
and technological progress (Mankiw, 2003). Investment in Central Java Province, domestic
investment and foreign investment, has fluctuated over the past four years. In addition, labor
absorption rate and education levels have tended to increase. However, in reality, these increases
have not been in line with economic growth.

Therefore, this study aims to analyze the influence of domestic investment, foreign
investment, labor absorption rate, and education levels on economic growth in Central Java Province
and to analyze the variables that most influence economic growth in Central Java Province.

From the results of this research, it is hoped that it can provide benefits for academics and
researchers in enriching literature in the field of economics and contribute to the development of
economic science, especially theories related to economic growth, and can serve as a reference for
future research. Practically, it serves as a consideration in formulating economic development
policies, especially in managing investments, increasing labor absorption, and improving the quality
of education to promote more equitable and stable economic growth in the future.

Thus, the results of this study offer a novelty in updating the research period from 2021 to
2024, enabling a more comprehensive evaluation of post-pandemic economic dynamics in Central
Java Province and focusing on combining economic and social variables simultaneously, including
domestic investment, foreign investment, labor absorption rate, and education level on economic
growth in Central Java Province, as there remains inconsistency in findings regarding the factors
influencing economic growth across various regions.

LITERATURE REVIEW AND HYPOTHESIS FORMULATION
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A. Literature Review
Economic growth is an important indicator for assessing the development performance of a
region. There are several factors that play a role in promoting economic growth, including:
1. Domestic Investment

Theoretically, investment is one of the main components in the economic growth
process. The Harrod-Domar theory states that economic growth is influenced by the level of
savings and investment efficiency (output-capital ratio). Meanwhile, the Solow-Swan growth
model places investment as the main driver of capital accumulation, which then increases
productivity and national income in the long term (Todaro & Smith, 2011). Domestic investment
can be a source of investment in the formation of GRDP because it can encourage business and
create more job opportunities. Domestic investment is considered more stable than foreign
investment because it is not affected by exchange rate fluctuations and global economic
conditions (Zainuddin & Ria, 2022). According to research by Nuri et al., (2024), Yuliani et al,,
(2023), Munawaroh (2023), Parahita et al., (2018), Yunita & Sentosa (2019) domestic investment
has been proven to have a positive effect on economic growth. These studies indicate that stable
and consistent domestic investment flows have a direct impact on job creation and increased
regional income.

2. Foreign Investment

According to the Solow-Swan theory, investment plays an important role in increasing
capital accumulation, which is the driving force behind long-term economic growth. Foreign
investment can increase long-term development financing and is more profitable when
compared to financing sourced from foreign debt. This is because foreign investment is more
beneficial in driving a country's economy as it does not cause foreign debt or repayment
obligations. Foreign investment is divided into two types, namely foreign direct investment and
foreign portfolio investment (Krugman & Obstfeld, 2018).

Foreign investment contributes to an increase in total investment in a country,
accompanied by technology transfer from the country of origin to the recipient country, thereby
increasing productivity and efficiency in the production process (Todaro & Smith, 2011).
According to research by Gahari & Hasmarini (2024), Nuri et al., (2024), Yuliani et al., (2023),
Huda (2022), Bima & Anwar (2024) Hendri et al., (2018) foreign investment has a positive effect
on economic growth. These studies indicate that an increase in foreign investment is correlated
with an increase in regional economic output, particularly in areas with adequate infrastructure
and investment policies.

3. Labor Absorption Rate

According to Solow Swan's theory, labor absorption is an important indicator of
economic development success because it reflects the region's ability to reduce unemployment
and improve community welfare (Atiyatna et al., 2016). The absorption of labor into various
sectors and job fields is driven by the demand for labor. Therefore, labor absorption can be
categorized as labor demand (Maryati et al., 2021).

Okun's law theoretically shows the relationship between economic growth and
employment rates. Okun states that there is a negative correlation between unemployment and
Gross Domestic Product (GDP), whereby the higher the unemployment rate, the lower the
economic growth rate of a country (Maryati et al., 2021). According to Yunita & Sentosa (2019)
and Parahita et al., (2018) labor absorption has a positive effect on economic growth. This is
because labor contributions directly affect productivity and production output, thereby
increasing per capita income. When per capita income increases, it drives economic growth
(Supratiyoningsih & Yuliarmi, 2022).

