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Abstract: The establishment of Badan Pengelola
Investasi Daya Anagata Nusantara (Danantara)
represents a paradigmatic shift in Indonesia’s state
capitalism, consolidating state-owned enterprise
assets exceeding USD 57 billion within an
unprecedented super-holding governance structure.
This article employs constitutional political economy
and economic analysis of law to interrogate the
hypothesis that institutional designs permitting high
executive discretion without adequate constitutional
constraints generate exponential agency costs.
Through comparative institutional analysis
contrasting Danantara with Temasek Holding,
Khazanah Nasional, and 1MDB as a counterfactual
failure, this study applies Jensen and Meckling’s
(1976) agency theory, Williamson’s (1985)
transaction cost economics, and North and
Weingast’s (1989) credible commitment framework
to evaluate the efficiency implications of presidential
appointment authority. The analysis demonstrates
that Danantara currently occupies a suboptimal
position on the institutional possibility frontier,
positioned within a rent-seeking zone characterized
by high political interference risk and moderate
transparency. The article argues that legal
legitimacy depends upon implementing credible
commitment mechanisms, specifically
constitutionalized investment mandates, arm’s length
director selection procedures, and minority
shareholder protections, that constrain ultra vires
risks while preserving operational efficiency. These
findings demonstrate that without adequate
institutional engineering, asset consolidation
amplifies agency costs multiplicatively through
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cascading principal-agent relationships, potentially
resulting in welfare losses exceeding 8–12 percent of
assets under management.

INTRODUCTION
The fundamental paradox inherent in the governance of sovereign wealth resides in the

perennial tension between the imperative of executive flexibility necessary to navigate volatile
global capital markets and the democratic exigency of constraining state power to prevent fiscal
expropriation. This tension achieves its apotheosis in the Indonesian context through Law
Number 1 of 2025, which effectuates the most radical reorganization of state assets since the
post-colonial nationalization era by establishing Daya Anagata Nusantara (Danantara) as a super-
holding entity consolidating strategically vital state-owned enterprises (SOEs) under unified
investment management. With projected assets under management (AUM) exceeding 900 trillion
rupiah, Danantara instantaneously assumes position among the world’s largest sovereign wealth
funds (SWFs), yet emerges within an institutional context fundamentally divergent from the
governance ecosystems that enabled the success of benchmark entities such as Singapore’s
Temasek Holdings.

The constitutional architecture of Danantara creates a multi-layered principal-agent
problem that cascades from the constitutional principal (the populace), through political agents
(the Presidency), to managerial agents (the Supervisory Board and Executive Committee),
ultimately terminating at operational agents (SOE portfolio management). From the perspective
of constitutional political economy as articulated by Buchanan and Tullock (1962), such
representational designs possess direct and determinate implications for incentive structures and
the transaction costs of political bargaining. The absence of constitutionalized constraints on
appointment discretion generates conditions conducive to political capture, wherein the political
objectives of governmental agents systematically dominate economic efficiency considerations
(Shleifer & Vishny, 1994), potentially transforming Danantara from a wealth-maximizing vehicle
into an instrument of distributive politics and rent extraction (Krueger, 1974; Tullock, 1967;
Congleton, 2018).

Empirical evidence from the global SWF landscape substantiates the theoretical
prediction that governance quality significantly impacts investment performance. Bortolotti,
Fotak, and Megginson (2015) document a statistically and economically significant "SWF
discount" wherein announcement-period abnormal returns for SWF equity investments average
0.38 percent compared to 4.45 percent for comparable private investments, translating to an
average market capitalization discount of USD 60 million per investment. Crucially, this discount
proves 40 percent larger for autarchic SWFs (negative 1.57 percent) compared to democratic
SWFs (negative 1.12 percent), indicating that institutional constraints on executive power directly
influence value creation capacity. Bernstein, Lerner, and Schoar (2013) further demonstrate that
SWFs with political leader involvement exhibit 16 percent lower six-month returns compared to
those with external professional management, with particular underperformance concentrated in
domestic investments where political interference risks peak.

