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Abstract 

 
The State Owned Enterprises (SOEs) is important part of the 

contemporary public sector reform. They’are growing force to the 

national development and globally by increasing contribution to the 

global economic and governance (Pricewaterhouse, 2015). In 

Indonesia, since the era of Old Order (1945-1966), New Order 

(1966-1998) to Reformasi (1998-current), SOEs have been 

inseparable instruments in the social and economic development 

(Mardjana, 1992). Beside their profit motive, SOEs have attributable 

social benefits for the purpose of public service. The larger the SOE 

sector, the larger government’s direct influence over the public 

sector (Smith and Trebilcock, 2001). However, SOEs have been 

associated with major governance cases in Indonesia such as being 

rigid, bureaucratic and poor services in distributing service to the 

public and the performances were below average compared to their 

peers (Chang, 2007; Wicaksono, 2008; Hill, 2000). These 

circumstances have created a perception of how incompetent the 

government is in implementing policy (McLeod, 2005) and lead to the 

minimum aggregate of public value creation. In some SOEs 

considered a success story, the performance is merely limited to the 

“business value” creation rather than “public value” creation. SOEs 

reform existed to respond to the problem through variety of reform 

options and has been considered among critical reform beside 

beauracratic, decentralization and fiscal reform. The purpose of this 

paper is to investigate key determinants factors to improve SOEs’ 

capacity in public value creation, specifically from SOEs reform 

agendas  using predominatly several key concepts including of  

Public Value (Moore, 1995), TIMM (PWc, 2015), Public Sector 

Reform (Cayden, 1969; ) and through the utilization of Soft Sytems 

Methodology as the action research approach. 
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I. INTRODUCTION 

 

State Owned Enterprise (SOEs)/Badan Usaha Milik Negara 

(BUMN) according to UU No. 19 2003 is defined as: 

 
Badan usaha yang seluruh atau sebagian besar modalnya dimiliki oleh 

negara melalui penyertaan secara langsung yang berasal dari kekayaan 

negara yang dipisahkan. Kekayaan negara yang dipisahkan adalah kekayaan 
negara yang berasal dari Anggaran Pendapatan dan Belanja Negara untuk 

dijadikan penyertaan modal negara pada persero  dan/atau Perum serta 

perseroan terbatas lainnya. 

 

SOEs own dual objective motive  both economic objective 

(profit motive, support economic growth and fiscal 

sustainability) and public service objective (article 2, UU No: 

9, 2003). SOEs is inseparable part of public sector as a whole, 

entity whose activities deal with effort to produce goods and 

services and public service in order to fullfill public need and 

right  (Mardiasmo, 2002). 

 

Picture 1.1 

SOEs position in public sector domain 

                                                                             

SOEs has been considered as classical as well as 

contemporary phenomenon. It can be viewed from discussion 

and debate surrounding its role and responsibility which are 

existed since the era of 1920s to date. Started from modest 

beginning, the presence of SOE is becoming more significant 
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nowadays. One of the indicator can be shown from the list of 

world’s biggest enterprise conducted by Fortune Global 500 

(please see graph 1.1). In 2005, proportion of SOEs among the 

500 top companies is only 9%, ten (10) years later, in 2014, 

the proportion increase to 24% (Pricewaterhouse, 2015).  

 

Graphic 1.1 1 

Share of SOEs in list of Fortune 500 

 

The State Owned Enterprise (SOE) is a key instrument in the 

Indonesian economy. Since the era of Old Order (1945-1966), 

New Order (1966-1998) to Reformasi (1998-current), SOEs 

have been inseparable instruments in the Indonesian social and 

economic development (Mardjana, 1992). SOEs are the 

backbone of public infrastructure projects such aa road, port, 

airport, telecommunication facility, post office (Abeng, 2001). 

Between 1997 to 1999, the tax contribution of SOEs achieve 

43%-59%. 

 

The State-Owned Enterprise (SOE) in developing countries 

exists due to a mix of political, ideological and economic 

reasons. Beside their profit motive, SOEs have attributable 

social benefits for the purpose of public service such as 

providing methods for income distribution or maintaining 

employment. The larger the SOE sector, the larger 

government’s direct influence over the public sector (Smith 

and Trebilcock, 2001). There are currently 139 enterprises 

managed by the Ministry of SOE with accumulated assets 

representing 40% of the Gross Domestic Product (GDP) and 

employing almost one million staff. The reform in Indonesian 

social and economic development has been implemented hand 

in hand with SOEs Reform which has been conducted through 

ministry of SOEs.  

