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THE EFFECT OF FACTOR VALUE OF PRODUCTION INDUSTRIAL
TEXTILE AND TEXTILE PRODUCTS ON EXPORT AND ITS IMPACT ON
GROSS DOMESTIC PRODUCT : PARTIAL LEAST SQUARE APPROACH

Faisal Hasbullah Batubara?, [Elis Masitoh?
Faculty of Economy, Polytecnic APP Jakarta®, Faculty of Economy, University Padjajaran?

ARTICLEINFO ABSTRACT

This study aims to explore the contribution of the dominant factor of textile
production in Indonesia to the value of production, export value and gross
domestic product. Using monthly data for 5 years of observation and
analyzing using the Partial Least Square (PLS) model of empirical and
theoretical facts shows something that can be correctly guessed, but the
statistics of results are different. The result of analisys show that the Xa -
Xd indicator has a positive trend, while Xe and Xf have a negative trend, EV

Keywords: and PV variables have a negative tendency whereas GDP has a positive
Factors Dominant Textile trend, and are these 3 variables and 1 Latent Variable Dominant Factors
Industry having cointegration with each other within the study period.The most
Export dominant indicator is Xb (Value of Investmen) and Xa (Number of
GDP Companies) of approximately 100%, then Xc (machine capacity) of 98%
Partial Least Square and Xe(labor absorption) -95%, then Xf (utility) of -98% Labor absorption
Introduction. contributes negatively to the dominant factor of textile production,

meaning that for every increase in the dominant factor of textile
production, the absorption of labor is reduced by a contribution of
approximately 95%, so its utility is reduced by 98%. Theoretically, the
reduced labor absorption must be irritated by the reduced utilization value
as well, because the fewer the amount of labor that can be exploited the
smaller the level of benefit in the benefit of society. However, other
indicators increase with increasing dominance of production.
Copyright © 2023 Economic Journal.All rights reserved.
E-mail: is Licensed under a Creative Commons Attribution-NonCommerecial 4.0
feibatoebara@gmail.com International License (CC BY-NC 4.0)

1. INTRODUCTION

Textile industry is theoretically and practically is a very strategic industry because this industry
holds and provides one of the factors of human needs ie clothing. The need is always increasing every year
because of the increasing number of people both in the country within the industry is located and outside
the country.

The role is very strategic because in addition to being the main provider of domestic clothing, which
reached 70% in 2014 of the total requirement is also a source of foreign exchange income for the country
that reached 7.6% in 2014 and creators of employment that reaches 1.7 million people in 2014 (BKPM
Indonesia, 2016).

Some of the things that make this textile industry so important to be developed and enhanced in
addition to the above strategic reasons is that the market share in the new world reaches 1.7% in 2014
which means the business and economic prospects for Indonesia (BKPM Indonesia, 2016).

The typically labor-intensive nature of the textile industry makes this industry a social safety net from the
income side of its population, creating an income distribution opportunity as it is located throughout
Indonesia.

As a member of the WTO and its regional organizations in the region where the implementation of
the agreement has been implemented, making Indonesia to create competitiveness so that it can remain an
industry that plays a strategic role, especially to improve the gross national product.

Theoretically, if the value of textile production increases then the possibility of increasing the value
of exports the greater and will affect the increase in the value of gross domestic product.

The value of textile production is determined by the dominant factor consisting of several things,
namely the number of its operating companies, its investment value, the installed machine capacity, the
amount of labor and its absorption and the utility it creates.
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Theoretically, the greater the value of the dominant factor of the textile industry, the greater the
value of production and is expected to have an impact on rising export value and gross domestil production
value.

2. METHOD
2.1 Type and Data Source

This study uses monthly time series data for 5 years from 2011 to 2015 which is sourced from BKPM
and BPS Indonesia. The amount of data used is 60 periods and this is enough statistics that apply the PLS
model (Hair, 2017).

