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Abstract 

This article aims at assessing the impact of institutional quality and global oil prices on the manufacturing 

sector in Indonesia for the period 1996 to 2017.  The institutional quality is calculated by an index of 

corruption. The Vector Error Correction Model (VEC) Granger causality tests have been involved to 

analyses the causal links among the variables. The results indicate a significant connection among oil prices, 

institutional efficiency and the growth of the economy in Indonesia during the study period.  However, the 

short-term effects aren’t empirically significant. The Granger causality analysis indicates a one-way causal 

link running from oil prices and institutional quality to economic growth. 

 

1. Introduction  

There are diverse sources of economic growth that 

is the prime objective of national development. 

Sometimes internal and external are included. 

Nonetheless, growth of economy might be wide and 

rigorous in its manner. The national establishment 

must think about development plans, to achieve 

sustainable and marked economic growth. However, 

one of the primary factors to maintain the growth of 

the economy ought to be institutional infrastructure. 

To achieve the most wanted outcome domestic or 

foreign demand is of huge significance, but the 

growth and development of an economy are 

vanishing without effective political and market 

institutions. Security of intellectual ownership 

rights, implementation of official duties, the 

imposition of contractual duties, and strong 

judiciary system are the priority to maintain the 

growth of the economy. If the whole economy, as 

well as workers, would not sense safety and security, 

if there is not any anticipation about the security of 

civil or contractual privileges and duties as well as 

their imposition by authorities, then deception, 

bribery and bankruptcy reach a level, slowing the 

growth of the economy and weakening the nation’s 

economy. Accordingly, the main goal of the national 

authorities to attain economic growth ought to be the 

efficiency of the national institution. Unluckily, in 

the case of Russia, the standard of officially 

authorized institutions appeared to be undermined 

by deception, corruption plans that harm the growth 

of the national economy (Burakov, 2015). 

Contrarily, when looking at the natural history and 

formation of the economy of Indonesia one has to 

consider the determination of international markets, 

just as in the long run, the Indonesian economy 

continues to depend on oil prices (Bass, 2018). 

Hence, the shocks of crude oil prices should be 

considered while making models for maintained 

growth of the economy over time. 

The study is intended to look at the long as well as 

short term effects on the association among the 

institutional efficiency, the petroleum prices (Brent) 

and the Indonesian economic growth and present 

verification for or beside the causal connection 

between deception, shocks of oil price and the 

Indonesian economic growth. 

The remaining paper follows as: 2nd part presents a 

description of the related research, 3rd part explains 

the econometric methods of models and usage of 

data, part 4 offers an interpretation of the findings of 

the empirical studies and section 5 provides the 

study's conclusion. 

 

2. Reviews of related studies  

We refer to the related studies on the issue to check 

the hypothesis mentioned. As Table 1 shows, nexus 

of "institutional efficiency economic growth" is 

examined by a variety of example, counting both 

developing as well as developed countries, rich as 

well as poor resource countries and changing 

economies etc. 

mailto:sonedi.lilik@gmail.com
mailto:chandra.anugrah@umpalangkaraya.ac.id
mailto:bulkaniardiansyah@gmail.com
http://scholar.google.com.pk/scholar?q=vector+error+correction+model&hl=en&as_sdt=0&as_vis=1&oi=scholart
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The sources of related studies can be divided into 

several categories, as shown in Table No.1. One 

party stress that the institutional efficiency and the 

prices of oil have a significant one-way impact on 

the growth of the economy in sampling countries 

and supports them. The pragmatic findings from the 

other group indicate that the impacts of shifts in 

operational efficiency and shocks in the prices of oil 

can be less severe in certain cases. The uncertainty 

of findings in the sampling countries might be 

clarified by the structural and bureaucratic factor 

and the country's status: importing or exporting oil. 

Given these findings, for the period 1996-2017, we 

have used a VEC approach for the data of Indonesia. 