4. Education Level

According to endogenous economic growth theory, the quality of human resources plays
a key role in driving long-term growth through increased productivity, innovation, and
adaptability to technology (Anwar, 2024). According to Becker, 1976 (in Lee & Lee, 2018) the
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higher a person's level of education, the greater their contribution to the production process
and overall economic growth. According to research Muda et al., (2019) and Pratiwi & Utama
(2020) education level has a positive effect on economic growth, both through increased labor
productivity and innovation capacity in the region.

B. Hypothesis Formulation

Based on theory and previous research findings, the following hypotheses are proposed :
Hal: Domestic Investment has a positive effect on economic growth.
Ha2: Foreign Investment has a positive effect on economic growth.
Ha3: Labor absorption rate has a positive effect on economic growth.
Ha4: Education level has a positive effect on economic growth.
Ha5: Domestic Investment is the most influential variable affecting economic growth.

RESEARCH METHODS

The analytical method employed in this study is panel data regression analysis using the
following equation:

EGit=a+B1INDlit1 4+ B2INFlit-1+ B3LAR F BAELit + titeeeeeeeee oot (1)
Description:
a : Constant (intercept)
B : Regression coefficient
EG : Economic Growth (percent)
DI : Domestic Investment (in billion rupiah)
Fl : Foreign Investment (in billion rupiah)
LAR : Labor Absorption Rate (percent)
EL : Education Level (in years)
i : Cross-section unit
: Time series
e : Error term

Before proceeding with further analysis to evaluate the model’s feasibility and obtain valid
estimations, the panel data used in this study must be subjected to model selection tests including
the Common Effect Model, Fixed Effect Model, and Random Effect Model, and must satisfy classical
assumption tests consisting of normality test, multicollinearity test, and heteroscedasticity test.

To test Hypothesis 5, an elasticity test is employed using the following formula:
—gXm
E = By/n ....................................................................................................................................... (2)
Where X is the mean of the independent variable, Y is the mean of the dependent variable,
B is the regression coefficient, and E is the elasticity value. This test uses the criterion that the most
influential variable is the one with the largest coefficient or the highest absolute elasticity value

(Gujarati & Porter, 2009).

RESULTS AND DISCUSSION

A. Results

Based on the results of the model selection test, it was found that the Chow test value
showed a chi-square probability value of 0.000 < 0.05, indicating that FEM was more appropriate
than CEM. Furthermore, the Hausman test results also showed a probability value of 0.000 <
0.05, indicating that FEM was more appropriate than REM. Thus, the panel regression model
used in this study is the Fixed Effect Model (FEM). In addition, the FEM model also meets classical
assumptions, such as normality test, heteroscedasticity test, and multicollinearity tests, making
it suitable for further analysis.
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Table 2. Fixed Effect Model (FEM) Regression Output

Variable Coefficient Std. Error t-Statistic Prob.
C -27.76028 9.403440 -2.952141 0.0039
LnDI 0.217493 0.084275 2.580746 0.0113
LnFl -0.059470 0.044917 -1.324007 0.1885
LAR 0.113185 0.112595 1.005240 0.3172
EL 2.531246 0.577792 4.380895 0.0000
R Square 0.626193
F statistic 4452442
Prob (F statistic) 0.000000

Source: Eviews, processed data, 2025

Based on the findings in Table 2, the interpretation of the coefficient of determination, F-
test, and t-test is as follows:
1. Coefficient of Determination
The R-Square value of 0.626193 indicates that the independent variables in this study, which
include domestic investment, foreign investment, labor absorption rate, and education level, can
explain 62.61 percent of the dependent variable of economic growth, with the remaining 37.39
percent explained by factors outside the model.
2. FTest
Based on Table 2, the calculated F value > F table with a value of 4.45 > 2.28 and a probability
of 0.00 < 0.05, which means that the domestic investment, foreign investment, labor absorption
rate, and education level together have a significant effect on the economic growth.
3. tTest
a. Domestic Investment
Based on Table 2, the coefficient value of 0.217 means that domestic investment has a
positive effect. The probability value of 0.01 < a = 0.05 and the magnitude of t count 2.580
>t table 1.657 means that domestic investment has a significant positive effect on economic
growth so that Hal is accepted. From the output results, if domestic investment increases
by 1 percent, economic growth will also increase by 0.21 percent.
b. Foreign Investment
Based on Table 2, the coefficient value of -0.059 means that foreign investment has a
negative effect. The probability value of 0.18 > significance a = 0.05 and the magnitude of t
count |-1.324| < t table 1.657 so that foreign investment has a negative and insignificant
effect on economic growth so that Ha2 is rejected.
c. Labor Absorption Rate
Based on Table 2, the coefficient value is 0.113, meaning that labor absorption rate has a
positive effect. The probability value of 0.317 > significance a = 0.05 percent and the
magnitude of t count 1.005 < t table 1.657 so that labor absorption rate has no significant
effect on economic growth so that Ha3 is accepted but not significant.
d. Education Level
Based on Table 1.2, the coefficient value is 2.531, meaning that education level has a positive
effect. The probability value of 0.00 < significance a = 0.05 and the magnitude of t count
4.380 >t table 1.657 means that the level of education has a significant positive effect on
economic growth so that Hal is accepted. From the output results, if the level of education
increases by 1 year, economic growth will also increase by 2.5 percent.
4. Elasticity Test
Table 3. Elasticity Output
Regression
Coefficient