Conversely, the economic analysis of law tradition initiated by Posner (1986) and refined
by Calabresi and Melamed (1972) cautions against excessive legal formalism that might prevent
efficient breach or welfare-enhancing investments falling outside narrowly construed statutory
mandates. The optimal governance structure does not maximize constraints per se, but rather
identifies the efficient frontier where the marginal cost of additional legal constraints (in terms of
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foregone investment opportunities) equals the marginal benefit of reduced agency costs (in terms
of prevented rent-seeking and misallocation). This article contends that Danantara’s current
statutory framework, characterized by ambiguous ultra vires limitations and broad discretionary
powers concentrated in the executive branch, positions the institution within the high-risk
quadrant of this frontier, susceptible to the pathologies of politicization witnessed in failed SWFs
such as 1MDB, while lacking the institutional antibodies that have immunized Temasek against
political expropriation.

The theoretical contribution of this analysis lies in its integrative application of
constitutional political economy, agency theory, and transaction cost economics to the juridical
architecture of state investment vehicles. Unlike existing SWF literature that privileges portfolio
theory or geopolitical strategy, this study conceptualizes Danantara as a nexus of contracts
subject to the same economic constraints, information asymmetries, hold-up problems, and
residual loss, that characterize private corporate governance, albeit compounded by the unique
pathologies of public choice (Buchanan, 1987; Moe, 1984; Van Essen et al., 2012). Through
comparative institutional analysis employing Temasek as a successful benchmark, Khazanah as
an intermediate case, and 1MDB as a failure mode, this article tests the hypothesis that politically
controlled board appointments create selection bias favoring agents with high political loyalty
and concomitantly lower technical competence, thereby increasing tunneling risks and allocative
inefficiencies relative to arm’s length governance models (Faccio, Masulis, & McConnell, 2006;
Cullinan, Mahoney, & Roush, 2019).

METHOD
This study employs a comparative institutional analysis methodology combining doctrinal

legal analysis with the analytical frameworks of new institutional economics. The research design
utilizes a most-similar-systems approach wherein Danantara is compared with three contrasting
cases, Temasek Holdings, Khazanah Nasional, and 1MDB, selected based on shared
characteristics (Southeast Asian location, developmental state context, significant AUM) but
divergent outcomes in governance efficacy and value creation. This methodological strategy
isolates institutional variables, specifically, appointment mechanisms, ultra vires constraints, and
transparency mandates, as explanatory factors for variance in economic performance and rent-
seeking propensity (Przeworski & Teune, 1970; Mahoney, 2000).

Primary data sources comprise statutory instruments including Law Number 1 of 2025
concerning the Third Amendment to Law Number 19 of 2003 on State-Owned Enterprises, the
Government Regulation in Lieu of Law establishing Danantara’s operational framework, and
parliamentary deliberation records (naskah akademik). Secondary sources encompass audited
financial statements of Indonesian SOEs designated for consolidation, academic literature on
SWF governance indexed in Scopus Q1 journals, and comparative legal documentation from
Singapore’s Temasek Charter, Malaysia’s Khazanah Nasional Act, and the 1MDB post-mortem
audit reports (U.S. Department of Justice, 2016).

The analytical framework integrates four theoretical traditions without discrete literature
review segregation. First, Jensen and Meckling’s (1976) theory of the firm provides the lens for
analyzing agency cost cascades, quantifying monitoring costs, bonding expenditures, and residual
loss across the four-tier principal-agent chain. Second, Williamson’s (1979, 1985) transaction
cost economics evaluates whether the hierarchical integration achieved through the super-holding
structure economizes on market transaction costs or whether governance costs exceed these
savings due to politicized allocation. Third, public choice theory (Buchanan & Tullock, 1962;
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Krueger, 1974; Rowley, 2018) models the political economy of board appointments as rent-
seeking contests wherein distributive coalitions capture regulatory rents through control of
investment flows. Fourth, North and Weingast’s (1989) credible commitment framework assesses
the capacity of institutional constraints to bind executive discretion and prevent expropriation,
while Posner’s (1986) economic analysis of law evaluates the efficiency properties of legal
remedies and ultra vires constraints.

Data analysis proceeds through qualitative process-tracing to identify causal mechanisms
linking institutional design to economic outcomes, supplemented by counterfactual scenario
analysis projecting alternative governance trajectories (George & Bennett, 2005). The study
operationalizes agency costs as the sum of observable monitoring expenditures (audit and
compliance costs), bonding costs (performance guarantees and insurance), and estimated residual
loss (deviation from risk-adjusted market returns attributable to misallocation). Validity is
ensured through triangulation of legal, economic, and political science sources, while limitations
include the ex ante nature of the analysis given Danantara’s nascent operational status,
necessitating reliance on institutional design features rather than longitudinal performance data.

