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Abstract

What investors often consider before deciding to invest in various countries is the political
situation. The risks faced by investors in the event of political instability are regulatory changes,
legal disputes, forced takeovers of companies, disruption to regional stability, policies against acts
of terrorism, and changes in state ideology. The purpose of this study is to find a determinant of
political stability in Indonesia that will be useful for investors and multinational companies, and the
government in maintaining political stability. Systematic secondary data sampling from January
2015 to December 2019 was used for explanatory study purposes and to build a model. This study
concludes that the rule of law, control of corruption, and oil prices have a significant effect on
political stability in Indonesia, while the inflation rate does not have a significant effect on political
stability in Indonesia. The novelty of this research is the formation of a political stability model for
Indonesia and why an increase in control of corruption actually has a negative effect on political

stability in Indonesia.
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1. Introduction

In the current era of free trade and
globalization, foreign investment is the desire of
the governments of all countries because foreign
investment will provide enormous foreign
exchange, sophisticated infrastructure develop-
ment, and absorb a lot of labor. Moreover, the
expectation for investments increases the com-
petitiveness of a country in the current era of
global competition. However, investors always
look for a place to invest that generates a rate of
return that meets their expectations.

Head of the Badan Koordinasi Penanaman
Modal (Investment Coordinating Board), Thomas
Trikasih Lembong, said one of the essential
factors for foreign investors to be confident to
invest in a country is to improve political stability
in the country (Sicca, 2018). The statement is
based on a seminal study that states a democratic
government will be more attractive to foreign
investors (Jensen, 2003). This is in line with a
study in the Middle East that states that political
stability is essential for Yemen's future economic
growth (Musihah et al., 2015). The study results
in sub-Saharan Africa even added another factor
besides macroeconomics and political stability
needed to attract foreign investment, which is
institutional credibility (Cleeve, 2012; Tjandrasa

et al., 2020). Research conducted in Indonesia
also concluded that foreign investors are very
sensitive to political conditions (Tjandrasa, 2019).

In Indonesia, the problem of institutional
credibility is one of the biggest problems faced by
the country. After decades of uncontrolled
corruption during the New Order administration,
corruption practices have penetrated from the
lowest to the highest level of government (Hadi,
2016). As a result, the KPK (Corruption
Eradication Commission) was formed (Wardojo,
2018). The function of KPK is also to restore
public trust in legal institutions in Indonesia
(Wattimena, 2016). Center for Indonesian Policy
Studies (CIPS) researcher, Pingkan Audrine
Kosijungan, said that an important factor in the
country that should be considered is the stability
of socio-political conditions that impact
investment growth (Setyaningrum, 2019). What is
meant by this social-political condition is that the
social condition of society and the political
situation can affect each other.

Political sociology studies the relationship
between political activities and people's lives
because political activities are inseparable from
the social situation of society (Dewi, 2017).
Political turmoil in a country generally starts from
the economic condition in the country (Rudolfsen,
2021). Hyperinflation and the surge in petroleum
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prices can lead to political instability, leading to
regulatory changes, legal disputes, and forced
takeovers of companies as happened to Repsol
Company in Bolivia and Venezuela (Berrios et al.,
2011). If political instability becomes
increasingly uncontrollable, it can develop into
acts of terrorism, change in state ideology, and
eventually disruption to regional stability as it
once did in Egypt and Tunisia (Abdelaty &
Esmail, 2016).

Foreign investors and especially multi-
national companies also monitor developments in
the destination country before deciding to invest.
One of the factors that are often considered from
a particular country or region is the political
development in the country because multinational
companies face a great risk stemming from the
uncertainty of the political situation in the
destination country. Commonwealth Bank's Head
of Wealth Management &Client Growth, Ivan
Jaya, said Indonesia was a global investor's
leading investment destination but hoped for
stable Indonesian political conditions (Wuryasti,
2019; Tjandrasa et al., 2020). Associate Director
of Colliers Inter-national Indonesia, Ferry
Salanto, said many investors were delaying their
investments ahead of the general election. He also
said the importance of political certainty, low
levels of corruption, and a guaranteed level of
security to encourage the influx of foreign
investment (Haryanti, 2019). Head of Biro Pusat
Statistik (Central Bureau of  Statistics),
Suhariyanto, stated that political instability will
greatly affect investment interest, and the unstable
political situation in Indonesia some time ago led
to a decline in the level of investment in Indonesia
(Makki, 2019). Soelaeman Soemawinata, who is
the Chairman of DPP Real Estate Indonesia (REI),
also expressed his hope that political stability can
support the growth of the property industry
(Haryanti, 2019). So, one of the important things
that the Indonesian government must do is to
maintain the stability of economic and political
conditions. Guaranteed political stability will
attract many investors to invest in Indonesia so
that in the end, Indonesia's bargaining power
position will increase (Alam, 2020).