Data were analyzed using the partial least square (PLS) model with linear and Non linear model as
follows.
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Figure 1. The PLS Hybrid Model of Analysis

Xa - Xf is subvariabel value of dominant factor of textile industry (DF = Dominant Indicator). Xa is
the number of companies officially registered in the Ministry of Industry, Xb is the value of investments
based on convertible value of the rupiah, Xc is the installed machine capacity in the registered textile
industry, Xd is the number of registered labor and registered in the Ministry of manpower and the ministry
industry, Xe is the absorption of labor in the textile industry and Xf is the utilization of the textile industry.
PV is value of production of textile industry, EV is variable of export value and GDP is Gross Domestic
Product.

The most important of this study is to determine whether the subvariable value of the dominant
factor of the textile industry is reliable or not statistically and if which of the subvariables is the most
dominant contribution to the dominant factor of the textile industry so that strategic planning can be made
there on.

2.2 Analysis Method

This study uses SEM PLS in because it has been proven through tracing that no previous research
has ever been conducted, especially in Indonesia, which analyzed the dominant factor in the textile industry
in the context of macro economy, especially in IndonesiaThe research hypothesis is:

H1: The dominant factor (DF) has a direct significant positive effect on the value of Production (PV)

H2: Production value (PV) has a direct significant positive effect on Export value (EV)

H3: The export value (EV) has a direct significant positive effect on Gross Domestic Product (GDP)

H4 : The dominant factor (DF) has an indirectly significant positive effect on export value (EV) and
product domestic product (GDP), there is 3 Segment indirect effect

H5: The value of production (PV) has a significant positive indirect effect on gross domestic product

(GDP), there is 2 segment indirect effect

3. RESULT AND DISCUSSION
3.1 Descriptive Analysis
Based on the data used in this study, the description is as follows:
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Table 1. Description of Statistics for Indicators and Variables

Xa Xh Mo ¥ e f EV PV 0P
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The dominant factor variable in textile production in Indonesia consisting of Xa - Xf, during 60
months period has a very large variation, this indicates that during 60 months of observation based on
empirical data provide info that there has been a very big change from time to time topped it. Variable
Number of companies (Xa) for 60 months of observation of at least 4870 companies and this is the most
dominant number, compared to at most 5278 companies. This indicates that the number of textile
companies in Indonesia during the observation period is decreasing or less than it should be and the fact
that in the 60th month, the number of companies decreased. In contrast to the increasing number of
workers is not accompanied by rising export value.
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Figure 2. Movement Structure from time to time Indicators and Variables

Based on the above picture, it is easy to know that the Xa - Hd indicator has a positive trend, while
Xe and Xf have a negative trend, how much contribution of positive or negative tendencies in the variable
factor will be seen in the next analysis.

EV and PV variables have a negative tendency whereas GDP has a positive trend. Are these 3
variables and 1 Latent Variable Dominant Factors having cointegration with each other within the study
period, will be explained in the following analysis.

3.2 Partial Least Square Analysis with Linear and NonLinear Modeling

Linear PLS model is a model that is based on trend analysis that allows data to be described (data
movement tends to be positive or negative over time), while non linear PLS model analyzes the movement
of data from time to time as it is with the projection of a model that is close to the real.
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Whether or not a model is based on consideration of parameter loading coefficient, coefficient of
determination, fit and quality indices model
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Figure 4. PLS NonLinear Model

The results of the analysis clearly show that the NonLinear OLS model is the best because the fit and
Quality Indices values such as APC, ARS and GoF are all above the Linear model value. Parameter loading
and Rsquare as well as existence, nonlinear model shows its superiority mathematically. Thus, this analysis
will then use the findings based on the non linear PLS model. Using the same data, hypothesis test results
based on the proposed model, the result is as follows:

Reflective, all the dominant indicators of textile production are statistically significant with the error
rate not exceeding 5%. The most dominant indicator is Xb (Value of Investmen) and Xa (Number of
Companies) of approximately 100%, then Xc (machine capacity) of 98% and Xe(labor absorption) -95%,
then Xf (utility) of -98% Labor absorption contributes negatively to the dominant factor of textile
production, meaning that for every increase in the dominant factor of textile production, the absorption of
labor is reduced by a contribution of approximately 95%, so its utility is reduced by 98%.
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Theoretically, the reduced labor absorption must be irritated by the reduced utilization value as well,
because the fewer the amount of labor that can be exploited the smaller the level of benefit in the benefit
of society. However, other indicators increase with increasing dominance of production.

