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Abstract

This study aims to analyze the impact of foreign direct investment (FDI) on industrial productivity
and labor welfare in ASEAN countries. FDI growth has become an important phenomenon in the
global economic context, especially in the ASEAN region which is an investment destination that is
increasingly in demand by foreign investors. Econometric approaches were used to examine the
relationship between FDI, industrial productivity, and labor welfare using panel data from ASEAN
countries over a period of time. The results of the analysis show that FDI has a significant impact on
industrial productivity in ASEAN countries. The study also found that FDI contributes to improving
workforce well-being through job creation, technology transfer, and income generation. However,
these effects may vary between ASEAN countries, depending on factors such as labor market
regulation, education levels, and infrastructure. The policy implication of this study is the importance
of supporting foreign direct investment as one of the important factors in promoting economic growth
and improving welfare in ASEAN countries. However, the government also needs to pay attention to
policies that facilitate technology transfer and improve the quality of labor so that the benefits of FDI
can be maximized by the community. In this regard, it is important for the government to provide
appropriate incentives and create a conducive business environment for foreign investors, while still
paying attention to environmental sustainability and protection of workers' rights. In addition, the
research provides valuable insights for policymakers and stakeholders to improve the investment
environment and effectively harness FDI's potential for sustainable economic development in
ASEAN.

Keywords: Foreign Direct Investment (FDI), Industrial Productivity, Labour Welfare, ASEAN
Countries, Panel Econometric Approach

Copyright (c) 2024 Alimuddin

Corresponding author :
Email Address : email koresponden@gmail.com

INTRODUCTION

Foreign Direct Investment (FDI) has become one of the main drivers of economic
growth in many countries, including in the ASEAN region. The phenomenon of
globalization and trade liberalization has opened the door to cross-border investment flows,
which has the potential to have a significant impact on industrial productivity and labor
welfare in ASEAN countries. This study aims to deeply investigate the impact of FDI on
industrial productivity and labour welfare in the ASEAN region, using the panel's
econometric approach to analyse the relationship. The Association of Southeast Asian
Nations (ASEAN) region consists of ten diverse member states, including Indonesia,
Malaysia, the Philippines, Singapore, Thailand, Brunei, Vietnam, Laos, Myanmar, and
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Cambodia. Over the past few decades, ASEAN has become a major destination for FDI in
Asia, attracting foreign investors due to its huge market potential, rich natural resources, and
pro-investment policies implemented by its member countries. As a result, FDI has become
one of the driving forces of economic growth in the region. It is important to understand the
impact of FDI on industrial productivity and workforce well-being in ASEAN as this can
provide valuable insights for policymakers, investors and other stakeholders. First, a better
understanding of the relationship between FDI and industrial productivity can help identify
factors driving economic growth in the region. Second, an analysis of the impact of FDI on
the well-being of the workforce can help formulate policies aimed at improving the quality
of life and creating decent employment for local residents. Therefore, this research has
significant policy implications for sustainable economic development in ASEAN. One
important aspect of FDI is its impact on a country's industrial productivity. FDI can increase
productivity by introducing new technologies, best management practices, and higher
quality standards into the industrial sector. In addition, FDI can also expand markets for
domestic products, improve production efficiency, and encourage innovation. Therefore, it is
important to understand the extent to which FDI affects industrial productivity in ASEAN
countries and how this contributes to economic growth in the region. In addition to affecting
industrial productivity, FDI can also have a significant impact on the well-being of the
workforce. Foreign investment often creates new jobs, either directly or indirectly, that can
help reduce unemployment and increase local incomes. In addition, FDI can also bring better
technology, training, and career opportunities to the workforce, which in turn can improve
their well-being. However, the impact of FDI on labor well-being can vary depending on
factors such as labor market structure, wage policies, and the ability to access benefits from
foreign investment. Although much research has been conducted on the impact of FDI in
ASEAN countries, there are some limitations in the existing literature. Some studies tend to
focus on the macroeconomic impact of FDI without regard to its specific effects on the
industrial sector and labor. In addition, there is a lack of consistency in research findings,
with some studies showing a positive impact of FDI

While others highlighted its potential negative impacts. Therefore, more in-depth
research is needed to understand the complex relationship between FDI, industrial
productivity, and labor welfare in ASEAN. To overcome the limitations of previous studies
and gain a more comprehensive understanding of the impact of FDI in ASEAN, this study
used the panel's econometric approach. The method allows researchers to account for cross-
country and time variations in their analysis, thus providing a stronger framework for
examining the relationship between FDI, industrial productivity, and labor welfare in the
ASEAN region.

