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ABSTRACT: Regional-owned enterprises (Badan Usaha Milik Daerah/BUMD) occupy a strategic
position in Indonesia's decentralized fiscal architecture, tasked with generating own-source
revenue while delivering public services. Their dual mandate as commercial entities and local-
policy instruments exposes them to persistent political intervention from regional heads,
legislative councils, and local political elites. This study examines how regional political
intervention influences BUMD managerial performance and financial governance, via a structured
narrative literature review of national and international peer-reviewed studies (1989-2026). Using
agency theory and political budget cycle theory as analytical lenses, the study synthesizes findings
from twenty Sinta and Scopus-indexed sources identified via a PRISMA-informed search of Scopus,
Google Scholar, and Sinta-indexed portals. The discussion centers on three points: how politically
motivated appointments erode managerial performance; how BUMD budgeting and financial
governance are distorted around electoral cycles; and how good corporate governance and
institutional oversight moderate these effects. The review finds that political intervention
systematically undermines competence-based managerial selection, encourages election-driven
investment and expenditure patterns, and reduces financial governance reliability effects
substantially attenuated where transparent appointment mechanisms, independent supervisory
boards, and enforced accountability structures exist. The study concludes with policy implications
for strengthening BUMD management’s institutional insulation from short-term political
interests.
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INTRODUCTION

Decentralization reforms since 1999 have transformed Indonesia's regional governments into
central actors in local economic development, and one of the primary instruments through which
this role is exercised is the regional-owned enterprise, or Badan Usaha Milik Daerah (BUMD).
Regulated most recently under Government Regulation Number 54 of 2017 on Regional-Owned
Enterprises, BUMD are formally established to generate regional own-source revenue
(Pendapatan Asli Daerah/PAD), provide public goods and services such as clean water, public
transportation, and regional banking, and act as an instrument of regional economic
development policy. More than 1,000 BUMD units currently operate across Indonesian provinces,
cities, and regencies, holding hundreds of trillions of rupiah in combined assets. Despite this scale,
the aggregate financial contribution of BUMD to regional revenue remains modest, and
numerous units continue to record chronic losses, weak asset utilization, and governance failures.

A recurring explanation offered in the public administration and accounting literature for this
persistent underperformance is the structural exposure of BUMD to political intervention from
regional heads (governors, regents, and mayors) and regional legislative councils (DPRD), who
typically hold appointment authority over BUMD boards of directors and supervisory boards.
Because BUMD directors and commissioners are frequently appointed, retained, or dismissed
based on political loyalty and electoral considerations rather than managerial competence,
agency theory predicts a widening of the gap between the interests of professional managers
(agents) and the interests of the regional government and public (principals) (Eisenhardt, 1989).
Politically motivated appointments create what may be termed “political agency costs”: managers
who owe their position to political patrons are less likely to act as autonomous, performance-
oriented executives and more likely to prioritize the political survival of their patrons, particularly
around local election cycles (Chen, Sun, Tang, & Wu, 2011).

This phenomenon is not unique to Indonesia. Comparative evidence from state-owned and
municipally owned enterprises internationally shows that political connectedness of board
members and directors materially shapes corporate financial outcomes. Giosi and Caiffa (2021)
demonstrate that politically connected state-owned enterprises in Italy experience differentiated
market reactions tied to the political status of their directors, while de Pilla, Peci, and de Oliveira
Leite (2025) find that the financial performance of state-owned enterprises is systematically
associated with the political ideology of the controlling government. At the subnational level,
where BUMD operate, this incentive structure is intensified: local elections are typically more
candidate-centered and less shielded by stable party identification, which increases incumbents'
incentive to use enterprises under their control-most visibly through investment and hiring
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decisions to enhance re-election prospects (Setyaningrum & Saragih, 2019; Buehler,
Nataatmadja, & Anugrah, 2021).

Financial governance is equally exposed to these dynamics. The concept of the “political budget
cycle” describes the tendency of incumbent governments to manipulate fiscal instruments-
including through affiliated enterprises-in the period preceding an election, typically through
expanded spending, revenue concessions, or asset transfers designed to be electorally visible
(Boll & Sidki, 2021; Asatryan, Christofzik, & Nover, 2025). Because BUMD sit at the interface
between commercial accountability and political control, they are particularly susceptible to
being used as an “off-budget” channel through which local incumbents pursue electorally
motivated investment, even where such investment does not serve sound financial governance
or long-term institutional sustainability.

