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ABSTRACT

This study aims to analyze the factors that affect foreign portfolio investment (FPI) in Indonesia. This research is
motivated by the discovery of a phenomenon where there is a downward trend in portfolio investment and is not in line
with the gross domestic product which has increased. This is not in accordance with asset demand theory and Harry
Markowitz theory. The research method used is the Autoregressive Distributed Lag (ARDL) model processing technique
which aims to see the factors that affect foreign portfolio investment in the long term and short term. The results showed
that in the short term the BI Rate has a negative and significant effect on foreign portfolio investment in Indonesia and
the exchange rate has a negative and significant effect on foreign portfolio investment in Indonesia. In the long term
Gross Domestic Product (GDP) and Inflation have a negative and insignificant effect on foreign portfolio investment in
Indonesia, interest rate BI Rate has a positive and significant effect on foreign portfolio investment in Indonesia and the
exchange rate has a negative and significant effect on foreign portfolio investment in Indonesia. From these results it is
suggested that the government needs to maintain the stability of the BI Rate and exchange rate, and the government also
needs to create a conducive portfolio investment climate.
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INTRODUCTION

Increasing globalization has encouraged foreign capital flows to various developing countries
(Wardhono et al., 2020). Global economic openness has also mobilized cross-border capital flows,
including in the ASEAN region, where Indonesia attracts investors due to its large population and
low production costs. Foreign investment is divided into two types: Foreign Direct Investment (FDI),
which is long-term, and Foreign Portfolio Investment (FPI), which is more liquid and volatile. FPI
plays an important role in international financial flows and economic growth in various countries

(Winona et al., 2016; Alhusna et al., 2016).
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As an added benefit, foreign portfolio investment (FPI) increases capital market liquidity and
helps develop efficiency and strengthen domestic markets and improve the functioning of monetary
authorities in the country. The following table 1.1 presents an overview of Indonesia's foreign
portfolio investment compared to other ASEAN member countries.

Table 1: Comparison of Foreign Portfolio Investment in Indonesia and ASEAN Countries

2022-2023
County Foreign Pordolio Invesoment In 2022 Foreign Pordolio Investment In
- C( USsS. dMillion) 2023 ( USS. MLllion)
Singapuza 4.813.589 1. 075,287
Fibpina -446.3535 157.298
Malaysia -32,882 -272.36
Thailand 2,174,018 -1.373,52
Vietnam 28,000 224,250
Indonesia -11,631 -8,330

Source: CEIC Data, ASEAN secretariat and Authot's Processed Data, 2023.

Based on the data in Table 1 above, Indonesia's foreign portfolio investment decreased by $-
11,631 million in 2022. However, this amount is much lower compared to Singapore which
predominantly received FPI of $4,813,389 million and Thailand which received FPI of $2,174,018
million in the same period. From these figures, it can be concluded that there is an indication that
Indonesia is not yet safe in making investments, this is due to the tightening of monetary policy by
the government and the decline in FPI is also due to the pressure of foreign capital inflows into the
government securities market and the uncertainty of global financial markets influenced by improving
global risks and tightening monetary policy in developed countries, resulting in the level of investment
risk in Indonesia at the level of 23.5% and making investors less interested in making portfolio
investments in Indonesia (Financial Services Authority (OJK) and Ministry of Investment and
Downstream, 2022). In this case, it is time or appropriate for the government to prioritize encouraging
foreign portfolio investment (FPI) in Indonesia.

Based on the Decree of the Minister of Finance No. 455/KMK.01/1997 on the purchase of
shares by foreign investors through the capital market, the Indonesian government made efforts to
increase foreign portfolio investment. The Indonesian government also considers that foreign
portfolio investment can be used as financing for domestic sector development and can also
encourage the growth of the local stock exchange (Sinurat, 2010). To see the ups and downs or the
size of investment in a country can be seen based on asset demand theory and Harry Markowitz
theory. In making foreign portfolio investments, investors will definitely see or analyze the risk first

to see the expected rate of return.
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Figure 1: Indonesia's Foreign Portfolio Investment 2005-2023

