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The Impact of The Implementation of Goal Setting Theory and
Agency Theory on Performance:
Evidence from Indonesian Public Sector Organizations

ANITA PRIMASTIWT
Akademi Sekretari dan Manajemen BSI Jakarta
HARDO BASUKI
Universitas Gadiah Mada

Abstract: The aim of thix study (s fo give empivical evidence abour the
impact of the implementation of goal sewting theory andagency theory
on the performance of local governmental units in the Special Region
of Yogvakaria Province, The somples were the SKPD 5 chairmen or chair-
women who lead the governmental services aithe province level (D ]
Yogyakarta) and the regency level (Kota Yogvakarta, Kabupaten
Sleman, Kabupaten Gunung Kidul, Kabupaten Bantul, and Kabupaten
Kulon Proge), and they must be in thelr term of office for at least one
year: This siudy analyzed their perceptions abowt the statements in the
juestionaire. The data were analized by partial leasi square (FLS) with
Smart FLS Version 2.0, The findings showed empirical evidence of the
impact of clear and measurable goals on gualitative and quantitative
perfarmance, and the impact of performance measurement indicators
om guantitative and qualitative performance are conxisten! with
goalseiting theory, but the impact of decentralizafion on the quantita-
tive and qualitative performance is incongistent with goal seting theory.
The results show thet the impact of incentives on the quantitative and
gualilative performance sinconsistent with agency theory.

Keywords: goal setting theory, agency theory, local government per-
formance, PLS
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1. Introduction

Efforts by governmental organizations around the world to reinvent the government
and improve the performance of public organizations (known as new public management/
NPM) are now focused on the implementation of performance management {PM) prac-
tices {(Hood, 1995, 1991). By applying the PM practices, an orpanization tries (o realize its
organizational ohjectives and optimize the polential of its employees. The PM practices
include specifying which goals to achieve, aliocating decision rights, and measuring and
evaluating performance (Heinrich, 2002; Itner and Larcker, 2001; Otley, 1999; Kravehuk
and Schack, 1996; Birckley etal, 1995 in Verbeeten, 2008). Defining clear and measur-
able goals, performance measurement and incentives, constitute important elements of
performance management that are expected o encourage the local government institu-
tions o be better in their performance (Verbeeten, 2008; Heinrich, 2002; Klooty, 1999).

Robertson (m Mahmudi, 2005) reveals that performance measurement is a process of
assessing work progress agamst the achievement of the determined objectives and goals,
inciuding information on the use of resources in producing goods and services, quality of
goods and services, comparison of activity resultts with the targets, and effectiveness of
action in reaching the objectives. Performance mensurement is described in the perfor-
mance indicators exsting in the government’s performance measurement design. The
performance indicators then become standards of performance achievement and are fol-
lowed by performance evaluation. Evaluation is intended to find out whether performance
achievernent can be valued and leamed to improve the programdactivity inplementation in
the fistore (LAN, 2004,

Similarly, performance evaluation can be a basis of granting rewardand punishment.
Reward and punishment are given in relation to the achievemeni of performance targets
(ODutley in Kloot, 1999), One kind of reward is an incentive. Incentives will encourage
individuals to perform better, though in the administrative context, they should not be
seriously considered because the main task of the government is to serve the needs of the
people (Propper and Wilson, 2003). In Indonesia, this issue is clearly stated in the Internal
Minister's Regulation conceming the Management of Local Finance in Article 19 govern-
ing the extra income for the employees on the basis of work performance. Performance
improverment is supported by the existence of the decentralized managerial system in the
local governments,

The Indonesian government has tried to implement the PM practices in public sector
organizations. This is shown by the effort to set clear and measurable goals, decentraliza-
tion, indicators of performance mersurement, and the granting of incentives, as included,
amang others, in Law No, 32 of 2004, Law Mo, 33 of 2004, Internal Minister's Regulation
Moo 13 of 2006, and Government Regulation No 58 of 2005, However, the performance of
public organizations in Indonesia is siill poor. In Semester T of 2010, the Supreme Audi-
tory Agency implentented performance audits of 147 objects or 20% of total audit objects
in that Scmester 1, which comprised 46 sudit objects in central govemment organizations,
89 pudit ohjects in local government organizations, 3 State-Owned Companies (Badan
Usaha Milik Negara/BUMN), and 9 Local-Owned Companies (Perusaficon Daerah



Anita Pomastws, Hando Basaki 199

Air Mimum/PDAM). The results of performance audits generally reveal that an activity or
program is poorly performed. This is, among others, indicated by the conclusion of inves-
tigationg into regional governments which, in general, show that the implementation of
their activities has not vét been effective. Meanwhile, the service of granting new permits
at the Integrated Permits Service Agency or Badan Pelayanan Perijinan Terpadu (BPPT)
a1 Kabupaten Lombok Timur is not only ineffective but it is alsocategonzed as mefficient
because the policy, procedure and performance indicator of the service activity ane inap-
propriate.

This study refers to the research by Verbeeten (2008) that observed the impact of
implementing the PM practiceson the performance of public sector organizations in the
Metherlands, bath in local government and other organizations. Howewver, this study will
analyze the implementation of PM practices viewed from the poal setting theory and
agency theory perspective, whene these theories are consistent with the PM practices. In
other words, this study aims at examining and finding out some empirical cvidence of the
impact of the implementation of goal setting theory and agency theory on the perfommance
of local government in Special Region of Yogyakana. The findings are expected 1o con-
tribute to the development of theories and benefits of local government authorities as
inputs in order to take necessary measures for the improvement of their organizational
performance.