Despite the breadth of international evidence on political intervention in state-owned
enterprises, work that specifically addresses how this intervention translates into managerial
performance outcomes and financial governance quality within the distinct institutional setting
of Indonesian BUMD-characterized by dual regulatory oversight, a comparatively
underdeveloped professional director market, and comparatively weak external audit
enforcement-remains fragmented. Existing Indonesian studies tend either to examine political
dynasties and local government financial performance in the aggregate (Setyaningrum & Saragih,
2019) or to examine BUMN-level (nationally owned) corporate governance and financial
performance without directly addressing the regional/local ownership dimension (Nurhidayanti,
Listari, & Efrianti, 2023; Ramadhani, Suhendro, & Siddi, 2022).

Accordingly, this study poses two research questions: (1) through what mechanisms does regional
political intervention affect the managerial performance of BUMD, particularly with respect to
management appointment and managerial autonomy; and (2) how does regional political
intervention, particularly around local electoral cycles, affect the quality of BUMD financial
governance, including budgeting behavior and financial reporting reliability? A related third
guestion examines the extent to which good public governance mechanisms can moderate these
effects. The objective of this study is to synthesize existing scholarly evidence both international
and Indonesian into a coherent conceptual account of these mechanisms, providing an evidence
based foundation for policy recommendations aimed at strengthening the institutional insulation
of BUMD from short term political interests.
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METHOD

This study adopts a qualitative conceptual research design based on a structured narrative
literature review, informed by the reporting logic of the PRISMA 2020 statement (Page et al.,
2021), although it does not constitute a full systematic review or meta-analysis given the
heterogeneity of methodologies and units of analysis across the source literature, which spans
national level state owned enterprises, subnational public enterprises, and listed politically
connected firms. The PRISMA framework was used only to structure a transparent and
reproducible identification, screening, and synthesis process rather than to conduct a quantitative
meta analysis.

Literature identification was conducted between July and August 2026 across three categories of
sources: (1) international peer-reviewed journals indexed in Scopus, accessed through publisher
databases including Emerald Insight, Oxford Academic, Wiley Online Library, Elsevier
ScienceDirect, and SAGE Journals; (2) Indonesian accredited journals indexed in Sinta (Science
and Technology Index), accessed through journal portals and Google Scholar; and (3) foundational
theoretical and methodological references directly underpinning the analytical framework.
Search terms combined the following keyword clusters using Boolean operators: (“political
intervention” OR “political connection” OR “political dynasty” OR “political budget cycle”) AND
(“state-owned enterprise” OR “regional-owned enterprise” OR “BUMD” OR “BUMN” OR “public
enterprise” OR “local government”) AND (“managerial performance” OR “financial performance”
OR “financial governance” OR “corporate governance”).

Inclusion criteria required that a source: (a) be published in a peer-reviewed journal indexed in
Scopus or Sinta, or constitute a widely cited theoretical or methodological contribution directly
foundational to the analytical framework; (b) directly address the relationship between political
factors (intervention, connection, dynasty, or budget cycles) and either managerial/organizational
performance or financial governance outcomes in a state-owned, regionally owned, or politically
connected enterprise context; and (c) be published between 1989 and 2026. Sources were
excluded where they addressed political intervention in purely private-sector, non-state-affiliated
firms without a public-ownership or public-governance dimension, or where full bibliographic
details, including a verifiable Digital Object Identifier (DOI), could not be established.

Following identification, an initial pool of literature was screened for topical relevance based on
title and abstract review, followed by a full-text eligibility assessment against the inclusion criteria
above. Twenty sources satisfied all inclusion criteria and were retained for synthesis, comprising
international empirical studies on politically connected state-owned and listed enterprises,
Indonesian empirical studies on BUMN/BUMD governance and local government financial



Vol. 01, No. 02, September 2026

performance, and the theoretical and methodological references (agency theory and PRISMA
reporting guidance) underpinning the analytical framework. All references were managed using
Mendeley Desktop reference management software and formatted according to the American
Psychological Association (APA) 7th edition citation style.

