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Abstract 

This study explores international investment flows and their influence on Indonesia’s economic sovereignty in the 

era of globalization. The main goal is to analyze how foreign direct investment (FDI) affects national economic 

resilience, especially regarding policy independence and strategic development priorities. The research uses a 

descriptive qualitative approach with secondary data from international financial institutions and national economic 

reports, covering the period 2019–2023. The findings show that foreign investment brings major benefits, such as 

boosting economic growth, enabling technology transfer, and creating jobs. However, it also creates risks of 

dependency and limits Indonesia’s ability to make independent policies. In addition, global economic competition 

and regional integration frameworks shape the movement of capital and domestic policy responses. The study 

highlights the need for a balanced strategy: maximizing the benefits of foreign investment while protecting long-

term economic sovereignty through strong regulations, selective sector priorities, and closer regional cooperation. In 

conclusion, sustainable sovereignty requires not only attracting investment but also strengthening institutions and 

ensuring consistent policies so that external capital supports rather than undermines national development goals 
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INTRODUCTION 

In the era of economic globalization, international investment flows have become a critical driver of growth 

and development for emerging economies, including Indonesia. Foreign direct investment (FDI) and portfolio 

investment are not only sources of capital but also vehicles for technology transfer, employment opportunities, and 

integration into global value chains (World Bank, 2023). However, alongside these benefits, reliance on foreign 

capital presents significant challenges to national economic sovereignty, particularly in terms of policy autonomy 

and resilience against external shocks (Guo et al., 2025).  The urgency of studying this issue comes from the growing 

instability of global financial markets and the rising geopolitical rivalry among major powers, which strongly 

influence investment flows in developing countries. As the largest economy in Southeast Asia, Indonesia relies 

heavily on foreign capital to finance infrastructure, industrial growth, and sustainable development goals (ASEAN 

Secretariat, 2022). However, this reliance also makes Indonesia vulnerable to risks such as sudden withdrawal of 

funds, currency fluctuations, and limited freedom in shaping its own economic policies. The objective of this study 

is to analyze the dynamics of international investment flows and their implications for Indonesia’s economic 

sovereignty. By identifying the opportunities and risks associated with foreign capital, this research aims to 

contribute to policy recommendations that balance investment attraction with long term national interests (Nauval 

Hafiluddin & Patunru, 2022). The problem solving plan is framed through a qualitative descriptive approach that 

integrates secondary data, comparative literature, and critical analysis of Indonesia’s position in the international 

political economy. This approach ensures that the discussion not only highlights empirical evidence but also provides 

a theoretical understanding of the intersection between foreign investment and sovereignty. 

 

LITERATURE REVIEW 

International investment flows, particularly foreign direct investment (FDI) and portfolio investment, have 

long been recognized as crucial drivers of economic growth in developing countries. Scholars emphasize that FDI 

contributes to capital accumulation, technology transfer, and job creation, thereby stimulating long term development 
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(World Bank, 2023). However, while the benefits of FDI are substantial, dependence on external capital often raises 

concerns regarding economic vulnerability and diminished policy autonomy (Imamudin, 2022). This dual nature of 

investment flows situates them at the center of debates on economic sovereignty. From a theoretical perspective, 

international political economy (IPE) frameworks provide useful lenses for analyzing the implications of global 

capital flows. Dependency theory argues that reliance on foreign capital perpetuates structural inequality and limits 

the capacity of developing nations to pursue independent economic agendas (Alami et al., 2023). In contrast, liberal 

economic theories suggest that openness to international investment enhances efficiency, competitiveness, and 

integration into global value chains. This tension highlights the ongoing debate on whether international investment 

strengthens or undermines national sovereignty (DeRemer et al., 2025). 

Empirical research shows that the impact of foreign investment is not always consistent. In Southeast Asia, 

investment has helped improve industries and diversify exports (ASEAN Secretariat, 2022). However, sudden 

outflows of portfolio capital have also caused financial instability, as seen during the Asian Financial Crisis and in 

later periods of global uncertainty. In Indonesia, foreign investment has boosted infrastructure projects and digital 

growth, but at the same time, it has increased exposure to external shocks and limited the country’s ability to manage 

its own monetary and fiscal policies (Kose & Ohnsorge, 2020). Despite these contributions, several gaps remain in 

the literature. First, most studies have focused on the macroeconomic impacts of investment flows without 

adequately examining their implications for sovereignty and long term strategic autonomy. Second, limited attention 

has been given to how Indonesia, as an emerging economy, can design balanced regulatory frameworks to maximize 

investment benefits while safeguarding policy independence. Finally, there is insufficient exploration of how global 

geopolitical rivalries particularly between the United States and China reshape the dynamics of investment in 

Indonesia. By addressing these gaps, this study contributes to a more nuanced understanding of the intersection 

between international investment flows and economic sovereignty. It seeks to bridge theoretical debates with 

empirical evidence, offering insights for policymakers to formulate strategies that align external capital with national 

development goals. 

