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Abstract. This study aims to explore the effect of performance and budgeting control on
human capital disclosure in Indonesian Local government in accordance with institutional
theory. The reason for doing this study is the big budget allocation for employee
expenditure in Indonesian local government and the existence of a Law on State Civil
Apparatus but the lack of human capital disclosure in local government financial statement.
It is a study on 140 local governments with cluster sampling and the hypothesis was proved
by multiple regressions. The results showed that there was an effect of performance on
human capital disclosure, while the budget controlling was not significant. Further
statistical tests show there are differences in the local governments performance which
located at Java Island and outside of Java. Future studies can also try to test the disclosure
of human capital using only the four items index which widely expressed by local
governments in Indonesia. There are about employee pay and benefits, employee awards,
pension/old age insurance, and employee protection.

Keywords: Human Capital Disclosure, Performance, Budget Controlling, Institutional
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1 Introduction

Human capital disclosure is very important to overcome organizational, community and
environmental problems. This is in accordance with the perspective of institutional theory.
Previous study by DiMaggio & Powell [1] and Scott [2] which is useful to increase transparency
and disclosure can also strategically improve the alignment between goals and norms of the
organization with community norms, facilitate the sustainability of the organizational operations
in order to improve the reputation of the company and goodwill. Abeysekera [3] states that
companies use disclosure to reduce tensions between organizations and stakeholders and based
on Dillard, Rigsby & Goodman [4] which states that organizations express voluntarily because
of the strength or pressure exerted on the organization to resemble other units in dealing with
the same environmental conditions. Dagiliené & Nedzinskiené [5] stated that if companies tend
to express one of the non-economic aspects voluntarily in their report, the company tends to
reveal more about other non-economic problems in the perspective of institutional theory.

Burke, Noblet & Cooper [6] stated that the strategy of managing human resources (HR)
has an important role in ensuring public institutions provide services to the public with high
standards of service consistently. Disclosure of human capital in financial statements is needed
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by stakeholders in making decisions for both companies and local governments. This is
consistent with the study of Kansal & Joshi [7] which found that there is no difference between
the average disclosure of human capital from one industry to another and the disclosure practices
of private companies and the public sector. The reality is that local governments have not shown
uniformity (isomorphic) according to institutional theory in terms of human capital disclosure
in local government financial statement. The followers of institutional theory states that
organizations adapt isomorphic processes in the form of acceptance of values, norms,
regulations, and others.

Human capital problems often occur in every organization. These problems certainly cause
various decisions making and the achievement of organizational goals and even accountability
and also transparency become questionable [8]. The problem with local governments related to
human capital disclosure is the existence of high employee (related to human capital)
expenditure budget. The personnel expenditure budget for paying the salaries of central and
regional civil servants in 2017 is 495.7 trillion rupiah [9]. The employee expenditure budget for
paying the salaries of central and regional civil servants is high because a quarter of the budget
for the budget and the average increase to 22% per year.
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Fig. 1. Employee Expenditures for Central and Regional (1992-2017).
Source: Ministry of Finance, 2018.

Salaries of civil servants (PNS) have been budgeted in a quite big number by the
government. In 2017 state budget (APBN), according to Kemenkeu [10], employee expenditure
for salary reached Rp 343.3 trillion and goods expenditure was Rp 296.6 trillion from a total of
Rp 1.13 quadrillion (thousand trillion). Employee expenditure covers 26.1 percent of the total
central government budget, or about a quarter of the budget is used to pay salaries and fringe
benefits of bureaucrats [11]. Expenditures for central and regional government employees have
increased every year (Fig. 1).

In the 2016 APBD, 131 districts had a ratio of employee expenditure and fringe benefits
to the total state budget reaching above 50 percent. So, most of the state budget is only for
employee expenditure [12]. Based on data from the Directorate General of Fiscal Balance, the
average portion of employee expenditure in the 2015 APBD, both provincial and district/city



up to 40 percent. The allocation of employee expenditure at the district/city government level
was recorded at an average of 46 percent.

Several studies on the level of disclosure to local governments in Indonesia also show
inconsistencies. The inconsistency can be seen from the results of several studies. First, study
by Suhardjanto & Yulianingtyas [13] show the average value of mandatory disclosures in the
regional government balance sheet shows 10.49 or 30.85 percent of 100 samples. Second, study
by Setyowati [14]. the average disclosure rate of 314 local governments in 2014 showed 64
percent. Third, the level of disclosure of provincial government in Indonesia from 2006 to 2009
showed an upward trend [15]. Fourth, the average level of human rights disclosure in Indonesia
is around 7% lower than in developed countries [16].