The analytical framework applied to synthesize the selected literature integrates two
complementary theoretical lenses. First, agency theory (Eisenhardt, 1989) frames the relationship
between BUMD management (agents) and the regional government as owner and the public as
ultimate principal, treating politically motivated appointment and monitoring practices as a
source of elevated agency costs. Second, political budget cycle theory (Boll & Sidki, 2021;
Asatryan et al., 2025) frames the temporal dimension of political intervention, in which budgetary
and investment behavior in politically controlled enterprises becomes systematically distorted
around election periods. Data synthesis followed a thematic approach: findings from the retained
sources were coded into three recurring themes-(1) politically motivated managerial
appointment and its performance consequences; (2) election cycle driven distortion of budgeting
and financial governance; and (3) the moderating role of institutional and governance safeguards-
which structure the presentation of findings in Section IIl.

RESULT AND DISCUSSION
Politically Motivated Managerial Appointment and Managerial Performance

The clearest and most consistently reported mechanism connecting regional political intervention
to weakened managerial performance in BUMD concerns the appointment process for directors
and supervisory board members. Under prevailing Indonesian regulation, regional heads retain
substantial discretionary authority over BUMD leadership appointments, creating structural
conditions closely analogous to those documented in the international state-owned enterprise
literature, where boards and executives are appointed through political offices and are
consequently vulnerable to being used to advance the political interests of their appointing
authority rather than the commercial or public-service objectives of the enterprise itself.

Agency theory provides the clearest interpretive lens for this mechanism (Eisenhardt, 1989).
Where an appointing principal values political loyalty above managerial competence, the
resulting contract between principal and agent is no longer primarily outcome-based-tied to
measurable commercial performance-but becomes behavior-based and politically contingent,
rewarding conformity with the patron's political interests rather than efficient resource use.
Empirical evidence from politically connected enterprises internationally supports this
interpretation. Ding, Jia, Wu, and Zhang (2014) find that executive political connections shape
firm performance differently in privately controlled versus state owned enterprises, with political
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ties in state owned contexts more closely associated with rent-seeking behavior than with the
acquisition of resource advantages that improve performance. Consistent with this, Wati,
Primiana, Pirzada, and Sudarsono (2019) show that in Indonesian politically connected
conglomerates, block holder ownership structures interact with political connection to shape firm
performance, indicating that ownership concentration can either amplify or restrain the
performance consequences of political ties depending on the alignment of block holder
incentives with long-term firm value. Similarly, Maaloul, Chakroun, and Yahyaoui (2018),
examining Tunisian companies following the 2011 revolution, find that political connections were
associated with deteriorating firm performance and value once the political patronage networks
underpinning those connections were disrupted, indicating that performance gains attributed to
political connectedness are frequently contingent on continued political protection rather than
genuine managerial efficiency.

The Indonesian evidence is broadly consistent with this pattern, although it is documented
primarily at the aggregate local-government level rather than at the level of individual BUMD
units, reflecting a gap that this review identifies as a priority for future empirical research.
Setyaningrum and Saragih (2019), examining a matched sample of Indonesian local governments
between 2010 and 2015, find that political dynasties-defined as family or kinship linkages
between successive or concurrent regional office holders are associated with significantly weaker
local government performance, an effect that plausibly extends to BUMD given that regional
heads within dynastic networks retain the same appointment authority over enterprise
leadership as non-dynastic incumbents. Because BUMD directorships are frequently treated as a
resource for political patronage-analogous to the pattern documented internationally by Liu, Liu,
Tian, and Wang (2018), who show that government connected Chinese listed firms experience
differentiated persistence of profitability tied to the durability of their political connections-the
appointment channel represents a direct and mechanistically clear pathway through which
political intervention degrades BUMD managerial performance. Where appointment criteria
substitute political loyalty for demonstrated managerial competence, the resulting performance
deficit manifests in weaker strategic decision-making, higher turnover of professional (non-
politically affiliated) staff, and reduced organizational capacity to pursue commercially disciplined
operational strategies (Chen, Sun, Tang, & Wu, 2011).