No Variable Average X Average Y Elasticity Value
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1 DI 0.217 5.89 4.73 0.270
2 Fl -0.059 3.71 4.73 -0.046
3 LAR 0.113 94.85 4.73 2.265
4 EL 2.531 8.17 473 4.371

Source: Eviews, processed data, 2025

Based on Table 3. it can be seen that the highest elasticity test value is the education level
variable with a value of 4.371. This means that the education level variable has the greatest effect
on the increase in economic growth than other variables in Central Java Province. Thus, Hab in this
study is rejected.

B. Discussion
1. Domestic investment

Domestic investment has a positive effect on economic growth. The results of this study are
in accordance with the Solow Swan and Harrod Domar growth theories where investment is a factor
that can drive economic growth (Anwar, 2024). Domestic investment can be a source of investment
in the formation of GRDP because domestic investment can contribute to increasing the capital stock
which encourages businesses to increase output and create more job opportunities. Domestic
investment is considered more stable when compared to foreign investment because it is not
affected by exchange rate fluctuations and global economic conditions. Domestic investment is also
very important in supporting the implementation of regional development which will encourage the
development of the economic structure so that people's welfare increases (Zainuddin & Ria, 2022).

The condition of domestic investment in Central Java Province shows fluctuating
developments and tends to increase with the highest investment in the industrial estate sector. In
addition, Central Java Province is also supported by adequate infrastructure such as the Trans-Java
toll road which cuts logistics travel time, the Tanjung Emas port which continues to be developed,
logistics railways, and airports that are directly connected to industrial centers, thus increasing the
efficiency of goods distribution and competitiveness.

The results of this study are also in line with research by Nuri et al., (2024) which states that
domestic investment has a significant positive effect on economic growth in Sumatra Province,
research by Yuliani et al., (2023) states that domestic investment has a significant positive effect on
economic growth in Indonesia, research by Munawaroh (2023) states that domestic investment has
a significant positive effect on economic growth in Central Lampung, and research by Zainuddin &
Ria (2022) which states that domestic investment affects economic growth in DKl Jakarta Province.
2. Foreign investment

If foreign investment increases, it not only increases production capacity but also creates
new jobs and technology transfers, thereby encouraging economic growth. However, in this study
based on the regression results that have been carried out, foreign investment has no effect on
economic growth in Central Java Province.

Foreign investment has no significant effect on economic growth in Central Java Province
because investors tend to invest in labor-intensive industrial sectors such as the textile industry, food
and beverage industry, and footwear industry that produce low added value so that labor
productivity is also low and the contribution to economic growth is small. Many foreign companies
do not use many local inputs, so the multiplier effect on local GRDP is weak. The value of foreign
investment has also declined in recent years as a result of the covid 19 pandemicin 2020. In addition,
there are constraints in regulations and a lack of coordination between local government agencies,
making it difficult for foreign investors to realize their investments in Central Java Province (DPMPTSP
Provinsi Jawa Tengah, 2024).

The results of this study are also in line with the research of Hutapea & Priharjanto (2022)
which states that foreign investment does not have a significant impact on economic growth in
Indonesia. In the research by Carbonell & Werner (2018) it is stated that foreign investment will have
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a large impact on the economy if the region is an exporter rather than an importer. Furthermore,
foreign investment in Central Java Province often experiences fluctuations with increases and
decreases. Although the current situation indicates that foreign investment does not affect economic
growth, it can be a component that could drive the economy if there are policy improvements in the
future.