Figure 1 below illustrates the current implementation of portfolio investment in Indonesia
2004-2023. It can be seen below that foreign portfolio investment in Indonesia fluctuates every year
with the highest increase in foreign portfolio investment last in 2014 and experienced a significant
decline starting from the beginning of 2020 at the beginning of the covid-19 pandemic entering
Indonesia until the lowest decline occurred in 2022. Positive points can mean that foreign investors
channel their funds (inflow) in foreign portfolio investment instruments in Indonesia while negative
points mean that foreign investors withdraw funds (ou#flow) or sell their assets such as securities, bonds
and others (Kurdiansyah ¢z /., 2018). Gross Domestic Product (GDP) is the monetary value of all
goods and services produced by a country within a certain period. GDP is used to measure the size,
structure, and stability of a country's economy. A high GDP indicates economic growth and attracts
foreign investors, especially those who tend to avoid risk. Based on asset demand theory, GDP is
positively correlated with asset demand in the form of wealth; the higher the wealth, the higher the
demand for assets. Mustofa's (2024) research states that an increase in GDP reflects an increase in

income and national development, which ultimately attracts more investors.
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Figure 1. 2: Indonesia's Gross Domestic Product 2005-2023
Based on figure 2 below in 2019 to 2020, GDP managed to stabilize even though there was a

slight decline that was not too significant due to economic shocks due to the covid-19 pandemic
which began to occur in early 2020 in Indonesia. Then Indonesia's GDP slowly increased in 2021.
However, it can also be seen from the comparison between Figure 1 and Figure 2 where based on the
asset demand theory, if GDP increases, FPI will also increase, but from the data obtained, there is a
phenomenon in 2022 where GDP increases but in fact FPI actually experiences a significant decline

at -11.631 and this is not in line with asset demand theory. As well as inflation is also closely related
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to the FPI where based on asset demand theory and Markowitz theory also explains where inflation
is one of the risk factors in making portfolio investments where inflation is related to expected return.

if inflation expectations increase, the demand for real assets and portfolio investment increases.
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Figure 3: Inflation In Indonesia Year 2005-2023
Referring to Figure 3 Indonesia's inflation is relatively fluctuating, in 2013 the highest inflation

reached 6.97% where this increase occurred due to an increase in fuel oil (BBM) which is a form of
subsidy reduction policy. And in 2021 the lowest inflation reached 1.56% due to the entry of the co-
19 pandemic in Indonesia. Low and stable inflation will be an option for investors in making
investments. Meanwhile, high inflation will reduce investor confidence because high inflation has a
bad effect on the economy in Indonesia. According to Siregar in Dharmawa (2021), inflation refers
to the vulnerability of a country's economy, which is one of the factors driving investor confidence in
the prospect of income obtained from foreign portfolio investments made. inflation is a problem that
is often experienced by various countries where inflation is defined as the tendency of prices to rise
generally and continuously over a certain period. Referring to Figure 1 with Figure 3 where inflation
has increased and FPI has also experienced a downward trend, this is in line with existing theory.
Another factor that can affect portfolio investment is interest rates (BI Rate). As well as
interest rates are also closely related to FPI where based on asset demand theory and Markowitz
theory also explains where interest rates are one of the risk factors in making portfolio investments,
where interest rates are related to expected return. Where if interest rates increase or jump, the level
of expected return will decrease. The BI rate is believed to have an impact on the level of portfolio
investment in the economy. If the interest rate exceeds the potential profit from the planned
investment, then the income earned from the investment will not be tangible, it will encourage the
company to postpone or stop its investment plan (Sukirno, 2010). The BI rate can be used as a

measure of monetary policy conducted by Bank Indonesia.
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Figure 4: Interest Rate (BI Rate) In Indonesia 2005-2023

5483 | Journal of Innovative and Creativity, 5 (2) 2025



In Figure 4 the BI rate experienced fluctuating movements. In 2014-2015 the BI rate
experienced the highest increase to 7.50%-7.52%. Then, in 2021 it decreased to 3.52%, this was due
to the covid-19 pandemic in Indonesia. High interest rates are very attractive to investors in making
investments compared to countries with low interest rates. High interest rates can mean large returns
(Suhendra and Istikomah, 2016). Referring to Figure 1 with Figure 4 where interest rates have
increased and the FPI has also experienced a downward trend, this is in line with existing theory.

Exchange rates are one of the factors that influence portfolio investment. The depreciation
of the rupiah against the US dollar can have a negative impact on the economy and capital markets,
as it increases company costs and reduces profits. Based on asset demand theory and Markowitz
theory, exchange rates are considered a risk factor in portfolio investment, as they affect expected
returns. If exchange rates are unfavorable when converting currencies, investment income can be
significantly affected (Thorbecke, 2021).
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Figure 5: Exchange Rate of Rupiah against US Dollar in 2005-2023
Figure 5 shows that the exchange rate is relatively stable, with the lowest value in 2013 at

Rp10,563 per USD and the highest in 2023 at Rp15,219 per USD. Foreign portfolio investments are
short-term and vulnerable to global and domestic economic dynamics. Even minor shocks can trigger
high volatility, as was the case during the COVID-19 pandemic, which led to massive capital outflows.
This, led to a sharp depreciation of the rupiah exchange rate. Referring to Figure 1 with Figure 5
where the exchange rate depreciates and the FPI also experiences a downward trend, this is in line
with existing theory.

