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ABSTRACT

This research aims to analyse the legal protection of investors in the face of insider trading practices in
the Indonesian capital market. Using the normative juridical method and analytical descriptive
approach, this research examines the regulations governing the prohibition of insider trading in Law
Number 8 of 1995 concerning the Capital Market, as well as the challenges in implementation and law
enforcement against the practice. The results show that although the regulation on insider trading has
been clearly regulated, its implementation still faces obstacles in terms of proving transactions and
effective supervision. The Financial Services Authority (OJK) has sufficient authority to deal with this,
but limited resources and technology utilisation in supervision are the main obstacles. This study
recommends increasing supervisory capacity, updating evidentiary-related requlations, and utilising
advanced technology to accelerate the detection and prevention of insider trading in the Indonesian
capital market.
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Introduction

The capital market, in accordance with the provisions of Article 1 number 13 of Law
Number 8 of 1995 concerning the Capital Market (UUPM), includes activities of public
offering and trading of securities, as well as institutions involved in it. The capital market
functions as a means of obtaining funds for companies and alternative investments for the
public (Amalia, 2021). Securities traded include various financial instruments such as stocks,
bonds, and other securities that can affect the economy.

The capital market must be run with the principle of openness, as stipulated in Article
1 paragraph (25) of the Capital Market Law, which requires the provision of material and
relevant information to the public. This aims to ensure efficiency and transparency in the
capital market, so that investors can make informed investment decisions. However, insider
trading practices, where individuals use material information that is not publicly available for
personal gain (Gathan, 2024; Junaedi, 2020; Patrianto & Hartono, 2021), continue to occur and
undermine these basic principles.

Insider trading practices can create stock price distortions, as the price reflected in the
market no longer reflects the same information for all investors. Therefore, it is important to
analyse the existing legal protection for investors in the face of this practice. Although the
Capital Market Law regulates the prohibition of insider trading, law enforcement against this
practice in Indonesia still faces various obstacles, especially in terms of proof.

Legal protection for investors is essential to maintain the integrity of the capital
market. Without adequate protection, investors may suffer losses that could potentially
undermine confidence in the Indonesian capital market. Therefore, this study aims to evaluate
the legal protection of investors in the face of insider trading practices in the Indonesian
capital market and provide policy recommendations to improve the effectiveness of such
protection.

This research aims to comprehensively analyse the legal protection provided to
investors in the face of insider trading practices in the Indonesian capital market. Specifically,
this study aims to identify weaknesses and strengths in existing regulations, as well as
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evaluate the effectiveness of the implementation of legal protection for investors who are
harmed by such practices. Furthermore, this research also seeks to provide constructive policy
recommendations to improve legal protection in the Indonesian capital market, with the hope
of creating a more transparent, fair and efficient market, and strengthening investor
confidence.

The hypothesis of this research is that the legal protection of investors in the
Indonesian capital market in the face of insider trading practices is still not optimal, both in
terms of regulation and law enforcement. Although the Capital Market Law has regulated the
prohibition of insider trading practices, weak implementation and supervision as well as
limitations in proving this matter have resulted in market injustice and harm to investors.
Thus, the effectiveness of existing legal protection is still lacking in creating a transparent,
efficient, and fair capital market, so that improvement measures are needed, both in terms of
regulations and law enforcement systems, to protect investors from such harmful practices.

This research is expected to make a significant theoretical contribution to the
development of capital market law studies, especially in terms of legal protection of investors
in the midst of harmful insider trading practices. Practically, this research also aims to provide
applicable input for policy makers, capital market supervisory institutions, and market
participants regarding the steps that need to be taken to improve the effectiveness of
regulation and law enforcement in preventing insider trading. On the social side, this research
can contribute to increasing the understanding and awareness of the public and investors
regarding the importance of adequate legal protection to create a capital market with integrity
and stability.

The conceptual framework in this study connects three main variables that are
interrelated and influence each other, namely insider trading practices, legal protection for
investors, and the effectiveness of law enforcement. Insider trading practices, which involve
the use of material unpublished information for personal gain, create injustice in the capital
market by undermining the principles of transparency and fairness in securities trading. Legal
protection for investors is crucial to prevent such practices from occurring as well as to
provide legal security for investors involved in unfair transactions. The effectiveness of law
enforcement is a crucial element in ensuring that existing provisions are properly
implemented and that insider trading practices are minimised, so that capital markets can
operate efficiently and fairly, in accordance with the basic principles expected in a transparent
capital market system..