 

Historically, SOEs are privileged because they have been 

protected by the government to sell goods and services to the 

                                                           
1Fortune 500 is a list of world’s biggest enterprise in term of aset size. 

Pricewaterhouse Cooper, a global consulting firm utilize   fortune 500 as a 
reference to see the development of SOEs, written in the report  tittled  “State-

Owned Enterprise: Catalyst for Public value Creation? (2015)”. 

public. Unfortunately, they have been associated with major 

corruption cases in Indonesia, being rigid, bureaucratic and 

poor services in distributing service to the public (Chang, 

2007).  There has been a significant value destruction of SOEs 

due to corruption and inefficiency (Abeng, 2001). 

 
Graphic 1. 2 
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The SOEs performances were below average compared to 

their peers. They are ranked poorly in various ratings on 

corporate governance (Wicaksono, 2008) and continue to 

struggle with low profitability, overstaffing, unfocussed 

operations and poor productivity (Hill, 2000). Moreover they 

encountered tremendous challenges in managing the 

competitive advantage situation especially towards the 

competition from both private and multinational companies. 

Inefficiency has flourished in many state–owned enterprises. 

These kinds of circumstances have created a perception of 

how incompetent the government in regard to the policy 

implementation (McLeod, 2005) and lead to the minimum 

public value creation. In some SOEs considered as success 

story, the performance is merely limited to the “business” 

performance rather than “public service” performance. 

 
Graphic 1.3 
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SOEs reform existed to respond to the problem through 

variety of options. SOEs reform in several countries has been 

driven by several major issues including of governance 
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(corruption), inefficiency of state-owned enterprise, 

performance in operational/financial dimensions, service 

delivery (telecommunication), growing number of public 

employees (effect of nationalization) and growing value of 

debt (25% -50% total outstanding debt). Policy holder need to 

address the issues and turn it into a plausible policy options to 

overcome the possible downsides in the future 

 

SOEs reform globally has been predominantly responded by 

utilizing privatization method. According to Staikouras 

(2004), privatization constitutes one of the most popular 

policy options to improve the performance of state-owned 

enterprise around the globe with more than 100 countries that 

have privatized their SOEs. Privatization in several countries 

is to access policies that have been thought to have worked 

effectively in other jurisdictions.   

 

The objective of SOE reform in the emerging countries is how 

best to achieve economic and social development in the age of 

globalization, how to spread more widely the benefit and 

mitigate the potential negative impacts of international 

economic integration and how to alleviate poverty so that 

larger numbers of people can participate in productive 

activities and gain access to social services essential for 

human development.  

 

State of the Art dan Novelity 

 

The discourse related to SOEs reform both conducted 

institutionally or individually has been evolving for a quite 

long of periods espesially in regard to the ideal role od SOEs 

as the public value and business value creator. Nevertheless, 

the focus of the research is still focusing predomintantly on 

the business value creation rather than public value creation.  

 

The gap are also reflected on the majority of research related 

to SOEs that the crtical part of SOEs reform is the 
improvement of business performance that lead to the 

improvement of public service through privatization (World 

Bank, 1995; Toto, 2010; Irianto, 2004: Yusroni, 2007 and 

Astami & Neilson, 2010). On the other hand, study on public 

value creation is limited to bureaucracy and government 

(Moore,1995; Silver, 1998; Mulgan, 2002) or public value 

creation in specific field such as enterpreunership (Soeling, 

2016) 

 

This research is expected to contibute to the theory and also to 

the practice and policy in order to improve the role of SOEs. 

The contribution is dedicated to knowledge in administrative 

science, reform and public value creation. The differentiation 

compare to other research related to SOEs are the focus of 

public value creation during SOEs reform and -in addition to 

that –the period of research covered during the era post new 

oder/Soeharto (1998-2016). 

 

 

 

Tabel 1.1 

Previous research related to SOEs and value creation 

 

SOEs Reform Business value Creation Public Value Creation 

New Order and 

before 

World bank (1995) Moore (1995), Stiver 

(1998), 

Post new order Aivizian (2002), Toninelli 

(2000), Yasin (2003), 

Staikoras (2004), Mcleod 

(2002)Wicaksono (2008), 

Toto (2010), Irianto 

(2004), Staikoras (2004), 

Chang (2007), Yusroni 

(2007) dan Astami & 

Neilson (2010). 