The phenomenon that occurs is: On one
hand, Indonesia is a very attractive investment
destination for investors because of the
geographical location on the strategic sea
transportation route, the number of productive age
population is very large, and the growth of the
middle-class population is also quite high,
increasing the purchasing power of the middle

class from year to year (Riyanto,2014). But on the
other hand, political instability is a real threat in
Indonesia; various mass organizations that do not
conform to state ideology and acts of terrorism are
a tangible manifestation of the existence of such
threats.

Since the determinants of political stability is
important to acknowledge and control in order to
maintain and improve political stability, which
will increase the interest of foreign investors to
invest, the purpose of this research is to determine
the determinant of political stability in Indonesia
and to form a model that investors can use to
assess the condition of political stability and by
the government to maintain political stability. The
formation of a political stability model for
Indonesia is the novelty of this research.

2. Literature Review

The following are cases in a number of
countries relating to political instability based on
theoretical and literature studies.

2.1. Regulatory Changes

The increased of political risk will increase
the financial risk of a Multinational Company's
Foreign Direct Investment (Dutta, N. and Roy,
2011; Hendarto et al., 2021). One of the most
frequent political promises used to win an election
is tax regulation (Wagner et al., 2018b). For
example, in a presidential election in the US, the
candidates debate and promise the imposition of
tax rates, which always attract business people
and multinational corporations (Wagner et al.,
2018a). That is because the tax rate imposed by
the winner of the election will directly impact the
company's net profit and the company's share
price on the stock exchange (Péastor & Veronesi,
2020; Hendarto et al., 2021).

2.2, Legal Disputes

Roe & Siegel (2011) concluded that the
perpetuation of inequality was a fundamental
obstacle for international organizations to invest
in. Politics and law are often related because the
ruling government often issues laws related to its
political policies. India is considered one of the
countries with high-risk political stability (Wise
& Darmstadt, 2015), and a legal system that harms
investors (Aisbett et al., 2018). This is because

judges are so rare in India that legal disputes over

patents in India take years to resolve (Kahle,
2021). To prosecute counterteiters is also not easy
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because the country does not have an Act on
patents. This situation is very detrimental to
multinational companies that have spent a lot of
money on research and development.

2.3. Hostile Takeover of the Company

De Vaal & Ebben (2011) stated that
economic growth would only occur when political
stability and appreciation for ownership rights
have been rewarded. Unfortunately, some
countries that have experienced political turmoil
and caused regime change are Iran, Bolivia, and
Venezuela. The new regime forced the hostile
takeover of multinational companies because it
had a perspective contrary to the old regime
towards the existence of multinational companies
in their country (Berrios et al., 2011). When there
is a presidential election in developing countries,
foreign investors and multinational companies
delay their investments until it is clear who will
lead the country and what the new government's
political policies (Chen et al., 2019).

2.4. Disturbance to Regional Stability

There are some of the political instability that
has occurred in different parts of the world lately
(Hakordia, 2019), such as:

1. Trade war between USA and China.

2. The abolition of subsidies in Ecuador which
caused a political crisis.

3. Recession in Argentina.

4. The British Exit that will cause eurozone
countries to experience an economic
slowdown.

5. Tariff wars between the US and countries in
the Eurozone that will cause an economic
slowdown as well.

6. U.S.-backed Kurdish rebels in Syria are
under attack by the Turkish government.

7. Attack on an Iranian oil tanker.

8. The demonstrations demanded an improve-
ment in economic conditions in Iraq.

9. The increase in the number of US troops in
Saudi Arabia could trigger suspicions and
concerns from Iran.

10. Trade war between South Korea and Japan.

11. People unrest in Hong Kong.

12. Military coup in Myanmar.

Of all the political instability above, the trade
war between the USA and China has the greatest
risk because of the following:

