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| ABSTRACT

This research study about Analysis Effectivencss of International Trade toward Poverty Reduction in
Indonesia. This thesis analyzes the effectiveness of international trade toward poverly reduction in
[ndonesia using GLS (Generalized Least Square) by using cross-province data and regress it each year
from 2000-2008. Varigbles used are poverty rate (P) as a dependent vanable and trade openness (TO),
fareign direct investment { FDM), unemployment (L), consumption (C) &5 an independent variables, Based
on empirical result, suggests that trade openness and FID1 are not signifieant and has negative relationship
in order to decrease poverty rate, Furthcrmore, unemployment rate and consumption are significant but
unemployment has positive relationship and consumption has negative relationship in order o decrense
poverly rate. That means. only unemployment rate and consumption had been effective toward poverty
reduction in Indonesia.
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CHAPTER 1

INTRODUCTION
1.1 Background

The period since 1990 has been a decade of trade policy reform. According to the
World Bank’s World Development Indicators, the average tariff rate in the world
wenl down from 10.5% to 6.0% between 19940 and 2002 and the ratio of imports plus
exports in GDP rose from 75.2% to B6.8%. In 1980, the General Agreement on
Tariffs and Trade had been signed by 96 countmies: between 1990 and 2005, 63
countries joined it either as the GATT or in its most recent incarnation as the WTO.
In analvsis of trade liberalization experiences by Wacziarg and Welch's (2002), they
account that 49 countries liberalized hetween 1990 and 2001.

Intcrnational trade has some variables as indicators to measure whether alter a
country applied international trade. it has positive impact to the balance ol trade,
There are some indicators of intermational trade such as export, import, foreign
gxchange rate, investment, GDP, unemployment, etc. But in this thesis writer focus
on openness {which openness formula is export plus import divided by RGDEF).
foreign direct investment, and uremployment,

On trade liberalization country cpisodes, shows that trade shares and growth
increase significantly and substantially alier trade is liberalized. Kose et al. (2004),
look at interaction effects between trade openness measures and other variables.

Kose complementing their research on financial openness and growth, report robust




positive effeets of ade openness on growth and find that trade openness tums the
negative effect of volatility on growth inte a positive one. Even on trude liberalization
significantly to the growth, but does not has guarantee it will be significant o the
poverty reduction,

Another empirical evidence aboul trade openness is come from Sergei Dodzin and
Athanasios Vamvakidiz (2003). The research is about the impact ol international
trade on the allocation of production across scetors in developing countries. The
research estimates from a panel of 92 developing countries in the period 1960-200,
As a conclusion, they find developing economies that increased their openness 1o
international trade during the period 196(-2000 experienced an increase in the
production share of the industrial sector, at the expense of agricultural production,
Since the industrial grows faster than the agricultural sector, the evidence suggests
that one of the channels theough which the pesitive openness.

By applied international trade. foreign direct investment as a capital inflow will
be increase. Usually, forcign direct investment mostly comes from developed
countries which have capital abundant. The ratio of private capital inllows to GDF as
a growth determinant and have also evaluated the impact of different types of capital
flows on growth (Bosworth and Collins 1999, Mody and Murshid 2002, Calderdn and
Schmidt-Hebbel 2003}, Most of studies have found a positive impact of private

capital inflows on growth, with a swonger effect in the case of foreign direct

IMVESETENnL,




CHAPTER V1
CONCLUSION AND RECOMMEN DATION
0.1 Conclusion

Based on empirical and statistical result, by doing international trade, variables of
international trade have different correlation to the poverty reduction in [ndonesia,
Froem four independent variables, trade  openness, FDL  unemployment  and
consumption get conclusion that two of varables trade openness and FDI are not
significant and has negative relationship in order 1o Foverty reduciion. Rest of
vartables pnemplovment is significant and has positive relationship in order 1o
poverly reduction, Last wvarighle CONSUmMption s significant and has negalive
relationship in order 1o poverty reduction.

In Indonesia trade apenness and FDI is not effectives toward poverty reduction,
Mostly in other countrics inlernational trade actually had been gives positive impact
to the poverty reduction. Especially in FI), as we know that FDI as a capital inflaw
Woa country. A country with high FIN will be has new ioh opportunitics to the
unemployment, But case in Indenesia, proportion of FDI s unbalanced between
provinces, That means the proportion is not same 1o the regional state or provinces
and creates gap damong province. In Indonesia, most aof indusiries are ook place in
certain provinee like Java, So. the flows of FDI mostly go to Java rather than another
like Swnatera and Papua.

Every increasing 1% of unemployment causes POverty rate increase (),]049,

This is logic hecause mostly Indonesian people live below poverty line because they
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