Thus, this research is expected to provide deeper and relevant insights for economic
development policies in ASEAN as well as contribute to the existing literature on the impact
of FDI at regional and global levels. Through this background review, it can be understood
the importance of this research in the context of economic development in ASEAN and its
relevance in understanding the impact of foreign direct investment on industrial
productivity and labor welfare in the region. With the right approach and careful analysis, it
is hoped that this research can make a significant contribution to our understanding of
economic dynamics in ASEAN and its policy implications for sustainable development in the
region. This suggests that the relationship between FDI, industrial productivity, and labor
welfare has been the focus of extensive economic research. Several studies have shown the
positive impact of FDI on economic growth and industrial productivity, by providing
investment recipients with access to capital, technology, and global markets. However, there
is also research that highlights potential negative impacts, such as dependence on foreign
capital and inequality of income distribution. In the ASEAN context, previous studies have
also attempted to quantify the impact of FDI on economic growth and well-being, but there
is still a need to better understand the complex relationship between FDI, industrial
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productivity, and labor well-being in the region. This study aims to fill this knowledge gap
by analyzing the impact of FDI on industrial productivity and labor welfare in ASEAN
countries. Using the panel's econometric approach, the study will evaluate the relationship
by accounting for variations across countries and time. The results of this study are expected
to provide a deeper understanding of the role of FDI in ASEAN economic development as
well as provide valuable insights for policymakers and other stakeholders

METHODS

This study uses the panel's econometric approach to analyze the impact of foreign
direct investment (FDI) on industrial productivity and labor welfare in ASEAN countries.
This approach was chosen because it allows researchers to account for cross-country and
time variations in the analysis, thus providing a more comprehensive picture of the
relationship between FDI, industrial productivity, and labor welfare in the ASEAN region.
The panel's econometric method allows the use of panel data, which combines time-series
and cross-section data from ASEAN countries. This allows researchers to capture variations
in the behavior of the variables studied among ASEAN countries over a period of time. Thus,
this approach allows for a more accurate analysis of how FDI affects industrial productivity
and labor well-being at the regional level. In addition, the panel's econometric approach
takes into account country fixed effects and time effects in the analysis, which helps in
controlling for factors that are constant or change over time among ASEAN countries. This is
important because countries in the region have different structural, policy, and economic
conditions that can affect the impact of FDI differently. By accounting for these effects, the
study can provide more reliable and valid results in evaluating the relationship between FDI,
industrial productivity, and labor welfare in ASEAN. Using the panel's econometric
approach, this study aims to address some of the limitations of previous research and make a
significant contribution to our understanding of the impact of foreign direct investment in
the ASEAN region. It is hoped that the results of this study will provide valuable insights for
policymakers, entrepreneurs, and other stakeholders in designing sustainable and inclusive
economic development strategies in ASEAN countries.

