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ABSTRACT

Public organisations have been scrutinised and enforced to provide better services,
particularly after the emergence of the New Public Management (NPM). After the 2001
decentralisation, local governments in Indonesia have been granted with much greater
amount of budget and mandated to improve public services provision and accountability.
As a result, measuring performance of local governments has become prominent. Several
regulations have been enacted to force local governments to utilise performance
measurement (PM) systems and to regularly report their performance. Drawing upon
management accounting in the public sector and extant literatures on public sector reform,
this study seeks to (i) identify factors affecting PM utilisation that could explain the case
of local governments in Indonesian context, (ii) examine current practices of PM in local
government, and (iii) examine the perceived impacts of PM utilisation on accountability.
Those issues were tested using a mixed method approach with collection of data from
self-administered survey questionnaires and a series of post-survey interviews. Stronger
emphasis was put on the quantitative approach as the objective of this study is to develop
generalised findings of PM utilisation in local governments. This study was conducted in
East Java — a province which has the highest number of local governments, the second
most populous, and in total received the highest amount of block grants. The
underpinning theories used for developing the research model include contingency theory,
institutional theory (new institutional sociology), and knowledge utilisation theory.
Contingency factors hypothesised to affect the utilisation of PM are RBM commitment
(goal orientation and management commitment to utilising PM), government regulations
(on performance measurement, mandatory performance auditing, compulsory competitive
tendering, and public private partnership initiative) and supporting factors such as
decision authority, parliament support, availability of resources for utilising PM, and
related training on PM. Based upon knowledge utilisation theory (Beyer and Trice, 1982),
utilisation of PM is framed as consisting of two stages: adoption and implementation.
Those three groups of contingency factors are hypothesised to affect the two stages of
utilisation. This study found a model of PM utilisation which is different from that in the
developed countries. The results indicate that there are different factors affecting PM
adoption and PM implementation. In general, this study clarifies that PM utilisation in
local governments are regulatory driven. PM adoption is driven only by regulatory
factors, i.e. regulation on PM and mandated performance auditing, which is also
regulatory based. On the other hand, PM implementation is directly influenced by goal
orientation and top management commitment to utilising PM. This finding magnifies the
central role of RBM in the implementation of PM. Goal orientation mediates the influence
of PM regulation, mandated performance audit, decision making authority, and the
availability of resources to PM implementation. Similarly, management commitment also
mediates the influence of PM regulation, regulation on procurement, mandated
performance audit, decision making authority, parliament support, and the availability of
resources to PM implementation. It is also shown that the implementation of PM enhances
accountability. While qualitative analysis indicate that compliance with regulations
merely appeared to producing performance reports, the implementation of PM emerged to
be superficial, indicating that the PM is ‘decoupled’ from the essential goal of local
governments. Finally, this study concludes by discussing its theoretical and practical
implications and proposing several recommendations for future research.