RESULT AND DISCUSSION
The Constitutional Architecture of Agency
Analysis of the statutory framework reveals a complex hierarchy of agency relationships
generating multiplicative rather than additive agency costs due to compounding information
asymmetries and monitoring deficits at each tier. As illustrated in Figure 1, the governance
cascade initiates with the constitutional principal, the Indonesian populace, holding ultimate
residual claims on SOE assets yet lacking direct mechanisms to sanction specific investment
decisions or board appointments. This principal delegates authority to the Presidency as Political
Agent I through democratic mechanisms; however, the absence of referendum or direct
democracy instruments regarding SWF governance creates a significant accountability gap
(Buchanan, 1975; Brennan & Hamlin, 2001). The Presidency, acting as both agent to the
populace and principal to the subsequent tier, exercises unilateral appointment authority over the
Danantara Supervisory Board pursuant to Article 5 paragraph (2) of Law Number 1 of 2025,
without requiring supermajority legislative confirmation or independent nominating committee
vetting. The Supervisory Board subsequently acts as principal to the Executive Committee
(Investment Committee), which in turn governs portfolio SOEs as operational agents
implementing investment directives.
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Figure 1 The Agency Cost Cascade in Sovereign Wealth Governance
Note. Adapted from Jensen and Meckling (1976) and Cuervo-Cazurra et al. (2023).

Figure 1 illustrates the four-tier cascade wherein each arrow represents a principal-agent
relationship accompanied by specific agency cost categories: Agency Cost I (Political Capture)
manifests in the delegation from populace to Presidency, where public choice incentives favor
short-term distributive gains over long-term value maximization; Agency Cost II (Appointment
Bias) occurs in the presidential selection of board members favoring political loyalty over
technical merit; Agency Cost III (Monitoring Deficit) emerges from information asymmetries
between the Supervisory Board and Executive Committee regarding investment risk assessment;
and Agency Cost IV (Operational Inefficiency) materializes in the soft budget constraints
affecting portfolio SOEs anticipating bailouts from the super-holding entity. The dashed arrows
indicate reverse flows of political patronage and tunneling, whereby appointees extract rents
through favoritism in procurement and investment allocation.

Applying Jensen and Meckling’s (1976) mathematical specification of agency costs as the sum of
monitoring expenditures (M), bonding costs (B), and residual loss (RL), the Danantara structure
potentially generates total agency costs (AC) calculated as the sum across four tiers plus
coordination costs between tiers. With marginal agency costs of 2–3 percent per tier (consistent
with Megginson & Wei’s 2023 findings on politically controlled SWFs), total agency costs could
reach 8–12 percent of AUM annually. Applied to Danantara’s projected 900 trillion rupiah
portfolio, this implies potential value destruction of 72–108 trillion rupiah (approximately USD
4.6–6.9 billion) per annum attributable to governance inefficiencies, a magnitude comparable to
Indonesia’s annual infrastructure deficit.
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The selection mechanism for the Supervisory Board constitutes the critical vulnerability in this
architecture. Under the current statutory framework, the President appoints board members
directly, creating a pure patronage relationship wherein appointees owe primary loyalty to the
appointing authority rather than to the ultimate beneficial owners (the populace) or to
independent fiduciary standards. This arrangement contravenes the arm’s length governance
principles that North and Weingast (1989) identify as essential for credible commitment in public
financial management. The absence of staggered terms, independent nomination committees, or
supermajority confirmation requirements concentrates gatekeeping power in the executive,
facilitating the placement of political loyalists with limited financial expertise, a pattern Totleben,
Szarzec, and Kardziejonek (2019) identify as strongly correlated with rent-seeking behavior in
Central European SOEs.

The Empirical Reality of the SWF Discount
Recent empirical literature on sovereign wealth fund performance provides substantial evidence
supporting the theoretical prediction that political interference generates significant value
destruction. Bortolotti, Fotak, and Megginson (2015) analyze 558 SWF investments between
1980 and 2012, documenting that target firms experience a statistically significant decline in
return on assets (ROA) of 1.92 percentage points over one year and 3.44 percentage points over
three years compared to propensity-score matched private investment targets. This
underperformance proves concentrated in autarchic SWFs, which exhibit a 40 percent larger
valuation discount than democratic SWFs, suggesting that constitutional constraints on executive
power directly mitigate value destruction.