 

3. Techniques and material 

3.1 Study’s Techniques  

We apply econometric methods to examine time 

series, to check the premise of surprising global 

prices for oil, institutional efficiency and growth of 

the Indonesian economy. There are various 

important phases for the algorithm of the continuous 

analysis. First, the sampling variables on stationarity 

or co-integration order should be checked, as the 

time series ought to be in a similar arrangement as 

in equation (1). Secondly, a long run existence, as 

well as nonexistence of the association among the 

equation’s variables, must be calculated. We apply a 

Johansen co-integration analysis to verify this 

statement. When the sampling time series is 

stationary in first order I (1) on one side and case of 

a long run connection, on the other hand, the 

methodology of VEC is available. If the existence of 

the co-integration among sample variable is verified, 

the residual of balanced regression could be used to 

check the error-correction model. Besides, the short-

run connection among sampling variables can be 

determined based on the model of VEC.We will 

apply the Wald check for that reason. A diagnostic 

test to assess the effectiveness of the model would 

be the last step in model construction. This contains 

checks for serial correlation and heteroscedasticity, 

model’s constancy and normality. Pairwise Granger 

causal check is one more method to detect existence 

or nonexistence of the examined relation. 

3.2 Check for unit root 

Johansen & Juselius (1990) agree that such type of 

test is only feasible for analyzing long-run relation 

among variables after the criteria of time series 

stationarity have been met. Besides, to reinstate the 

stationarity, where twin variable is jointly 

incorporated in the sequenced (i.e, I (d)) then every 

chain must have differed d times. For d=0 every 

series is stationary, though for d=1 it is necessary to 

have first distinguishing stationarity. For d=0. It is 

said that a sequence is non-stationary if its mean, 

variance and automatic covariance of the time are 

not constant (Søren Johansen & Juselius, 1990). In 

the stationary phase, it is essential to include 

variables which are not stationary. If not, then they 

do not move to a long-run equity position. Phillips 

Perron (P-P) test of 1988 and augmented dickey & 

fuller (ADF) test of 1979 are two ways to check that 

variables are stationary. The test is classified here as 

a test of the unit root when the unit root is evaluated 

in the sequence. Using these checks, serial 

correlations among different variables can be 

removed with the addition of the regression residual 

lagged changing. Following is the equation for ADF 

check: 

∆Yt = β1 + β2t + aYt−1 + δ3 ∑ ∆Yt−1 + ϵt          (I) 

Here 𝜖𝑡 shows the error term, 𝛽1 represent the drift 

expression, and 𝛽2𝑡 shows time pattern ∆ and the 

operator of difference. The ADF check is used to 

decide either a=0 for that reason the null & 

alternative hypothesis could be written as: 

H𝑜: a= 0 (shows non-stationarity of 𝑌𝑡 andthe 

existence of unit root). 

H1: a<0 (shows the stationarity of 𝑌𝑡the non-

existence of unit root). 

Unless the measured t-Value (the ADF statistic) is 

on the left-hand side of related critical values, the 

null hypo could be denied. The alternative 

hypothesis shows that a < 0. In other words, this 

shows the stationarity of the predicted variable. On 

the other hand, if null hypotheses are that a = 0, we 

cannot dismiss the null hypothesis. This shows the 

non-stationarity and existence of leveled unit-roots 

of the time series variable. Nonetheless, the variable 

would usually be stationary after catching initial 

differences (Johansen & juselius, 1990). The criteria 

for the P-P test contrarily are identical to those used 

for the ADF check, excepting that in P-P analysis the 

serial correlation in the error term is handled using 

non-parametrical statistical approach devoid of 

incorporating lag difference (Gujarati, 2003). 

Within this analysis, the standards of the sampling 

time series are investigated by the ADF as well as P-

P. 

3.3. Cointegration analysis of Johansen 

By using the non-stationary time series (leveled 

values) we use the Johansen analysis to check for the 

co-intégration existence. When a co-integration 

prevails among variables, the vector error correction 

method will be the first best solution. The best 

possible numerals of lags are defined within VAR 

space following the Akaike knowledge principle for 

presenting the Johansen analysis. We examine a 

model of VAR for the following kind to perform the 

Johansen check: 

Yt = A1Yt−1 + ⋯ + ApYt−p + Bxt + ϵt…      … (II) 

Here, every 𝑌𝑡the portion of the series is non-

responsive and is incorporated of order 1. The 𝑥𝑡 is 

a permanent exogenous vector that specifies a trend 
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term, constant term as well as some other terms.  𝜖𝑡  

 

represent a k-dimensional disturbance vector. 