Similar to studies on human capital disclosure in go public companies, human capital
disclosure is also very important in the government. The importance of disclosing human capital
in each sector is certainly different. This is consistent with the results of a study by Kansal &
Joshi [7] which found that accountability in terms of human resource reporting in the public is
higher than the private sector. Disclosure of human capital has not been regulated explicitly and
specifically in Government Regulation Number 71 of 2010 concerning Government Accounting
Standards (SAP), Law of the Republic of Indonesia No. 5 of 2014 concerning State Civil
Apparatus (ASN) shows that ASN has the right to receive: salary, benefits, and facilities; paid
leave; pension insurance and old age insurance; protection; and competency development, and
Study Number 14 of International Public Sector Accounting Standards (IPSAS) which is
published by the IPSAS Board (2011). Even though there is a statement that the information
presented in accrual-based accounting in financial statement make it possible for stakeholders.

Three isomorphic components only the coercive component (measured by the number of
members of parliament) has a significant influence on the level of disclosure [17][18]. It proves
that in Indonesia, coercive pressure is still needed to increase transparency [19]. This is
consistent with the argument of Graham & Woods [20] that coercive pressure is suitable for
developing countries. Arifin et al. [17][18] tested three isomorphic components with variables
of the number of DPRD, the location of local government by distinguishing Java or Outside
Java, the proportion of opposition parties. A study by Iliya Nyahas et al. [21] state that coercive
and normative isomorphic mechanisms are positively related to voluntary disclosure, whereas
mimetic mechanisms are not. Study by Iliya Nyahas et al. [21] organizational culture partly
mediates the relationship between isomorphic influences and voluntary disclosure practices of
registered companies in Nigeria. This is in accordance with social processes with the existence
of isomorphic forces such as coercive, normative and mimetic clearly carried out by the external
environment, so that public entities can directly adopt integrated report.

Tagesson et al. [22] show that internet-based social disclosure is related to company size,
profitability, ownership and industry in companies registered in Sweden. Ali, Frynas &
Mahmood [23] find that company characteristics such as company size, industrial sector,
profitability, and corporate governance mechanisms drive the CSR reporting agenda. In
addition, political, social, and cultural factors influence the CSR disclosure agenda. Sahari &
Hamzah [24] and Yau, Chun & Balaraman [25] found that profitability had no effect on human
rights disclosure. Profitability is usually used to measure financial performance. Lajili & Zéghal
[26] found a positive and significant relationship between disclosure of labor costs and the
market value of equity. Financial performance has various measurements. So, financial
performance is positively related to human capital disclosure.

A study by Toorchi, Asiaei & Dehghan [27] implies that companies with a high level of
intellectual capital have sophisticated accounting systems and management controls. The
relationship between the internal control system (including budgeting control) and the



disclosure of human capital (intellectual capital) was also carried out by Méller, Gamerschlag
& Guenther [28]. The internal control system is good, so reporting to the outside parties
(including disclosure) is also good. Thus, budgetary control also affects the disclosure of human
capital.

Capital innovation indirectly affects disclosure if measured by the cost of ownership
information and in other organizations it is often called as cost of software (investment). So, if
the intensity of research and development is high then it affects disclosure. It is also in
accordance to a study by Wright [29] which states that capital innovation has a positive effect
on government policy. This study identifies the effect of performance and budget controlling on
human capital disclosure. This study compiles the human capital disclosure index and uses
institutional theory in identifying the determinants of human capital disclosure in local
governments in Indonesia which make it different from other studies.

2 Methods

The type of this study is a quantitative study, which use secondary data obtained from the
State Audit Board (BPK) in Jakarta, the annual report of the regional government in Indonesia
in 2016. The population in this study is 513 Local Government in Indonesia. The analysis unit
of this study is the organization so that each city or Regency This study analyzes the annual
financial statements from 2016 because that year shows the period after Presidential decree No.
71 of 2010 concerning Government Accounting Standards, about the implementation of accrual
basis reports. This study used proportional sampling technique. This financial statement data
was obtained from a data base (BPK) which is published in the form of CD in February 2017.