“The trade war between the US and China
begins with the US trade balance experiencing

a deficit against China's trade balance (Li et al.,
2018). Chinese imported goods in the USA are
actually not high-tech goods, and they can
even be said to be daily necessities such as
pencils, pens, spoons, dinner plates, and other
objects made of plastic material. These goods
can be made very cheaply in an enormous
number because China is mass-producing
them on a giant scale. The occurrence of
economies of scale due to producing on a giant
scale means that the fixed cost per unit of each
item produced in China is very small; the
impact is that Chinese factories can make
goods at very low unit costs and the selling
price of the product is very cheap. In addition,
the Chinese government's support for
producers in China is in the form of lower
taxes than in the USA. The level of corruption
is reduced to almost zero percent. The Yuan
exchange rate against the US Dollar also
manages to below, strongly supporting the
selling price of this very cheap product. The
Yuan exchange rate against the US Dollar
remains low, even though China's trade
balance has been a surplus against the USA for
decades. It is possibly because the Chinese
government regulates foreign exchange
transactions very tightly. It does not allow
speculation on the value of the Yuan against
the US currency or other countries' currencies.

On the other hand, US exports to China are in
the form of many high-tech products that
China can quickly imitate through reverse
engineering. China can make smartphones,
laptops and even stealth technology through
this process. Many manufacturers in the USA
also move their factories to China or outsource
to factories in China. This has resulted in many
factories in the USA closing and laying off
their workers in the USA. This is thought to
have caused anti-Asian sentiment to occur in
the US (Croucher et al., 2020). To make it
worse, one candidate in the US presidential
election campaign recently made many anti-
Chinese statements (Skonieczny, 2019). In
addition, white supremacists' incidence of
racial violence against all Asian-faced people
in the US has recently risen sharply. The tariff
war, which later tumed into a trade war,
destabilized US internal security and tarnished
the US image as a country that advocates for
democracy and equality between all races,
ethnicities, and religions. The aftermath of this
trade war is a dispute between the US and its
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allies, such as Australia and Britain, against
China over the South China Sea and ethnic
Uighurs. North Korea, which China backs,
also frequently conducts nuclear bomb tests
and launches cruise missiles at the sea of Japan
(Nilsson-wright et al., 2018). These things can
cause political instability in Asia, which
disrupts the economic growth rate of many
countries that drive the world economy, such
as Indonesia, South Korea, Japan, Australia,
and China.”

Abu & Abd Karim (2015) examines the
influence of political instability in western Africa.
They concluded that political instability in a
country would disrupt the economy in the region
around the country. A similar thing is happening
in the Korean peninsula, where the decline of
political stability has greatly impacted the
trajectory of international freighter ships. When
North Korea conducted a missile test over Japan,
share prices worldwide plummeted due to fears of
potential war in the region (Huh & Pyun, 2018).
The killing of political opponents by the Russian
government carried out in the UK has also caused
political and trade relations between the two
countries to stagnate (Gioe et al., 2019). In
addition, the Russian government's support for
rebels in Georgia and Ukraine and the annexation
of the Crimea peninsula from Ukraine have made
the political situation in eastern Europe unstable
(Tsygankov, 2015).

2.5. Policy Against Acts of Terrorism and
Changes in State Ideology

Asongu & Nwachukwu (2015) concluded
that political stability has a positive effect on
economic growth. The rise of terrorist attacks in
Europe and the United States, such as the terrorist
attacks in Paris and New York, as well as the
overthrow of the government in the events of Arab
Springs in the Middle East, have made
governments in those countries seem unstable
(Katiri et al., 2014). The Southeast Asia region
has also experienced political upheaval related to
efforts to change the country's ideology.
Demonstrations in Hong Kong have crippled the
city's economy (Hou et al., 2021). Protests in
Thailand demanding an end to the monarchy
system have also reduced foreign tourist arrivals
(Maliwan & Mujtaba, 2012). The elections
deemed to be not transparent in Malaysia have
made investors worried (Gomez, 2016. The
actions of many mass organizations contrary to

the nation's ideology in Indonesia have made
investors postpone their investments (Schulze &
Liow, 2019).