Table No.1: Reviews of related studies 

A
u

th
o

rs 

Samples 
Techniqu

es 
Findings of the researches 

G
b

ad
eb

o
 &

 

O
k

o
n

k
w

o
, 

(2
0

0
9

) 

The link between 

energy usage and the 

growth of the 

economy, Nigeria, 

1970 to 2005 

Co-

integration 

test 

The findings indicate a positive link among current period power usage 

and growth of the economy. The inverse relations between lag values of 

energy use and growth of economy were observed except for coal, which 

was positive. This paper suggests that the rise in energy usage is a major 

determinant of the implicit impact of growth in lag periods and has 

implicit as well as explicit effects on current Nigerian time. 

V
alerian

i &
 

P
elu

so
, 

(2
0

1
1

) 

The connection 

between institutional 

efficiency and growth 

of the economy, 181 

countries, 1950 to 

2009 

Fixed 

effect 

model and 

pooled 

regression 

analysis 

The findings support the key hypothesis that the efficiency of the 

institution positively influences the growth of the economy. All three 

institutional metrics analyzed are exact. The only disparity among the 

impact of institutional efficiency on developed as well as developing 

countries is the magnitude of the effect and not the path. 

A
k

p
an

 &
 A

k
p

an
, 

(2
0

1
2

) 

The link between 

power usage, emission 

of carbon and growth 

of the economy, 

Nigeria, 1970 to 2008 

Multivaria

te vector 

error 

correction 

structure 

The result shows that over time, the growth of an economy relates to 

increased carbon emission, with an increase in power usage leading to a 

rise in the emission of carbon. This means that the growth pattern of 

Nigeria is extremely polluted, and the inverse (or positive) link among 

power usage and raw materials in Nigeria indicate that power usage in 

the region has increased carbon emission. Not any assistance found based 

on the hypothesized environmental curve of Kuznets. The granger causal 

consequences verify a one-way link that goes from the growth of the 

economy to carbon emission. 

K
eik

h
a, K

eik
h

a, &
 

m
eh

rara, (2
0
1

2
) 

Relationship between 

Fluctuations of oil 

prices, growth of the 

economy and 

institutional 

efficiency, 32 oil-rich 

countries, 1975 to 

2010 

Panel co-

integration 

test 

The findings mean that fluctuation in oil prices contribute to the growth 

of regions depending on the index of institutional efficiency therefore the 

influence of fluctuations is hindered by the regions with the well-

regulated institution. Also, the long-term investment rate of output results 

is inverse and tiny which indicates that the efficiency of investment 

projects would be more vital than their quantity in economic growth of 

these countries. The effect of trade liberalization on economic growth 

over time is clear, statistically considerable, and substantial 

economically. 

E
m

m
an

u
el &

 eb
i, (2

0
1
3

) 

Relation of 

institutional 

efficiency, resources 

of petroleum and 

growth of the 

economy, Brazil, 

Canada, Nigeria, 2000 

to 2010 

OLS 

technique, 

granger 

causal 

check 

The OLS economic process has been applied to assess the effects of 

discrepancies in the petroleum industry, institutional efficiency, as well 

as yearly inflation on differences in the growth of the economy among 

Canada &Nigeria; as well as Brazil & Nigeria. Findings of Granger 

causal analysis indicate that, the discrepancies in the growth among 

Canada & Nigeria is due to the discrepancies in their corruption and that 

there is a two-way causal link among the differences in corruption and 

the disparity in governance performance. Even as the OLS consequences 

exposed that disparities in corruption were largely due to disparities in 

growth attainment among Canada & Nigeria; as well as Brazil & Nigeria 

Iy
o

b
o

y
i &

 L
atifah

, 

(2
0

1
4

) 