LAY

b 5 sl e dae A alall adaldll st Aalad) 3030 paall daill ) gedalall IS ) ol
el Je K500 @A 5 Aaladl 330 aal) Hlail) gt Sl (OECD) elac Y J sl
aai Ul & (PM) Gahae ¢1aY) Ll (OECD) 8 sbac ) Jsall paa ool (i dlec
LogSall Cadi 2001 ale S S 43S Y Guki an (RBM) @bl e sasiud) 5oy
oy Aluall 5 dalall ladall yyshai 5 Gt )80 5 S 43 g0 Gapady L giail 3 ddadl)
S Gl gl 5 il 3 e el s i 2s Aage sl Aulaal) e sSal) b o laY) (b Gl
Aie Wl Ay 505 ) gy oY) oy & &by 5 ela¥) (b ks Gk e dlaall e Sall ja
S 5508 La g dgal 5 5 A8 ) i Caaual dalul all g aladl pladll 8 3 )Y Dl e
e Baaly aad Al g alall gladll ~3a) Jlaw 8 AGludl & da ba gpead L8las e sl
o g1 Y] Al jall ode] Cilaal A6 lia alal) UL Gdae (b dput )l el Y]
Gk Alee & Si5all Jal gall a0l laal) A Kl 8 2] (uld dlead 40N A jledl)
e g LY A sl Bl 8 ddaal) e Sall ‘;A poasll pudi B ) 5 olaY) Luld
lasiul A (e leuld 5 Calaal) oda Alall ddae 8 oY) Luld Golee Ll (saa) el i)
éuhw\wwc\ﬁ\ﬁw}ubjmubbau»\ OJ)LUQUMM\EAMCALLMLA)SM\
il (58 in Al o2 (B el gl e DS S 5€ a3 i) aey Lo Als ya
M\Jﬂ\ 538 k_u);\ ‘\_JMJ\ uLA)SAJ\ ‘_,,A ;\JY\ u.ulgﬁ d:\.\.Lu UAA:\ L Lg e.\.na_\ﬂ d.\lﬁ M\Jﬂ\ aAgJ
Oe Al Al iad 5 Adaall o Sall aae ST aa 53 Lgd 5 Cum Lo ginil 8 48 580 5 5ls 8
b3a 3 deddiusadl clhll AESH U8 e Jisad ST e Jand Loayl s 4nlSd) Z8UESH Cua
Dl 5 (aal) Aldia¥) de Duane) Lnsnsall Tl 5 (gl shall &y ki IS o Al 5
alasy ol SN 5 (PM)elaY1 ool ddee A i 40 Ul Jal gall Gl 5381 aladin) 46 jea 4 ki
Ol (61091 Ll ket 3laY) A3 5 Cangdl slasl)  ((RBM) gl e sasidl 5 12!
gladll (y AS) i) Al dadliadl dpel 3 cola¥) dual o dpal Hl1 colal) (ulE d) D sSall
3 sall g5 sae 5 el aen 5 el Al Jie aedll Jalse o (Coaniuall plall 5 (alal)
Beyer ) alaaiull 4 yea iy 5k o Alaic YU o) Guld e a5 o la¥) Gl ddee Gkl
45 Ual) Jal gall (yl il sl 5 il 1ol je L o1aY) Guld Guadal Alee (& Trice, 1982
s lae alide oY) el GGkl Z3a3 Cada g Al ol o2 eus:u‘y\ Gl e e iy A
Llead il Als pe A0 Adlide Jalse lla of o Jo5 Aagiil) oda Aediial) Jall 8 39 5a
b Gaadi ke o) Al Aol G sl cale JSE elaY) Gl il Als ya 5 o laY) (il
Glo b adiay ooV Wl L dee il el sall o aaiad dlaal)l e Sall S e oY)
Salsall o L iy (531 oY) Gaalye el 30 5 sloY) S 05l Jia dany il Jal gl
el 510y ol 3301 5 Caagdl ol e 3 jdilie 3 ) gamy ding £ )21 Gl 2iii Jiiall 8 Ay il
e 3atieal 312y aUai 4wl G2 5y saall sall o ST Aagmill oda elaY1 uld Gadadl Al
CalSs 5 oY) Gl el 8 8l Jan gy Caagl) ol elaY) (b asn 3 (RBM) gl
3IY) Al el elaY) Ll 2l A O o) sall il g5 sae 5 )l ddalu 5 elaY) dxal e
Al st ddale g elaY) daal je CalSS 5 il yiddl il @ 5 e laY) Ll il 8 Ceadl Jas g
O edad Al yall oda il Lagl o1aY) Ll 285 Za DU 3 ) sall il Tyl 5 Sl ael
20l g il il QU)o e i) Jalaill il cpm 8 Allsall e 535 e laY) Ll 305 lee
O daadia el Gl o 5 daada el o)) Gald 3aw Agdee o 5 e laD )& a3 3 e
7 i Agiplail) 5 Adeall 54 kil Cal sad) AdBle JMA (e T pal dglaall A sSall ulul) Cangl)

) 138 & Galiaa) Esanll 8 Cilua gl 5 s i) e 23e Al all 238



APPROVAL PAGE

The thesis of Nurkholis has been approved by the following:

Muslim Har Sani Mohamad
Supervisor

Suhaiza Ismail
Supervisor

Abdul Rahim Abdul Rahman
Internal Examiner

Yusuf Karbhari
External Examiner

Wahabuddin Sahibuddin
Chairman



DECLARATION

| hereby declare that this dissertation is the result of my own investigations, except
where otherwise stated. | also declare that it has not been previously or concurrently

submitted as a whole for any other degrees at IIUM or other institutions.

Nurkholis

Signature............coooiiiiiiiiiii Date......coovvviiiiiin.



INTERNATIONAL ISLAMIC UNIVERSITY MALAYSIA

DECLARATION OF COPYRIGHT AND AFFIRMATION
OF FAIR USE OF UNPUBLISHED RESEARCH

Copyright © 2012 by Nurkholis. All rights reserved.

PERFORMANCE MEASUREMENT IN THE PUBLIC SECTOR: THE CASE
OF LOCAL GOVERNMENTS IN EAST JAVA, INDONESIA

No part of this unpublished research may be reproduced, stored in a retrieval system,
or transmitted, in any form or by any means, electronic, mechanical, photocopying,
recording or otherwise without the permission of the copyright holder except as
provided below.

1. Any material contained in or derived from this unpublished research may
only be used by others in their writing with due acknowledgement.

2. 1IUM or its library will have the right to make and transmit copies (print
or electronic) for institutional and academic purpose.

3. The IIUM library will have the right to make, store in a retrieval system
and supply copies of this unpublished research if requested by other
universities and research libraries.

Affirmed by Nurkholis

Signature Date

Vi




ACKNOWLEDGEMENTS

Alhamdulillah. Praise to Allah Subhanahu Wata'ala who has given me the guidance
and blessing that make everything possible for me to complete this thesis.