2, Theoretical Frameweork and Hypothesis Development

2.1 Implementation of Performance-Based Management in Public Organizations

Mahmudi (2005) states that performance-based management constituies a method 1o
measure the progress of a program or &n activity performed by public orpanizations in
achieving the outcome needed by clients, customers and other stakeholders. Performance-
hased management can be defined as & process of setting goals, deciding strategics to
reach the goals, allocating decision making authaority, measuring and appreciating criteria
{Kravchuk and Shack, 1996). In performance-based management, the main focus on
which the management pays atlention is oulcome. This 5 5o because the public or com-
mumnity needs end results, benefits, positive impact perceived or ohtained from the govern-
ment. The application of performance-based management 15 expected to increase organi-
zationz! performance. Performance mmprovement is also supported by o decentralized
management system in local governments, Decentralization given to the Local Apparatus
Task Force (or Satuan Kerja Perangkar Daoerah/SKPD) in the management of local
assets and decision-making can promote performance in satisfying the stakeholders” needs.
The dimension of performance-based manzgement includes: clear and measurable goals,
decentralization, the performance measuning indicators, and incentives,

2.2 Goal Setting Theory and Agency Theory

Goal setling is the underlying explanation for all major theones of work motivation
{Luncnburg, 201 1). Goal setting theory provides a behavioral explanation for the hypoth-
csized relation between clear and measurable poals and performance (Yerbesten, 2008).
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The undertying premise of gosl setting theory is that one’s conscious goals affect what
one achieves (Latham, 2004). An agency theory relationship exisis when one or more
individuals (called principals) hire others (called agents) in order to delegate responsibili-
ties to them (Baiman, 1990). The focus of agency theory is on determining the optimal
incentive contract; agency theory may provide an economic explanation for the impactof
PM-practices on performance (Verbeeten, 2008). Table | provides a summary of the
main characteristic of goal setting theory and agency teory:

Table 1.
Main Charactenstic Of Goal Setting Theory and A gency Theory:
SRR Gual setting theary Apeney theary
Similarifies Cler s rveasiirabbe goals se naguied
Ecenitives are posiively rebaled 1o pormmance
Diezeriralization aad performanc: nissimemens Sysfens aee importmd B bigh perfrmance
s Loesplexity comphicates the achienement of high performance -
i diver of performance Goals Incontines
"ol Clesir ad meastnabde goals MoV Chear and memsuable poals wre sscesmiry in
manugess b achieve these poals onder bodecenirilize decision righis, develop
adequale p-uimrumt rereres and providy
—_ ibeyuile incEnlives
Decentealization Mty Dok the impheimemistion of sdoquae - Pant of an opliead configurstion” inoeder e
I sctains | seder 1o achioe the prals mitigate conirol problems.
Porformasce messunemen Pmndehdhlﬂmnﬂgmumhm Prowide oubcnme infomation as the basis for
Eyslem impene perfiomane conir s, respeclively povide mdicalion of
maraperinl belaviou
Incentives My prowide: o the geals dod  Moiivaie =
Comopleciy Complexiy (task compleity) redhues e Mubtiple poots aed stekcholders aific the
rehation batwaim cheir and nmsarable mppicalnliny of kipgh-powened mamtive
gmals and performance wyslems
[mipociod chisiitereabizs of  Ahility and commitmenl 1o gnals affed Intringic maodvation, self atlection and
peblic seeor employees perfrmance professiosalism affest margmall costs of
inwentives

Sourde: Verbeeten, 2008

2.3, Loewl Govermmen! Performance

The local govemment involves govemnor, regent, and/or major and local apparatus as
the elements in organizing local government (Internal Minister’s Regulation No. 13 of
2006 juncto Internal Minister's Regulation No 21 of 20011, Pursuant to Internal Minister's
Regulation No 13 of 2006, the local government functions to provide the community with
services as 4 manifestation of administrative roles in certain areas that are performed to
achigve naticnal goals. The SKPD is the local instrument of local government as the
budget/poods user {Tnternal Minister's Regulation No 13 of 2006 juncto Intemal Minister's
Regulation No 21 of 2011). Internal Minister's Regulation No 21 of 2011 also reveals tha
the budget user is the authority holding the power of utilizing the budget for imnlementing
the major tasks and function of SKPD under their control, then, the head of SKPD has the
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atithority to use the goods owned by the local government and to manage thermn for pro-
moting the community’s welfare,

Performance is an output of a program that will be or has been achieved in relation to
the use of budget of mensumble quantity and quality (Internal Minister's Regolation No.
21 of 2011 Aricle 1, Section 37). The performance of public organizations is divided into
two arees-quantity performance and quality performance, Quantity performance refers 1o
the quantitative aspects of performance, for examgple the use of resources (budpet deple-
tion, or ecanomy), number of outputs produced, and efficiency (Carter et al.,, 1992 in
Verbeeten, 2008). Though the latter aspect relates to output to input, but it can be assumed
to be an indicator of quantity performance because efficiency usually does not include
quality indications. Quality performance refers to both “operational quality™, (for example,
accuracy; Carteret al., 1992) ag well as “strategic capacity™ (for example, innovation and
long-term effectivencss; Newberry and Pallot, 2004; Kaplan, 200 1; Klootand Martin, 20007,