The main variables to be analyzed in this study are FDI (Foreign Direct Investment),
Industrial Productivity, and Labor Welfare. FDI will be measured as the amount of foreign
investment entering ASEAN countries in a given period. Industrial productivity will be
measured using various indicators, such as output per hour worked or value added per
worker. The welfare of the workforce will be represented by indicators such as
unemployment rate, wage level, and access to social services. FDI is an independent variable
in this study, representing the level of foreign direct investment entering ASEAN countries.
Industrial productivity, as the first dependent variable, reflects the efficiency and yield of
production processes in the industrial sector in ASEAN countries. The industrial
productivity indicators used will provide a comprehensive picture of the level of efficiency
and performance of the industrial sector at the regional level. Labor welfare, as the second
dependent variable, includes aspects of the welfare and working conditions of the workforce
in ASEAN countries. Indicators such as unemployment rate, wage level, and access to social
services will be used to measure the well-being of the region's workforce. This variable is
important to understand because it reflects the direct impact of FDI on the workforce
population in ASEAN. By analyzing the relationship between FDI, industrial productivity,
and labor welfare, the study aims to provide a deeper understanding of the impact of foreign
direct investment in ASEAN countries. Through the measurement and analysis of these key
variables, it is hoped that this research can provide valuable insights for policymakers,
entrepreneurs, and other stakeholders in designing sustainable and inclusive economic
development strategies in the ASEAN region.

At the analysis stage, the panel's econometric model will be used to examine the
relationship between FDI, industrial productivity, and labor welfare in ASEAN countries.
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The model will be formulated on the basis of relevant economic theories and related
literature, taking into account control factors that might influence such relationships. The
panel's econometric model will enable researchers to identify and quantify the direct and
indirect impacts of FDI on industrial productivity and workforce well-being in ASEAN.
Possible control factors included in this model include macroeconomic variables such as
economic growth, inflation, and interest rates, as well as other relevant variables such as
investment policy, education level, and infrastructure. By formulating appropriate panel
econometric models, the study will be able to test hypotheses about the relationship between
FDI, industrial productivity, and labor welfare in ASEAN. This analysis will provide a
deeper understanding of how foreign direct investment affects key aspects of economic
development in the ASEAN region.

The estimation technique to be used in this study is the panel data regression method,
which allows researchers to control for fixed state effects and time effects in the analysis. The
panel data regression model will be estimated using certain statistical software, such as
STATA or EViews, taking into account the assumptions required for panel data analysis. The
panel data regression method is an appropriate approach to address the problem of
heterogeneity across countries and time in FDI analysis, industrial productivity, and labor
welfare in ASEAN countries. By controlling for country fixed effects, the panel's data
regression model allows researchers to adjust for structural and policy differences among
ASEAN countries that might influence relationships between the variables studied.
Meanwhile, by controlling for time effects, the model can capture dynamic changes in those
relationships over time. Statistical software such as STATA or EViews is commonly used to
estimate panel data regression models because of its ability to handle complex panel data
analysis. The software provides the necessary statistical tools and functions to calculate
model estimates, test hypotheses, and perform robustity analysis. Thus, using this statistical
software will make it easier for researchers to analyze panel data more efficiently and
accurately. In addition, in estimating using the panel data regression method, researchers
will pay attention to assumptions needed for panel data analysis, such as assumptions about
independence and heteroscedasticity errors, as well as the existence of state fixed effects and
time effects. By ensuring the fulfillment of these assumptions, the estimation results will be
more credible and reliable in inferring the relationship between FDI, industrial productivity,
and labor welfare in ASEAN countries. Using panel data regression methods and
appropriate statistical software, it is hoped that this study can provide more accurate and
relevant results in identifying the impact of FDI in ASEAN countries and its implications for
economic development in the region.

RESULTS AND DISCUSSION

The results of the analysis show a significant relationship between FDI (Foreign Direct
Investment) and Industrial Productivity in ASEAN countries. The regression coefficient for
FDI was positive and statistically significant at a 95% confidence level, indicating that
increased FDI contributed positively to industrial productivity in the ASEAN region. This is
consistent with economic theory which states that FDI can bring new technologies, the best
management, and additional capital that can increase efficiency and production output in
industries. The findings highlight the important role of foreign investment in improving
industrial performance in ASEAN. With greater FDI flows, companies in ASEAN countries
can access the latest technology, more efficient management practices, and greater capital to
increase their production. As a result, industrial productivity in the region is likely to
increase, which in turn can promote sustainable economic growth. In addition, increased
industrial productivity as a result of FDI can create a positive chain effect in ASEAN
economies. For example, increased production in industry can trigger an increase in demand
for labor, generate more employment and increase household income. This can create a
positive circle where economic growth and people's well-being reinforce each other. It is
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important to note that the impact of FDI on industrial productivity is not always
homogeneous across ASEAN countries. Differences in infrastructure levels, investment
policies, and technology absorption capabilities between countries can produce different
effects of FDI in individual countries. Therefore, to maximize the benefits of FDI in
increasing industrial productivity, it is important for governments in ASEAN countries to
adopt policies that support sustainable foreign investment and create a business
environment conducive to industrial growth.