1 am grateful to my supervisors, Dr. Muslim Har Sani Mohamad and Assoc.
Prof. Dr. Suhaiza Ismail, for their invaluable guidance and thoughtful ideas. They
provided me with constant encouragement and advice throughout my research for
completing this thesis. It will not have been finished without their supervision.

My special thanks go to Rector of Brawijaya University and Ministry of
Education of the Republic of Indonesia for allowing me to take leave and sponsoring
my study. | am indebted to Dr. Gugus Irianto, Dean of the Faculty of Economics and
Business and Prof. Dr. Unti Ludigdo, Head of Accounting Department of Brawijaya
University, who provided me with strong support to pursue Ph.D. degree.

| am indebted to heads of local government agencies of 31 local governments in
East Java who have participated in the survey and more specifically to 12 informants
who have spent their valuable time for in-depth interview.

| wish to thank Professor Edward T. Jennings, Jr., of the University of Kentucky
for being my mentor during my research visit to the university on May-June 2010, in
which | had a chance to discuss important issues concerning research in the public
sector. | am indebted to Dr, Solimun and Dr. Dwi Budi Santoso, of Brawijaya
University, for their assistance concerning the statistical analysis. My special thanks
go to Dr. Ali Djamhuri and Prof. Dr. Chandra F. Ananda for sharing experience in
researching local governments in IndonesiaMany thanks for Prof. Dr. lwan
Triyuwono, Prof. Dr. Bambang Subroto, Prof. Dr. Made Sudarma, Prof. Dr. Eko G
Suharsono and al of my colleagues at the Department of Accounting at Brawijaya for
their supports.

My gratitude also goes to Prof. Dr. Abdul Rahim Abdul Rahman who reviewed
the earlier draft of my research proposal. Special thanks for Assoc. Prof. Dr. M.
Akhyar Adnan and Dr. Fatimah A. Hamid for reading the earlier draft of my
questionnaire and giving useful suggestions for refinement. Several lecturers at 11UM
have exposed me with current issues in accounting and provided me with helpful
comments during my PhD colloquium at [ITUM. For this, | would also thank Prof. Dr.
Maliah Sulaiman, Prof. Dr. Nik Nazli Nik Ahmad, Assoc. Prof. Dr. Hafiz Majdi A.
Rashid, and Assoc. Prof. Dr. Nazli Anum M. Ghazali.

Special thanks for my dearest wife, Rina Yuliawati, for inspiring and giving me
confidence to pursue my study in Malaysia. My deepest gratitude goes to my beloved
sons, Erie Awalil Fakhri and Ilham Tsani Rasyidan, who always enlighten me with
sincere love and affection from which | gained reasons to maintain my strength and
courage to finish my study. | am also deeply indebted to my mother, Syarofah(Allahu-
Yarhamha) and my father, Abdul Rohim(Allahu-Yarhamhu). | believe they would
have been the happiest parents to know that | have been able to complete my Ph.D.
May Allah provides them with a place for the righteous in heaven.

Finally, 1 would like to thank everybody who was important to the successful
realisation of this thesis. | would express my apology that | could not mention their

names personally one by one.
Nurkholis

Kuala Lumpur, July 2012

Vii



ADSEFaCT i
Abstract in ArabiC ... i
Approval Page. . ... iv
DeClaralion ... v
Copyright Page. ... Vi
Acknowledgement ... ] vii
List Of Tables. ... Xii
List of FiQures. ... . Xiv
List of Abbreviations. ... XV
CHAPTER 1 INTRODUCTION.ciiiiiiiiiiiiii ettt 1
11 Background of The Study............... ... 1
12 Motivationof The Study................ 3
13  Problem Statement...................... 5
14  Objectivesof The Study ... . 7
15  Research QUEStiONS... ... ... 7
16  Contribution of The Study. ... . 8
17  Overviewof The Study................. 8
18  Organisation of The Dissertation........................... ... 10
CHAPTER 2 INTERNATIONAL PUBLIC SECTOR REFORMS AND
PERFORMANCE MEASUREMENT INITIATIVES ... 13
21 INtrodUCtioN ... 13
2.2  Reasons for Worldwide Public Sector Reform.................................. 13
2.3  New Public management (NPM)-Based Performance Measurement. 16
2.4  Results-Based Management (RBM).............. ... 25
2.5 Complexitiesin Managing Public Sector Performance...................... 28
2.6  Performance Measurement and Public Accountability . ............. . . . 30
2.7  Practices of PM in the Public Sector............................................. 32
2.7.1 Towards Multiple Perspectives. ... 32
2.7.2 Setting-up Performance Indicators. ... ... . 34
2.8 SUMMaAry.. 37
CHAPTER 3 INDONESIAN PUBLIC SECTOR REFORMS AND THE
DEVELOPMENT OF PERFORMANCE MEASUREMENT........................... 39
31 INtrodUCtiON.............. 39
3.2  Overview of Public Sector Reform in Indonesia................................ 39
3.3  Overview of the Indonesian Legal Systems ... ... ... ... ... 41
3.4  Decentralisation and Regional Autonomy. ... ... . 44
3.5 Financia Management Reform ... ... ... 49
3.6  Performance Measurement Initiatives............................................... 53
37 Audit RefOorm................. 60
3.8 SuUMMaAry.. 63