Effect of institutional 

efficiency on 

macroeconomic 

performance, Nigeria, 

1961 to 2011 

Multivaria

te vector 

error 

correction 

technique 

The surprising findings confirm the causal connection among 

institutional productivity, monetary/fiscal policy consolidation and 

macroeconomic concert. The outcome of general impulse reaction 

function implies that single standardized deviation of institutional power 

lowers the macroeconomic output, in short, medium as well as the long 

run, whereas decomposition of variance findings shows that important 

differences in the macroeconomic output of Nigeria cannot rely on 

adjustments in institutional capacity, focusing on the engaged proxy. 
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O
lo

g
u

n
la 

et al.(2
0

1
4

) 

Relationship of 

institutional 

efficiency and the 

resource curse, 

Nigeria, 1986 to 2012 

Granger 

causal 

check, 

regression 

test 

Findings of the study indicate an inverse link among Nigeria's powerful 

institutions and the 0.00874 resource-labor curses among the index of 

economic freedom and the export of green oil. 

N
aw

az et 

al(2
0

1
4
) 

Relation of 

institutional 

efficiency and growth 

of the economy, 35 

Asian countries, 1996 

to 2012 

Panel test, 

GMM 

with fixed 

effect 

technique 

The pragmatic findings show that institutions are critical in deciding 

Asian economies 'long-term growth. Nonetheless, institutions are 

different in Asian economies in terms of their effect on the growth of the 

economy and are dependent on the degree of growth.The findings 

indicate that the institutions of developed Asia are more successful than 

underdeveloped Asia. 

E
d

am
e &

 

O
k

o
i, (2

0
1

5
) 

Link of power usage, 

institutional 

efficiency and 

performance of the 

manufacturing sector, 

Nigeria, 1999 to 2013 

OLS 

technique 

The findings of the paper reveal that the use of power, petroleum and gas 

in industries has no major effect on the output of the manufacturing 

industries. Findings show that the perception of corruption influences the 

productivity of the manufacturing industry significantly. 

B
u

rak
o

v
(2

0
1

5
) 

Relationship between 

institutional and 

energy efficiency, 17 

developing countries, 

1995 to 2014 

Correlatio

n test 

By using the channel estimates and cross-country analysis for the 

efficiency of institutions and the market, the results show that the low-

quality market institutions in eastern European countries cause 

continuing low energy effectiveness. 

S
iy

ak
iy

a(2
0
1

7
) 

Relation of 

institutional 

efficiency (rule of 

law, market openness, 

regulatory efficiency, 

index of economic 

freedom) and 

performance of the 

economy (gross per 

capita value added) 

turkey and 28 member 

states of EU, 1995 to 

2014 

Panel 

regression 

model 

The findings indicate a direct as well as significant association among 

the performance of the economy & institutional efficiency. It is precisely 

anticipated that progress of 1% in service efficiency would lead to a 

1.092% rise in gross per capita value added among other items. 

Nonetheless, the findings show that the effects of institutional efficiency 

in the middle-income states are more marked than countries with high 

income according to their degree of economic development. nonetheless, 

it is clear that enhancing regulatory effectiveness fosters the performance 

of the economy in all countries at various rates of development 

O
lu

seu
n

 et al.(2
0
1

7
) 

The link among oil 

revenue, institutional 

efficiency and the 

growth of 

theeconomy, Nigeria, 

1984 to 2014 

ARDL 

technique 

The applied model of ARDL employs the existence of a long-term 

correlation between sales of oil, institutional efficiency, and the growth 

of the economy. Short term examination shows that institutional 

efficiency calculated by the index of corruption encourages the growth 

of the economy, whereas institutional efficiency maintains that growth 

over time. As well, oil profits stimulate short-term economic growth and 

slow it down in long-term, thus endorsing the presence of a theory of 

resource curse in Nigeria. The empirical responses analyze additional 

support for the ARDL consequences. 

B
ass ( 

2
0

1
8
) 

The relation between 

oil prices and growth 

of the economy, 

Russia, 1990 to 2016 

VEC 

model, 

granger 

causal 

check 

The outcome of the analysis showed the long-term co-integration of all 

the sampling variables, which identified Russian oil dependence. The 

projections of Short-term impacts indicate that in the Russian economy 

Groningen's influence is lacking. The pairing granger causal analyses 

also validate the non-existence of the Dutch disease. 