Moreover, this is in line with the findings of Suhendra and Istikomah (2016), who found that
inflation significantly increases portfolio investment. Hadi ezal (2018), reported that interest rates have
a significant effect on portfolio investment. As well as Dharmawan (2021), reported a negative
significant relationship of exchange rates and inflation to portfolio investment, and GDP a positive
significant relationship to portfolio investment. similar research was also conducted by Ekeocha ez al
(2012), Waqas ez al (2015), Alhusna ez a/ (2016), and Saputra (2023).

Thus, based on the explanation above regarding the background of this study. researchers are

interested in conducting this research in order to develop research on this topic with the title
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“Analysis of Factors Affecting Foreign Portfolio Investment in Indonesia for the Period 2005-

2023”.

Theoretical Foundation
Portfolio Investment
According to UNCTAD in Lane and Milesi (2007), portfolio investment refers to the transfer

of financial assets or buying and selling of assets by individuals living or residing in certain countries,
which is carried out in the form of direct acquisition of company assets or indirectly through
participation in financial markets. in this portfolio investment also involves several parties, both
individuals, companies and entities from one country that invest in securities published by other
countries.
The investment theories that form the basis of this research are:
1. Asset Demand Theory

Asset demand theory is an economic theory that examines portfolio theory. Asset demand
theory refers to different types of holdings that act as stores of value. Assets include a wide array of
tangible and intangible resources, including but not limited to monetary funds, bonds, stocks, art
creations, real estate properties, agricultural equipment, and industrial equipment (Mishkin, 2016).
2. Harry Markowitz Theory

According to Markowitz in Wen (2023), portfolio theory was first created by Harry Markowitz
in 1952. Harry Markowitz officially established the basic principles of portfolio selection in the eatly
1950s, a framework commonly referred to as Markowitz Portfolio Theory. Portfolio theory is a widely
recognized concept in finance that focuses on the optimal allocation of assets in an investment
portfolio. Markowitz asserted that risk is perceived as an undesirable problem by investors. Markowitz
emphasizes that a well-managed portfolio combines a balance of risk and return in the most optimal
way. This theory proposes a model that generates a portfolio through a process based on the concept
of mean-variance, which refers to the expected return and variance used as a measure of risk
(Nurhaliza, 2021).
Gross Domestic Product (GDP)

Gross Domestic Product in an economy is the total market value of all goods or services
produced from a country within a certain period of time. Gross Domestic Product is a measure of
productivity and economic prospects in a country that describes economic growth (Mankiw, 2021).
Gross Domestic Product or GDP is the total value of all goods and services produced by a country
from all sectors in a certain period, usually in one year or per quarter. According to Mankiw (2004),

Gross Domestic Product is the market value of all final goods and services produced in the economy
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during a certain period of time, to measure the total income of an economy and the total expenditure
on goods and services.
Inflation

According to Siregar in Titis and Dhea (2024), inflation is an indicator that shows the level of
economic vulnerability in a country, which has a significant impact on the confidence of foreign
investors in assessing the prospects for profit to be obtained when they invest in the country.
According to Sukirno, inflation is a process when there is an increase in prices that apply to the
economy. In economics, inflation is a process of increasing prices in general and continuously related
to market mechanisms that can be caused by various factors, including increased public consumption,
excess liquidity in the market that triggers consumption or even speculation, to include the effects of
the uninterrupted distribution of goods.

Interest Rate (BI Rate)
Based on the decision of the Board of Governors Meeting (RDG), Bank Indonesia issues a

decision on interest rates, which is one of the tools for conducting monetary policy to provide
direction or guidance on interest rate references referred to as the BI Rate. This BI rate applies on a
quarterly or monthly basis where the BI rate also functions as a reference or guideline and reference
used by various financial and banking industries in setting interest rates on savings or loans.
Exchange Rate

According to Mankiw (2007), the exchange rate between two countries is the price of the
currency used by residents of these countries to trade with each other. Abimanyu (2004) states that
the exchange rate is the price of a currency relative to the currency of another country, and because
this exchange rate includes two currencies, the equilibrium point is determined by the supply and
demand of both currencies. The exchange rate or exchange rate is the exchange rate between two

countries that the residents of the two countries agree to trade with each other.