Table 1 presents the empirical decomposition of the SWF discount across governance categories,
revealing systematic patterns linking institutional quality to investment performance.

Table 1 Empirical Decomposition of the Sovereign Wealth Fund Discount by Governance
Regime
Performance Metric Democratic

SWFs
Autarchic
SWFs

Differential Impact

Announcement Period CAR -1.12%*** -1.57%** -0.45% (40% larger
discount)

1-Year ROA Change +0.85% -1.92%** -2.77 percentage points
3-Year ROA Change +1.85%** -1.59%* -3.44 percentage points***
Market-to-Book Decline -0.3% -2.1%*** -1.8 percentage points**
Domestic Investment
Discount

-0.8% -7.5%*** -6.7 percentage points***

Note. Data adapted from Bortolotti, Fotak, and Megginson (2015) and Bernstein, Lerner, and
Schoar (2013). CAR = Cumulative Abnormal Returns; ROA = Return on Assets. ***p < 0.01,
**p < 0.05, *p < 0.10.

The table reveals that while all SWFs exhibit some discount due to perceived political risk,
autarchic funds (characterized by weak constitutional constraints on executive appointment and
investment discretion) generate substantially larger negative returns, particularly in domestic
investments where political interference risks peak. Bernstein, Lerner, and Schoar (2013)
corroborate these findings, demonstrating that SWFs with politician involvement generate 16
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percent lower six-month returns compared to professionally managed funds, with the interaction
between political involvement and domestic investment yielding particularly severe
underperformance (negative 7.5 percent additional discount).

Translating these empirical magnitudes to the Danantara context suggests significant welfare
risks. If Danantara operates with governance characteristics approximating autarchic SWFs,
given the presidential appointment mechanism and broad discretionary mandate, the empirical
literature predicts abnormal returns 1.5–2.0 percent lower annually than private sector
benchmarks. Applied to the projected 900 trillion rupiah portfolio, this implies annual value
destruction of 13.5–18 trillion rupiah (USD 860 million–1.15 billion) purely from the SWF
discount effect, exclusive of additional agency costs from operational inefficiencies and tunneling.

Comparative Institutional Analysis
Table 2 presents the comparative institutional matrix revealing systematic variations in
governance design across four sovereign wealth entities, illuminating the relationship between
constitutional constraints and value creation capacity.

Table 2 Comparative Institutional Analysis
Governance
Dimension

Danantara
(Indonesia)

Temasek
(Singapore)

Khazanah
(Malaysia)

1MDB
(Malaysia)

Legal Basis Law No. 1/2025
(Super-Holding)

Temasek
Charter (Private
Act)

Companies Act
(GLC
Transformation)

Strategic
Development
Fund Act

Establishment
Year

2025 1974 1993 2009

Total Assets
(USD Billions)

>57 (Proj.) ~382 ~35 Insolvent
(Scandal)

Board
Appointment
Authority

President
(Executive
Appointment)

Board (Self-
Perpetuating)

Board
(Government-
linked)

PMO Direct
Control

Board
Independence
Index1

Low-Moderate Very High Moderate-High Very Low

Political
Interference
Risk

High Low Moderate Extreme

Transparency
Score

Moderate Very High High Opaque

Investment
Horizon

Strategic/Long-
term

Long-term
Value Creation

Strategic/Mixed Opaque/Short-
term

Profit Mixed (Social & Commercial Dividend + Political

1 Board Independence Index: Composite measure of non-executive directors, appointment
process transparency, and tenure security (Chen, 2016). <sup> Transparency Score: Based on
Linaburg-Maduell Transparency Index and OECD Santiago Principles compliance (Maire et al.,
2021).
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Governance
Dimension

Danantara
(Indonesia)

Temasek
(Singapore)

Khazanah
(Malaysia)

1MDB
(Malaysia)

Distribution
Mandate

Commercial) Returns
Focused

Development Financing

Ultra Vires
Constraints

Weak (Broad
Mandate)

Strong (Clear
Charter Limits)

Moderate Absent

Agency Cost
Level

High Low Moderate Catastrophic

Institutional
Maturity

Nascent Mature (50+
Years)

