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Abstract: The capital market in Indonesia plays an important role in national economic development. 

Capital markets provide a platform for domestic and foreign investors to allocate their resources. However, 

security and investment protection are of utmost importance as risk or uncertainty can deter investors and 

harm market stability. This article critically examines the existing legal mechanisms to protect investors in 

the Indonesian capital market, with a focus on investment security. Legal protection for investors in the 

Indonesian capital market can be improved through several main strategies: strengthening regulations and 

licensing standards, supervision and law enforcement, financial literacy and education, as well as legal 

protection for foreign investors. Implementation of this strategy will create a safer, more transparent and 

sustainable investment environment, thereby attracting more investors and encouraging national 

economic growth. 

Keywords: Capital Market, Investor Protection, Investment Security, Regulation, Indonesia.  

 

Received: 20 March 2024  Revised: 02 June 2024   Accepted: 20 June 2024 

 

1. Introduction 

The use of the word "Capital Market" is derived from the word " Capital Market " which has the 

definition of a system or place related to fulfilling the company's various funding needs for capital [1], which 

contains a number of long-term financial instruments that are bought and sold in the form of debt or capital 

[2]. Capital Markets as an alternative financing for companies (issuers) in the business world [3]. The 

capital market has a crucial role in the Indonesian economy as a platform for collecting funds from the 

public and channeling them to productive sectors. The public, in this case investors, can channel their funds 

to the Capital Market by purchasing securities or securities issued by issuers that require financing in the 

hope of gaining profits in the form of income in the future within a certain time period [4]. The success of 

the capital market depends greatly on investor confidence, both domestic and international [5]. Therefore, 

legal protection for investors is an important issue that must receive serious attention from the government 

and related authorities. 

There is a real need for laws that regulate all activities in the capital market, because activities in the 

capital market are very complex [6]. Law Number 8 of 1995 concerning Capital Markets and various 

regulations issued by the Financial Services Authority (OJK) aim to create a fair, transparent and efficient 

capital market. However, in practice, there are still various challenges that must be faced, including cases 

of violations such as insider trading, market manipulation and misuse of information. Therefore, 

comprehensive efforts are needed to strengthen legal protection for investors in the Indonesian capital 

market. 

One form of legal protection that can be provided is by tightening licensing standards for parties 

involved in the capital market, such as securities brokers and investment advisors [7]. Apart from that, 

strict supervision of activities in the capital market and firm action against violations are also needed to 

prevent fraudulent practices that can harm investors [8]. Law Number 25 of 2007 concerning Investment 
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also provides legal protection for foreign investors who invest . Legal Protection for Investors According to 

Law Number 8 of 1995 concerning Capital Markets, in the provisions of article 4 of Law Number 8 of 1995 

on Capital Markets it is stated that "The development, regulation, supervision as intended in Article 3 is 

carried out by Bapepam-LK with the aim of realizing creating capital market activities that are orderly, fair 

and efficient and protecting the interests of investors and the public, realizing the creation of capital market 

activities that are orderly, fair and effective and protecting the interests of investors and citizens [9]. 

Interests are the target of rights because rights contain elements of protection and recognition [10]. 

One of the juridical targets of legal regulation of the capital market is investor protection [11]. Even 

though regulations have been designed to protect investors, several cases show weaknesses in law 

enforcement and the protection provided. The Indonesian capital market still faces challenges from 

loopholes that are exploited for criminal acts, as reflected in the October 2022 Edition of the PPATK 

Statistical Report which notes 1,033 suspicious financial transaction reports, an increase of 20.8% from the 

previous year. Several major corruption cases, such as PT Asuransi Jiwasraya and Asabri, involved 

significant state losses. The Attorney General's Office revealed corruption at Jiwasraya with losses of IDR 

16.8 trillion, while the Asabri case involved nine main suspects. These two cases highlight weaknesses in 

the supervision and regulation of Indonesia's capital markets [12]. Therefore, efforts to strengthen legal 

protection for investors in the Indonesian capital market need to continue, both through improving 

regulations, strengthening supervision, as well as increasing awareness and education for investors [13]. 

Cases of capital market violations that are not handled firmly reflect legal gaps that need to be addressed. 

Furthermore, rapid advances in financial technology have also increased the complexity of monitoring and 

protecting investors. To face this challenge, capital market authorities must continually review and update 

the legal framework and supervisory practices comprehensively so they can keep up with industry 

developments. 

This article aims to analyze legal protection mechanisms for investors in the Indonesian capital 

market, with a focus on investment security issues. This research will explore the applicable rules and 

regulations, as well as their implications for the investment climate. Through critical analysis of the existing 

legal framework, this study will provide a more comprehensive understanding of the challenges and 

opportunities in the Indonesian capital market. However, investing in the capital market is not free from 

risks. Investors are faced with various risks, both systematic and non-systematic. Systematic risks are 

inherent in the market as a whole, such as exchange rate fluctuations and macroeconomic conditions. 

Meanwhile, non-systematic risk is related to the performance of a particular company or investment 

instrument. 

2. Methodology 

This study used a form of normative juridical research, and the approach of this study was carried 

out by examining library materials to understand the relationship between legal sciences and positive law. 

The method used by the authors in this normative juridical research was an analysis of the laws and 

regulations [14], especially related to investor protection. The primary data sources used are Law Number 

8 of 1995 concerning Capital Markets and Law Number 25 of 2007 concerning Capital Investment. 