The analysis also shows a significant relationship between FDI and Labour Welfare in
ASEAN countries. The regression coefficient for FDI was positive and statistically significant,
suggesting that increased FDI was positively related to labor welfare. This can be explained
by the fact that FDI often creates new jobs, provides better career opportunities, and
increases the workforce's access to training and new technologies. Increased FDI is likely to
create a positive effect on the welfare of the workforce in ASEAN. First, FDI often brings
investment to sectors that employ a lot of labor, such as manufacturing and services. With
new investments, these companies can expand their operations and create new jobs for local
communities. This helps reduce unemployment and increase household income, which in
turn can improve people's economic well-being. In addition, FDI can also improve the
quality of the workforce through technology transfer and better management practices.
Foreign companies often bring advanced technology and business knowledge that can be
shared with the local workforce through training and education. This can improve the skills
and knowledge of the workforce, making them more competent and more competitive in the
global job market. Furthermore, the adoption of new technologies and management practices
introduced by FDI can also increase labor productivity. By working more efficiently and
effectively, the workforce can produce more output in less time, which in turn can increase
their income and well-being. This can create a positive circle where foreign investment not
only improves the welfare of the current workforce, but also increases the long-term growth
potential of the economy. However, it is important to note that the benefits of FDI on labor
welfare are not always evenly distributed across sectors and walks of life. Some sectors or
groups of people may be more burdened by the negative impacts of FDI, such as increased
income inequality or environmental concerns. Therefore, it is important for governments and
other stakeholders to ensure that profits from foreign investment are disseminated fairly
throughout society and that their negative impacts are minimized through appropriate
policies.

The results of the analysis also show that increasing industrial productivity is
positively related to the welfare of workers in ASEAN. This confirms the importance of
increasing production efficiency in increasing income and job stability for the workforce in
the industrial sector. Increasing industrial productivity has a significant positive impact on
the welfare of the workforce in ASEAN. As productivity increases, firms tend to produce
more output at lower production costs. This can lead to an increase in income per worker, as
companies can share a portion of the profits derived from increased productivity with their
workforce. In addition, increased productivity can also create greater job stability, as
companies become more efficient and competitive in an increasingly competitive business
environment. Although increased industrial productivity provides significant benefits for the
well-being of the workforce, it is important to remember that these benefits are not always
evenly distributed across sectors and walks of life. Some workers may be more affected by
changes in production and technology, while others may experience increased income and
job stability. Therefore, to ensure the welfare of the workforce continues to improve along
with the increase in industrial productivity, additional measures are needed to ensure social
inclusion and labor protection. Governments and other stakeholders need to adopt policies
that support inclusive and sustainable economic growth in ASEAN. These measures could
include investment in education and training to upskill the workforce, social protection to
reduce inequality, and the development of a dynamic and inclusive job market. Thus,
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increasing industrial productivity can be a motor for sustainable economic growth and
equitable human development throughout the ASEAN region.

CONCLUSION

Foreign direct investment (FDI) makes an important contribution to economic growth in
ASEAN countries through improved industrial productivity and labor welfare. This analysis
shows that FDI brings new technologies, best management practices, and additional capital
needed to improve production efficiency and industrial output. This positive impact is
reinforced by the proven link between FDI, industrial productivity, and workforce well-
being. Thus, the government and stakeholders need to continue to encourage sustainable
foreign investment to strengthen industrial competitiveness in ASEAN. These efforts must
be supported by policies that support technology transfer, workforce quality improvement,
and infrastructure development. In this way, ASEAN can harness the full potential of foreign
investment to achieve sustainable and inclusive economic growth across the region..
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