Legal protection of investors in the capital market is a fundamental aspect in
maintaining market integrity and transparency. According to legal protection theory, legal
action taken aims to safeguard the basic rights of individuals, in this case, the right of investors
not to be harmed by unfair practices. Legal protection in the Indonesian capital market is
becoming increasingly relevant with the dynamics and potential for misuse of information
that can harm investors, such as insider trading practices. Therefore, it is important to
understand the theoretical foundations of legal protection in the context of the capital market,
as well as how the law can be applied to protect investor rights.

Conceptually, legal protection for investors in the capital market can be understood
through two main paradigms, namely preventive and repressive protection. Preventive
protection focuses on efforts to prevent violations of the law (Arika & Disemadi, 2022), which
are carried out by ensuring that the information provided by issuers and market participants
is accurate, honest, and not misleading. The principle offull disclosure in the capital market is
the main basis for this approach (Suardana, et al., 2020; Imaniyati & Wiyanti, 2000; Marbun &
Sihotang, 2022). This concept requires issuers to disclose all relevant material information that
can affect investment decisions, with the aim of preventing market manipulation that is
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detrimental to investors (UUPM Article 4 and Article 8). Through this obligation, investors
are expected to make rational investment decisions based on complete and transparent
information.

On the other hand, repressive legal protection refers to law enforcement against
violations that have occurred (Machmud, 2019). In this case, the law acts as a means to take
action against perpetrators of violations that harm investors, such as insider trading practices.
In the Capital Market Law, administrative sanctions that include warnings, fines, and
suspension of business licences (Article 102) as well as criminal sanctions for serious offences
such as insider trading (Article 111) provide evidence that the legal system in Indonesia is
committed to upholding fair capital market rules. This concept of repressive legal protection
is essential to ensure a deterrent effect and to maintain public confidence in the integrity of
the capital market.

Furthermore, the existence of the Capital Market Supervisory Agency (Bapepam) and
the Financial Services Authority (OJK) as supervisory institutions is also a key component in
the legal protection system in the Indonesian capital market. Bapepam, now transformed into
OJK, has the authority to regulate, supervise, and mediate dispute resolution between
investors and companies. Through strict supervision, OJK is tasked with ensuring that the
capital market operates efficiently, transparently, and is not distorted by fraudulent practices,
such as insider trading. This confirms that the role of market supervisory institutions is vital in
the implementation of legal protection in the capital market.

Overall, the legal protection of investors in the Indonesian capital market is established
through a preventive and repressive legal framework, which complement each other to create
a fair and efficient market. The Capital Market Law (UUPM) and OJK Law provide clear
guidelines regarding the rights and obligations of investors as well as sanctions for violations.
Through this protection effort, it is expected to create higher public confidence in the
Indonesian capital market, which in turn will encourage healthier and more sustainable
capital market growth.

Methods Research

This research uses a normative juridical method with an analytical descriptive
approach, which focuses on analysing legal norms governing legal protection for investors
against insider trading practices in the Indonesian capital market. The data used is secondary
data obtained through literature study, including primary legal materials (laws and related
regulations), secondary (academic literature and legal articles), and tertiary (other supporting
documents). The analysis is conducted normatively qualitatively using deductive logic,
starting from generally applicable legal theories and norms to then draw specific conclusions
about the application of law in Indonesian capital market practices. This research aims to
illustrate the extent to which the Indonesian legal system protects investors from insider
trading practices and to provide constructive recommendations for the improvement of more
effective legal policies.

Result and Discussion

The practice of insider trading, which involves the purchase or sale of securities based
on material information that has not been made public, has the potential to undermine the
integrity of the capital markets and undermine investor confidence. Therefore, the legal
protection of investors in Indonesia relies heavily on the effective implementation and
enforcement of laws against this practice.
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In Indonesia, Law No. 8 of 1995 on the Capital Market provides the legal basis for
regulating and tackling the practice of insider trading. Article 95 of the Capital Market Law
states that:

"Insiders who are aware of material information that has not been published are
prohibited from purchasing or selling securities related to such information."

With this provision, the prohibition of insider trading applies to individuals who have
inside information, whether they work in public companies or in listed issuers. Article 96
extends the prohibition by stipulating that insiders are also prohibited from disclosing
material unpublished information to other parties who may use it to their advantage in capital
market transactions. Furthermore, Article 97 stipulates that parties who receive inside
information are also bound by the same prohibition, i.e. they may not conduct transactions
utilising such information.