From the study above, it appears that the
major risks that multinational companies and
foreign investors can experience in the event of
political instability are: regulatory changes, legal
disputes, forced takeovers of companies,
disruption of regional stability, policies against
acts of terrorism, and changes in state ideology.
Political instability in a country and region
impacts increasing business risk, which will cause
foreign direct investment to be delayed or
canceled. Therefore, business people and
government are interested in knowing the
determinants of political stability in a country.

2.6. Research Hypothetical

This research aims to determine political
stability by first conducting a literature study from
the results of previous research. Then, descriptive
studies describe the results and whether there are
gaps between the results of those studies. The next
step is to conduct explanatory research to explain
the phenomena that occur. The analytical tool
used to describe this phenomenon is a statistical
tool. Multivariate regression analysis was used to
prove the relationship between various variables
scientifically. The formation of a model of
political stability in Indonesia is what
distinguishes this research from previous studies.

This research is conducted because there are
still ditferences in conclusions between various
previous research results. This research in
Indonesia is essential because Indonesia is one of
the countries that is the main destination for
foreign investors and multinational companies to
invest. The Indonesian government also still
needs foreign investment to continue develop-
ment. From the results of previous researches, it
was found that a number of factors influence
political stability in a country, namely:

2.6.1. Rule of Law

Haider et al. (2011) and Staats & Biglaiser
(2012) concluded that the rule of law significantly
affects political stability and foreign direct
investment. Weingast (2013), Azeng et al. (2019),
and Mele & Ongaro (2014) also stated that rule of
law and legal supremacy is important for main-
taining political stability. But Akgoraoglu &
Kaplan (2017) research states that the influence of
the rule of law is not significant on political
stability and economic growth. Due to the gaps




Tjandrasa: Determinants of Political Stability to Support Foreign Investrment 101

between the different research results, the first
hypothesis to be tested in this study is:

H1: The rule of law (ROL) significantly affects
political stability (PS).

2.6.2. Control of Corruption

Haider et al. (2011) and Azeng et al. (2019)
concluded that the increase in corruption
significantly affects political instability. The same
was summed up by Akgoraoglu & Kaplan (2017)
and Babhri et al. (2020). However, the research of
Ismail & Rashid (2014) and Adefeso (2018) stated
that there is no significant link between increased
corruption and political instability. Therefore, the
second hypothesis to be tested in this study is:

H2: Control of corruption (CC) significantly
affects political stability (PS).

2.6.3. Oil Price

Khan & Sagib (2011) research concluded
that in the Middle East, the price of petroleum is
subsistence by the government to maintain
political stability. Esmaeili & Shokoohi (2011)
and Lorusso & Pieroni (2018) also concluded that
rising oil prices positively affected political
instability. Similar results were also presented by
Arezki & Briickner (2011). However, Kollias et
al. (2013) concluded that the development of
petroleum prices did not affect political
instability. Due to the gaps between the various
research results, the third hypothesis to be tested
in this study is:

H3: Oil price (OP) has a significant effect on
political stability (PS).

2.6.4. Inflation Rate

Khan & Sagib (2011) concluded that
inflation is the cause of political instability in a
country. This conclusion is similar to Arezki &
Briickner (2011) findings, which stated that there
is a significant influence between the increase of
food prices and various anti-government demon-
strations. Al-Shammari & Willoughby (2019)
also concluded that inflation is very sensitive to
political instability, but Blanco & Grier (2009)
concluded that inflation has no significant effect.
Due to the gaps between the various research
results, the fourth hypothesis to be tested in this
study is:

H4: Inflation rate (INF) has a significant effect on
political stability (PS).

2.6.5. Simultaneous Effect

From the above research, four factors are
considered determinants of political stability,
namely: the rule of law, corruption control, oil
price, and inflation rate. For examining the
simultaneous effect. the following hypothesis is
made:

HS5: There is a significant simultaneous influence
between the rule of law (ROL), control of
corruption (CC), oil price (OP), and inflation
rate (INF) on political stability (PS).