Political Budget Cycles and the Erosion of Financial Governance

The second focal mechanism concerns the temporal patterning of political intervention around
local electoral cycles and its consequences for BUMD financial governance, encompassing
budgeting behavior, capital allocation, and the reliability of financial reporting. The political
budget cycle literature provides robust comparative evidence that incumbent governments
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systematically alter fiscal and investment behavior in the period preceding an election in ways
intended to maximize electoral visibility rather than to optimize commercial or fiscal outcomes.
Asatryan, Christofzik, and Nover (2025), analyzing more than 10,500 municipally owned
enterprises in Germany, find substantial election-cycle effects in both core government and
enterprise-level public investment, with municipal officials using enterprise-level investment as a
supplementary channel to enhance re-election prospects precisely because voters find it more
difficult to attribute the costs and benefits of enterprise-level spending directly to incumbent
politicians. This finding is particularly salient for the BUMD context, since the same attribution
ambiguity that Asatryan et al. document in the German municipal setting is arguably more
pronounced within Indonesia's regional public enterprises, which typically operate with lower
financial transparency and less standardized public reporting than core regional government
budgets.

Complementary evidence from Boll and Sidki (2021) demonstrates that the degree of political
fragmentation within local government councils independently shapes the governance behavior
of municipally owned public enterprises, suggesting that BUMD financial governance is sensitive
not only to the electoral calendar but also to the underlying political composition and stability of
the regional government that owns and oversees them. Where regional executive-legislative
relations are fragmented or contested, financial governance processes-such as budget
ratification, dividend policy, and capital injection decisions-are more likely to be subordinated to
short-term political bargaining rather than governed by consistent financial management
principles. In the Indonesian local government context specifically, Lewis and Dong (2025) show
that the transition to direct mayoral elections in clientelistic local political environments produces
measurable and systematic effects on public spending patterns and service delivery outcomes, a
dynamic that plausibly extends to BUMD given their formal role as an instrument of regional
public service delivery. Similarly, Andonoska and Alda (2026), examining local government
revenue policy under decentralization, find that local elections disrupt the structure and
collection pattern of local government revenues, a finding directly relevant to BUMD given their
contribution to regional own-source revenue through dividend remittance.

Within Indonesia specifically, Setyaningrum and Martani (2018) identify a set of institutional and
political determinants of local government performance, underscoring that financial governance
outcomes at the local level-including, by extension, BUMD financial governance cannot be
adequately explained by financial or managerial factors alone but must account for the political
institutional environment within which local financial decisions are made. Taken together, this
body of evidence indicates that regional political intervention degrades BUMD financial
governance not merely through isolated instances of politically motivated decision making, but
through a systematic, cyclical pattern tied to the electoral calendar, in which budgeting discipline,
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investment prioritization, and financial reporting integrity are all subject to periodic distortion
around election periods.

The Moderating Role of Good Public Governance and Institutional Oversight

The third focal point addresses the extent to which these negative effects of political intervention
can be mitigated through governance mechanisms internal and external to the enterprise. The
literature reviewed here converges on the conclusion that the relationship between political
intervention and BUMD performance and financial governance is not fixed but is systematically
moderated by the strength of the governance institutions surrounding the enterprise.
Setyaningrum and Saragih (2019) provide direct empirical evidence for this moderating
relationship at the Indonesian local government level, finding that good public governance
practices significantly weaken the negative effect of political dynasties on local government
performance, implying that transparent, accountable, and participatory governance structures
can substantially offset-though not fully eliminate-the performance costs associated with
politically motivated leadership.

At the enterprise level, evidence from Indonesian state-owned enterprise studies reinforces this
conclusion, even though this literature is predominantly focused on nationally owned (BUMN)
rather than regionally owned (BUMD) enterprises-a distinction this review treats as an important
scope limitation given the differing regulatory architecture between the two categories, but one
that nonetheless offers directly transferable governance insights given the structural similarity of
their ownership and oversight arrangements. Nurhidayanti, Listari, and Efrianti (2023) find that
board composition variables-specifically board size, the presence and size of an independent
board of commissioners, and audit committee size-are significantly associated with the financial
performance of Indonesian state-owned companies, indicating that formal governance
architecture, when properly implemented and independent of purely political appointment logic,
exerts a measurable disciplining effect on enterprise financial outcomes. Similarly, Ramadhani,
Suhendro, and Siddi (2022) find that good corporate governance implementation is significantly
associated with the financial performance of Indonesian state-owned enterprises, reinforcing the
proposition that governance quality functions as a structural counterweight to the agency costs
generated by politically motivated appointment and oversight practices.