TABLE OF CONTENTS

viii



CHAPTER 4

THEORETICALFRAMEWORKAINDHYPOTHESESDEVELOPMENT..... | 65
4.1 IntroduCtion ... 65
4.2 Underpinning Theories ... 65

421 Contingency Theory............... ... ... 67
4.2.2 Knowledge Utilisation Theory....................... ... ... 71
4.2.3 Institutional Theory: New Institutional Sociology.................... 73
4.3  Hypotheses Development ... ... 77
4.3.1 RBM Commitment and Utilisation of PM............................... 77
4.3.2 Government Regulations and Utilisation of PM............. . . 81
4.3.3 Government Regulations and RBM Commitment ... . . 87
4.3.4 Supporting Factors and PM Utilisation................................... 91
4.3.5 Supporting Factors and RBM Commitment........................... 94
4.3.6 PM Utilisation and Accountability. ... ... .| 97
44  Conceptual Model....... 100
A5 SUMMANY. ..o 101

CHAPTER 5 RESEARCH METHOD. ... 104
51 INtrodUCtiON ... 104
52 Focusofthe Study ... 104
5.3 Research Design.. ... . 106
54  Population and Sampling ... .. 108
55 Unitof Analysisand Respondents...................... ... ... .. 111
5.6  Research Instrument ... 111
5.7  Definition and Measurement of Variables......................................... 113
58 POt Test. ... 122
59 DataCollection. ... 123
5.10 AnalysisofData....................... . 124

5.10.1 Quantitative Data Analysis.................................... 124
5.10.2 Qualitative Data Analysis ... 129
511 SUMMAIY. ..o 132

CHAPTER 6 QUANTITATIVE ANALYSIS AND HYPOTHESES TESTING 134
6.1  INtroduCtion ... 134
6.2 Loca Governments Participating inthe Survey. ... ... .. . 134
6.3  Demographic Information of Respondents................ ... ... ... 138
6.4  Descriptive Statistics.................. . 143

6.4.1 PM Adoption and Development ... ... 143
6.4.2 PM Implementation. ... ... 144
6.4.3 Goal Orientation......................coc 145
6.4.4 Management Commitment. ... ... ... 147
6.4.5 Regulation on Performance Measurement ... .. .. . 148
6.4.6 Mandated Performance Audit............................................. 149
6.4.7 Regulation on Procurement.................................. 150
6.4.8 Decision Making Authority. ... ... 151
6.4.9 Parliament Support..................... 151
6.4.10 Resources Availability ... . 152
6.4.11 Accountability ... 153



6.5 Measurement Model................... 154
6.5.1 Measurement of Reliability ... ... ... 154
6.5.2 Measurement of Validity. ... . 155
6.6  Hypotheses Testing. ... . 160
6.6.1 Factors Directly Affecting PM Adoption........ ... ... ... ... ... . 163
6.6.2 Factors Directly Affecting PM Implementation ... . 165
6.6.3 Factors Affecting Goal Orientation ... ... ... ... 168
6.6.4 Factors Affecting Management Commitment ... . .. .. 169

6.6.5 Interpreting the Effects of Factors Indirectly Affecting
PM Implementation. ... ... 171
6.6.6 The Impact of PM Implementation on Accountability. ... . .. 175
6.7 DISCUSSION ... 175
6.7.1 Factors Affecting PM Adoption.............. ... ... 175
6.7.2 Factors Affecting PM Implementation............ ... ... ... .. . 177
6.7.3 The Impact of PM Utilisation on Accountability. ... . 183
6.8  SUMMAIY............o 184
CHAPTER 7 QUALITATIVE ANALYSIS-THE INTERVIEW..................... 186
7.1 INtroduCtion ... 186
7.2  Factors Affecting PM Utilisation. ... ... .. 186
7.21 Goa Orientation and Management Commitment ... 187
7.2.2 Regulation on Performance Measurement ... .. .. . 188
7.2.3 Internal Auditing ... 190
7.2.4 Regulations on Procurementand PPP... ... .. ... .. .. . 193
7.2.5 Availability of Resources ... ... 195
7.2.6 Decision Making Authority. ... . 198
7.2.7 Local Parliament Support ... 199
7.2.8 Internalisation and Trainingof PM....... ... ... .. . . . 201
7.2.9 Organisational Culture ... ... ... 205
7.2.10Political Factor................................. 207
7.3  Thelmpact of PM Utilisation on Accountability ... ... .. .. . 209
7.4  Practices Of PM........... 211
7.4.1 Performance Reporting ... 212
7.4.2 Strategic Planning.............................. 215
7.4.3 Performance-Based Budgeting........................ ... ... .. 218
7.4.4 Program Management, Reward and Punishment ... ... . 225
745 Benchmarking ... . 228
75 SUMMAEIY... 230
CHAPTER 8 CONCLUSION AND IMPLICATION.................ooo 232
81  INtroduCtion...................... 232
82  CONCIUSION ... ... 232
83  Limitation ofthis Study...................................... 239
84 Implications. ... 240
8.4.1 Theoretical Implications. ... ... 240
8.4.2 Practical Implications. ... ... ... 241
85  Suggestions for Future Research......................................... 243