2.7. Research Framework

Based on the hypothesis formed from the
existence of gaps from the results of previous
studies, the following research framework can be
formed:

Rule of Law
(ROL)

D ———
Control of
Corruption

(CCy

Political
Stability (PS)

[r——
Qil Price (OP) | Ha3
| —

Ha4

Inflation Rate /
(INF)

Figure 1. Research Framework

3. Methods

As stated in Table 1, all data is secondary
data taken from reliable sources, known in the
business world such as oil price data taken from
www.investing.com (methodology can be seen
www .investopedia.com/articles/economics/08/de
termining-oil-prices.asp.). Data for the Indonesian
inflation rate was taken from www.bi.go.id (the
methodology can be seen www.bi.go.id/id/fungsi-
utama/moneter/inflasi/Default.aspx). Data for
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political stability, the rule of law, and corruption
control was taken from www .bbvaresearch.com,
created by Worldwide Governance Indicators
(WGI). At info.worldbank .org/governance/wgi/,
it can be seen that WGI has been providing data
for a long period, namely from 1996-2019. The
data was taken from a number of survey institutes,
think tanks, non-governmental organizations,
international organizations, and private sector
firms in 200 countries. Methodology can be seen
info.worldbank.org/governance/wgi/Home/Docu
ments#wgiAggMethodology. These data are
available in scale ratio, so the data can be
processed using multivariate regression.
Descriptive methods and descriptive studies were
used in this research. Secondary data were
obtained from 3 websites www.investing.com,
www.bbvaresearch.com, and www.bi.go.id. The
population of the data were taken from January
2015 to December 2019. The data were taken
from January 2015 because this period was the
farthest period that still had complete data related
to all the variables to be studied. The data for 2020
were not included in this study because of the
Covid-19 pandemic, which caused anomalies in a
number of data, such as negative crude oil prices
and a sudden drop in inflation due to decreased
purchasing power. Therefore, the dependent
variable in this study is political stability, while
the independent variables used are the rule of law,
control of corruption, oil price, and inflation rate.
Sampling was conducted based on systematic
random sampling with monthly time intervals.
Multivariable regression models were used with a
significance level of 5% on the t-test.

Table 1. Source of Variables

Data

No Var. Period Data Source
Type
1 PS Ratio Monthly www.bbvaresearch.com
2 ROL Ratio Monthly wwwbbvaresearch.com
3 CC Ratio Monthly  www.bbvaresearch.com
4 OP Ratio Monthly www.investing.com
5 INF  Ratio Monthly  www.bi.go.id

Source: Results of secondary data processing using software
(2021)

Based on the several literature reviews, the
equation model that influences political stability
in Indonesia is:

PS = Byt B 1. ROL,+ B,.CC+ B5.0P, + B.INF, +

Hi
Notes:
Po . Intercept
BiBapsps . Coefficient
PS : Political Stability

ROL : Rule of Law
CC : Corruption Control
opP : Oil Price
INF - Inflation Rate
u : Term of Error
: Time Period
4. Results

4.1. Assumptions of Classical Model Tests

The assumptions of classical model tests
were used to guarantee a linear regression model
meets the Best Linear Unlimited Estimation
criteria,

4.1.1. Normality Test

Normality test results showed the p-value =
0.086 > 0.05. This means that the error term is
believed to be distributed normally with a 95%
confidence level.

Seies: Residuals
o - Samgie 201 501 201912
Observaiions 60
"o Mean 27015
Median 0.016435
8 Madmum 0264334
M -0.208297
N SuDev. 0113509
Skewness 0700128
N Kuriosis 301571
Jaque-Bera 4902378
24 ’—’_IT Propabiity 0086131
——— 11— ———
02 01 00 o1 02

Figure 2. Graph of Normality Test
Source: Results of secondary data processing using
software (2021)

4.1.2. Heterosced asticity Test

Heteroscedasticity Test results indicate no
heteroscedasticity problem because the test results
showed a probability of Chi-Square > 0.05. So,
with a 95% confidence level, it can be concluded
there is no heteroscedasticity.