 

METHOD 

This study applied a qualitative research design with a descriptive analytical approach, aiming to analyze 

the dynamics of international investment flows and their implications for Indonesia’s economic sovereignty 

(Soedarmono et al., 2022.). The use of this approach allows the researcher to describe, interpret, and critically analyze 

patterns of secondary data while linking them to relevant theoretical frameworks. The data in this study were entirely 

based on secondary sources. These included reports from international institutions such as the World Bank, and 

United Nations Conference on Trade and Development (UNCTAD), and policy documents issued by the Indonesian 

government. In addition, peer reviewed journal articles, working papers, and ASEAN Secretariat reports were 

consulted to provide broader comparative insights. The tools used in this research included documentation sheets for 

categorizing literature and statistical indicators, along with reference management software to ensure systematic data 

organization. The design of these tools facilitated the classification of data into thematic areas such as foreign direct 

investment trends, sectoral distribution, portfolio capital mobility, and sovereignty implications. The data collection 

technique was a structured document review, focusing on selecting reliable and up to date publications. The analysis 

technique employed was descriptive analysis, which involved three stages: 1) data categorization based on thematic 

relevance; 2) interpretation of findings through theoretical frameworks such as dependency theory and liberal 

economic thought; and 3) synthesis of results to generate conclusions and policy implications. By relying exclusively 

on secondary data, this methodological design ensures that the findings are grounded in authoritative and verifiable 

sources while providing a comprehensive perspective on the challenges and opportunities posed by international 

investment flows for Indonesia’s economic sovereignty. 

  

RESULTS AND DISCUSSION 

Trends of International Investment Flows in Indonesia 

Based on secondary data from the World Bank, UNCTAD, and Kementerian Investasi dan Hilirisasi/Badan 

Koordinasi Penanaman Modal Republik Indonesia, Indonesia has experienced fluctuating foreign direct investment 

(FDI) inflows in the last five years. Despite global uncertainty, Indonesia remained one of the top investment 

destinations in Southeast Asia due to its large domestic market and natural resource potential. The majority of FDI 

was concentrated in manufacturing, mining, and digital economy sectors. Table 1 shows the trend of FDI inflows 

into Indonesia from 2019 to 2023. 
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Table 1. Foreign Direct Investment Inflows to Indonesia (2019–2023) 

Year FDI Inflows (USD Billion) Main Sector Contribution 

2019 23.1 Manufacturing, Mining 

2020 18.6 Infrastructure, Digital Economy 

2021 20.5 Manufacturing, Energy 

2022 23.9 Digital Economy, Transportation 

2023 25.3 Renewable Energy, Manufacturing 

Source: UNCTAD, 2023; Kementerian Investasi dan Hilirisasi/BKPM, 2024 

 

The table demonstrates that Indonesia experienced a noticeable decline in FDI inflows in 2020, dropping to 

USD 18.6 billion from USD 23.1 billion in 2019. This contraction was closely tied to the COVID-19 pandemic, 

which created global economic disruptions, halted international mobility, and increased investor uncertainty. Many 

foreign investors delayed or canceled their expansion projects, while capital was redirected to safer and more liquid 

assets. Despite these challenges, Indonesia managed to recover relatively quickly, as shown by the steady increase 

in inflows from 2021 to 2023. The rebound in investment can be explained by several factors. First, the Indonesian 

government introduced structural reforms to improve the investment climate, most notably the Omnibus Law on Job 

Creation. This law simplified licensing procedures, reduced bureaucratic hurdles, and provided fiscal incentives to 

attract foreign capital. Additionally, the government’s commitment to infrastructure development, including 

transportation networks, industrial estates, and energy facilities, enhanced the attractiveness of Indonesia as an 

investment destination. Second, the shift in global investment patterns towards digitalization and renewable energy 

played to Indonesia’s advantage. In 2020 and 2022, there was significant growth in the digital economy sector, fueled 

by the rapid adoption of e-commerce, fintech, and digital services during the pandemic. Major global players as well 

as regional start ups invested heavily in Indonesia’s technology ecosystem, viewing its large and young population 

as a promising market for digital services. By 2023, renewable energy emerged as a leading investment sector, 

reflecting both global trends toward sustainability and Indonesia’s commitment to reducing its reliance on fossil 

fuels. The country’s vast renewable energy potential including solar, geothermal, and hydropower has attracted 

investors seeking long term green opportunities. 