BIBLIOGRAPHY ... 246

APPENDIX A COVER LETTER AND QUESTIONNAIRE .............................. 269
APPENDIX B INTERVIEW PROTOCOL. ... 276
APPENDIX C INDEPENDENT SAMPLE T-TEST FOR RESPONSE BIAS ... .. . 279
APPENDIX D MEASUREMENT OF CONVERGENT VALIDITY . .................... 282
APPENDIX E ITERATIONS IN PERFORMING PLS ANALYSIS ................... 284
APPENDIX F RASK FORMS ..., 288
APPENDIX G RKA-SKPD FORMS ... .., 290
APPENDIX H LIST OF PERFORMANCE INDICATORS..................co 292
APPENDIX | FLOWCHART OF LAKIP REPORTING.....................ooo 301

X1



TableNo.
31

4.1

4.2

51

52
6.1
6.2
6.3
6.4
6.5
6.6
6.7
6.8
6.9
6.10
6.11
6.12
6.13
6.14
6.15
6.16

6.17

LIST OF TABLES

Hierarchy of Legal Sources in Indonesia

Summary of Characteristics of Adoption and Implementation

of PM

Summary of Hypotheses

Number of Local Governments, Block Grant and Population:

Four Provinces Compared

Distribution of Interviews

Local Governments Participating in the Survey
Respondents by Functional Area

Respondents by Level of Education

Respondents by Length of Servicein Local Governments
Respondents by Age Group

Respondents by Gender

Descriptive Statistics for PM Adoption and Development
Descriptive Statistics for PM Implementation
Descriptive Statistics for Goal Orientation

Descriptive Statistics for Management Commitment
Descriptive Statistics for Regulation on PM

Descriptive Statistics for Performance Auditing
Descriptive Statistics for Regulation on Procurement
Descriptive Statistics for Decision Authority

Descriptive Statistics for Parliament Support

Descriptive Statistics for Resources Availability

Descriptive Statistics for Accountability

Xii

Page No.

43

72

102

105
130
135
138
139
141
141
142
143
145
146
147
148
149
150
151
151
152

154



6.18

6.19

6.20

6.21

6.22

6.23

6.24

6.25

6.26

81

Factor Loadings from Final PLS Measurement Model

Descriptive Statistics, Reliability and Average Variance
Extracted (AVE) of Variablesin the Final Model

Correlations trom PLS Model and Square Root of Average
Variance Extracted

Structural Model, Path Coefficients, t-Statistic and R-square

Summary of Hypotheses Test on Factors Directly Affecting
PM Adoption

Summary of Hypotheses Test on Factors Affecting PM
Implementation

Summary of Hypotheses Test on Factors Affecting Goal
Orientation

Summary of Hypotheses Test on Factors Affecting
Management Commitment

Total Indirect Effects of Variables Affecting PM
Implementation

Summary of Findings

Xiii

156

158

159

161

165

167

168

170

172

236



Figure Mo.
21
31
32

41

4.2
51
6.1

6.2

LIST OF FIGURES

The Logic of RBM
Hierarchical Structure of Indonesian Government
Summary of Key Performance Indicators

Implementation Mode and Success of Performance
Measurement

Conceptual Model
Sequential Explanatory Mixed Method Strategy
East Java Zones

Final Partial Least Square Mode with Significant Coefficient

Xiv

e No.

26

57

76
100
107
136

162



ACCTBLT
ADB
AOOF
APBD

ATM
AusAID
AVE
Baperjakat

BAPPEDA

BOT
BPK
BPKP

BSC

CCT

CE

CIDA

CSR
DECAUTH
Depdagri
DFR

Dinas Kominfo

DPD
DPR
DPRD
DPA

EA

LIST OF ABBREVIATIONS

Accountability
Asian Development Bank
Accrual-based Outcomes and Outputs Framework

Anggaran Pendapatan dan Belanja Daerah (Local Government
Budget)

Automatic Teller Machine
Australian Agency for International Development
Average Variance Extracted

Badan Pertimbangan Jabatan dan Pangkat (Consultative Body
for Staff Promotion)

Badan Perencanaan Pembangunan Daerah (Local Planning
Agency)

Built Operate Transfer
Badan Pemeriksa Keuangan (Supreme Audit Body)

Badan Pengawasan Keuangan dan Pembangunan (State
Agency for Financial and Development Oversight)