 

The model could be rewritten as: 

∆yt = ∏ yt−1 + ∑ Vi
p−1
i=1 ∆yt−1 + Bxt + εt         (III) 

There 

∏ = ∑ Ai − I, Vi
p
i=1 = − ∑ Aj

p
j=i+1                      (IV) 

If an adequate matrix has ∏ minimized the position 

r is less then k, thereupon k × r matrices indeed every 

β has r positions, in that case, I (0). 

The figure of co-integrating association (co-

integrating rank) is shown by r and the co-

integrating vector is every column of β. The features 

of α are recognized as the correction parameter of 

VEC methodology. Johansen's approach is to 

analyze the ∏ matrix shape the unrestricted VAR as 

well as to check either we could rebuff the 

constraints indicated by the minimized position of ∏ 
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(Johansen, 1991) 

3.4 The VEC methodology 

In case the variables were co-integrated to identify 

short-term causal relations, Granger(1988)proposed 

that a methodology for correction of vector errors 

(VECM) should be applied. Thus, the VECM helps 

to differentiate between long-term balance and 

short-term dynamics. In this respect, we apply 

VECMs for estimating the causal relations between 

the variables: 

∆lnl = ao + ∑ a1∆lnlt−i + ∑ a2∆lnst−i

n

i=1

k

i=1

+ ∑ a3∆lnrt−i

m

i=1

+ λECTt−1 + v1 

∆lnm = βo + ∑ β1∆lnmt−i + ∑ β2∆lnlt−i

n

i=1

k

i=1

+ ∑ β3∆lnrt−i

m

i=1

+ ϕECTt−1 + v2 

∆lnr = ηo + ∑ η1∆lnrt−i + ∑ η2∆lnlt−i

n

i=1

k

i=1

+ ∑ η3∆lnmt−i

m

i=1

+ χECTt−1 + v3 

Here, l is global prices of oil (brent), m shows the 

index of corruption perception value, r is GDP. 

(granger, 1998) 

Presenting a multivariate analysis of the variables in 

the samples with VECM model permits that it is 

possible to verify the presence of worthy as well as 

valid dependency on the figures of sampling 

variables as well as values of a preceding variable.  

Nonetheless, the VEC approach should fulfill the 

conditions of sequential unavailability of 

association, residual homoscedasticity and fulfill the 

need for robustness and standardization. The 

findings can only be considered legal in this 

situation. 

3.5 Data and methodology 

Based on Indonesian data for the duration of 1996 to 

2017, we check a hypothesis of the connection 

between oil price fluctuations, institutional 

efficiency and the growth of the economy. The 

duration of the base period is one year. With VECM  

 

we are committed to assessing the vulnerability of 

Indonesian growth to global prices of oil and 

institutional efficiency shocks. 

The Federal Services of the state Statistic 

(www.gks.ru) provide economic growth data 

calculated as GDP. Global prices of oil datasets are 

available on the NASDAQ statistic database 

(www.nasdaq.com). Corruption perception index 

and transparency international 

(www.transparency.org) are used to assess and 

collect dataset for institutional accountability. 

Every variable is converted into logarithm to 

perform time-series examination. We use regression 

scrutiny, which involves the structure of VEC 

approach with various kinds based on the 

stationarity of time-series, the methodology 

estimating for the residual’s heteroscedasticity, 

auto-correlation, for studying the sensitivity and 

causality connection among the variables of the 

example in the short term as well as long term. We 

apply Granger causal analysis in pairs to check 

casualty connections among the sampling variables. 

 

4. Findings and arguments 

The first stride in evaluating the hypothesis is to 

check all variables to confirm the existence of the 

unit root. The regular ADF and P-P test has been 

applied for this reason. Table No.2 summarizes the 

outcomes of unit root checks. 

The study could rebuff the null hypothesis for a unit 

root in all variables, as shown from analysis, finding 

of the variables for unit root existence in their 

differentiation for the order one. Thus, the stationary 

condition of I (1) is carried out, which helps us to 

check co-integrating variables. Nonetheless, the 

optimal time lag must be calculated. 