Mulgan (2002), Marjana 

(1992), Soeling (2016) –

enterpreneurship 

Nugraha (2020?) - SOEs 

 

 

Research Interest:  

 

The research part of the paper has interest to enrich the 

concept of public value (Moore, 1995) a theory that has been 

introduced and used widely in bureaucracy (Moore, 2015) but 

uniquely in this research will be adopted in the area of SOEs. 

The research also plan to elaborate the extension of the 

concept of TIMM (PWc, 2015) and Creating Shared Value 

(Porter, 2011) in the context of Indonesia. 

 

Problem Solving: 

 

The research limit the scope of SOEs to the event of Reform 

that has been experienced by Indonesia for several periods 

during old order until post new order era.  instead of to cover 

overall universe of SOEs. The outcome is expected to be used 

and exercised as a learning experience factor for the future 

especially in the case of SOEs reform.  Eventually, the 

research plan to introduce  Business-Societal Value Creation 

Matrix as a tool to use the application of public value creation 

concept in practice. 

  

II. THEORETICAL FRAMEWORK 

 
SOEs Reform 

 

In general, reform exists to respond to existing problems and 

to improve current landscape especially when the state 

experience problem like crisis and also leadership transition 

(Poliit and Bouckaert, 2001). In addition to that, reform is also 
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an effort to optimize performance of individual, groups or 

institutions (Caiden, 1969). SOEs is inseparable institution 

within public sector through the public service objective. 

Therefore, any reform in public sector will have impact to the 

SOEs and vice versa.  

  

In the case of SOEs, the core issues during reform 

predominantly are the abuse of power, low productivity, 

unfocus operational activity (Hill, 2000),  low quality of 

public service and unstreamed organization structure 

(Chang,2007), improvement of corporate governance 

(Wicaksono, 2008).  At the macro level, SOEs reform is 

needed to support the improvement of bottleneck in economy , 

to reduce pressure on state budget (Yasin,, 2003) also to 

support development and economic recovery post crisis 

(Forfas, 2008). Specifically, in the developing countries, the 

objective of SOEs reform is about how to achieve social and 

development objective in the era of globalization, how to 

widely spread the risk and advantage of economic integration 

and to reduce poverty level in general whereas through SOEs, 

public can actively participate on productive initiative and 

gather welfare access essential in the human development 

(World Bank, 2010). 

 

There are various reform options that can be conducted, 

among other are restructuring, merger, acquisition, operational 

partnership and private participation through go public and 

strategic sales (privatization) (Mardjana, 1992), 

corporatization (Aivizian, 2002) or even nationalization of 

private or multinational company (Toninelli, 2000). 

Nationalization of significant of private banks in the era of 

finansial crisis in 1997 has given birth to a institution called 

BPPN (Badan Penyehatan Perbankan Nasional) established 

to become foundation of financial sector solidity today.   

 

Farazmand (2001) emphasize the importance of exploring 

various SOEs reform type as privatization is not the only one 

solution as SOEs problem will be different from country to 

another country and so do the result of privatization. World 

Bank (1995) conducted a survey and reported a mix 

performance of the reform through privatization in different 

jurisdictions. There are three categories of results where 

countries are regarded better performers (Chile, Republic of 

Korea and Mexico), mixed or medium performer (Egypt, 

Ghana, Philipines) and poor performers (India, Senegal and 

Turkey).  

 

It can be seen that privatization is not always the solution to 

address SOEs problem especially in the case of “public value” 

delivery. Not to mention the “moral hazard” resulting from the 

process in some cases including in Indonesia (Mcleod, 2002). 

Aivizian, Ge, Qiu (2002)  offer the idea of corporatization as 

one of the reform alternative exercised internally with 

minimum intervention from outside in order to improve the 

practice of corporate governance. This option is working 

smoothly in China signed by the significant contribution to the 

state budget and also efficiency improvement .   

 

The debate on the reform option has been taking place for 

quite some time, however the focus is still on the business 

value creation (efficiency, effectivity and economy).  SOEs 

has gone through a long period of reform with different 

emphasize- old order (nationalization), new order 

(restructuring and privatization), reform order (profitisasi) and 

currently through strengthening synergy among SOEs 

(Holding). They are predominantly consist of various initiative 

to increase business performance . It is time to reflect on the 

function of SOEs for public service obligation (PSO) where 

public interest become central point of SOEs reform without 

reducing professional judgement and business interest as a 

requirement to sustain the instituion. More importandly when 

the official of ministry mentions recently on the limitation of 

SOEs role in carrying task of public service and public 

empowerment  (Alloy, 2017). Mardjana (1992) has done 

research to investigate the public role in both old order and 

new order, nevertheless the dynamic development in the era of 

post new order need extended research to picture the current 

condition . 