Intermediate Failed

The matrix reveals Danantara’s positioning as an intermediate case with high political
interference risk coupled with moderate transparency, contrasting sharply with Temasek’s high-
independence, low-interference configuration. This positioning reflects the concept of path
dependence (North, 1990; Acemoglu et al., 2001; Milhaupt & Pargendler, 2017) wherein
institutional trajectories remain constrained by historical legacies. Temasek emerged in 1974
within a post-colonial developmental state characterized by Weberian bureaucratic rationality and
British legal traditions emphasizing rule of law and property rights protection. Its governance
charter functions as a constitutionalized constraint, a private Act of Parliament defining explicit
investment prohibitions, minimum return thresholds (total shareholder return above cost of
capital over 20-year horizons), and arm’s length relations with the Ministry of Finance (Chen,
2016; Ng, 2018). This legal architecture creates what Williamson (1985) terms "credible
commitments," binding the state to refrain from expropriative interventions.

Conversely, Danantara’s establishment in 2025 occurs within Indonesia’s ongoing democratic
consolidation, characterized by strong presidentialism juxtaposed against fragmented checks-and-
balances. The statutory framework manifests institutional ambiguity through hybrid mandates
requiring simultaneous commercial returns and "strategic national development" alignment
without clear prioritization rules or trade-off mechanisms (Milhaupt & Pargendler, 2017). This
ambiguity increases political transaction costs and opens interpretive space for politicized
investment allocation. Khazanah Nasional represents an intermediate case wherein Government-
Linked Company (GLC) Transformation Guidelines provide structured policy space more
constraining than Danantara’s broad mandate yet more interventionist than Temasek’s
commercial autonomy (Thabane, 2024).

The 1MDB case functions as a critical negative benchmark illustrating the terminal stage of
governance failure. Retrospective analysis reveals that 1MDB’s collapse resulted not from
regulatory absence but from the total absence of ultra vires constraints and political insulation
(U.S. Department of Justice, 2016). The Prime Minister’s Office exercised direct control over
investment decisions, enabling the diversion of approximately USD 4.5 billion into personal
accounts and luxury assets, a magnitude of extraction made possible by the absence of
independent board oversight, external audit requirements, and statutory investment limitations.
The disquieting parallels to Danantara include the broad discretionary powers granted to the
Supervisory Board, the absence of explicit prohibitions on high-risk investments or related-party
transactions, and the concentration of appointment authority in the executive branch.



EKOMA : Jurnal Ekonomi, Manajemen, Akuntansi
Vol.5, No.5, Juli 2026

……………………………………………………………………………………………………………………………..
ISSN : 2828-5298 (online)

7904

The Political Economy of Rent-Seeking
The economic analysis of public choice reveals that the presidential appointment mechanism for
the Danantara Supervisory Board constitutes the primary vector for rent extraction. Tullock’s
(1967) seminal analysis of rent-seeking and Krueger’s (1974) formalization of the concept
establish that when governments control resource allocation, competitive efforts to obtain
monopoly rents dissipate social surplus through unproductive activities (Congleton, 2018;
Rowley, 2018). In the context of Danantara, board positions represent valuable rents, controlling
investment flows exceeding USD 50 billion, creating incentives for intense lobbying and political
investment by prospective appointees (Hasen, 1993, 1996).

The appointment process generates a "revolving door" dynamic wherein board members,
conscious that their tenure (limited to five years under Article 12 of the enabling legislation)
depends upon presidential favor, maximize short-term political returns through investment
decisions favoring regime allies rather than long-term economic value. Totleben et al. (2019)
empirically demonstrate that such rotation mechanisms in SOEs correlate with higher leverage,
lower profitability, and inflated procurement costs as appointees channel contracts toward
politically connected contractors. Faccio, Masulis, and McConnell (2006) provide global
evidence that political connections generate significant rent extraction, finding that connected
firms exhibit lower returns on assets and higher leverage ratios compared to non-connected peers,
consistent with tunneling behavior.

Figure 2 illustrates the positioning of these entities on the Institutional Possibility Frontier (IPF),
mapping the trade-off between constitutional constraints (horizontal axis) and value creation
efficiency (vertical axis).