RESEARCH METHOD

The research used to conduct the study is a linear regression model with the Autoregressive
Distributed Lag (ARDL) model technique which is used to see the effect of dependent and
independent variables over time including the effect of dependent variables from the past on the
present dependent value and allows for modeling long and short-term relationships between relevant
variables. In this study, taking into account the characteristics of this study, the ARDL method is
considered a more appropriate and informative method to achieve the objectives of this study. in

conducting this research also uses Eviews 10 computer software as a tool in conducting the analysis.
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1. Stasioner Test (Unit Root Test)

Before performing the ARDL model regression to determine whether or not the method is
appropriate to use in this method. Stationarity test is used to determine whether the observed data is
stationary before performing regression analysis. Stationarity is one of the important prerequisites in
analyzing time series data. Time series data can be said to be stationary if it has a fixed mean and
variance over time, and the covariance between two points in the time series is also fixed (Widarjono,
2018).

2. Lag Determination and Model Estimation

Lag determination is the process of determining the number of lags to be used in the ARDL
model. Lag refers to the time lag between changes in the independent variable and its impact on the
dependent variable. Selecting the appropriate lag is important to avoid inaccurate estimation results
(Gujarati & Porter, 2012). Once the number of lags has been determined, the ARDL model can be
estimated using the prepared data, where the dependent variable is explained by the independent
variable and its lags through the ARDL regression equation (Laloan et al., 2023).

Yt=oa+ o Yoy + .. T2 Y T i GDPry + ... + 31 GDPg + B2 INFyy + ... + B2 INFg + 85
ITen + oo + B5IT ey + BsERy + oo + BsERy + ct
3. Diagnostic Test

Classical assumption test is used in providing certainty of consistency, accuracy in estimation,
and unbiasedness of the regression equation obtained. The classical assumption test tests whether the
residuals are normally distributed, detects normality, tests whether there is heteroscedasticity, and also

whether or not there is an autocorrelation problem (Gujarati and Porter, 2012).

4. Cointegration Test

The ARDL model is used to analyze the long-term relationship between two or more
variables. There are two types of cointegration tests that can be performed using the ARDL model,
namely the Long Run Form cointegration test and the Bounds Test. The Long Run Form
cointegration test is used to test the hypothesis of whether there is a stable long-term relationship
between the variables in the ARDL model. While the Bounds Test is a stronger hypothesis test, as it
can test whether there is one or more stable short-run relationships and whether the relationship is

cointegrated (Gujarati and Porter, 2012).
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5. Parameter Stability Test

The parameter stability test aims to evaluate whether the regression parameters in the ARDL
regression model remain stable over the observed time period or not. This is important because if the
regression parameters are unstable, then the prediction results produced by the model cannot be relied
upon (Gujarati and Porter, 2012). Parameter stability testing in this study will use CUSUM and
CUSUMAQ because of their ability to measure the accumulated difference between the actual value
and the predicted value in a period of time. In this test, a reference line will be formed based on the

average value of regression coefficients in all observed time periods.

FINDINGS AND DISCUSSION
1. Stationarity Test (Unit Root Test)

The first stage that needs to be done in testing using the ARDL model is the stationarity test.
In this study, the stationarity test was conducted using the unit root test proposed by Dickey and
Fuller, namely the Augmented Dickey-Fuller (ADF) test. The ADF stationarity test results can be
seen in the table below.

Table 1: Level Data Stationarity Results
Intermediate ADF test results DATAO1

Series [Prob. Lag Max Lag Obs. IKeputusan
N1_GDP 0.7068 1 11 T4 [N ot stationary
X2 IF 0.1150 1 11 T4 [N ot stationary
[3_IRBIRATE |0.1766 2 11 73 [N ot stationary
4 _ER 0.9028 0 11 75 [Not stationary
Y_IP 0.0000 0 11 75 Stationary

Source: Eviews ompm‘ (Eviews 10), data processed (2025)
Table 2 shows the results of the unit root test using the Augmented Dickey-Fuller (ADF) method.
Only variable Y is stationary at the level, while the other variables are not stationary because their
probability values are greater than 0.05. This indicates that these variables still contain unit roots, so
further stationarity tests are required at the first difference level, the results of which are shown in the

next table.