The dependent variable of this study is human capital disclosure (HCD). Human Capital
Disclosures are words or sentences about human capital disclosed by organizations in financial
statements [3][30]. Thus, this study refers to the definition of human capital disclosure that was
used Abeysekera [3][30], because it is more suitable with the definition of the civil service
(ASN) and employees in the financial statements of local governments in Indonesia. This study
uses index analysis to measure human capital disclosure which is developed based on the
framework of Beattie & Thomson [31], Pisano, Lepore & Lamboglia [32], Bontis [33], Guthrie
& Petty [34], Guthrie et al. [34], Guthrie, Petty & Ricceri [35], Adelowotan [36] and others
(attached). The steps to prepare the index as follows

a. Mapping theory and previous study on human capital disclosure. The results found 211
indicators of human capital disclosure.

b. Those indicators are arranged in a questionnaire and distributed (surveys) to several
stakeholders. The stakeholders are auditors (BPK and BPKP), Actors (Local Government),
Academics (researchers), and policy makers (MOHA).

c. The survey results are identified by and carried out as a basis for interviews to see their
consistency. After surveys and interviews related to 211 indicators were categorized using
factor analysis, there are obtained 51 items.

d. Fourteen keywords were obtained from the categorization of indicators. The next process
is analyzing another factor based on the keywords adopted in the Law on State Civil
Apparatus which amounted to 14 (fourteen) keywords. The keywords that were used to
identify human capital disclosure including the preparation and determination of needs,
procurement, rank and position, career development, promotion, transfer, performance
appraisal, payroll and benefits, awards, discipline, dismissal, retirement guarantees and



guarantees old age, as well as protection. Each keyword if disclosed is given a score of 1

(one).

e. This study also tested the validity and reliability testing with the intercoder by experts in
public accounting.

Financial performance in this study was defined as a performance measure that uses
financial indicators. It was developed from the definition of performance according to
Gimzauskiene & Kloviene [38], which is a feature of achievement level of the implementation
of an activity or program and policy in realizing the goals, objectives, mission and vision of the
organization as outlined in the strategic planning of an organization. This study uses the
performance score of government administration in the Decree of the Minister of Home Affairs
No. 100-53 of 2018 concerning the Ranking and Status of National Government Implementation
Performance. The performance score of the government administration is the ranking and status
of the performance of local government administration in 2018.

Budget controlling is the effectiveness of budget controlling which includes planning,
feedback and control interactions that are important to improve government performance in the
implementation of performance-based budgeting. Thus, budget controlling is measured by the
amount of the revenue budget target minus the realization of the revenue budget minus the
amount of the expenditure/expenditure budget target after deducting the realization of the
government expenditure/expenditure.

The control variables in this study are capital innovation and size (total assets). Capital
innovation shows the creation of something new, which has been studied for decades [39][40].
Capital innovation in this study is measured by the intensity of capital innovation that is the cost
of research and development divided by total assets. Size is a measure of local government that
can be indicated by the number of assets owned. Size in this study was measured by the natural
logarithm of total assets.

3 Results and Discussion

3.1 Descriptive Results

Table 1. Descriptive Statistics of the Dependent, Independent and Control Variables

Variable Obs Mean Std. Dev. Min Max
HCD 140 0,287 0,027 0,142 0,5
KK 140 31.050,79 3.194,328 13.619 35.926
PP 140 0,067 0,047 -0,018 0,244
INOV 140 1,920 5,453 0,019 54,965
Size 140 28,686 0,686 27,471 31,272

Source: Secondary processed data, 2018.

The maximum human capital disclosure value is owned by the Regional Government of
Puncak Jaya Regency. This can be interpreted that the Puncak Jaya Government in 2016 has a
high level of human capital disclosure. The minimum value of the variable level of human
capital disclosure owned by the Regional Government of Toba Samosir Regency, it means that
the Regional Government of Toba Samosir Regency in 2016 has a low level of human capital
disclosure. The average value is greater than the standard deviation value, so that it can be
interpreted as the spread of variable data on the human capital disclosure level to spread
heterogeneously.