Balanced Scorecard

Compulsory Competitive Tendering

Chief Executive

Canadian International Development Agency
Comprehensive Spending Review

Decision Authority

Departemen Dalam Negeri (Ministry of Home Affairs)
Departmental Forecast Report

Dinas  Komunikasidan Informasi (Communication  and
Information Sevices Unit)

Dewan Perwakilan Daerah (Regional Representative Council)
Dewan Perwakilan Rakyat (House of Parliament)
Dewan Perwakilan Rakyat Daerah (Local Parliament)

Dokumen Pelaksanaan Anggaran (Budget Execution
Document)

Executive Agencies

XV



FMI
FMIP
FMR

=

GAO
GDP
GOALORI
GOl

GPRA

GR

A

UM
INTOSAI
Juknis
Kepmen

Kepmendagri

Keppres
KPI
LAKIP

LAN
LG
MAS
MBS
MBO
MCS

Menpan

MNGCOM
MOF
MOHA
MTEF
NHS
NPFM

Financial Management Initiative
Financial Management Initiative Programs
Financial Management Reform

Fiscal Year

Government Accountability Office

Gross Domestic Product

Goal Orientation

Government of Indonesia

Government Performance and Results Act
Government Regulation

Institute of Internal Auditors

International Islamic University Malaysia

International Organization of Supreme Audit Institutions

Petunjuk Teknis (Technical Guidance)

Keputusan Menleri (Miniterial Decree)

Keputusan Menleri Dalam Negeri (Minister of Home Affairs

Decree)
Keputusan Presiden (Presidential Decree)
Key Performance Indicators

Laporan Akuntabilitas Kinerja Instansi Pemerintah

(Governmental Agencies' Performance Accountability Reports)

Lembaga Administrasi Negara (State Administration Agency).

Local Government

Management Accounting Systems
Modified Budgeting System
Management by Objective
Management Control Systems

Menleri  Penertiban  Aparatiir
Apparatus Empowerment)

Negara (Minister

Management Commitment

Ministry of Finance

Ministry of Home Affairs

Medium Term Expenditure Framework
National Health Service

New Public Financial Management

XVi

of

State



NPG
NPM
MPR

OECD
ORBA
PA
PAKTO

PARLSUP
PART
PBB

PC
PERFAUD
PEMS
Perda
Permen

Permendagri

PFA

M

PLS

PM
PMADOPT
PMIM PL
PMREG
PMS

PP

PPBS
PPP

PSA

PSC

Qual
QUAN
RAB

New Public Governance

New Public Management

Majelis
Assembly)

Permusyawaratan

Rakyat

(People’'s Representative

Organization for Economic Cooperation and Development
Orde Baru (New Order)
Public Administration

Paket Oktober

deregulation)

(October

Parliament support

Package,

Program Assessment and Rating Tool

Performance Based Budgeting

Personal Computer

Performance Audit

a policy of

Policy and Expenditure Management System

Peraturan Daerah (Local Regulation)

Peraturan Menteri (Ministerial Regulation)

banking

Peraturan Menteri Dalam Negeri (Ministry of Home Affair's

Regulation)

Public Finance Act

Performance Indicator
Partial Least Square

Performance M easurement

Performance Measurement Adoption

Performance Measurement Implementation

Regulation Mandate on Performance Measurement

Performance Measurement System

Peraturan Pemerintah (Government Regulation)

Planning, Programming and Budgeting System

Public Private Partnership

Public Service Agreement

Public Sector Comparator

Quantitative

Quantitative

Resource Accounting and Budgeting

XVii



RASK

RBM
RKPD

RKA-SKPD

RPIMD

SAB
SEM
SKPD
SOEs
SPJ

SPM
STAR-SDP
TBS

TOR

TOM
TRAINING
UK

USA
USAID
uub

VFM

Rencana Anggaran Satuan Kerja (Budget Proposal of Local
Agencies)

Results-Based Management

Rencana Kerja Pemerintah Daerah (Local Government Work
Plan)

Rencana Kerja dan Anggaran Satuan Kerja Perangkat Daerah
(Work Plan and Budget Proposal of Local Government
Agencies)

Rencana Pembangunan Jangka Menengah Daerah (Medium
Term Development Plan)

Sandar Analisa Belanja (Standard Spending Assessment)
Structural Equation Modeling

Satuan Kerja Perangkat Daerah (Local Government Agency)
State-Owned Enterprises

Sural  Pertanggung-Jawaban  (Formal  Accounting/Financial
Evidential Documents)

Sandar Pelayanan Minimal (Minimum Service Standards)
State Audit Reform - Sector Development Project
Treasury Board of Canada

Terms of Reference

Total Quality Management

Training on Performance Measurement

United Kingdom

United State of America

United State Agency for International Development
Undang-undang Dasar (State Constitution)