Table 2. Heteroscedasticity Test: Breusch-Pagan-

Godfrey
F-statistic 1.612713 Prob. F(4.55) 0.1841
Obs*R- Prob. Chi-
-

squared 6298543 Square(4) 81778
Scaled .

explained 5334186  Lrob. Chi- 0.2547
SS Square(4)

Source: Results of secondary data processing using software
(2021)

4.1.3 Multicollinearity Test

From the results of the Multicollinearity
Test, it can be concluded there is no multi-
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collinearity because all Variance Inflation Factors
figures are less than 10.

Table 3. Multicollinearity Test

Variable Coefficient Variance Centered VIF
C 3212824 NA
cC 0.009985 3069229
ROL 0.014242 3774946
OP 0.014852 2419012
INF 0.010941 3.65595

Source: Results of secondary data processing using software
(2021)

4.1.4 Autocorrelation Test

From the results of the Autocorrelation Test,
it can be concluded there is no autocorrelation
because the test results showed a probability of
Chi-Square > 0.05. So, with a 95% confidence
level, it can be concluded there is no
autocorrelation.

Table 4. Autocorrelation Test: Breusch-Godfrey Serial
Correlation LM Test

F-statistic ~ 1.801092  Prob. F(2,51) 0.1755
Obs*R- Prob. Chi-

2 2
squared 3892315 Square(2) 0.1428

4.2, Multivariable Regression Test

The result of data processing is in the
following table:

Table 5. The Result of Multivariable Regression Test

Dependent Variable: PS
Method: Least Squares
Sample: 2015MO01 2019M12
Included observations: 60

Variable Coefficient  Std. Error Prob.
C 5.848956 1.792435 0.0019
ROL 0277369 0.119341 0.0238
cC -0.457863 0099925 0
oP -0413612 0.12187 0.0013
INF 0.122297 0.104602 0.2474
R-squared 0.332454 F-statistic  6.847842
Adjusted R-
squared 0.283906 Prob 0.000151

Source: Results of secondary data processing using software

(2021)

From the above table the equation can be formed

as:

PS = 5.848956 + 0.277369 ROL, - 0457863 CC,
-0413612 OP, +0.122297 INF,

Partially, the rule of law has a significant
effect on the political stability in Indonesia. This

result is in line with several researchers'
conclusions, such as Haider et al. (2011), Staats &
Biglaiser (2012), Weingast (2013), Azeng et al.
(2019), and Mele & Ongaro (2014). The
coefficient of the rule of law has a positive sign,
meaning that the increase of implementation of
the rule of law will increase political stability and
vice versa. The Indonesian nation consists of
various tribes, races, and religions; this, on the one
hand, increases cultural wealth but, on the other
hand, can facilitate the onset of disputes, which is
why increasing the rule of law will increase
political stability.

Partially, corruption control has a significant
effect on the political stability in Indonesia; this
result is in line with several researches' conclusion
such as: Haider et al. (2011), Azeng et al. (2019),
Akgoraoglu & Kaplan (2017), and Bahri et al.
(2020). The coefficient of corruption control has
a negative sign, meaning that the increase of
implementation of corruption control will
decrease political stability and vice versa. In
recent years, the handling of corruption by Komisi
Pemberantasan Korupsi (Corruption Eradication
Commission) has arrested many ministers,
governors, mayors, regents, and members of the
house of representatives who are still actively
serving in the government. These government
officials are generally high-ranking officials in
political parties, so when a political party official
is amrested for corruption, the political party's
support for the ruling government will be reduced.
Public confidence in political parties and the
government will also be reduced so that political
stability will also decrease.

Partially, the oil price has a significant effect
on the political stability in Indonesia; this result is
in line with several researches' conclusion such as
Khan & Saqib (2011), Esmaeili & Shokoohi
(2011), Lorusso & Pieroni (2018), and Arezki &
Briickner (2011). The oil price coefficient has a
negative sign, meaning that the oil price increase
will decrease political stability and vice versa.
Users of oil in Indonesia for motor vehicles are
very large. Students, commuter workers, distri-
bution companies, motorbike taxis dominate the
means of transportation. The increase in oil prices
will also make it difficult for small-medium
enterprises to become the Indonesian economy's
backbone (Wardhana, 2018). The increase in oil
prices in Indonesia is usually greeted with
demonstrations by students and labor organi-
zations. That would certainly disrupt political
stability.
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Partially, the inflation rate has no significant
effect on the political stability in Indonesia; this
result is in line with the Blanco & Grier (2009)
conclusion. Furthermore, every year, civil
servants in Indonesia earn thirteenth salaries and
additional salaries on religious holidays; this is
expected to maintain the purchasing power of the
public despite inflation. Therefore, the increase in
inflation has no significant effect on political
stability.