Table 2: First Different Stationarity Results

Series Prob. Las Max Lag IObs. IKeputasan

D=1 _GDP) 0. 0001 1o 11 B Stationaxy first diffexrent|
D2 _IF) 0. 0000 = 11 (3= Stationaxy first different]
IDX3_IRBIRATE) [|0.0000 1 11 73 Stationary first different]
D=4 _ER) 0. 0000 1 11 73 Stationary first different|
DY _IP) i0_ 0000 1 11 73 Stationaxy first diffexrent]

Source: Eviews ountput (Eviews 10), data processed (2025)
The table 3 above shows the results of the unit root test using the Augmented Dicky Fuller
(ADF) testing model. This can be seen from the probability of each variable that has been stationary
which is small than 0.05, so it can be said that the data above has been stationary in the first different,

so it is assumed that cointegration will occur.
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2. Cointegration Bounds Test

Table 3: Bound Test Result (Cointegration Test)

[Test Seadsdc [Value [sigmis [rco> ra
[Fstamstc 11.025574 10%% 22 3.09
s% 256 3.49
2.5% 288 3.87
1% 3.29 437

Sonrce: Eviews output (Eviews 10), data processed (2025)

The table 4 above shows the results I statistics value of 11.025574 is greater than the critical

limit of 3.49, so it can be concluded that there is cointegration in this Eviews ARDL model. So far,
all the analysis carried out has met the requirements so that the ARDL model.

3. Cointegration Johansen Test

The Johansen cointegration test is conducted to test whether variables that are not stationary
at the data level are cointegrated between one variable and another..

Table 4: Result Cointegration Johansen Test

FHypothesized Plfax-Figen 0.05

No. of CE(s) [Eigzenvalue Statistic Critical Value |[Prob.™
N one 0.362579 3287372 33.87687 0.0655
lAtmost 1 0.298632 25.89477 27.58434 0.0809
At most 2 0.122740 9.559448 21.13162 0.7849
At most 3 0092289 7068556 14.26460 04811
At most 4 0005257 0384787 3.841466 0.5351

Source: Eviews output (Eviews 10), data processed (2025)
Based on the results of the Johansen Test cointegration analysis table 5 above shows the

results above, there is a p value greater than 0.05, namely at At most 4 of 0.5351, so it is concluded

that there is no cointegration. So this result shows that the model fits the criteria, namely that there is
no cointegration based on the Johansen Test.

4. Optimum Lag Test

In testing with the ARDL model, the research is faced with selecting the number of lags that
will be used as a reference in the next testing stage. The optimum lag test is needed in order to obtain
the best results in the ARDL model. To determine the optimal lag in the test, the Akaike Information

Criteria (AIC) is used. Based on these criteria, the test results on the optimal lag length obtained are:

NN

SIS = =
= = = =

= = = =

Source: Eviews output, data processed (2025)
Figure 6: Optimum Lag Testing Results
Based on the test results figure 6 above, the estimated lag selection criteria by looking at the

smallest Akaike Information Criteria (AIC) value of the 20 best models. It appears based on the graph

above, that the Optimum Lag used with the lowest AIC criteria is the ARDL (3,0,0,4,1) model.
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5. Model Estimation

After all variables are stationary, then proceed with the ARDL estimation of the Akaike Info
Criterion (AIC) model. In this study using the ARDL model (3,0,0, 4,1), the following results were

obtained:

Table 5: ARDL Model Estimation
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Source: Eviews output (Eviews 10), data processed (2025)

Substitute the parameter coefficient values into the model estimates that have been obtained, the
ARDL model regression equation is as follows:

Y. = 494.8156 - 0.728886 Y. - 0.407169 Y., - 0.246806 Y5 - 0.000324 X, - -152.7997 X, +
1091.136 X5 + 2609.128 X341y~ 1952.884 X - 405.0397 X503 + 1810.706 Xs04) - 5.136664 X, +
2.267677 Xy

6. Short-Term Hypothesis Testing

After seeing the cointegration between the variables under study, short-term ARDL
estimation is then conducted. The test is conducted to determine the short-term relationship between
the independent variable and the dependent variable. The short-term ARDL estimation results usually
only illustrate the imbalance condition. The results are obtained as follows:

Table 6: Short-Term Testing Results

Conditional Error Correctdon Regression
NVariable Coefficient [Std. Error [c-Stadsdc [Prob.
0 653975 0 20S5s41 5 177090 o 0024
0 >a6s06 0 105264 > 334634 0 0225
1091.136 1045 294 1043856 0 3009
SEaT 2176 S51 6255 0 620692 0 S372
y[F1a05 ece S13 3162 1 7>s315 |o.o0s93
JF1810.706 S29_.1002 - 2. 1S8S3941 0 0330
S 136664 o 45713 s sss250 |o.0000
= 352860 0 251103 s 376811 o 0000

Source: Eviews output (Evz'ews 10), data processed (2025)
So based on the output of the short-term equation table 7 above, it can be concluded as follows:

a) 1f X3_IRBIRATE in the current period is 1091.136. with P value of 0.3009 >; 0.05. this
indicates a positive and insignificant effect of interest rate on FPIL. It means, 1 percent increase
in FPI leads to 1091.136 billion USD increase, with insignificant effect at 5% level.

b) If X3_IRBIRATE (-1) in one period is 547.2176. with P value of 0.5372 > 0.05. this indicates

a positive and insignificant effect of the previous quarter's interest rate on FPI. It means, 1
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)

percent increase in quarterly interest rate increases FPI by 547.2176 billion USD in the current
period, with insignificant effect at 5% level.