 

Public Value 

 

SOEs are entities located both in public and private/business 

domain. Therefore, they have dual objective in legislation both 

the catalyst for public and business value creation. Framework 

of “public value” is needed to focus on the interest of the users 

and stakeholders. Public value refers to the value created by 

government through services, laws regulations and other 

actions. Value and high level of choices of public policy are 

made by governments but public references are at the heart of 

public value theory because in democracy only the public can 

determine what is truly valuable (Mulgan, 2002).  

 
According to King and Stiver (1998), government belongs to 

citizen so that public administrator should focus their 

responsibility to serve and empower citizens. Citizens are no 

longer customer of public services. Instead, they are a 

producer and designer of public policy. In the case of SOE 

reform, through the framework, what makes public service 

distinctive, according to Moore, is that they involve claims of 

rights by citizens to service that are publicly provided because 

they are authorized and funded when using state-owned asset 

such as authority and money approved by public which is 

including any policy option linked to the effort to improve 

SOEs, it should be directed to the public’s interest both wholly 

or partly and other stakeholder. 

Which policy will achieve the desired purposes most 

effectively? Answering the question is the reason behind of 

policy analysis and foundation of good policy advisory (Scott 

and Karen, 2010). According to Moore (1995), the purpose of 

policy is to tell a story about creating public value, how 

government may exercise its authority (role) in developing 

programs (instruments) to serve public purposes (intended 

results).  
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SOEs are perceived as the arm length of government 

especially on the execution of development program. 

Therefore, the performance of SOEs are the reflection of 

government’s performance. The poorly ranked performance of 

SOEs have created a perception of how incompetent the 

government is in implementing policy (McLeod, 2005) and 

lead to the minimum public value creation In some SOEs that 

has been considered a success story, the performance is 

merely limited to the “business” performance rather than 

“public service” performance. 

 

Research on public value creation has been conducted by 

government but have not touched the entity like SOEs even 

though SOEs is part of machinery of government.  The benefit 

of public value concept is to give indication of a successful 

public service  and bring testable model.   

 

TIMM   

 

TIMM (Total Impact Measurement and Management) is a 

concept to measure how far public value created in enterprise  

developed by  Pricewaterhouse Cooper (2015). The 

framework is a comprehensive approach covering dimension 

of social, environmental and economical from what an 

enterprise to achieve. The expected outcome from applying 

the framework are sustainable growth through high quality of 

public service, enviromentally friendly business model and the 

creation of innovation, employment and good perception    

 
Picture 2.2  Framework TIMM 

 

 

The framework wil place existing SOEs within  matrix 

Business Value-Public Value creation and easily compared 

from one to another (picture 2.3) 

 
 

 

 

 

 

 

 

Picture 2.3   

Matrix Business-Public Value Creation 

 

 

 
III. METHODOLOGY 

 

The research will utilize Soft System Methodology 

(Checkland, 2006) to gather comprehensive and contextual 

picture related to reform in order to bridge the transformation 

of SOEs in regard to public value creation. Based on dual 

imperative role of SSM Methodology, this research is 

expected to enrich and develop existing theory or model in 

public value concept. In addition to that, this research is also 

to find solution to improve the public role of SOEs 

 

At the implementation stage, research technique will be 

conducted initially through general interview with several 

informants and followed up by in-depth interview and FGD to 

informants who has relevant characteristics but different 

backgrounds including of the policy makers who are directly 

or indirectly related to SOEs, communities or groups deal with 

SOEs program. Meanwhile, the secondary data will be 

gathered through reports, journals and books related to SOEs 

reform and public value creation.  

 

 

IV DISCUSSION 

 

Based on initial discussion during May 2017 with policy 

holders both at the ministry of SOEs and SOEs officials, there 

is an indication of situation considered as problem according 

to the concept of public value (Moore, 1995), involving three 

elements of public value creation  which are authorising 

environment, public value capability and outcome. The 

situation can be viewed on the following rich picture (picture 

4.1) 
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Picture 4.1. Rich Picture 

 

The rich picture above describe the problem and complexity or 

SOEs role and function. From economic perspective, the 

development of SOEs in Indonesia has been progressively 

increasing over time. Currently, the number of SOEs grow to 

139 corporations and more than 700 subsidiaries with total 

aset of 5,000 Trillion Rupiahs or equivalent with 50% of 

Gross Domestik Product (GDP) and employ more than one 

million people. The grow of SOEs both number, total assets, 

profitabilty and employability perceived as the increase of 

SOEs competitiveness compare to the other type of enterprise 

both private and multinaational. Moreover, SOE is currently 

the most dominant player in certain industry such as 

infrastructure (Rosan, 2017). 