Simultaneously, the rule of law, corruption
control, oil price, and inflation rate significantly
affect political stability in Indonesia; this can be
seen from prob (F-statistic) < 0.05. Partially, the
rule of law, corruption control, and oil price
significantly affect political stability because it
has a p-value < 0.05, while the inflation rate has
no significant effect on political stability in
Indonesia.

5. Discussion

The increase in the rule of law has a
significant effect on the improvement of political
stability. A decrease in the level of criminality
will increase the sense of security and increase
trust in the government. Conversely, when the
crime rate increases, the public feels unsafe and
decreases public confidence in government
policy. Thus, a protracted decline in public
confidence in the government's policies could
disrupt political stability.

The increase in corruption control has a
significant effect on the decline of political
stability. This particular thing that happened in
Indonesia can be explained as follows: the
handling of corruption by Komisi Pemberantasan
Korupsi (Corruption Eradication Commission) in
recent years has arrested many ministers,
governors, mayors, regents, and members of the
house of representatives who are still actively
serving in the government. These government
officials are generally high-ranking officials in
political parties, so when a political party official
is arrested for corruption. Public confidence in
political parties and the government will also be
reduced to decrease political stability.

The increase in oil price has a significant
effect on the decrease of political stabhility.
Indonesia is currently a net importer of oil, so
increasing the world oil price will increase
transportation costs, erode the country's foreign
exchange reserves, and erode the number of
government subsidies to the poor. All of these
things can cause unrest among the public and

trigger demonstrations that disrupt
stability.

The inflation rate has no significant etfect on
political stability. In the last ten years, the
Indonesian  government has succeeded in
suppressing rising inflation. Still, the inflation rate
setting does have two functions: increasing the
purchasing power of the public and increasing the
attractiveness of investors/entrepreneurs. Every
year, civil servants in Indonesia earn thirteenth
salaries and additional salaries on religious
holidays; this is expected to maintain the
purchasing power of the public despite inflation.
Therefore, the increase in inflation has no
significant effect on political stability.

The implication of this research is the
formation of a multivariable regression model for
political stability in Indonesia, which will be
useful for both foreign investors and the
government in assessing and maintaining the level
of political stability in Indonesia to maintain
investment attractiveness. Practically the
Indonesian government can pay more attention to
various independent variables that have a
significant effect on dependent variables in the
equation to maintain political stability in
Indonesia. At the same time, practical implication
for foreign investors is that they can estimate the
direction of political stability in Indonesia when
there is a change in one or more of those
independent variables.

political

6. Conclusions

Determinants of political stability in a
country may differ in influence and level of
signification from other countries. It depends on
the culture of the community, local customs, and
the current situation in the country. Therefore,
multinational companies and foreign investors
must constantly monitor and measure the level of
political stability in which their companies are
located. This research on the determinants of
political stability in Indonesia has strengthened
the previous findings: the rule of law has a
significant positive effect, and the oil price has a
significant negative effect on political stability in
Indonesia. The novelties of this research are
establishing a model of political stability for
Indonesia and explaining why increased
corruption control actually has a negative impact
on political stability in Indonesia. This finding
should not be interpreted as an appeal for the KPK
to lower its performance in arresting corruptors.
In fact, politicians in government positions realize
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that any corrupt actions will eventually be
revealed and will damage the government's image
to disrupt political stability. Therefore, it is
expected that all behave honestly and obey the
applicable law.

The limitations of this study are that some
important data relating to political stability, the
rule of law, and control of corruption for
Indonesia do not have a long enough period
recorded in the secondary data that can be found.
However, suppose in the future these data can be
completed and expanded. In that case, the
determinants of political stability and the
multivariable regression model for political
stability in Indonesia can hopefully be further
developed.
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