The minimum performance value was owned by the Puncak Jaya Regency in 2016, so it
can be interpreted that the Puncak Jaya Regency in 2016 had a low performance score or the
performance of the local government as measured by a relatively low performance score. The
maximum value of the local government performance variable from this study was 35,926. This
value is owned by the local government in Sidoarjo which means that in 2016. Sidoarjo has a
high local government performance. The resulting average value is greater than the standard
deviation value, so it can be interpreted as a variable spread of regional government performance
data distributed heterogeneously.

The minimum budget controlling value is owned by the local government of Toba Samosir
in 2016, so it can be interpreted that the Toba Samosir has low budget controlling and the local
government is considered low in managing its budget as measured by the acquisition of
surpluses/deficits. The maximum value of the budgeting control variable which is owned by the
North Lombok Regency Government in 2016, which means that the local government of North
Lombok in 2016 has a high level of budget controlling or the local government is considered as
good in managing its budget so that the surplus/deficit is also high. The average value is greater
than the standard deviation value, so that it can be interpreted as the data on budgetary control
variable spread heterogeneously.

3.2 Regression Analysis

Table 2. Results of Multiple Linear Regression

Variable Coefficient t P >[t]
-cons 0,199 2,03 0,045

kk -0,000 -3,88 0,000

pp 0,005 0,10 0,922
inov 0,001 1,13 0,258

size 0,006 1,73 0,085

Obs =140, Fhitung= 4,26, Sig F= 0,002, R?=0,112, Adjusted
R?=0,086

Source: Secondary processed data, 2018.

Table 2 shows the coefficient of determination of the adjusted R square of 0.086 or 8.6%.
This shows that 8.6%. of human capital disclosure variable in local governments explained by
the independent variables in this study which is the performance, and budgeting control. The
remaining 91.4% is influenced by other variables which is not included in this study model.
Table 2 shows the significant value in the F significant test showing the number of 0.002, that
is 0.002 <0.05 so it can be concluded that the independent variables in this study affect the
dependent variable.

HCD = 0,991-0,001P + 0,004BC + 0,0011CI + 0,006SIZE + ¢

3.3 Effect of Performance on Disclosure of Human Capital

Performance variables obtained by t count of -3.88 a significant level of 0,000
(0,000<0.05). These results indicate that the performance has a significant negative effect on
human capital disclosure in local governments, so the first hypothesis is not rejected. Higher
performance led to lower human capital disclosure level in Indonesian local governments in and



lower performance of government implementation led to higher level of human capital
disclosure.

The results of this study emphasize that the relationship between performance and human
capital disclosure is still diverse. The results of this study are in line with Abdulla & Mamun
[41] and Souza et al. [42] who found a significant relationship with profitability of the company
(one of the indicator is performance and the reporting of human capital. The results of this study
differ from the studies of Alam & Deb [43] and Eddine et al. [44] which show that there is a
positive relationship between performance and human capital disclosure. This study shows a
negative influence between performance and human capital disclosure. Other research results
that show that according to Melloni [45] which find that positive intellectual capital disclosure
tone is associated with decreased performance, greater size, and level of intangibles that support
the use of intellectual capital disclosure as impression management. While the results of Wang
& Chang [46] also found different results that there is no effect of human capital on
performance, but human capital affects performance through innovative capital and process
capital. This study shows that most local governments disclose human capital regarding
employee payroll and benefits, employee awards, pension/old age insurance, and employee
protection. This indicates that the regional government suspicion only discloses that it is closely
related to monetary matters. Items related to soft skill or attitudes are rarely disclosed. The
research findings differ from the findings of Khan & Khan [47] which shows the most frequently
disclosed human capital items are information about employee training, number of employees,
career development, opportunities provided by the company, and employee recruitment
policies.

3.4 Effect of Budget Controlling on Human Capital Disclosure

Budget controlling variable obtained t count of 0.10 significant level of 0.922 (0.922>
0.05). The second hypothesis (Hz) which states budget controlling affects human capital
disclosure in Indonesian local governments is rejected. The results of this study do not support
a study by Toorchi etal. [27] and Mdller et al. [28] which does not support study by which states
there is a relationship between budget controlling (internal control system) and the disclosure
of human capital. The internal control system is good, so reporting to outside parties (including
disclosure) is also good. So, the results of this study have not been able to prove that budget
controlling also affects the disclosure of human capital. The results of this study are not in
accordance with institutional theory. Local government management is not encouraged to
disclose information to reduce the risk of negative views from the public.