2.4. Theoretical Framework and Hyothesis Development

The implementation of performance-based management is expected to improve the
local government performance, including that of their employees. Previous literature re-
view demonstrated that it i3 important to di fferentiate quantity and quality performances.
Pollitt { 1986 in Verbeeten 2008),Carter et al. { 1992), Kloot and Martin (20003, De Lancer
Julnes and Holzer (2001), Pollanen (2005 in Verbeeten 2008), and Pollitt (2006 in Verbeeten
2008 find empirical evidence that the measures of quantity performance tend to disre-
gord the quality aspect of service provision, since performance quality 15 more ditficult to
measure than quantity. The result of a meta-review by Jenkins e al, (1998) indicates that
the increased quantity performance is generally achieved by scarifying quality perfor-
mance. They find that there is a positive effect of PM prachices on quantity performance,
vl it by no means influences performance quality,

a. The Effect of Clear and Measurable Goals on Performance

Goal-setting theory also asserts that people with specific hard goals (often called
“stresch™ goals) perform better than those with vague goals such as “do your best™ or
specific easy goals {Latham, 2004). Challenging goals are wsually implemented in ferms
of specific levels of output 1o be attained (Locke and Latham, 1920 in Yerbeeton,
2008). Thus, goal setting theory assumes that there is & dinect relation between the
definition of specific and measurabie goals and performance; if managers know whal
they are aiming for, they are motivated to exert more effort, which increases perfor-
mance (Locke and Latham, 2002, 1990 in Verbeeten, 2008). A study by Verbeelen
(2008) shows that the perceptions of the targets evidently promote quantity perfor-
mance. The findings of a study by Sotirakou and Zeppou (2006) show that perfor-
mance measurement contributes to the increased performance of public organizations
in Gireece. A study by Indudewi {2010) demonatrates that clear and measurable goals
hawve significantly a positive relationship with performance. The first hypothesis of this
sy is as follows:
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Hia. Clear and measurable goals have pasitive seffect on quantity performance.

The findings by Cavalluzzo and Ittner (2004) indicate that metric difficulties (i.e. diffi-
culties determining meaningfil measures, results occurring too far into the future to be
measured, difficulties distinguishing between results produced by the program and re-
sults caused by other factors, and difficulties determining how to use performance
information to improve the program or to set new or revige existing performance goals)
significantly dampen the extent of the US government’s performance messure devel-
opment. This suggests that US agency managers believe that the usc of PM-proctices
may not improve performance in situations where ambiguity of objectives is high
(Verbeeten, 2008). Locke and Latham ( 1990) acknowledge that task difficalty (which
iz asaociated with difficult to measure goals) reduces the impact of clear and measur-
able goals on performance {inVerbeeten, 2008). Empincal findings (Pollist, 2006, 1986
in Verbeeten 2008; Pollanen, 2005 in Verbeeten 2008; De Lancer Julnzs and Holzer,
2001; Klootand Martin, 2000; Carterer af.,1 992) show that quantitative performance
measures tend to ignore the quality aspect of service delivery since qualitative perfor-
mance 8 much more difficult to measure, Based on the stedy mentioned above, the
second hypothesis will thus be stated a5 follows:

Hib. Clear and measurable goals have no effect onguality performance.

b. The Effect of Decentralization on Performance
Decentralization is a system of mandating authority for decision making in regards to
tho allocation of resources and providing services to the people (Miah and Mia, 1996,
Halachmi, 2002), In Indonesia, as set out in Law of the Republic of Indonesia Number
33 year 2004, decentralization is defined as an assignment of government authority by
central govemment Lo autonomous local government to manage and administer the
governmental affairs in the framework of the Republic of Indonesia ( Kuncora, 2009),
This means that decentralization constitules a delegation of authority and responsibility
{of the public functions) from central government to local government. It accommo-
dates the participation of all work units in local government. The participation of each
work unit in the goal setting process is highly required to enahle the local governments
to acquire accurate, clear, measurable and specific goals as needed by the people.
The purpose of decentralization is to enable the government institutions to provide
imimediate and quick services for the fulfillment of the needs of the people and other
stakeholders and 1o obtain feedback for the improvement of performance of the rel-
evant public organizations. Goal setting theory suggests that goals are less likely to be
achieved if there are situational constraints blocking performance than if there are no
such constraints (Locke and Latham, 1990 in Verbeeten, 2008). One of these “situ-
ational constraints™ may be the lack of decision rights meaning the authority and re-
sponsibility for making particular decisions (Kaplan and Atkinson, 1908 in Verbeeten,
2008). Om the basis of the definition of decentralization and its correlation with perfor-
matice and with previous study findings, the third hypothesis is thus as follows:
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H2a. Decentralization has a positive effeci en quaniity performance,

The empirical findings of Pollitt (2006, 1986 in Verbegten 2008), Pollanen (2005 in
Verbeeten 2008), De Lancer Julnes dan Holzer (2001) Klootand Martin (2000, Carter
ct al. (1992), show that quantitative performance measures tend to ignore the quality
aspect of service delivery since qualitative performance is much more difficult to mea-
sure. The results from a meta-review by Jenkins et al. (1998) indicate that, in general,
this may be the case; they find that there is a positive effect of PM practices on
performance quantity (e.g. the number of unit produced or assembled) yet not neces-
sarily on performance quality (e.g. supervisor rating, accuracy) {Verbeeten, 2008), A
study by Indudewi (2010) shows that decentralization does not have a significant ef-
fect on performance. Based on the findings mentioned above, the fourth hypothesis
will thus be stated as follows:

H2b. Decentralization has no effect on guality performance.