If X3_IRBIRATE (-2) in the second period is -1405.666. with P value of 0.0893 > 0.05. this
indicates a negative and insignificant effect of interest rates on FPI. It means, 1 percent
increase in interest rate two quarters earlier reduces FPI by -1405.666 billion USD, with
insignificant effect at 5% level.

If X3_IRBIRATE (-3) in the third period is -1810.706. with a P value of 0.0330 < 0.05. this
indicates a negative and significant effect of interest rates on FPI. This means, a 1 percent
increase in interest rates three quarters earlier reduces FPI by -1810.706 billion USD, with a
significant effect at the 5% level.

If X4_ER in the current period is -5.136664. with a P value of 0.0000 < 0.05. this indicates a
negative and significant effect of exchange rates on FPI. This means, an increase of 1

IDR/USD Dollar reduces FPI by -5.136664 billion USD, with significant effect at 5% level.

7. Long-Term Hypothesis Testing

After conducting the short-term ARDL test, the next is the long-term ARDL test. The test

is used to determine the long-term relationship between the independent variable and the dependent

variable. The results are obtained as follows:

Table 7: Long-term Testing Result

[Variable Coefficient [Std. Error t-Stadsdc [Prob.

DX1_GIDDP) -0_ 000136 0. 000565 -0_ 2409204 |0.8105
D=2 IF) -64.12448S 101.5828 -0.631254 (05304
D5 I RBIRATE) 1325219 625 4298 2122485 0. 0381
D4 _ER) -1.204010 0_.5920665 -2 038399 |0.0461
C 207 6562 191 5167 1084272 0. 2827

Source: Eviews output (Eviews 10), data processed (2025)

So based on the output of the long-term equation table 8 above, it can be concluded as follows:

1.

If X1 increases by one unit and X1_GDP is assumed constant, then in the long run Y will
increase by -0.000136. However, this long-term effect is not significant or rejected HO because
the prob value or p value is 0.8105 > 0.05.

If X2 increases by one unit and X2_IF is assumed constant, then in the long run Y will
decrease by -64.12448. And this long-term effect is not significant or rejected H1 because the
prob value or p value is 0.5304 > 0.05.

If X3 increases by one unit and X3_IRBIRATE is assumed constant, then in the long run
LN_Y will increase by 1323.219. And this long-term effect is significant or accept H1 because
the prob value or p value is 0.0381 =< 0,05.

If X4 increases by one unit and X4_ER is assumed constant, then in the long run Y will
increase by -1.204010. And this long-term effect is significant or accept H1 because the prob
value or p value is 0.0461 < 0.05.
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8. Normality Test
The significance test of the effect of the independent variable on the dependent variable will
be valid if the research data is normally distributed. The normality test in this study was carried out

using the Jarque-Bera (JB) method. Normality test results

1o

=

<

Source: Eviews output (Eviews 10), data processed (2025)
Figure 7: Normality Test Results
Based on the output figure 7 above, the p value or probability Jarque Bera Test on the residuals

1s 0,155566 > 0.05, so it meets the normality requirements. However, if not normality can be ignored,
because the number is large which is more than 30, then this problem can be ignored.
9. Heteroscedasticity Test

The heteroscedasticity test in this study uses Breusch-Pagan-Godfrey by comparing the
probability value of Obs*R-Square with its critical value (« = 5%).

Table 8: Heteroscedasticity Test Results

(Eletezoskedasticity Test: Breusch-Pagan-Godirey

[E-statistic 0.167692 |Prob. F(12.58) 0.9991
Obs R-squared 2.380739 [Prob. Chi-Square(12) 0.9986
Scaled explained SS 2001509 [Prob. Chi-Square(12) 0.9994

Source: Eviens ow@yj‘;Eyz'ewx 70), data processed (2025)
Based on the output of heteroscedasticity analysis using Breusch Pagan Godfrey as above, the p value

of 0.9994 is greater than 0.05, so there is no heteroscedasticity problem.
10. Autocorrelation Test

The autocorrelation test aims to see the correlation between the error variables of one
observation and another observation. This serial correlation test is carried out using the Breusch-
Godfrey Serial Correlation LM Test method. The results of the autocorrelation test can be seen in the
table below.