3.5 Additional Testing

The value of Chi-Squared of these two variables is 48,247 and 26,070 with DF2, then p-
value of Kruskall Wallis test is 0,000 which is less than the critical limit of 0.05 so it can be
concluded that the treatment gives a significant difference mean in the value of the variable or
which means H1 is accepted and Ho is declined, since the H1 is accepted then continued with
Post Hoc Test or Further Test. As discussed earlier, Post Hoc after Kruskall Wallis can be done
with the Mann Whitney U Test and is often called the Wilcoxon Signed Rank Test.

The analysis result shows that 117 local governments outside of Java, which had capital
innovation sum rank of 7,831 lower than local governments in Java. Table 3 show that 117 local
governments outside of Java, which had a sum rank of performance of 9,870, higher than local
governments in Java, while 23 local governments outside of Java, which had a capital innovation
sum rank value of 1,979, higher than local governments in Java.



Table 3. The Result of Kruskal Wallis Test
Local Government in Java or Outside

City/Regency

Java
Variable Chi- p . Chi- ; p Chi- P . Chi- ]
Squared value qll_J_are value Squared  value quare value
ies Ties

hcd 0,010 0.921 0,068 0,793 0,162 0,687 0,132 0,287
kk 0,229 0,633 0,229 0,633 48,247 0,000 48,247 0,000

pp 5,365 0,205 5,365 0,205 0,797 0,372 0,797 0,372
inov 0,535 0,464 0,535 0,464 26,070 0,000 26,070 0,000

Source: Secondary processed data, 2018.

Based on the results of the calculations Wilcoxon Signed Rank Test according to table 4,
the Z value obtained for the variable performance of 10.265 and capital innovation of -6,149
with p values each of 0,000 less than the critical limit of the study 0.05 so that hypothesis (H1)
is accepted or its mean there are differences in performance and capital innovation between
local governments which located on Java and local governments located outside Java. A further
non-parametric test is testing the differences of each variable in this study compared to the local
governments (regencies and cities) as well as local governments which are located in Java and
outside of Java. The results of the statistical analysis show that only capital performance and
innovation differ (mean) between local governments in Java and Outside Java. This indicates
that the performance and capital innovation of local government in Java whose government is
close to technological and information development and close to the center of the capital city
are thought to be more advanced than local governments outside Java.

4 Conclusion

The results of the study indicate that performance affects human capital disclosure in
Indonesian local governments. The influence is seen from the performance of the
implementation of increasing human capital disclosure; so that the Hi which states the
performance affects human capital disclosure is not rejected, while budgeting control variables
do not affect human capital disclosure. It shows that higher budgeting control does not increase
human capital disclosure, so the second hypothesis (H2) which states that budgeting control
affects the disclosure of human capital is rejected.

The results of this study produce a human capital disclosure index that can be a measuring
tool about human capital that reflects more reliable and quality financial statement so as to
reduce the risk of trust in financial statements that are wrong or less accountable. Local
government financial statement should contain or disclose human capital because it is in
accordance with the mandate of the Law on State Civil Apparatus and most of the budgetary
allocation to local governments in Indonesia is related to human resources. The implementation
can be carried out by local governments in accordance with institutional theory in isomorphism
coercive, normative and mimetic. Therefore, this research is able to provide input on the policy
to determined regulations regarding human capital disclosure and performance.

In practice, most local governments only disclose human capital related to employee
payroll and benefits, employee awards, pension/old age insurance, and employee protection.
The financial statement of local government that has been regulated in presidential decree No.
71 of 2010 has not been able to regulate generally what is in the Law on Civil Service. In



particular there is a disclosure related to human resources or the state civil apparatus. Since it is
voluntary, human capital disclosure of in Indonesian local government is still very minimal.
The diversity of reporting format document in local government (for example pdf not
picture/jpeg) shows weak regulation in technical point of view.

Further study is recommended to reexamine the research variables which prove other
variables that influence human capital disclosure in Indonesian local governments. Future
studies can also try to test the disclosure of human capital using only the four items index which
widely expressed by local governments in Indonesia, it is about employee pay and benefits,
employee awards, pension/old age insurance, and employee protection. Based on additional
analysis also raises the implication that future study can explore the relationship of capital
innovation with performance and budgeting control. For capital innovation the next study can
try to use other measurements, for example the development of fixed asset investment, growth
of fixed assets, and others.
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