¢. The Effect of the Performance Measuring Indicaters on Performance
Goal setting theory supgests that feedback (Le. information from the performance
measurement system) may provide the opportunity to set more demanding goals in the
future, provide information regarding better task strategies, and bea basis for recogni-
tion and reward (Locke and Latham, 2002 in Verbeeten 2008). Agency theory recog-
nizes that the performance measurement system provides the input for decision-mak-
ing, as well as for incentives (Abernethy et al., 2004 in Verbeeten 2008), Performance
indicators enable the govemment to achieve the determined goals and to evaluate the
programs and activitics performed. The implementation of the performance measure-
ment system will help the government to measure the efTectiveness that has been
achisved (Verbeeten, 2008; Zeppou and Sotirakou, 2003; Kloot, 1999), The study find-
ings of Indudewi (2010} demonstrate that performance measurement has a significant
and positive effect on performance, but this study does not scparate the quantity per-
formance and the quality performance.
In view of the ahove description, the fifth hypothesis will be as follows:

H3a. Performance measurement indicators have o positive effect en the quantity
performance.

Based on the study findings of Pollitt (2006, 1986 in Verbeeten 2008), Pallanen
(2005 in Verbesten 2008), De Lancer Julnes dan Holzer (2001), Kloot and Martin
(2000),Carteret al. {1992}, and Jeakinset al. (1998) as described above, the sixth hy-
pothesis will be stated as follows:

H]hﬁgbm:ﬁmmthdﬁcﬂamhwwgﬂ'ﬂmtﬁaqﬂmm
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d. The Effect of Incentives on Performance

Agency theory assumes that individuals are fully rational and have well-defined pref-
erences and beliefs that conform to the axioms of expected utility theory (Bonner and
Sprinkle, 2002). Furthermore, each individoal is presumed o be motivated solely by
self-interest (Baiman, 1990). This self-interest can be described in a wtility function
that contains two arpuments: wealth (monetary and non-monetary incentives) and lei-
sure, Monetary incentives frequently arc suggesied as a method for molivatingand
improvingthe performance of persons who use and are affected by accounting infor-
mation (&g Atkinson, Banker, Kaplan, Young, 2001; Homgren, Foster, & Datar, 2000;
Zimmerman, 2000 in Booner&Sprinkle, 2002), and their use in organizations is
increasing(Wall Sireet Journal, 1999 in Bonner&Sprinkle, 2002).

Incentives can be defined as exirinsic motivators where pay, bonuses or carser
perspectives are linked to performance (Bonner et al,, 2000). Permendagri Mo, 13/
2006 states that regional governments can give additional income to the civil servants
by objectively considering their financial capability and upon the approval of DPRD as
governed by the legislation. The purpose of the additional income is to increase the
employees’ wolfare based upon their workload or profiession shortage or work condi-
tion or work place or work performance. Therefore, agency theory assumes that in-
centive plays a fundamental role in motivating and controlling performance. The study
finding by Verbeeten ( 2008) reveals that incentive has a positive effect on the quantity
performance. A study by Indudewi (2010} indicates that incentive has a positive and
significant ¢ffect on performance. Thus, the seventh hypothesis will be as follows;

Hda. facentive has a posifive effect on the guantity performance

According to the findings of Pollitt (2006 i Verbeeten 2008), Anthony and Young
(2003), Burgess and Ratto (2003), Dixit (2002, 1997), Dewatripont ef al (1999),
Kravchuk and Schack { 1996), Gupta ef af {1994), Tirole (1994), Hofstede (1981}, the
public sector has some specific charactenistics that muke the design of incentive
schemes quite complex. First of all, delivering incentives is complex in public sector
orpanizations which generally have nultiple stakeholders (principals) with multiple poals:
each principal will offer a positive coefficient on the element(s) (s)he is interssted in,
and negative cosfficients on the other dimensions (Dixit, 1997), The aggregate muar-
ginal incenfives coefficient for cach oulcome is decreasing with the oumber of princi-
pals (Burgess and Rano, 2003); a8 a result, incentives are weak (Dixit, 1997).

Second, sccording o the findings of Burgess and Ratto (2003) and Tirole (1994)
{in Verbeeten, 200%), only those dimensions of performance that are easy to measure
are included in the incentive scheme, which may have undesirable effects on overal]
performance. Third, agency theory assumes that an agent gets utility solely from the
incentives, and disutility from the effort (s)he exerts on behalf of the principal. In
reality, agents in public sector organizations may get utility from some aspects of the
tatk itself, and agents in the public sector may be motivated by the idealistic or ethizal
purpose setved by the agency (“ntrinsic motivation™), which may result in a match of
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workers and public sector orpanizations (Verbeeten, 2008). As a result, orpanizations
can use so-called “low-powered incentives™ (i.e. incentives are not based on perfor-
mance) if the goals of the worker are aligned with those of the organization (Dixit,
2002). The study finding of Verbeeten [2008) demonstrates that incentive has no of-
fect on the qualityperformance. In view of above description, and based on study by

Verbeeten (2008), the eighth hypothesis will be:
H4b. Incentive has no effect on the guality performance

The framework of this stady can be described as follows:

Figure 1. Clear & Measurable Goals

=)

The above figure indicates that independent variables, i.e. the effects of clear and
mcasurable goaks, deceniralization, performance measuremeni indicatorsand ineeotive, will
all be tested for their impact on both quantity and quality performance.

3. Research Methods

3. 1. Population and Sample

The population of this research was the local governments of the Special Region of
Yogyakarta, including the local government of the Special Region of Yogyakanta, City of
Yogyakarta, Sleman Regency, Gunung Kidul RBegency, Baniul Regency and Eulon Progo
Regency. The sampling method used was judgment sampling (as pan of purposive sam-
pling), with a criterion that the heads of SKPD should have been in their posts for a
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minimum of one year. Therefore, the samples used in this stedy were those heads of the
SKPDs in the Special Region of Yogyakarta who have been for minimom one year in their
s

3.2 Twpe and Data Collection Method

Batn used in this study were primary data in the form of respondent responses to the
statement list in the questionnaire. These data were obtained through a survey performed
using a physical questionnaire. This questionnaire was delivered to the respondents and
then directly retrieved by the author. It consisted of two parts! Part I contained some
statements concerning the respondent’s identity; and Part Il contained statements regard-
ing the research instrument with response measurement using a Likert 5 — Scale.