The moderating function of governance institutions operates, this review suggests, through at
least three complementary channels. First, independent supervisory boards and audit
committees increase the monitoring intensity applied to management, raising the cost to a
political patron of directing enterprise resources toward non-commercial, electorally motivated
ends, consistent with the classical agency-theoretic proposition that stronger monitoring reduces
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the scope for opportunistic behavior (Eisenhardt, 1989). Second, transparency and disclosure
requirements-including standardized financial reporting and public accountability mechanisms-
reduce the information asymmetry that enables politically motivated financial decisions to escape
scrutiny, a dynamic implicit in the related-party-transaction literature, where Lee, Jung, and Utami
(2026) find that politically connected Indonesian listed firms are more likely to use related-party
transactions in ways that destroy shareholder value, underscoring how weak disclosure and
oversight regimes create the operational space within which politically motivated, value-
destroying transactions can occur without adequate accountability. Third, broader democratic
and constitutional accountability mechanisms-such as those examined by Insani, Meilani, and
Iman (2026) in their analysis of how political dynasties can distort the separation of powers and
bias public resource allocation suggest that BUMD governance reform cannot be treated purely
as a corporate or technical matter but must be situated within a wider agenda of strengthening
local democratic accountability, including regulatory limits on the discretionary appointment
authority currently vested in regional heads.

Collectively, the evidence synthesized across these three focal points indicates that regional
political intervention exerts a measurable and mechanistically traceable negative influence on
both the managerial performance and the financial governance of BUMD, operating principally
through the appointment channel and through the electoral cycle driven distortion of budgeting
and financial decision-making, but that this influence is neither uniform nor immutable: it is
substantially conditioned by the strength of the governance architecture appointment
transparency, board independence, disclosure quality, and external democratic accountability
within which individual BUMD units operate.

. CONCLUSION

This study has examined, through a structured narrative review of twenty accredited national and
international sources, how regional political intervention shapes the managerial performance and
financial governance of regional-owned enterprises (BUMD) in Indonesia. Two principal
mechanisms emerge from the synthesized literature. First, the discretionary authority retained
by regional heads and legislative councils over BUMD managerial appointments creates
conditions consistent with elevated agency costs, in which loyalty-based rather than competence
based selection criteria degrade strategic decision-making capacity and organizational
performance. Second, BUMD financial governance is systematically vulnerable to political budget
cycle dynamics, in which budgeting, investment, and reporting behavior become distorted in the
period surrounding local elections, reflecting incumbents' incentive to use enterprise-level
resources as a comparatively low-visibility channel for electorally motivated spending. At the
same time, the evidence indicates that these effects are meaningfully moderated by the strength
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of internal and external governance mechanisms, including independent supervisory boards,
audit committees, transparent disclosure practices, and broader democratic accountability
structures.

These findings carry direct policy implications for Indonesian regional governments and the
national regulatory frameworks that inform BUMD governance. Strengthening the
professionalization of BUMD director and commissioner appointment processes through fit and
proper testing mechanisms genuinely independent of regional executive discretion, fixed and
staggered board terms that reduce direct alignment with electoral cycles, and mandatory
minimum standards for independent board representation would directly address the
appointment-channel mechanism identified in this review. Complementary reforms to strengthen
financial disclosure standards, external audit enforcement, and public reporting requirements for
BUMD would reduce the information asymmetry that currently enables politically motivated
financial decisions to escape effective public and legislative scrutiny.

This study is subject to important limitations inherent to its conceptual, literature based design.
As a narrative rather than a systematic quantitative review, the synthesis presented here does not
permit a pooled statistical estimate of the magnitude of political intervention effects, and the
literature specifically addressing BUMD as distinct from nationally owned BUMN or
internationally comparable subnational public enterprises remains comparatively limited,
requiring the review to draw partly on adjacent and comparative literatures. Future research
would benefit from direct, quantitative empirical investigation of the relationship between
measurable indicators of political intervention, such as the political affiliation or tenure alignment
of BUMD directors, and BUMD-specific financial and managerial performance indicators across a
representative sample of Indonesian regions, ideally employing panel data methods capable of
isolating the electoral cycle effects identified conceptually in this review.
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