3.3 Hypothesis Testing

Using the hypothesis in this study that the dominant factor (DF) has been not proven to be true
statistically, that is equal to -0.96 or equal to 96%. In other words, the direct contribution of the dominant
factor of textile production to the value of textile production is negative 96%. Thus partially hypothesis 1
has been answered statistically false (Ho cannot rejected).

Furthermore, the hypothesis test between the value of production to the export value (EV) stating
that the Production Value (PV) has a direct positive positive effect on Export Value (EV) is true even with a
significance level of 1%, where the contribution of production value is 75% export value (overall). This fact
shows that the real power of export value which is 75% or less is equivalent to 3/4 the value of Indonesian
exports contributed by textile exports shows that how strong the industry is in Indonesia. Partially can be
proved by statistics that the value of textile production significant impact to the value of Indonesian
exports.

The 3rd hypothesis test that The export value (EV) has a direct significant positive effect on Gross
Domestic Product (GDP) is also statistically, because empirically it shows that the contribution of export
value to gross domestic product is 44% with error rate less than 1% . Thus partially can be proven that the
value of exports which is also contributed by the value of textile production contributes to gross domestic
product.

The fourth hypothesis test (indirect effect test of 3 segments) and the 5th hypothesis test (indirect
effect test 2 segment) is The dominant factor (DF) has an indirectly significant positive effect on export
value (EV) and product domestic product (GDP) and The value of production (PV) has a significant positive
indirect effect on gross domestic product (GDP). This test is to prove whether indirectly the dominant factor
affects the gross domestic product through its influence on the value of exports. The results are shown by
the following data:

Table 2. Indirect Effects 2 and 3 Segment between DF to EV and to GDP mediation by PV

Variable

DF PV EV GDP P Value
DF -0.730* <0,001*
PV 0.344* <0.001*
EV
GDP -0.321** <0.001**

*2 Segment Indirect Effect, ** 3 Segment Indirect Effect

The results of the 5th hypothesis test statistically show an indirect and significant influence of 0.344
or equal to 34.4%. Although the value is less than the direct influence, the empirical facts show that the
value of exports can generally be an intermediary of rising GDP when the value of production increases.

4. CONCLUSION

The textile industry in Indonesia should be the host in its own country considering the huge number
of population and the number 4 in the world (BPS Indonesia, 2016).

The growth of textile production should keep pace with the ever-increasing population growth in
line with the rise of other economic indicators such as production and general exports aimed at increasing
GDP.

Empirical facts show that the dominant factor of Indonesian textile production gives a negative effect
directly on the value of production in general, this is contributed by the indicators of labor absorption and
utility value of the textile industry is negative. This should be of concern to Indonesia because the results
of this analysis show that the textile industry in Indonesia does not have a direct positive impact on the
production value and indirectly on Indonesia's GDP because in fact the parameters found are negative.

The increase in the number of workers per month seems unlikely to be absorbed by the textile
industry so as to provide utility value minus the industry.

Although theoretically these results indicate uncertain coefficients must always be negative because
the model is nonlinear but in the short term the model explains that the dominant factor of the textile
industry in Indonesia gives negative effect on the value of production as a whole.
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This study concludes the empirical findings that are believed to be true that in addition to the
dominant factor of the textile industry, all other variables ie production value, export value and GDP have
a positive impact among them.
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