3.3, Operational Definition and Farioble Measurement

The instrument or mensurement used in the study was adapted from those instruments
already used by earlier rescarchers that were accorded with the conditions in Indonesia,
The variables in question were:

8. Clear and Measurable Goals

Clear and measurable goals, in this case, relate to the setting of vision, mission, objec-

tives and objectives in the work units of respondents and whether the goal seiting gives

clear description fo the respondents relating to the results to be achieved. The mstru-
ment for measuring such clear and messurable goals is that developed by Verbeeten

(2008}, The clear and measurable goal variable includes the respondents’ agreement

level with some staterments relating to the vision, mission, objectives and goals of the

SKPD, This variable/construct consists of 8 indicators illustrated in the statements of

the questionnaire (CMCk 1 -CMGE),
b. Decentralization

Decentralization is, in this case, the level of anthority held by the SKPDs in relation to

budgeting and decision-making in the fields of finance and aperation, the improvement

of employees’ quality, and the allocation of account and human resource. The decen-
tralization instrument is based on the one developed by Mia and Mia (1996 in Verbesten

2008). This construct consists of 5 indicators illustrated in some statements of the ques-

tionnaire (DEC.1-DEC.5),
¢. Performance Measurement Indicators

Performance measurement indicators constitute a managerial tool used to evaluate the

achievement of objectives and poals (Whittaker, in Lembaga Admunistrasi Negara

Republik Indonesia, 2004). In this case, performance measurement is a standard in

assessing the achievement of goals. The instrument of performance measurement is

based on that developed by Cavaluzzo and Hiner (2004) and includes varions perfor-
mance indicators such as input indicators, efficient operational indicators, community
satisfaction, quality standard of service, and the impact of the resalts achieved This

construct consists of & mdicators illustrated in some stotements of the questionnair:
{PMIL.1-PML&).
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d. Imcentive
Incentive i3 additional income for civil servants that is given on the basis of perfor-
mance achievement (Internal Minister's Regulation No 13 of 2006}, The incentive
mstrument nsed in this study was that developed by Keating (1997) thit vsed by Verbeaten
(2008). Incentive is usad to know its role in obtaining performance. The instrument of
statements includes the relationship between incentive achicvement with the realiza-
tion of expenditure budget, program implementation and achicvement of service qual-
ity. This construct consisis of § indicators illustrated in the statements of the question-
naire (ICT.1-ICT.8).
¢. Local Government Performance
Performance here is the work achievementsof work units in realizing the determined
targeds. The instrument used to measure performance was that developed by Verbeeten
(2008). This instrument was developed by Van de Ven and Ferry (1980 in Verbeeten
2008) and specially designed to measure the public sector organizations and has al-
ready been used by Dunk and Lyson (1997 in Verbecten 2008); Williams (1990 in
Verbeeten 2008). Performance construct encompasses 10 mdicators as described in 3
staternents concermning the quantity performance (QUAN. 1-QUAN.3) and 7 state-
ments on the quality performance (QUAL. 1-QUAL.T). The quantity performance
indicates the dimensions relevant to the achievement of the performance target of a
program, the agreement of budget realization with budget, and the achievement of
operational efficiency. The quality performance indicates the dimensions relating to
the result accuracy and agreement, level of program achievement, impact of activity
results on the people life and moral of the employees.
For validity and reliability tests, firstly a pilot study was done with 20 respondents on
27 July 27 2011. The respondents were the local govermment employess who were study-
ing with the Master Program of Developmental Economy of Gadjah Mada University of
Yogyakarta, The tried-out instrument was then analyzed using the PLS software. The
instrurnent is considered reliable and valid if the scores aicmmpmlterﬂmhd:r,randmnm%
alpha are 0.6 and those of average varance extracted (AVE) and loading factor are ¢
(.5 (Hartono, 2009}, The results of this pilot study indicates that the scores of AVE and
communality are > (.5 and approach 0.5, the scores of cronbach's alpha and composite
reliability are = 0U6 and = 0.7. The resnlts of this pilot study also indicates that the scores
of loading factor are > 0.5 (practically, validity is significant), and based on the table of
cross loading, it can be concluded that cach indicator of a latent varjable (construct) has
the highest loading factorscore in the target construct compared to the score in another
construct. This shows that the indicators that will be vsed in this study are valid and
reliabie.

3.4. Data Analysis Technique

This study used many dependent and independent variables (complex model), there-
fore, it used partial least square (PLS) to examine the hypotheses. The PLS i= a variant-
based Structural Equation Modeling (SEM) technigue which can test the measurement
model simultaneously with the test of structural model (Hartono, 2009), The FLS de-
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mands a minimum requirement for the measurement scale, sample size, vanable disiribu-
tion and residual distribution (Chimn, et. all., 2003). The PLS’ characteristics are very suit-
able for use in this study because they comprise complex combinations and models and
they can alsouse a relatively small sample size to anticipate the poor response rates from
the target local government. The tool used was the SmartPLS-Version 2.0 program taken
from www.smartpls.de

4. Resnlis

#.1. Respondent Chverview

The respondents of this study were the heads of SKPDs in the Special Region of
Yogyakarta who had been in their posts for a minimum of one year. The questionnaires
were delivered to the respondents on 20 August 2011 and the time limit for their collection
was 21 September 2011.