3. Labor Absorption Rate

If the labor absorption rate increases, many workers will be absorbed by employment and
involved in the production process of goods and services, which in turn will increase people's income
and purchasing power and in turn will encourage economic growth. However, in this study based on
the regression results that have been carried out, the level of labor absorption has no effect on
economic growth in Central Java Province.

The level of labor absorption does not have a significant effect on economic growth because
most of the labor in Central Java Province is mostly absorbed into the informal sector which has low
productivity so that an increase in the absorption of the number of workers does not automatically
increase economic output significantly. The percentage of labor absorbed into the formal sector in
Central Java Province over the last 4 years is only around 39.86 percent. This means that as much as
60.14 percent is absorbed into the informal sector (Badan Pusat Statistik, 2024). Informal workers
often have irregular incomes and depend on the output of their work. The agricultural sector is still
the main pillar of the economy, followed by the manufacturing and trade sectors. These sectors are
dominated by informal economic activities characterized by small business scale, use of simple
technology, and lack of formal labor protection. In addition, the number of people who urbanize or
migrate out of Central Java Province also causes a reduction in productive labor in the area of origin
so that although unemployment decreases, regional economic growth may not necessarily increase
because the labor absorbed into employment is not from the region. This is done because of limited
employment opportunities in the origin region and higher wages in big cities.

The results of this study are in line with research conducted by Budihardjo et al., (2020) and
Parahita et al., (2018) which state that labor absorption has no significant effect on economic growth.
4. Education Level

The level of education has a significant positive effect on economic growth in Central Java
Province. Theoretically, this result is in accordance with the theory of endogenous growth and
human capital which states that the quality of human resources, one of which is determined by the
level of education, is a major factor in long-term economic growth. The higher education attained
will increase labor productivity, encourage innovation which will then have an impact on
employment opportunities and higher incomes and ultimately increase economic growth.

The level of education in regencies/cities in Central Java Province during the 2021-2024
period has always increased. The free school program, improving the quality of teachers and
educational facilities, providing scholarships for students from poor families have been carried out
by the Central Java Provincial government to improve the quality of education. However, differences
in education levels between regencies/cities in Central Java Province are still quite visible. Urban
areas such as Semarang City, Surakarta City, Magelang City, and Salatiga City have relatively higher
average years of schooling compared to mountainous or southern coastal areas (Badan Pusat
Statistik, 2024). These areas generally have challenges in accessing education such as limited
infrastructure and education facilities (Siregar, 2024).

In addition, these results are also in line with the research by Pratiwi & Utama (2020) which
states that the level of education has a significant positive effect on economic growth in Indonesia,
research by Muda et al.,, (2019) which states that the level of education has a significant positive
effect on economic growth in North Sulawesi Province, and research by Su & Liu (2016) which states
that human capital has a positive effect on GDP in China.

5. Elasticity

Based on Table 3, it is obtained that the largest elasticity is the education level variable of

4.371. This shows that this variable is the one that most influences economic growth in Central Java
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Province during the 2021-2024 period. The results of this study are in accordance with the theory of
endogenous economic growth which emphasizes the role of human capital, especially secondary
education as a foundation in improving productive skills. Therefore, investment in education plays
an important role for economic progress. This is also supported by the level of education in Central
Java Province which is getting better from year to year. In the research by Dainty et al., (2020) that
in the long run higher education can help people to compete in the labor market so that they can
get income and reduce unemployment.

CONCLUSION

The conclusion of this study is that domestic investment and education level have a
significant positive effect on economic growth in Central Java Province. Foreign investment and labor
absorption rate have no significant effect on economic growth in Central Java Province. Education
level is the variable that has the most influence on economic growth in Central Java Province.

The implication of this research is that local governments need to create a conducive
investment climate through ease of licensing for investors and provide infrastructure that can
support investment and channel local governments can also prioritize domestic investment so that
it can be channeled into productive sectors such as opening industries in order to increase
employment that absorbs the workforce. Local governments should pay attention to the education
sector through improving education infrastructure, the quality of educators, and the relevance of
the curriculum in accordance with labor market needs so as to support the creation of superior
human resources and support inclusive growth.
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