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ABSTRACT

The objectives of this study are: 1) to investigate relationship between macroeconomic
variables and Foreign Direct Investment (FDI) and 2) to apply Impulse Response Function
techniques to investigate factors determining FDI. Macroeconomic variables of this study are
FDI, Gross Domestic Product (GDP), exchange rate (EXR), Consumer Price Index (CPI) and
interest rate (MLR) by employing the monthly data from January, 1997 to December, 2003. This
study using the Impulse Response Function and adding Variance Decomposition techniques for
compare the importance of all variables.

The primary result found that all of variables are stationary at first difference statistically
significant at 0.01. After applying The Impulse Response Function and Variance Decomposition
analysises, shocks in FDI, GDP, EXR, CPI and MLR, the results show that the most affect come

from CPI, FDI, MLR, MLR and CPI, respectively.