The overview of the sample of the respondents was as follows:

Table 2.
Details of Response Rate and Usable Resporse Rate
__ Bemarks Todal
Delivered Cuestionnaires (directly delivery) 138
Retumed CQuesiiomslies 1oz
Unused Cruisticnnaines b |
Usable Cheestionnnires g1
Respomas mte T191%
Usable respemae rase L .
Table 3.
Respondent Profiles
Bemarks Total (Peaple) Percentnge (%}
Fender
Male 5% T2.E4%
Female 21 X7 16%
Bl 100, 00%:
Age
30 = A0 years old R 1] .00%
4] = 50 years abd 30 48,1 3%
51 = & years obd -l-; 5I._EF!¢'|
Rl 1060, 00
Ednention
D3 a 0.00%
51 37 5 6EY
B2 44 54.30%
81 100,080
Term Duraiion
| =5 years &4 EENE
5,0 = 10 yenr m [2.35%
= |} yoari 2 2.47%
£l | 641 Dt

Source: Primary data processed in 2011
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d.2. Data Analysiz and Hypotheses Testing

Data analysis was conducted upon the omission of the two indicators (PML4 and
PiAlL6). Both indicators were omitied due to their low loading scores,

4.3. Evalnation of Measurement Model
The following is the result of analysis of the measurement model (path analysis) using
thi PLS algorithm iteration:

Table 4.
Overview of the PLS Algorithm Iteration
Conrverpent Validity Retlability
Crombachs  Camposite R Square
AVE Cormmunaligy Reliabilit
DEC D4RTHT (487448 (LT171 (LEZZRRY
Pl ), a3 0.506300 (L6438 0. 300070
—ICT 0.635243 0.655343 0843477 0547584
_QUAL 0.517493 0.517453 D.RM547 0.831419 0221143
QUAN 0659716 0.6597Ti6 7141845 0.853212 .IT9614
CMG (0.497800 (&9 TROC (LBSRG43 (L38T7I02
Source: Outpud SimanPLS of 2011
Table 5.
Crogs Loadings
PEC PMI ICT QUAL QUAN CMG
DEC. 0. 714656 L7614 (L 2488733 107239 0. 026650 0079076
_DEC2 0732305 0261998 0287220 OTIARS  0.141330  QIRTITE
0453754 DOSTIRG  0.250333 0257728 004787 0137729
_DEC.4 0366465 0038599 0252066 0032214 0016620 0059673
_DECS 0583371 DGOTIS 0264370 0037608 0065672 0.086601
PMLI 0.091479 0740788 0.019811 0270039 0417710 0441652
FMIL2 031040 0727695 Q.0B0B27 0066723 0262465 0084208
FMI3 DLEOD493  D.BI2163 0004996 0379167 0427796 0542113
PrILS 0, | SEOh 0520 0. 105976 263027 0, 19E0T0 0. 263416
ICT.L (. 256564 [ 14454 1 (LEYTTIT2 Q_jlzd'?ﬂ 0, 140414 0.1 RE21D
KT.2 0287376 D179M2 0839116 GABI320 0098981 0171662
T3 0281625  0.007809 0809003 002321 0050470 0.072666
ICT.A 0147538 0002783 0825788 O0R4GRE 0012101 0.043858
ICT.S 033956 007308 OT7RIR9Y 0041631 0042199 D.0I013S
ICT.6 0356708 0031222 0783438 0062536 0.034333  (0.050454
ICT.7 0378314 0.01027  0.862975 0AT2TTE 0009823 0.093039
ICT.8 0239906 0020039 0767184 0031793 0085417 D.O67T7T3
QUAL | 0.197639 0146803 0216671 0732470 0.369363 0.191238
QUALT 075234 0318857 0390E 0512400 0570726 0316818
QUALS 0226113 0331238 [LI28545 OB0GI6E  U.GAT49E  03anld
QUALA 0066936 0199327 0032851 0639938 022083 0157200
QUALS 0062407 0234230 037005 0399651 0351943 DIYTALR
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TIROE 0220749 0730522  0.320016 034810

TQUALE 076118 0.
AT 0050555 0

177 0163671 0672381 03ME4D 0120725

QLAN. | (L157485 1. 348533 (5345 0.473126 (LBOE0SS EI:H‘TH-IS-'I

QUAN.Z (135377 0410813 D03 0.3733T2 LE3544T (.36

QUAN.Y . 1ZH0GZ 1419308 060513 0. 6020 [0 i TER430 034350

S

OG0 -0.0142249 S13950 -0, 148006 0. 043022 0. 254042 0807738
ChAG.2 (043250 0.307314 0107950 0, 1708EL D08 162 0. 7212

CMG.3 0089453 0313360 0050469 0.0194D4 0318757 (L62613R
“OMG.4 0139308 0452037 0000423 0225200 0051330 0.785452
TOMG.S 0187595 0427945 0071440 071681 0209475 0.702063

CMG.6 0150686 0304899 0041247 007374 0208735 D.675745

S Sy

CMG.7  0.200651  0.44387 0227100 0311363 03560 0.771451

I TG A

CWIG.S 0.143503 0.57333 0171077 04827 1370505 0, 728611
Source; Cutput SmantPLS of 2011

a. Construct Validity Test
i Convergent Validity Test

The parameters used in the convergent validity test are the scores of loading factor,
AVE, and communality. Viewing Table 5 above, it can be seen that the loading
scores in each indicator item have qualified in terms of convergent validity, that is
each item has loading scores greater than 0.7 (high level of validity) or greater that
0.5 {practically significant validity). In general, the high loading scores show that
the indicators used contribate much to the measured constructs,