In the construction of the VAR methodology, the 

optimum figures of lags must be defined. In our 

study, the condition of Akaike knowledge is equal to 

1. Therefore, we have developed a model with a 1-

year time lag based to assess the short-term 

association. Table No.3 describes the findings of the 

diagnostic checks of the VAR model for residual 

heteroscedasticity, auto-correlation, serial cross-

correlation, and steadiness. As shown in Table 3, the 

model is established; residuals are absent withserial 

correlation as well as heteroscedasticity. 

Table No.2: Sole test of unit root result 

Variables ADF test PP 

 Statistical Probs.** Statistical Probs.** 

Levels     

Intercepts 11.40 0.86 10.02 0.59 

Intercepts and trends 18.94 0.48 20.62 0.22 

First difference     

Intercepts 54.30 0.0000** 63.96 0.0000** 

Intercepts and trends 29.97 0.0010** 69.15 0.0000** 

http://www.transparency.org/
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Statistical significance at the level of 5 percent in  shown by **.ADF is augmented dicky fuller, PP is 

the Phillips perron 

Table No.3 Diagnostic test of unrestricted VAR modeling 

Test form Results 

 lags LM statistic P values 

Serial-correlation of VAR residuals 1 7.254 0.683 

LM check 2 5.453 0.845 

Test of stability situation All roots arise within the circle 

 Stability state is contented by VAR 

Test of heteroscedasticity 0,670* 

Cross-correlation check for VAR residuals Residuals contain no auto-correlation 

Acceptance of null hypo is shown by ** (Ho: no 

serial-correlation exists). Acceptance of null hypo 

for homoscedasticity is shown by *. 

The framework is used to assess the degree of 

sensitively regulated variables to fluctuations in the 

prices of petroleum products with shifts in 

institutional quality in the short term. Table No.4 

summarizes the findings of the Johansen co- 

 

integration study. 

Johansen testing results demonstrate that a variety of 

equations have a co-integration, this helps us to 

conclude that they have a long-term association. As 

shown in one hand, we can formulate a VEC model 

to demonstrate the existence or the avoidance of 

long-run and short-run interactions among variables 

depending on the outcome of the co-integration 

analysis. 

Table 4 Johansen cointegration analysis result. 

Speculated number of CE(s) Eigenvalues Statistics hint Critical values 0.05 Prob* 

None 0.949 59.157 32.154 0.000* 

No more then 1 0.281 10.228 16.428 0.453 

No more then 2 0.154 1.953 4.573 0.146 

Statistic hint show 1 cointegrating equation at the  

 

level of 0.05. * shows statistical significance at the 

level of 5 percent. 

Table 5. VEC model result 

Coefficient No. coefficient meaning SE t-Stat Prob. 

C 1 -0.252 379.115 4.4143 0.0004* 

C 2 -0.183 0.125 8.7925 0.4509 

C 3 -0.490 52.854 11.5352 0.8167 

C 4 784.984 502.167 2.1984 0.0018 

Statistical significance is indicated by * 

Table No.5 presents the findings of the experiment, 

which shows the relation among the sampling 

variables. 

As shown in Table No.5, the ECT value (C (1) is 

valid with the inverse sign of the coefficient. It 

indicates that the sample's variables have a long-

term connection. Simply, we have also gathered 

data, that oil prices of brute, institutional efficiency 

and the growth of the economy are combined to 

create analogous movement patterns in the long run. 

The pace of the long-run adaptation is shown in C 

(1). Simply, this equation indicates how easily the 

array of all associated variables will return to 

balance in the long term or correct the imbalance. 

The array of variables corrects the disequilibrium of 

previous years at 25.19 percent speed in one year 

(given the strongest lag significance at ECM), 

despite the negative meanings and statistically 

significant at 5 percent point (P-value < 5 percent). 

The analysis shows that the high adjustment rate by 

5.19 per cent of the imbalance correction is 

established within one year to achieve a stable long-

term equilibrium condition. 