Table 9: Autocorrelation Test Results

IBreusch-Godfrey Serial Correlation LM Test:
[F-statistic 0.759484 [Prob. F(2.56) 0.4727
Obs™R-squared 1.874977 [Prob. Chi-Square(2) 0.3916

Source: Eviews ézhﬂpél (‘Ew'eu/} 10), data processed (2025)
in Figure 8 also show the same results. Therefore, it can be concluded that the research model is
stable. Based on the output of the autocorrelation analysis using the Breusch Godfrey LM Test as

table 9 above, the p value of 0.3916 is greater than 0.05, so there is no autocorrelation problem.
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11.Model Stability Test

The results of the CUSUM model stability test in 8 show that the model is stable and suitable
for use as a reference in determining the long-term relationship between variables. The results of the
model stability test are shown by the CUSUM line (blue) which is still between the 5% significance
line (red). The CUSUMAQ test results

=0

20 -

T T T T T T T T T T T T T T
09 10 11 12 13 14 15 16 17 18 19 20 21 22 23

[——cuUsUm - 5% Significan =]

Sonrce: Eviews output (Eviews 10), data processed (2025)
Figure 8: CUSUM Test Results

DISCUSSION

1. Effect of GDP on Foreign Portfolio Investment

In this study found ARDL analysis shows that the GDP variable has a maximum lag of 0,
which means it is not influenced by the previous quarter's data. The statistical processing results show
that in the short term GDP does not appear in the model. This can be interpreted that GDP cannot
directly explain or describe the effect on FPI in the short term. Meanwhile, in the long term, GDP
has a negative and insignificant effect. This is not in line with asset demand theory, where based on
asset demand theory GDP is positively correlated to portfolio investment. Asset demand theory
explains that if GDP increases, FPI will also increase because an increasing GDP indicates a well-
growing economy, which increases foreign investors' confidence in the domestic financial market. As
a result, FPI inflows tend to increase. Likewise, on the contrary, if GDP decreases, FPI will also
decrease because a declining GDP indicates an economic slowdown and increased investment risk,
which can cause FPI outflows (Putri and Sitorus, 2023). Markowitz's theory also explains the same
thing where if GDP increases, FPI will also increase because an increasing GDP indicates better
investment opportunities in the domestic market, encouraging foreign investors to put FPI into stocks
and bonds. Likewise, on the other hand, if GDP decreases, FPI will also decrease because GDP
growth is accompanied by economic instability or high risk increases, and foreign investors may
withdraw their funds or allocate them to other countries with lower risk profiles (Dharmawan, 2021).

This research is in accordance with previous research conducted by Halifah Hadi et al. (2018),
Saputra (2016) and Kurdiansyah Wisandani, and Nasrulloh (2021) found that GDP has an
insignificant effect on Foreign Portfolio Investment in Indonesia because the increase in GDP is not

accompanied by policies that provide legal certainty in investing such as frequent and inconsistent
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changes in regulations can create uncertainty for investors. This uncertainty can reduce investor
interest in investing in Indonesia's financial markets and Lack of transparency and adequate
information disclosure can hinder making the right investment decisions. Investors need accurate and
complete information to make informed investment decisions (Bank Indonesia, 2023).

2. The Effect of Inflation on Foreign Portfolio Investment

In this study found ARDL analysis shows that the inflation variable has a maximum lag of 0.
The statistical processing results show that in the short term inflation does not appear in the model.
This can be interpreted that inflation cannot directly explain or describe the effect on FPI in the short
term. Meanwhile, in the long term, inflation has a negative and insignificant effect. This is in line with
asset demand theory and Markowitz theory, both of which explain that inflation is negatively
correlated with portfolio investment. Where inflation on the side of asset demand theory, if inflation
increases then the portfolio also decreases because purchasing power decreases and economic risk
becomes high. Thus inflation must be kept stable and under control so that portfolio investment will
increase because foreign investors are more interested or more confident to invest in the country's
financial assets that are more stable inflation whose value of money and investment returns are more
predictable (Putri and Sitorus 2023). And also inflation on the Markowitz theory side explains High
inflation increases economic uncertainty, which makes domestic assets less attractive because the real
value of returns can decrease due to rising prices of goods and services. If inflation is too low or
deflation occurs, it can signal weak economic demand, which can also reduce the interest of foreign
investors (Dharmawan, 2021).