In addition, the measurement model has also qualified in terms of convergent
validity based on the review of the average scores of varnanes extracted (AVE)
and communality. The lowest score of AVE and communality is 0487447 derived
from the decentralization construgt. Although, ideally the score of AVE is higher
than 0.5, the score 0.4 is still tolerated (Lai & Fan, 2008; Vinzi et al,, 2010: 463).
Validity Test of Discruminant
The parameters used in the discriminant validity test are the scores of cross load-
ing. The discriminant validity is satisfied if each indicator of & latent variable (con-
struct) has a higher loading score in the target construct compared to the score of
any other constructs. Table 5 above shows that all indicators in the measurcment
modeai have met the requirements for discriminant validity.

b, Relizbility Test
The reliability test can be viewed from the scores of cronbach’s alpha and composite
relinbility with the minimum reguirements being >0.6 and >0.7 (Hartono, 2009), re-
spectively. Table 4 above demonstrates that the scores of cronbach’s alpha and com-
posite reliability have met the requirement of their respective minimum score, thus all
constructs can be considered as nealiable,

In general, it can be said that the research instruments are valid and reliable, thas

they qualify for hypothesis testing,
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4.4. Evaluation of Structural Model (fnner Model)

Evaluation of the siructural model or inner modeliz azsessed based on B Square(RT)
scores resulted from the PLS algorithm iteration (Table 4). The rescarch model proposed
in this study can cxplain the variable of the quantity performance of 27.96%, and (hat of
the quality performance of 22. | 1%, while the remaining are explained by other variables
out of the proposed model.

1. Hypotheses Testing

The resulis of hypotheses testing can be seen from the resulis of the structural model

evialuation and the line coafficients resulting from the bootstrap process, The following

i o path coefficient table produced by the bootstrap process:

Table 6.
Path Coefficients; Mean, STDEV, T-Values

Hypt-  Orginal  Sample  Standard  Standard T Statistics
thesieed  Sample  Mean(M) Deviadon  Eroer (JOVSTERR)

dirction (0} (STDEV)  (STERR)

DEC = QUAL 0 D301 054139 0.158720 0158720 0819138
DEC = QUAN + D09I3E 0130889 0152609 0152660 0508279
PMI = QUAL 0 0283078 0.069%69 0021631 0121631 2337380
Ml = QUAN + 0336555 0203352 092317 0092317 3645681
~ICT = QUAL 0 0136081 0021364 0130952 0130951 1039169
ICT= QUAN + 0005607 052584 0150944 0152944 0.036664
“OMG = QUAL 0 0135512 0201 DITAE 0.7 L1l
MG == QUAN + 0.226746 0221324 0069649 0089049 2
Somrce: t SrnertPLE of2011
Hﬂ'tl:.. LL M

?hh' Efmﬁmr
T=tabde=1,64 fior P<0.05 and T-fable=2.33 for P<)0 ] {ome-tailed)

For confidence level of 95 percent, the value of T-fable for one-way hypothesis is 1,64
{(Hair et al.,, 2006 in Hartono, 2009, Eight of tested hypotheses, three hypotheses are
statistically supported because of having a T-statistics value higher than that of T-table,
which is = 1.64 (alpha 5 percent). The positive value of the path coefficient (original
sample) shows that the independent variable has a positive affect on the dependent vari-
able, and the negative valoe of path coefficient shows that the independant variable has a
negative effect on the dependent vanable.

The analytical results indicate that clear and measurable goals are positively associ-
ated withquantity performance, but not with quality performance. This result is in aceor-
dance with both H1aand H1b. Supporting the finding of Verbeeten (2008), itis known that
the impact of clear and measurable goals on qualitative aspects of performance is lower
compared to the impact on quantitative aspects of performance (i =0.135512 for quality
performance and [§ =0.226746 for quantity performance, respectively). The result of this
analysiz shows that decentralization does not relate to both quantity and quality
performance. This docs not confinm H2a, but it dees confirm HZb, The impact of decen-
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tralization on the guantitative aspecis of performance is lower than the impacton the
qualitative aspecis of performance (B = 0,091338 for quaniity performance and f = 0.130013
for quality performance, respectively).

The analvsis regult shows that the performance measurement indicatersore positively
associnted with both quantity and quality performance. This result is in accordance with
H3a, but in conflict withH3b. The impact of performance measurement indicators on quan-
titative aspects of performance is higher than for qualitative espects of performance (f =
0.336553 for quentity performance, respectively f =0.283078 for quality performance).
The analysis results show that incentives are negatively associated with quantity perfor-
mange and do not relate 1o quality performance, This result of analvsis does not confirm
H4a (inconsistent with the finding by Verbeeten, 2008), but docs confirm Héb (supporting
the finding by Verbeeten, 2008). The impact of incentives on the quantitative aspects of
performance is lower than the impacton the qualitative aspects of performance (i = -
0.005607 for quantity performance and f = 0.136081 for quality performance, respec-

tively),
5. Conclusion, Implication and Limitation

5.1 Conclusion

The analysis of the empirical data of the local govemments of the Special Region of
Yopvakarta, City of Yogyakarta, Sleman Regency, Guaung Kidul Regency, Bantul Re-
gency, and Kulon Progo Repeney, shows that the impact of clear and messumable goals on
qualitative aspects of performance is lower compared 1o the impact on quantitative as-
pects of performance is consisient with the goal setting theory. The result that shows the
impact of performance measurement indicators on quantitative performance to behigher
than the impact ongualitative performance is consistent with goal sefting theory. Inconsis-
tent with goal setting theory is the finding that the impact of decentralization on the quan-
titative performance is lower than the impacton the qualitative performance. The result
that shewrs the impact of incentives on the quantitative performance to belower than the
impacton the qualitative performance is meonsistent with agency theory. On the other
side, the results from the path coefficient analysis indicate that clear and measurable goals
and performance measuremnent indicators are positively associated with quantity perfor-
mance. The factors (variables) influencing the quality performance of the local govemn-
ments are performance measurement indicators.