Value for Money

XViii



CHAPTER 1

INTRODUCTION

11 BACKGROUND OF THE STUDY
The public sector has long been criticised as being ‘inefficient’, ‘non-productive’,
‘not-innovative’ and riddled with ‘poor-performance’. Such criticisms have given rise
to the emergence of the New Public Management (hereafter NPM) as the new
paradigm in public sector management (Osborne and Gaebler, 1992) emphasising the
importance of performance measurement (hereafter PM). In the UK, PM appeared to
be prominent way for improving public sector governance since the time of Margaret
Thatcher came to power in 1979 (Chapman, 1991; Lapsley, 1996). According to
Lapsley (1996, p. 110) there are four major reasons why PM emerged as a central
feature of the UK’s public sector: (1) fiscal pressures, (2) the perceived inefficiency of
the public sector, (3) the absence of managerial incentives and clearly defined
commercial objectives, and (4) the dependency culture of a nation too reliant on the
public purse.

This study focuses on performance measurement of local governments in East
Java, Indonesia. The local governments are being reformed concurrently with the
implementation of regional autonomy. A long with the reforms of Indonesian public
sectors, the reform of local governments, to a certain extent, adopt the ideas of NPM
(Djamhuri, 2009). The utilisation PM and NPM have become “Siamese twins” both in
thinking and practice (Van de Walle and Van Dooren, 2008). The public sector
reformed based on the NPM doctrines was coined by Hood (1995) as the “new” public

sector. Holloway et al. (1999) coined the word “new” public sector to refer to the



public sector reformed by adopting new management approaches such as reformed
budgeting and costing systems, benchmarking and performance measurement. They
used the term when reporting their study based on surveys and longitudinal case
studies of NHS and public sectors in the UK (Holloway et al. 1999). Jackson and
Lapsley (2003) also used the term “new” public sector to refer to those being reformed
by the ideas of NPM which focuses on results and measurement in which accounting
has a central role.

NPM has inspired public sector reforms in a number of countries in which the
essence is to improve the performance of public services (OECD, 1993, 1995, 2001).
Under NPM, development of performance measurement system (PMS) is highly
regarded and widely adopted as a recipe for improving public sectors’ low
performance caused by bureaucratic government (Mwita, 2000). This has been evident
by various performance measurement initiatives in a number of countries (OECD,
1993). Value for Money (VFM), as one of the model constituting measures of
economy, efficiency and effectiveness (Lapsley, 1996), is widely adopted and it has
been regarded as a concept that applies almost exclusively to the public sector (Small,
1996, p. 129). In OECD member countries, PM is implemented within the framework
of results-based management (hereafter RBM) (OECD, 1993, 1995, 2001; Saldanha,
2002; Treasury Board of Canada, 2002; Try and Radnor, 2007).

In the USA, for example, under the Government Performance and Results Act
(GPRA) of 1993, all federal government agencies have been required to implement
performance measurement systems and to submit annual performance report
(Lindblad, 2006; Cavalluzzo and lIttner, 2004). GPRA in the US and other related
initiatives in other countries are based on the assumption that mandated reporting of

results-oriented, using strategic performance indicators can improve government



efficiency and effectiveness by increasing accountability of public managers
(Cavalluzzo and Ittner, 2004; Jones and McCaffery, 1997).

In Indonesia, such an initiative was started in 1999 through the promulgation of
Presidential Decree No. 7/1999. Based on the decree, all government agencies,
including local governments were required to report their performance annually. Local
governments, more specifically, have been further enforced to implement PMS since
the implementation of regional autonomy based on Law No. 22/1999 (which was then
replaced by Law No. 32/2004 on Local Governments) and Law No. 25/1999 (which
was then replaced by Law No. 33/2004 on Fiscal Balancing between Central and
Local Governments). This has been further strengthened through the promulgation of
Law No. 17/2003 (on State Finance) and Government Regulation No. 58/2005 (on
Government Financial Management), obligating all local government agencies to
implement performance-based budgeting and to produce annual performance report.
Recently, efforts to improve the performance measurement systems have further been
initiated by promulgating Government Regulation No. 8/2006 on financial and
performance reporting of government agencies. More specifically, for assessing the
successfulness of regional autonomy and decentralisation policy, Government
Regulation No. 6/2008 (on the guidance for evaluation of local governmental services

accomplishment) was issued.

1.2  MOTIVATION OF THE STUDY
PM in the public sector is more complicated than that in the private sector (Lapsley
and Mitchel, 1996). Considering that the debates on public sector PM will most likely

to continue (de Lancer Julnes, 2006), it is imperative to conduct a study to know the



situation at hand and gain familiarity with and understanding of the phenomena in the
context of local governments. The notion of performance measurement brought by the
“new” public sector from the cases of developed countries might not be compatible
with those of developing countries. As such, this study contributes to providing the
perspective of PM utilisation in the public sectors in developing countries, especially
Indonesia.