 

However, on the other hand, in the context of  role of public 

value creation is considered stagnant.  No more than 10% 

activity and effort from SOEs dedicated to such role  

(Aloysius K. Ro, 2017). Politicians convey the finding as the 

message of how weak attention of SOEs to public service 

(Hasto, 2016). Significant public value creation is also 

expected from other ministries or quasi government institution 

through supporting financing of development either from tax 

or dividend (ministry of finance), more atention to public 

health and environment protection (ministry of health and 

environment) and governance or combatting corruption issues 

(Commision of Corruption Eridication/KPK). Recent legal 

conviction of corruption involves CEO of major SOEs in 

Indonesia (PT Garuda and PT PAL among other) is a signal 

that governance still a big home work to be solved by policy 

makers surrounding SOEs. 

 

Refer to Aloysius K. Ro (2017), the other critical issues that 

arise is also expectation for any SOEs to implement both 

public and business value creation regardless type of SOEs, 

where in the past the dual function implemented by different 

type of SOEs such as Perum (Perusahaan Umum) for public 

service and PT (Perusahaan terbatas) for business 

performance 

SOEs reform found several factual problems in delivering 

public value creation: 

1. Inabsence of specific policy to require SOEs 

implement and achieve certain part of public value 

creation.  

2. Disconnetion of government grand strategy with the 

SOEs internal policy.    

3. Strategic decision making process (actors, decision 

typology and decision making) 

4. Inabsence of indicators that can be utilized to become 

guidance to implement public vakue creation.   

5. Unclear standpoint of government to stimulate and 

accelerate SOEs public value creation.   

6. SOEs politicking 

 

Root Definition of the research can be described as  “A 

system that can be utilized by SOEs to achieve optimal public 

service objective (P) through policy, organizational 

arrangement and improvement of operational capability (Q) in 

order to create role model of SOEs that can balance public and 

business value creation (R)”. 

 

To clearly define the problems, researcher use technique 

called CATWOE (Customers, Actors, Transformation 

Process, World View, Owners, Environmental Constraints). In 

this research, CATWOE in SOEs public value creation is 

elaborated in the table as follow:   

 
In the following stage, as enabler to research process, 

researcher build conceptual model framework to conduct 

research as has been previously stated, to frame SOEs reform 

as part of reform theory (Cayden,1969; Poliitt dan Boukaert, 

2011), Public Value (Moore, 1995) and TIMM (PWc, 2015).   

 

V. POLICY RECOMMENDATION 

 

Several key recommendations for improvement at the 

organizational and operational level in regard to the 

implementation of SOEs public value creation policy:  

   

1. The reiteration of leadership commitment towards the 

direction of SOEs in line with the spirit of legislation 

to create significant contribution to public value 

creation 

2. The amendment of legislation as a tool to strengthen 

SOEs obligation to obey the requirement to deliver 

public service at the operational level . 

3. The SOEs organization both at the level of ministry 

(special staff) and SOEs itself  (board of director or 

independent board commisioner) need to have 

designated function to oversee the implementation of 

public value creation delivery.  

4. SOEs needs to have designated strategic management 

policy in the context of public value creation   

5. Operational guidance for public value creation is 

needed to support vision and mission of SOEs    
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6. The necessity of policies to be sosialized intensively 

to the main stakeholders (public, related ministries, 

media, academics) so that awareness will be root 

down to the SOEs ecosystem.   

7. Evaluation is required to map position of SOEs in 

delivering the implementation of public value 

creation  from time to time, supported by  mechanism 

of reward and punishment to make sure that the 

policy plausible to be implemented at the oprational 

level.     

 

VI. CONCLUSION 

 

SOEs has gone through a long period of effort and struggle to 

increase their  quality and performance through various type 

of reforms, different approach in different eras. Old order with 

the “nationalization” approach, new order (restructuring and 

privatization) and reform order (profitisation ) and currently in 

the post reform order (Holding). Nevertheless, the reform 

process is viewed as lack of  value delivered to public as a 

whole. Therefore, to anticipate  opportunity to do reform in 

the future, it is necessary to improve function of public service 

obligation from many fronts such as amandement of 

legislation, organizational improvement and clear guidance 

supported by sufficient conceptual model.  
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