5.2, Limitations

This research has some limitations that may infloence the findings. First, the data were
obtained from an instrument based on the respondents” perceptions, This will lead to
problemns when the perceptions are different from the real conditions. Second, most of the
respondents (the heads of SKPD) delegated the questionaire to their subordinates, which
potentially results in inconsistencies between the expecied respondents and real respon-
dents which in turn producesbias in this smdy. Third, the assessment of the quantity per-
formance did not include the quentitative data from the Report of Governmental Institution’s
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Performance Accountability (or Laporan Akuntabilitas Kinerfa Instansi Pemeriniah’
LAKIP) 1o support the assessment of the quantity performanee.

3.3, Discussion and Suggestions

The findings demonstrate that incentives have negative influence on the quantity per-
formance. This empirical evidence does not confirm the agency theory. Similar to the
findimg by Verbeeten (2008}, this finding 15 consistent with the notion that meentives may
not be helpful to stimulate effort when goals are ambigoous or performance is difficult to
meqzure, Although the implementation of the performance measurement system has baen
repulated, 18 implementation is still problematic because the capacity of the performance
mcasurement system to promote performance end performance accountability of govern-
meent agencics is frequently debatable and questionable (Nurkhamid, 2008). According to
Sihaloho (2005] and Akbar (2010, the problems may arise at the development stage of
the performance measurement system and in using the resulis of ilsimplementation stage,
Thercfore, further research is required into the relationship between the capacity of per-
formance measurement system and the results of its implementation (incentive grant) in a
public sector orpanzation. The finding of the research showing that the relationship be-
tween decentralizationand quantity and quality performancesis meonzistent with the goal
setting theory, indicates that further research is necessary on the application of decentrali-
zation in the public sector organization. This research is conducted only within the territory
of the Special Region Yogyokartn whose characteristics are probably different from other
regions. Therofore, in the process of public policy development inconnection to the imple-
mentation of goal setting theory and agency theory, similar studiesnesd to be carried out
inother regions so thal the public policy can bepenerally applied in Indonesia, particularly
incech region. It would be better if future research vses mixed methods approaches.
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Appendix
Tahle 7. Research Questionnaires
Vartshles Irvilbeador Symbaol
Dvependent
e and L. The vissions of work anits are clearly stated in writing, CMGL
measirablc 2. The vissions of work wnits have been clearly formuloged, W2
pads 3. The missons of work units are sioted in writng. CMG 3
4, The missons of work mnits are steted and commanicaisd both intemedly G 4
and extersally,
4. The goals of wark wmits are consistent with the organizationnl mission. CMG 5
6. The gels of work wsits are dodcumented specifically ard in detail, ChG 6
7. The namber of goals to be schieved describes the resulis to be obtwined., CG 7
E. Performmoe measures are clearly staded and consisient with the poaly TG R
________ _ofwork s
Decentralizati 1. The authority and responsibality of werk onits sne related to financial DECI
cn problems
2 The authority and nesponsibility of work units are related to operntional DECE
problems.
3. The amhority and respansibility of werk units are relaed o the DECY
improvement of employess quality,
4. The aurharity and responsibility of work units in fumd shif. DECY
5. Tmmhu'lr_!.rullrupmﬁhﬂ'rt_l,r of work units in the minngement of DECS
hiuman resounoes
Performameice |- Pesformance indicators to measure input. P11
mensgrement 1 Performance indicators sre connected with the qaantity of FuL 2
3. Performance indicators staling operational efficiency. PMI 3
4, Pesfiormnance indicators are related to the bevel of people satisfction, ® Fiil 4
5. Peefiormance indicntors. sre relsted 1o the standard of service quality, Pl 5
fi. Performance indicators sre oonnecbed with the oaicome. Pl &
Incentive 1. Budget performance is relaned 1o toial compensaticn. ICT
1. Compensstion ieredated tothe level of badpel renlization. ICT:
1, The implemendation of sctivity number is related to tolal comgsnsatian. ICT3
4, Efficiency nchievement is refated to totnl compensation, ICT4
5, The level of people satdsftlon with the gosernment service & refaied ICTS
tor tafal somgrenaation,
. The achievernend of the service quality stapdderd is related to tolal ICTé
COMmpEnaation.
7, The Imcrease of achisvement of noy activity is related fo toinl ICTT
COMPENIEen.
&, Chrcowse is relabed io toml compensation, ICTE
Independeat I, The achievement of performance target of any ﬁqru[nm QLUAN]
Chanfity 3, The comsistency of budget realizabion with budget FUANZ
_performance 3, Operstional efficiency. DUANZ
Cranlity 1. The secaracy of the result of an activiy with the projram, QUALI
perfoemimee L The conaistency of the result of an sctiviey with the program, QUALZ
3, The level of program achisvemens, QUALl
4, The impact of the cutcoms of any sctvity on the peaple life, QUIAL4
5. Inmowation of s bdeas of wark wniie QUALS
6, Tha reputation “excellent performance”, QUALG
7, Moral {the improvement of employee aitimdes m their perfommannce QUALT

after their participation in a tramingh

Note: *cancelled questions due to having low loading scare and decreasing the AVE score
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