When addressing the issue of PM in governmental agencies, Ittner and Larcker
(1998, p. 233) suggest that future research in this area address the question of whether
new PM systems will actually improve governmental performance. More importantly,
future research also needs to address the most fundamental question, are the private
sector notions of PM and accountability applicable in the public sector? Given the
imposed decentralisation policy, studies on PM in local government gain its
prominence. A series of government regulations imposed on local governments in
Indonesia as mentioned in the previous section may instil better approach in
governance or may result in new problems in local governments.

This study draws upon management accounting in the public sector and current
literature on public sector reforms, which is one of the main concerns of public sector
accounting. The main reason for exploring this area is that Indonesian local
governments, as autonomous entities, have recently been granted with much greater
budget than ever before and mandated to improve public services provision and
accountability. As such, measuring performance would be the central issue in local

government management.



1.3 PROBLEM STATEMENT

In line with the PM initiative, the Indonesian central government has published
manual on preparing government performance report (LAN, 2003). In addition to the
implementation of the Law on State Finance, local governments have also been
equipped with detailed guidance on preparing performance-based budgeting issued by
Ministry of Home Affairs (Regulation No. 13/2006 superseding Decree No. 29/2002).
However, at the early stage of the reform and due to lack of competent staff (Harun,
2007) local governments in Indonesia were still far from achieving the essence of
performance-based budgeting and appropriate PM practices within the framework of
RBM. The Minister for Government Officials Empowerment asserted this in 2002
saying that

“.... There has been wrong perception among government officials that

accountability was perceived only as an obligation to produce financial

reports. There has been no evaluation on whether the accomplishment of
government programs and activities has resulted in improving peoples’
wealth or just for disbursing money within budget for the benefits of
government’s institution and officials.”

(Kompas Cyber Media, 10 September 2002).

The statement suggests a significant gap between local governments’
preference towards rule compliance matters as exerted by the Central government and
needs for managerial use. While the value-for-money (VFM) concept (using
efficiency, economy, and effectiveness indicators) has been suggested® , the extent to
which VFM guides public managers is not known. Whether the practices and use of
PM system has led to better results as expected is, therefore, still questionable.

Studies on the practices and usefulness of PM in the public sectors which were

mostly conducted in developed countries has resulted in different models of PM

! Value-for-money concept (measures of economy, efficiency and effectiveness) was introduced in the
Guidance for reporting accountability of government agencies’ performance (LAN, 2003).



utilisation (see, for example, Jones and McCaffery, 1997; de Lancer Julnes and
Holzer, 2001; Wang, 2002; Cavalluzzo and Ittner, 2004). Clearly, the findings have
been inconclusive. To address the complexities of public sectors, literature advocates
the use of multidimensional performance measures (Brignal and Modell, 2000; Kloot
and Martin, 2000; McAdam, Hazlett and Casey, 2005). Hoque (2008, p. 469) asserted
that not much is known about “why” and “how” government entities have turned to
implementing “modern” performance measures such as balanced scorecard (Kaplan
and Norton, 1996). In attempting to fill the gap, Hoque (2008) conducted a case study
based on archival documents. However, the study provides limited insight into how
public sector managers perceived the relevance and usefulness of performance
measurement data.

It is still questionable whether NPM could have real impact on improving the
performance of governments in developing countries. One of the main obstacles is the
lack of antecedents for contract management. Public sector reforms in developing
countries are also constrained by the characteristics of the existing administration. For
instance, NPM is difficult to implement in developing countries because of the
prevalent problems of mismanagement, incompetent civil servants, and lack of
accounting expertise (Mohamad, 2004, p. 81).

Perera (1989) argued that the Anglo-American style of accounting practices
may not be relevant in many developing countries and, hence, may not be capable of
providing the accounting information needs of these countries in an efficient manner.
Therefore, Perera (1989) suggests that an ‘inward looking” approach to accounting in
developing countries needs to be conducted. Mimba, Helden and Tilemma (2007)
contend that there are four features of public sector in developing countries, i.e. (1) a

low institutional capacity; (2) a limited involvement of stakeholders; (3) a high level



of corruption; and (4) a high level of informality. These characteristics might cause
disequilibrium between the demand for and supply of performance information
(Mimba et.al, 2007). In the case of accounting and budgeting reform in Indonesian
local government, those characteristics were confirmed by Djamhuri (2009) as the
impediments for the institutional process of accounting and budgeting innovation.
Budaus and Buchholtz (1996) believed that country specific factors and the concepts
of administrative reform specific to its respective communities will affect the practices
and use of PM. This could result in different model of PM utilisation within the

implementation of RBM.

14 OBJECTIVES OF THE STUDY
The objectives of this study are:
(1) To identify factors affecting PM utilisation that could explain the case
of local governments in Indonesian context.
(2) To examine current practices of performance measurement in local
governments.
(3)  To examine the perceived impacts of PM utilisation on accountability

of local government.

15 RESEARCH QUESTIONS
Based on the above objectives, the research questions to be answered include the
following:

(1) What factors affect the utilisation of PM in local governments?

(2) What are the current practices of performance measurement in local

governments?