This is in accordance with the results of previous research in the long term has a negative and
insignificant effect conducted by Dewi and Cahyono (2016), Andreano (2018), and Setiawan and
Gunarsih (2023) research which says that the inflation rate has an insignificant effect on foreign
portfolio investment in Indonesia, it is caused by fluctuations in inflation not directly affecting foreign
investors' decisions to invest in Indonesia so that inflation is not the main factor considered by foreign
investors in portfolio investment decisions in Indonesia.

3. Effect of BI Rate on Foreign Portfolio Investment

In this study found ARDL analysis shows that the bi rate variable has a maximum lag of 4
meaning it is influenced by the previous quarter's data. The statistical processing results show that in
the current year and one previous period, the BI rate has a positive and insignificant effect on portfolio
investment in the short term. But in the second previous period and the third previous period, the BI
rate has a negative and significant effect at the 10% level on portfolio investment. ~ This
significant result is in line with Markowitz theory from the risk side which explains that if interest

rates increase, the risk becomes high and the FPI also decreases, on the contrary, where the increase
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in interest rates increases makes the FPI less attractive to investors due to too high a risk in making
investments. Forms of risk such as: price risk and market volatility risk. So low and relatively stable
interest rates make FPI more attractive to investors due to the low risk of making investments
(Dharmawan, 2021). This is also in accordance with the research of Indra Suhendra and Navik
Isttkomah (2016), and Rio Oktarino et al (2024) who found that an increase in interest rates has a
significant negative effect on portfolio investment.

However, this also contradicts the long term has a positive and significant effect on portfolio
investment. So, this is in line with Markowitz theory and asset demand theory in terms of expected
return, both of which explain that if interest rates increase, the FPI will also increase and vice versa.
Where rising interest rates make bonds and other financial instruments in Indonesia more attractive
because they provide higher yields, thereby increasing FPI inflows (Dharmawan, 2021; Putri and
Sitorus 2023). This is in accordance with the research of Yudhoyono and Yudha (2024), which states
that it is positive and significant for portfolio investment. The Bank Indonesia interest rate as a
domestic interest rate is the basis for decision making for investors in financial asset transactions such
as stocks and bonds (portfolio investment).

4. The Effect of RP/USD Dollar Exchange Rate on Foreign Portfolio Investment

In this study found ARDL analysis shows that the exchange rate variable has a maximum lag
of 1. The statistical processing results show that if the exchange rate has a negative and significant
effect in the long run and short run on portfolio investment. This is in line with Markowitz theory
where if the fluctuation in exchange rate depreciation increases investment risk for foreign investors,
if volatility is high then investors may avoid the country to reduce currency risk. If the exchange rate
is stable or tends to strengthen, the investment risk is reduced, thereby increasing the attractiveness
of domestic assets for foreign investors and encouraging FPI inflows (Dharmawan, 2021).

This is in accordance with research conducted by Seabra, Frach, and Santos (2007); Brana and
Lahet (2008); Ekeocha et.al. (2012), and Putri and Sitorus (2023) which states that the exchange rate
has a negative and significant effect on Foreign Portfolio Investment because when there is an
increase in the exchange rate (depreciation) it will cause foreign portfolio investment in Indonesia to
decline. Conversely, if there is a decrease in the exchange rate (appreciation) it will cause foreign
portfolio investment to increase. When the rupiah depreciates, companies that use raw materials from
abroad will incur greater costs to import these goods. So that this will result in a decrease in the
company's revenue. Furthermore, the decrease in revenue will reduce the level of return offered by

the company to investors. Thus, rupiah depreciation will reduce foreign portfolio investment.
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CONCLUSIONS

Based on the results of data processing that has been examined regarding the analysis of
factors affecting foreign portfolio investment in Indonesia for the period 2005-2023, it can be
concluded in this study that in the long run GDP and inflation have a negative and insignificant effect
on foreign portfolio investment in Indonesia for the period 2005-2023. Because it is not one of the
main factors in influencing foreign investors' decisions to invest in Indonesia and the desire of
investors to invest in Indonesia is constrained by legal certainty in investing and GDP and inflation.

In the long term, the BI Rate has a positive and significant effect on foreign portfolio
investment in Indonesia for the period 2005-2023 in accordance with the theory of asset demand and
Markowitz theory says interest rates have a significant relationship to the FPI in terms of expected
returns. In addition, the short-term results of the BI Rate interest rate have varying results on foreign
portfolio investment in Indonesia.

For the exchange rate, the results show that both in the long term and short term have a
negative and significant effect on foreign portfolio investment in Indonesia. This is in accordance
with Markowitz theory which states that the exchange rate has a significant relationship to the FPI in

terms of risk.
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