Third, the broader geopolitical and economic context also influenced FDI flows. The intensifying rivalry 

between the United States and China has prompted multinational corporations to diversify their supply chains and 

investment destinations. Indonesia, with its membership in ASEAN and its growing regional influence, has benefited 

from this reallocation of capital. Companies seeking to reduce dependency on China have considered Indonesia as a 

strategic alternative, particularly in manufacturing and logistics. In addition to sectoral diversification, the recovery 

of investment inflows has been supported by macroeconomic stability. Bank Indonesia has maintained prudent 

monetary policies, keeping inflation under control and stabilizing the rupiah exchange rate. Fiscal policies, including 

targeted stimulus packages during the pandemic, also played a role in sustaining investor confidence. These efforts 

helped ensure that the recovery in FDI was not only quantitative but also directed toward strategic and future oriented 

sectors. Nevertheless, challenges remain. Despite the overall upward trend, Indonesia still faces issues such as 

regulatory uncertainty, inconsistent policy enforcement, and infrastructure gaps in certain regions. Investors have 

also raised concerns about governance, transparency, and the protection of property rights. Furthermore, the 

country’s reliance on natural resources continues to pose risks, as commodity price volatility directly affects 

investment attractiveness. To fully capitalize on global investment shifts, Indonesia must address these structural 

weaknesses while strengthening institutions and ensuring policy consistency. 

In summary, the dynamics of FDI inflows in Indonesia over the past five years illustrate both the country’s 

resilience and its vulnerabilities. While the COVID-19 pandemic temporarily disrupted capital inflows, proactive 

government reforms, sectoral diversification, and global economic shifts contributed to a strong recovery. The 

growing emphasis on digital transformation and renewable energy demonstrates Indonesia’s ability to align itself 

with global investment trends. However, sustaining this momentum will require continued policy innovation, 

institutional strengthening, and strategic prioritization of sectors that support long term national development. If 

these conditions are met, Indonesia is well positioned to maintain its status as a leading investment destination in 

Southeast Asia while safeguarding its economic sovereignty. 
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Implications for Indonesia’s Economic Sovereignty 

The increase in international investment flows provides both opportunities and challenges for Indonesia. On 

the one hand, inflows have accelerated infrastructure development, created employment, and facilitated technology 

transfer (World Bank, 2023). On the other hand, dependency on foreign capital generates vulnerabilities, including 

exposure to sudden capital flight, pressure on the exchange rate, and reduced policy autonomy (Goldberg & 

Krogstrup, 2023). From a theoretical perspective, dependency theory highlights that heavy reliance on external 

capital may limit Indonesia’s capacity to determine its own economic priorities  (Thawley et al., 2024). For example, 

foreign dominated sectors such as mining and digital services are often shaped by international corporate strategies 

rather than domestic developmental goals. Meanwhile, liberal perspectives argue that international investment is 

necessary to strengthen competitiveness and integrate Indonesia into global value chains (Bharti & Kumari, 2024). 

The findings suggest that Indonesia needs a balanced strategy. Strengthening institutional capacity, improving 

regulatory frameworks, and prioritizing sectors aligned with long term national interests will be essential to maintain 

economic sovereignty. Furthermore, diversifying investment sources particularly from regional cooperation 

frameworks such as ASEAN and BRICS may help mitigate the risks of dependency on a single major power 

(Maulana et al., 2024). 

  

CONCLUSION 

This study concludes that international investment flows play a dual role in shaping Indonesia’s economic 

trajectory. On the one hand, foreign direct investment and portfolio capital have contributed significantly to 

economic growth, technology transfer, and job creation, while supporting the development of key sectors such as 

manufacturing, digital economy, and renewable energy. On the other hand, reliance on external capital exposes 

Indonesia to vulnerabilities, including sudden capital flight, policy dependency, and reduced economic sovereignty. 

The findings highlight the need for a balanced strategy that not only maximizes the benefits of investment inflows 

but also safeguards national interests. Strengthening regulatory frameworks, diversifying investment sources, and 

enhancing institutional capacity are crucial steps toward maintaining Indonesia’s policy autonomy. The results 

further indicate that Indonesia must integrate both liberal and dependency perspectives to design policies that ensure 

external capital supports long term development goals. Looking forward, future research and policy development 

should focus on deepening regional cooperation through ASEAN and exploring alternative financing platforms such 

as BRICS. This will allow Indonesia to reduce overdependence on traditional capital sources and reinforce its 

position in the global political economy. Ultimately, sustainable economic sovereignty requires consistent policy 

direction, strategic prioritization of sectors, and adaptive governance in managing international investment dynamics. 
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