3. Result and Discussion 

Legal protection is one element to improve aspects of law enforcement in a country. Of course, 

legal protection is provided by the state to its people in order to achieve stability in all matters, including 

economic and legal matters Legal protection for investors in the Indonesian capital market is a crucial 

aspect in creating a safe and sustainable investment environment [15]. Investment can be related to various 

kinds of activities [16]. In the capital market, on one side there are parties who lack capital and on the other 

side there are parties who have excess capital so that transactions occur [17]. Legal protection is very 

necessary to protect investors from the risks that must be borne by the investors themselves in carrying 

out investment activities [15]. Based on the analysis, there are several main strategies that can be taken to 

increase legal protection for investors. 

One of the main strategies is to strengthen regulations and licensing standards for capital market 

players. Strong regulations and strict licensing standards are the foundation for preventing fraudulent 

practices that can harm investors. Clear and transparent regulations will ensure that capital market players 
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act in accordance with the established rules. For example, companies wishing to go public must meet strict 

requirements in terms of information disclosure, financial audits and corporate governance. Thus, 

investors can feel more secure and confident that their investments are in trusted hands. In this context, 

Agency Theory is very relevant. This theory explains the relationship between company owners 

(principals) and management (agents). Regulation aims to ensure that agents act in the principal's interests 

and reduce the risk of agency problems. Law Number 8 of 1995 concerning Capital Markets regulates 

information disclosure and corporate governance to protect investors' interests. 

Effective supervision and strict law enforcement are also key in maintaining the integrity of the 

capital market. In supervising government administration, the standard used as a measure refers to the 

concept of Good Governance, namely the extent to which government administration can be carried out 

efficiently and can achieve the targets outlined by statutory regulations in order to create people's welfare 

towards a welfare society. The goal is to create a State. who are progressive and peaceful in providing a 

work spirit and ensuring that all public services can be accessed properly so that State servants become 

role models or role models in providing good quality service [18]. 

The Financial Services Authority (OJK) as the capital market regulator and supervisor must have 

adequate capacity and authority to take action against violations quickly and fairly. Consistent law 

enforcement will send a signal to market players that any form of violation will not be tolerated. Compliance 

Theory emphasizes the importance of compliance with regulations as a mechanism for reducing risk and 

maintaining market stability. Financial Services Authority (POJK) regulations provide a framework for 

effective supervision and firm law enforcement, including action against insider trading and market 

manipulation. Supervision carried out by the OJK must cover all aspects of the capital market, from 

securities issuance to daily transactions on the stock exchange. Apart from that, OJK needs to collaborate 

with other institutions such as the police and prosecutor's office to strengthen law enforcement and ensure 

that violations that occur are handled thoroughly. 

OJK plays an important role in maintaining investment security with preventive and repressive 

measures. Preventive action is taken to prevent people from getting trapped in fictitious investments, while 

repressive action can take the form of legal proceedings against fictitious investment companies [19]. 

Financial literacy is also a key factor in maintaining investment security. A high level of financial literacy 

can help people be more careful and skilled in managing finances, thereby avoiding investment fraud [20]. 

By regulation, OJK has regulated the protection of investor funds in information technology-based share 

offerings. OJK regulations emphasize the important role of crowdfunding service providers in maintaining 

investment security, considering the large responsibility they carry in managing investors' funds [21]. 

Thus, investment security is not only the responsibility of investors, but also regulators and investment 

service providers. 

Financial literacy and education are also important aspects that must be improved. Financial 

education programs need to be intensified by the government and related authorities to increase public 

understanding of investment products, risks and wise investment strategies. Good financial literacy will 

help investors make more rational investment decisions and reduce the risk of losses due to lack of 

understanding. OJK can collaborate with educational institutions and community organizations to organize 

seminars, workshops and financial education campaigns. Apart from that, the use of information 

technology such as financial education applications and e-learning platforms can be an effective means of 

increasing people's financial literacy. 

Legal protection for foreign investors is also an important factor in attracting foreign investment 

to Indonesia. Law Number 25 of 2007 concerning Capital Investment provides guarantees and legal 

protection for foreign investors. This law stipulates that foreign investors have the same rights as domestic 

investors in terms of legal protection and dispute resolution. The implementation of this law needs to be 

improved so that foreign investors truly feel safe when investing in Indonesia. Simplification of licensing 

procedures, protection of ownership rights, and easy access to dispute resolution mechanisms are some of 

the steps that can be taken to strengthen legal protection for foreign investors. 
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4. Conclusions 

Legal protection for investors in the Indonesian capital market can be improved through several 

main strategies: strengthening regulations and licensing standards, supervision and law enforcement, 

financial literacy and education, as well as legal protection for foreign investors. Implementation of this 

strategy will create a safer, more transparent and sustainable investment environment, thereby attracting 

more investors and encouraging national economic growth. Strengthening regulations and licensing 

standards is a fundamental step that ensures compliance by capital market players, reduces the risk of 

fraudulent practices, and protects investor interests, in accordance with Agency Theory which emphasizes 

transparency and good corporate governance. Effective supervision and strict law enforcement by the 

Financial Services Authority (OJK) maintains the integrity of the capital market, in accordance with 

Compliance Theory which supports compliance with regulations as a mechanism to reduce risk and 

maintain market stability. Increasing financial literacy and education is essential so that investors 

understand risks and make wise investment decisions, through initiatives such as seminars, workshops 

and educational campaigns by the government and relevant authorities. Lastly, strengthening legal 

protection for foreign investors through the implementation of Law Number 25 of 2007 concerning 

Investment creates a conducive investment climate. This strategy supports the creation of a healthier, more 

stable and sustainable capital market in Indonesia  
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