Figure 2 The Constitutional Political Economy Trade-off
Note. Adapted from Buchanan (1986), Acemoglu et al. (2001), and Williamson (1985).
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Figure 2 depicts Danantara positioned at coordinates (4.0, 5.5) on a ten-point scale, situated
within the "Rent-Seeking Zone" characterized by moderate constraints insufficient to prevent
political capture yet inadequate to maximize investment flexibility. This contrasts with
Temasek’s optimal positioning at (8.0, 8.2) demonstrating complementarity between strong rule-
of-law constraints and high value creation, and 1MDB’s catastrophic positioning at (2.0, 3.0)
representing extractive institutional failure. The curved line represents the efficiency frontier;
positions below the curve indicate institutional failure. The purple arrow indicates the reform
trajectory necessary for Danantara to approach the optimal governance zone, requiring
constitutionalization of constraints and insulation of investment decisions from political cycles.

The soft budget constraint problem (Kornai, 1979; Dewenter & Malatesta, 2001) exacerbates
these distortions. Portfolio SOEs, anticipating that Danantara will function as a financial backstop
for loss-making but politically sensitive projects, face attenuated market discipline. This creates
moral hazard wherein SOEs undertake high-risk investments or maintain inefficient operations,
secure in the knowledge that the super-holding entity, operating under political directives, will
provide bailout financing unavailable in private capital markets. Dewenter and Malatesta (2001)
demonstrate that such subsidization results in systematic over-employment, lower profitability,
and reduced total factor productivity compared to privately owned firms, suggesting that
Danantara’s consolidation may amplify rather than ameliorate the inefficiencies of Indonesia’s
SOE sector.

Economic Analysis of Legal Constraints
From the economic analysis of law perspective, the central jurisprudential challenge involves
calibrating the optimal scope of managerial discretion. The ultra vires doctrine, limiting corporate
actions to those authorized by charter or statute, serves an economic function in constraining
agency costs by preventing opportunistic behavior outside the scope of shareholder authorization
(Hart & Moore, 1990; Grossman & Hart, 1986; Cullinan et al., 2019). However, Posner’s (1986)
efficient breach theory suggests that excessive legal formalism preventing welfare-enhancing
transactions outside narrow mandates creates opportunity costs that may exceed agency cost
savings.

Analysis of Law Number 1 of 2025 reveals an inefficiently broad grant of discretion rather than
optimal flexibility. The statute authorizes Danantara to invest in "strategic sectors" and "national
development projects" without operational definitions, sectoral exposure limits, or explicit
prohibitions on related-party transactions. This creates what Calabresi and Melamed (1972)
might characterize as a "liability rule" regime without clear entitlement boundaries, enabling the
Supervisory Board to exercise discretion with legal impunity regarding ultra vires constraints.

Bingham (2010) and Raz (1979) emphasize that the rule of law requires clear legal standards to
prevent arbitrary exercise of discretionary power. Wade and Forsyth (2014) argue that
administrative law doctrines, including ultra vires review, function as credible commitment
devices precisely because judicial invalidation of unauthorized actions creates ex-ante
disincentives for opportunism. Danantara’s statutory framework lacks such constraints; the
absence of explicit investment prohibitions, mandatory diversification requirements, or
independent valuation standards for related-party transactions creates a zone of legal ambiguity
conducive to tunneling.
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Comparative analysis with Temasek’s Charter illustrates the feasibility of constrained flexibility.
Temasek operates under explicit statutory prohibitions against investments in certain sectors,
mandatory portfolio diversification requirements, and minimum return thresholds benchmarked
against long-term cost of capital. These constraints do not prevent adaptive investment strategies;
rather, they channel discretion toward value-creating activities while preventing extraction. The
Charter functions as a self-enforcing mechanism because board members possess reputational
stakes in maintaining Temasek’s track record of value creation, making deviation from efficiency
norms costly (Chen, 2016; Graham et al., 2023).

For Danantara, the absence of similar constraints combined with short board tenures and
politically contingent appointment creates what might be termed a "political time-inconsistency
problem", appointees possess incentives to maximize short-term political gains through
distributive investments rather than long-term value maximization, knowing that their tenure
security depends upon political favor rather than performance metrics. This dynamic necessitates
constitutionalization of investment mandates, specifically, statutory requirements for commercial
return benchmarks, prohibitions on non-commercial investments except via explicit
parliamentary appropriation, and mandatory independent valuation for related-party transactions
exceeding materiality thresholds.