While the Capital Market Law provides a strong legal foundation for investor
protection, a key challenge in the application of this law is the substantiation of transactions
conducted using inside information. As noted by Chen (2023), proving transactions recorded
through electronic platforms is often difficult, as the identity of the perpetrator and the timing
of the transaction cannot always be clearly ascertained.

Theoretical and Practical Analysis of Legal Protection

The legal protection of investors in the Indonesian capital market depends not only on
formal regulations, but also on ethical dimensions and broader market dynamics. Kharisma
and Hunaifa (2022) emphasise that effective protection can be achieved if all capital market
principles work synergistically, maintaining fairness, transparency, and protection of human
rights, including the rights of investors threatened by insider trading practices.

Johan and Ariawan (2021) revealed that in facing the challenges of the digital age,
capital market regulations must be able to cope with the rapid and widespread dissemination
of information. In this context, strict supervision of insider trading practices is essential to
maintain market fairness and ensure that all market participants have equal access to
information.

In addition, Blau et al. (2021) argue that traditional reasons for prohibiting insider
trading, such as fairness and property rights, while important, are not sufficient to ensure the
sustainability of a fair market. They suggest that a more robust legal framework be put in
place to safeguard the fiduciary relationship between companies and shareholders, and
ensure that information that is not publicly available is not used for private gain to the
detriment of other investors.

Regulatory Effectiveness and Supervision of Insider Trading

Supervision of insider trading practices by the Financial Services Authority (OJK) is
key to ensuring the successful implementation of regulations in the Indonesian capital market.
OJK has the authority to guide, regulate, and supervise the capital market, as well as to enforce
the law regarding insider trading practices, as stipulated in Article 3 Paragraph (1) of the
Capital Market Law. OJK is responsible for ensuring that the capital market operates in a fair
and transparent manner, and for protecting investors from harmful practices.

However, as described by Asnawi (2024), despite the existing legal framework, law
enforcement against insider trading continues to face obstacles, mainly related to the lack of
resources, inter-agency coordination, and commitment of law enforcement. In many cases,
corroboration is a major challenge, as transactions occurring through electronic platforms
often do not include evidence strong enough to identify the perpetrator or the time of the
transaction, as stated by Mustika and Sawitri (2022).

In addition, Johan and Ariawan (2021) propose that digital technology can be utilised
more optimally in supervision. The use of data analytics and machine learning in detecting
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suspicious transaction patterns can speed up the process of identifying insider trading actors
and increase the effectiveness of market surveillance.
The Role of Technology and Foreign Investment in Enhancing Legal Certainty

Despite the challenges, technology can play a pivotal role in improving the
effectiveness of insider trading supervision and enforcement. By utilising data analytics, big
data, and machine learning techniques, OJK can more quickly identify suspicious transaction
patterns, which can speed up the investigation and prosecution process. In addition, as stated
by Taduri (2021), the Indonesian government's efforts to provide legal certainty to foreign
investors also have a positive impact on the domestic capital market. Strong legal certainty
and clear protection of investors will increase the confidence of foreign and domestic
investors, which in turn will increase the liquidity and stability of the Indonesian capital
market.

Conclusion

This study concludes that the legal protection of investors in the Indonesian capital
market in the face of insider trading practices has been expressly regulated in Law Number 8
Year 1995 on the Capital Market. Nevertheless, the effectiveness of legal protection still faces
obstacles, both in terms of regulations that have not fully covered the times, as well as in terms
of limited implementation and law enforcement, especially in proving and monitoring insider
trading practices. The authority of the Financial Services Authority (OJK) in overseeing the
capital market still needs to be strengthened with adequate technological support and
capacity to deal with this issue more effectively.

Suggestion And Recommendation

Based on these findings, this study suggests that the government and OJK evaluate
and improve existing regulations, especially those related to evidence in insider trading cases.
In addition, OJK needs to strengthen supervision and law enforcement mechanisms through
the use of digital technology and data analytics to improve detection and prevention of insider
trading practices. Strengthening coordination between related institutions is also very
important so that the handling of insider trading cases can run more effectively. This study
recommends that the government and OJK update Indonesia's capital market regulations,
especially regarding the evidentiary aspects of insider trading practices, to facilitate law
enforcement. In addition, this recommendation also emphasises the importance of increasing
education and socialisation on sound capital market practices to all market participants to
create a fair and transparent market culture. The application of advanced technologies such
as data analytics and machine learning in market surveillance also needs to be prioritised for
faster and more accurate insider trading detection.
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