However, we see no sufficient proof that Indonesia 

has a short-term impact on growth due to global oil 

prices and institutional efficiency. Moreover, the co-

integration exists between the long-term trend of 

growth and oil prices. Considering the reality that 

the economy of Indonesia greatly relies on oil 

revenues, a long-term dependence exists among 

them. However, short-term consequences are 

lacking because structural changes take a long time 

in the short-term study. 

In general, the findings achieved are similar to 

previous research with current pragmatic and 

theoretical findings (e.g., the case of Bass [2018]) 

which did not establish statistically important short-

term effects on Indonesian economic growth of oil 

prices fluctuations. 

The last step of the model testing is to evaluate how 

accurate the model is. a few diagnostic tests, along 
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with tests for the residual heteroscedasticity and the 

serial correlation in the framework, are essential for 

this reason. The findings indicate the 

homoscedasticity of residuals and show that the 

serial-correlation is not present in these tests. 

The Pair-wise Granger causal analysis is also a 

method to test the existence of the Dutch disease. 

Table No.6 displays the findings of the study. 

 

Table 6. Pair-wise Granger causal analysis findings. 

Null Hypo. Values F-statistics P-values 

Oil price fluctuations would not granger cause growth 22 4.572 0.024* 

Growth would not granger cause fluctuation in oil prices 22 2.078 0.881 

Fluctuations in oil prices would no granger cause institutional efficiency 22 0.630 0.986 

Institutional efficiency would not granger cause fluctuations in oil prices 22 0.440 0.804 

Growth wouldn’t cause institutional efficiency 22 1.472 0.259 

Institutional efficiency wouldn’t cause growth 22 5.865 0.010* 

Refutation of the null hypo is indicated by * 

The findings from the pair-wise Granger causal 

analysis demonstrate, as shown in Table No. 6, that 

oil price fluctuations and modifications in 

institutional efficiency are not well understood 

based on short term results for the growth of 

Indonesia economy. 

 

5. Consequences 

In the study, we discuss both long-term & short-term 

issues of the link among institutions, the trends of 

petroleum prices in Indonesia, the patterns of the 

growth in Indonesia and the causative link of 

corruption, disruptions in prices of oil and growth in 

Indonesia’s example. 

We employ empirical methodology for time-series 

analysis to check the hypothesis about 

the relationships among disruptions in Indonesian 

global markets, institutional efficiency and growth 

of the economy. Several primary phases decide the 

algorithm of the continuing analysis. In the first 

place, stationarity or co-integration direction of 

sampling variables must be checked, as time series 

must be in a similar order as in equation (I). 

Furthermore, the existence/avoidance of long-

run association among the variables in the equation 

must be calculated. We choose a Johansen co-

integration analysis to verify this statement. If the 

connection is long-term and the condition of 

sampling time series stationary in order 1 as I (1), 

then the usage of VEC model is plausible. 

Throughout the view of verification of the existence 

of co-integration among sampling variables, balance 

regression residuals could be employed for the 

estimation of the error correction framework. 

Besides, short-run connections among the observed 

variables can be defined based on the VEC model. 

We will apply the Wald test for that reason. A 

validation check will be carried out to assess the 

model's authenticity. The final phase of model 

creation is Tests involve heteroscedasticity and 

serial correlation, normality and model stabilization. 

Pair-wise Granger Causal Check is one more 

method for identifying the existence or avoidance of 

the association examined. Findings from the 

Johansen test indicate that there is a co-integration 

of several equations that encourages a long run 

interaction among them to be supposed. 

Depending on such tests, we establish the VEC 

model with adverse as well as statistically relevant 

error correction term C (1). It implies that the study 

variables have a long-term association. In other 

terms, we, therefore, gathered proof that prices of oil 

in Brenta, as calculated by the Corruption 

Perception Ranking and improvements in 

institutional efficiency and growth of the economy 

in Indonesia co-integrated so that they would have 

related movement patterns in long-run. 

Nevertheless, we see no indication that there are 

short-term impacts on Indonesian economic growth 

due to global oil prices as well as shifts in 

institutional efficiency. The findings of the Granger 

causal analysis in pairs indicate that the patterns of 

oil prices and structural efficiency shifts aren't well-

known on a short term for economic growth in 

Indonesia. 
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