Transaction Cost Implications and Institutional Reform Trajectories
The transaction cost analysis suggests that vertical integration through the super-holding structure
generates net welfare gains only if governance costs remain below the market transaction costs
eliminated through consolidation. Williamson (1979, 1985) identifies asset specificity,
uncertainty, and frequency as determinants of governance structure efficiency. Danantara’s
portfolio comprises highly specific assets (infrastructure, natural resources) with irreversible sunk
costs, theoretically favoring hierarchical governance. However, the political transaction costs,
specifically, influence costs, rent-seeking expenditures, and allocative distortions from political
interference, likely exceed the hold-up risks of market contracting between independent SOEs
(Kiser, 1994; Milgrom & Roberts, 1992).

Weingast’s (1995) analysis of market-preserving federalism emphasizes that political interference
in resource allocation generates inefficiencies exceeding market failures because politicians face
soft budget constraints and electoral time horizons that truncate long-term investment
perspectives. The consolidation of diverse SOEs under Danantara potentially creates a "too big to
fail" entity wherein political imperatives override commercial rationality, leading to cross-
subsidization of inefficient operations and misallocation of capital toward politically salient but
economically unviable projects.

Reform trajectories must navigate the institutional possibility frontier illustrated in Figure 2,
moving Danantara from its current position toward the optimal governance zone through three
complementary mechanisms. First, constitutionalization of constraints requires statutory
amendments defining explicit ultra vires limitations, including sectoral caps, maximum exposure
limits to single investments, and mandatory commercial return hurdles (Butler & Ribstein, 1990;
Klein, 1990). Second, insulation mechanisms necessitate transforming the Supervisory Board into
a body selected through independent nominating committees with expertise requirements and
confirmed by legislative supermajority, accompanied by tenure security protections against



EKOMA : Jurnal Ekonomi, Manajemen, Akuntansi
Vol.5, No.5, Juli 2026

……………………………………………………………………………………………………………………………..
ISSN : 2828-5298 (online)

7907

arbitrary removal (Moe, 1984; Laffont & Tirole, 1993). Third, transparency commitments must
mandate quarterly disclosure of investment strategies, portfolio holdings, and audited financial
statements compliant with International Financial Reporting Standards (IFRS), subject to review
by the Audit Board of Indonesia (BPK) and independent external auditors (Maire et al., 2021;
Vasudeva et al., 2018).
Acemoglu, Johnson, and Robinson (2001, 2005) demonstrate that transitions toward high-quality
institutions require critical junctures wherein political elites credibly commit to binding their own
future discretion. For Danantara, the nascent operational phase represents such a juncture;
institutional norms remain malleable and susceptible to path-dependent lock-in (Crain & Tollison,
1979; Holcombe, 1991). Failure to implement constraints during this window risks consolidating
an extractive equilibrium wherein entrenched interests resist subsequent reform, as evidenced by
the difficulty of reforming 1MDB once patronage networks became entrenched (U.S. Department
of Justice, 2016).

CONCLUSION
This analysis confirms that Danantara’s governance architecture, characterized by concentrated
executive appointment authority, multi-layered principal-agent cascades, and ambiguous ultra
vires constraints, generates suboptimal outcomes on the institutional possibility frontier, creating
systemic conditions conducive to rent-seeking that threaten to overwhelm the economies of scale
theoretically achievable through asset consolidation. Comparative evidence from Temasek
Holdings demonstrates that sovereign wealth fund efficacy depends not upon scale but upon
credible commitment mechanisms, including independent board selection and judicially
enforceable statutory mandates, the absence of which exposes Danantara to potential welfare
losses estimated at 8–12 percent of assets under management (USD 4.6–6.9 billion annually),
resources otherwise available for infrastructure or social welfare. These findings contribute to law
and economics scholarship by demonstrating that hierarchical consolidation without institutional
engineering amplifies rather than attenuates agency costs, transforming sovereign vehicles from
development engines into instruments of distributive politics. Consequently, policy imperatives
demand urgent constitutional-political reforms establishing arm’s length state-investment
relations, clear ultra vires limitations, and transparency requirements capable of insulating the
fund from political capture; absent such mechanisms, Danantara risks replicating 1MDB’s
trajectory toward extractive institutional failure, wherein concentrated economic power facilitates
elite wealth diversion rather than public value creation. While this assessment remains
necessarily ex ante given Danantara’s recent establishment, the theoretical framework and
comparative institutional evidence establish a robust foundation for predicting chronic
underperformance and systemic rent-seeking should fundamental governance restructuring fail to
materialize.
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